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1
INTRODUCTION 

In its document R-3541 submitted in September 2004, the Distributor broached the question of the measurement of and trends in efficiency in accordance with the Régie de l’énergie’s expectations in decision its D-2004-47. 

In order to describe overall efficiency, 23 indicators are presented and explained below. These various indicators relate to both the Distributor’s activities as a whole and the major distribution and customer services processes taken separately. 
In this same document, the Distributor also examined certain of its subprocesses in greater detail in order to assess their efficiency. Inspired by the best business practices collected during external benchmarking exercises, it enumerates certain paths likely to lead to improved efficiency during the coming years. 
In its decision D-2005-34, the Régie recognizes the importance of considering 23 indicators when establishing the regulatory basis for measuring the Distributor’s efficiency, while conceding that the list could be revised, if necessary. Similarly, while recognizing the need to make efficiency judgments in a manner that considers underlying rather than superficial factors, the Régie does not exclude the possibility of using averages over various periods in order to more accurately analyse data and assess the observed trends. Furthermore, it asks it to explain data from the base year that present significant variances with respect to the budget recognized by the Régie in its previous decisions. 
As for external benchmarking, the Régie accepts the Distributor’s proposal to deal with this matter within the technical meetings with stakeholders and Régie staff. For this purpose, the first technical meetings were held during the first half of 2005 and others are scheduled for the fall of 2005. 
This third document on efficiency draws up a balance sheet regarding the technical meetings on external benchmarking and analyses trends in the Distributor’s efficiency by using global indicators. The relevance of certain indicators is also considered with respect to certain principles put forward to justify their establishment. It also deals with the efficiency of certain of the Distributor’s subprocesses and the place given to efficiency in the current management of the Distributor’s activities. 
2 
EXTERNAL BENCHMARKING 

2.1 
Review of Technical Meetings 

The considerable volume of information and the level of detail and technicality of the benchmarking studies led the Distributor to propose that technical meetings be organized with stakeholders and the Régie de l’énergie within a setting distinct from that of the public audiences. The purpose of these meetings was to examine the benchmarking done by the Distributor in its distribution activities and customer services, as well as the benchmarking done for activities that fall under the Shared Service Centre (SSC). The Distributor held a series of five technical meetings on benchmarking to which the stakeholders in the 2005 rate case and representatives of the Régie were invited. 
As described in the terms and conditions of operation, the main objective of these meetings was to present benchmarking with its limits and constraints, as well as the use made of it by the Distributor to constantly improve its performance. They were also an excellent opportunity for the Distributor to explain its operations and illustrate its particular features. 
The Meetings 
Throughout the meetings, stakeholders had an opportunity to ask questions, make comments and formulate requests to obtain additional information. A report was produced after each meeting. 
After the technical meetings were held, three series of written questions were submitted to the Distributor to which it replied in writing on July 7. The first two series of questions were addressed by the GRAME and the third by the Régie de l’énergie. These questions essentially dealt with: 

· Benchmarking objectives and mechanics; 
· Understanding of the benchmarking reports produced by PA Consulting; 
· Data, analyses and supplementary explanations on very specific topics and others more general in scope. 
At the end of these first five meetings and with a view to continuous improvement, a questionnaire was sent to the participants in order to formally collect their assessment, as well as their comments and suggestions with a view to upcoming meetings. 
Table 1 presents the themes of the various meetings and the dates they were held. The objectives pursued and the main findings of each meeting are presented in the following sections. 
TABLE 1– TECHNICAL MEETINGS ON BENCHMARKING

	Meeting
	Themes
	Date

	1 
	General session on benchmarking 
	April 20, 2005

	2
	General results of the process 

Customer Services 
	May 10, 2005 

	3
	General results of the process 

Distribution 
	May 26, 2005

	4
	Distributor’s efficiency indicators and benchmarking

Shared service benchmarking (SSC) 
	May 31, 2005

	5 
	Shared service benchmarking (SSC)
	June 14, 2005


The theme of shared service benchmarking (Shared Service Centre) discussed at meetings four and five is not dealt with in this document. It is the subject of exhibit HQD-3, document 2 of the present Request. 
2.1.1 Meeting 1: General Session 

The purpose of this meeting was to present the objectives of the benchmarking and the bases of the structured studies in which the Distributor has participated over the past years. During this meeting, participants heard a detailed description of benchmarking programs already mentioned in the Distributor’s benchmarking plan
, the COPE
 sponsored by the Canadian Electricity Association (CEA) and the Customer Service and Transmission & Distribution (T&D) programs offered by PA Consulting. An explanation of the limits and constraints of benchmarking studies and the use of results by the Distributor completed this presentation. 
It emerges that benchmarking is a complex activity that requires an in-depth analysis of results in order to provide benefits. Because of the weakness of the benchmarking model, the low level of confidence in the quality of the data and of the very limited comparison pool, it was demonstrated that the results from the CEA’s COPE program do not allow us to attain the benchmarking objectives, which were expressed as follows: 
· To permit comparisons of operational performance (efficiency, service, safety); 
· To reveal major trends; 
· To identify explanatory factors behind the differences observed; 
· To identify best practices with the goal of possibly adopting them. 
On the other hand, programs offered by PA Consulting for customer services and distribution activities constitute a much more valuable source of information since the pool of participating firms is larger. For customer services and distribution, 35 and 47 firms respectively take part in benchmarking exercises. 
The benchmarking model is also better structured and the benchmarking process is better supported by this firm’s experts. Therefore, the benchmarking results presented at the meetings for customer services and distribution activities, as well as the resulting analyses are exclusively from this source. 
The limits and constraints of the benchmarking studies have revealed certain difficulties inherent in any benchmarking study, the main ones being the following: 
Regarding benchmarking exercises: 
· In general, models do not cover all facets or the whole costs of an activity. Some data are difficult to obtain. 

· Participating firms vary in size, activities, and the business environments in which they work. 
· Certain activities are more suited to benchmarking than others. Simple, standardized, divisible, high-volume activities (ex: manual meter reading) are easier to benchmark than complex, non-standardized and non-divisible activities (e.g.: remote meter reading, information systems management, etc.). 
With respect to data quality, there is always some lack of precision considering that: 
· Data adjustments are required between the management systems of the participating firms and the proposed benchmarking model all participants have to conform to. 

· Accounting methods differ from one firm to another (capitalization criteria, calculation of general expenses, cost flows, etc.). This is also true for technical data (accidents, electrical service continuity index, etc.). 
· There is no control over data provided by other participants. The exercise depends on participants’ good faith. There is no audit of the validity of data each one provides. 

· Some data are missing. Analyses have to be done with the data available. 

The Distributor emphasized that benchmarking is only one of many tools that are used to drive and enrich the reflection on efficiency. It is not an end in itself. 

In this sense, making a commitment to a certain classification in an upcoming benchmarking exercise would be out of the question. Benchmarking’s main contribution is to throw light on improvement methods that participating firms could adopt, if necessary, by adapting them to their own business context in order to improve the performance of their operations. 
2.1.2 Meeting 2: General Results of Customer Services Process 

This meeting was an opportunity to present the main components in the area of customer services, while certain processes are to be described in detail at technical meetings to take place in the fall of 2005. At this second meeting, participants heard a detailed description of the benchmarking model developed by PA Consulting for customer services activities and a presentation of the main results obtained during the benchmarking carried out in 2004 (2003 data). Broad market trends respecting the main customer services processes were also presented. These trends were a reminder of what has already been explained for rate filing R‑3541‑2004.

The portion of the costs of the Vice-presidency, Sales and Customer Services, dealt with in the benchmarking study represents 51% ($233 M/$461 M) of net operating costs. 
The results of benchmarking are often presented in the form of a classification within a classification by quartile going from 1 to 4. Belonging to a quartile is determined on the basis of the distribution of results from every firm for a given indicator. The borders between quartiles are calculated so that the first quartile (Q1) includes 25% of the participating firms, the second quartile (Q2) includes the following 25% and so forth. The median corresponds to the border between Q2 and Q3, which separates the firms into two 50% groups. Thus, a firm that is classified in the first quartile (Q1) is part of the 25% most efficient firms. Conversely, classification in the fourth quartile (Q4) means a performance among the 25% least efficient firms. A positive (+) or negative (-) sign is sometimes used to indicate a ranking at the beginning of a quartile (Q2+) or the end of a quartile (Q1 -). In calculating the quartiles of a given indicator, only firms that provided the data on this indicator are considered. 
Main Findings for Hydro-Québec Distribution– Customer Services Process 
The benchmarking results presented in Table 2 show that the level of service offered customers of Hydro-Québec Distribution falls within the average for the participating firms. 
TABLE 2 –HYDRO-Québec DISTRIBUTION’S CUSTOMER SERVICES PERFORMANCE (2003 DATA)

	
	Mean
	Q1
	HQD
	HQD’s Rank

	Answering the Phone 

Average answering delay (sec)
	76
	31
	44
	Q2

	Phone service 

 coefficient (30 sec.) 
	72%
	79%
	72%
	Q3

	Abandonment Rate 
	5.8%
	3.0%
	4.5%
	Q2

	Meter Reading 

% of readings estimated 
	4.83%
	0.08%
	4.30%
	Q3

	Billing 

% of bills adjusted 
	1.28%
	0.35%
	5.85%
	Q4

	 Recovery 

% of customers interrupted 
	3.80%
	2.10%
	0.50%
	Q1


Hydro-Québec Distribution’s performance with respect to costs per customer in its customer services activities are slightly better than the average of the participating firms (Q3+) as presented in Table 3. Retaining only the most comparable firms,
 Hydro-Québec Distribution is classified towards the end of the second quartile (Q2 -). 
TABLE 3–CLASSIFICATION OF HYDRO-QUÉBEC DISTRIBUTION WITH RESPECT TO CUSTOMER SERVICES COSTS (2003 DATA)
	
	Cost / Customer (US$)

	
	N =
	Mean
	HQD
	HQD’s Rank 

	Call Centre 
	33
	9.35
	11.99
	Q4 

	Meter Reading 
	34
	7.96
	7.56
	Q2 

	Billing 
	33
	6.63
	7.02
	Q3 

	Receipts 
	33
	1.10
	0.55
	Q1 

	Business Offices 
	19
	3.98
	0.08
	Q1 

	Agency / Payment Station 
	19
	0.57
	0.31
	Q1 

	Field Activities (Residential Meters.) 
	32
	7.10
	3.03
	Q2 

	Recovery Files Management 
	33
	2.16
	4.37
	Q4 

	Recovery Field Activities 
	28
	2.03
	0.82
	Q1 

	Field Staff Management (Dispatch) 
	12
	0.55
	0.00
	Q1 

	Bad Debts 
	34
	10.52
	9.91
	Q3 

	Energy Theft
	16
	0.61
	0.90
	Q4 

	Revenue Protection (Other) 
	10
	0.51
	0.00
	Q1 

	Consumer Affairs 
	23
	0.52
	0.11
	Q2 

	Customer Information Systems 
	31 
	4.80
	3.73
	Q2 

	SALC* Support 
	24
	2.10
	2.43
	Q4

	Fringe Benefits (Pension and Benefits) 
	26
	8.41
	2.31
	Q1

	Total 
	34
	61. 34
	55.12
	Q3


On the whole, Hydro-Québec Distribution presents satisfactory results. A more detailed analysis of certain activities by process will be made at the time of the technical meetings planned for fall 2005. These meetings will be an opportunity to emphasize other aspects to be considered for a better appraisal of these benchmarking results. 
As an example, as Table 2 shows, Hydro-Québec Distribution is classified in the 4th quartile with respect to adjusted bills. This classification is explained in part by the fact that in Québec, many people move around July first. Since it would be far too expensive to carry out a special reading for all customers who move during this short period, Hydro-Québec Distribution issues a preliminary final bill based on an estimate. This final bill may be then cancelled and replaced by a meter reading transmitted by the new occupant. 
Conversely, Hydro-Québec Distribution does well in the percentage of interrupted recovery customers (Q1). This good performance is the result of the fact that it is Hydro-Québec’s business practice to cut off electrical service only as a last recourse and never in winter, after several call backs to customers. However, the practice of cutting off customers is much more common elsewhere. On the other hand, Hydro-Québec Distribution is classified in the fourth quartile with respect to the cost of recovery file management since the process involves many more stages than elsewhere (See Table 3). 
These examples show the importance of carrying out an examination of the benchmarking results in the light of information on the business context of the participating firms. 
2.1.3 Meeting 3: General Results of Distribution Process 

For this third meeting, the presentation was in two parts: the picture of the network in 2003 (description, organization, customer expectations, objectives and performance) and benchmarking results (description of the exercise, results, next steps). 
Picture of the Network in 2003 

The presentation on the picture of the network in 2003 provided participants with information on the management of Hydro-Québec’s distribution network. The participants learned among other things about the various activities in the electricity distribution process, as well as its components with respect to equipment, and the stages in annual investment and activity volume planning. Several items of information on the performance of the network management as it relates to customer expectations were also given, complemented by a variety of information of a more technical nature.
Benchmarking Results 

The distribution process benchmarking presented is that carried out under the Transmission & Distribution (T&D) program by PA Consulting. This program’s benchmarking model differs from that used for customer services activities with respect to the level of detail of the indicators. Whereas the customers program subdivides customer services activities into process and subprocess, each with very precise and detailed performance measures, the T&D program approaches distribution as a whole, comparing firms more on the basis of overall cost and quality indicators. Hydro-Québec Distribution completes only the distribution lines part of the questionnaire. 
The main product of the T&D program is a ranking according to 22 performance indicators dealing with costs, service continuity and employee safety. 

On the basis of the bulletin (Scorecard) produced by PA Consulting, Hydro-Québec Distribution is located at the end of the first quartile of the most efficient firms. As Tables 4, 5 and 6 show, Hydro-Québec Distribution’s ranking for the three performance factors is the following: 

· Costs: 
border between Q1 and Q2 
11 indicators
· Continuity: 
end of second quartile 
(Q2 -) 
7 indicators 
· Safety: 
fourth quartile 
(Q4) 
4 indicators 
TABLE 4 - CLASSIFICATION OF HYDRO-QUÉBEC DISTRIBUTION BY COST INDICATOR (2003 DATA)
	Indicator No.
	Cost Indicators 
	HQD (US$)
	Average

(US$)
	Quartile
	Number of Participants

	1
	Expenses / Distribution Customer (Indicator 2 + Indicator 3)
	$162.7
	$181.0
	Q2+
	35

	2
	Value of distribution capital introduced over the year / Distribution customer 
	$86.3
	$106.3
	Q1 -
	37

	3
	Operating and Maintenance Costs / Distribution customer 
	$76.4
	$73.1
	Q3 -
	35

	4
	Expenses / MWh Distributed

(Indicators 5 + Indicator 6)


	$5.18
	$6.48
	Q2+
	35

	5
	Value of distribution capital introduced over the year / MWh distributed
	$2.75
	$3.79
	Q1 -
	37

	6
	Operating and maintenance costs / MWh distributed
	$2.43
	$2.60
	Q2 -
	35

	7
	Expenses / Gross value of distribution assets (Indicator 8 + Indicator 9)
	8.39%
	9.02%
	Q2+
	33

	8
	Value of distribution capital introduced over the year / Gross value of distribution assets
	4.45%
	5.31%
	Q1+
	34

	9
	Operating and maintenance costs / Gross value of distribution assets
	3.94%
	3.69%
	Q3 -
	33

	10
	Delivery cost / kWh distributed
	$0.0109 
	$0.0120 
	Q2+ 
	33

	11
	Additions of distribution capital to extend the network and branches / Net new meter
	$2,373
	$2,585
	Q2 -
	24

	
	Average Classification - Costs
	
	
	Border

Q1-Q2

9th rank
	


TABLE 5 - CLASSIFICATION OF HYDRO-QUÉBEC DISTRIBUTION BY SERVICE CONTINUITY INDICATOR FOR THE DISTRIBUTION NETWORK (2003 DATA) 
	Indicator No.
	Service Continuity Indicators
	HQD
	Average
	Quartile
	Number of

Participants

	12
	Number of interruptions including major events and planned interruptions / 100 miles of circuit 
	86.57
	88.56
	Q3+S
	36

	13
	CI
 including major events and planned interruptions 
	200.901 
	490.611
	Q2+S
	37

	14
	CI excluding major events and planned interruptions 
	111.701
	148.621
	Q2S -
	37

	15
	FI
 including major events and planned interruptions 


	2.17
	1.63
	Q4S -
	36

	16
	FI excluding major events and planned interruptions 
	1.57
	1.12
	Q4S -
	33

	17
	ADC
 including major events and planned interruptions 
	92.581
	267.721
	Q1S -
	35

	18
	ADC excluding major events and planned interruptions 
	70.701
	114.291
	Q1+S
	35

	
	Average Classification - Service Continuity 
	
	
	Q22
11-

16th rank
	33


1 Duration expressed in minutes 

2Six of the participating firms received the same classification. 

N.B. For benchmarking purposes, events are recorded on the network so that the FI is under-assessed for HQ whereas the ADC is over-assessed. However the CI is correctly assessed since it is obtained from the product of the preceding two parameters.
TABLE 6 - WORKPLACE SAFETY CLASSIFICATION OF HYDRO-QUÉBEC DISTRIBUTION (2003 DATA)

	Indicator No
	Service Continuity Indicators 
	HQD
	Average
	Quartile
	Number of Participants

	19
	Time Loss Accident Frequency Rate 
	3.43
	1.02
	Q4
	24

	20
	Time Loss and Medical Assistance Accident Frequency Rate 
	5.07
	4.28
	Q4+
	24

	21
	Vehicle Accident Frequency Rate 
	5.62
	6.77
	Q2+
	22

	22
	Seriousness Rate 
	43.48
	44.32
	Q3 -
	23

	Average classification – WORK safety
	Q4
	35


 The study carried out in 2004 contains other more detailed information both qualitative and quantitative on several activities (e.g.: hook-ups and vegetation control). An in-depth analysis of these data in order to find the industry’s best practices is presently being carried out. It should end with the identification of improvement methods that could potentially be incorporated into the Hydro-Québec Distribution context. 
2.1.4 Meeting 4: Distributor and Benchmarking Efficiency Indicators 

This meeting attempted to answer a concern raised by the Régie,
 who “consider it appropriate to render a decision on the list of the 23 indicators proposed by the Distributor and on the results that they represent…” 
The Distributor seized the opportunity offered by the technical sessions on benchmarking to discuss this concern with stakeholders. The objective of dealing with this topic is to reduce, if necessary, the number of indicators on which the Distributor must produce an analysis in order to account for trends in its efficiency. 
The Distributor first re-examined the logic underlying the choice of the efficiency indicators initially proposed,
 which is based on a series of preliminary principles and criteria for assessing the various possible indicators. Then, a summary assessment of the present 23 efficiency indicators with respect to their relevance for measuring the Distributor’s overall efficiency was presented and discussed with the present stakeholders. Finally, to end this session, this was reconciled with the data used in benchmarking the Distributor’s activities. 
The main component to be considered in the choice of an efficiency indicator is the cost driver. For the Distributor’s activities, which mainly consist in planning and operating the distribution network and ensuring customer services, the most important cost driver is the number of subscribers. Subscriber management follows on directly from the Distributor’s basic mission and the number of subscribers permits the construction of simple indicators. In addition, an indicator based on the number of subscribers is easy to interpret, which facilitates its use by process and subprocess. 
To complement subscribers, sales in standardized kWh should be considered as another cost driver because it makes it possible to make a direct link with the unit price finally billed to the customer, especially in a context where an unbundling of rates would be considered. The cost per kWh also indicates the infrastructure needed to supply the customer. 
The indicator - network kilometres – is of little interest as a cost driver since it is irrelevant to customer services activities and provides little additional information in relation to the number of subscribers. To be useful, moreover, kilometres of underground network would have to be distinguished from kilometres of overhead network, which involve very different investments and operating costs. The density of customers over the territory is also an aspect that should be taken into account in the analysis of indicators connecting network kilometres. 
On the cost side, it appears more interesting to follow the total cost as well as its two main components, net operating costs and net operating capital. 
The use of the total work force as efficiency component is of little value since salaries are already considered in net operating costs. In addition, recourse to internal workers is one of several means open to the Distributor to fulfill its mission. A fluctuation in the total work force does not necessarily imply an improvement or deterioration of efficiency, to the extent that other means are used. 
Thus, on the basis of these considerations, analysis of the present 23 efficiency indicators reveals the relevance of 10 indicators and leads us to classify six indicators as irrelevant. The seven remaining indicators are of questionable value, which means that the Distributor does not reject them outright but sees them for the moment as of little interest. 
Table 7 below presents the 23 indicators, reclassifying them and giving them an assessment as a result of the Distributor’s analysis and the discussions held at the time of the technical meetings: relevant (R), questionable (Q), and irrelevant (I).
TABLE 7–ASSESSMENT OF RELEVANCE OF EFFICIENCY INDICATORS 
	Distributor’s Overall Indicators
	

	G1 - Total Cost Distribution and SALC ($) per subscriber 

G2 - Net Operating Capital Distribution and SALC ($) per subscriber 

G3 - Net Operating Capital ($) per subscriber 

G4 - Total Cost Distribution and Customer Services (SALC) (¢) per standardized kWh 

G5 - Net Operating Costs Distribution and SALC (¢) per standardized kWh 

G6 - Net Operating Capital (k $) per network km 

G7 - Net Operating Capital (¢) per standardized kWh transited through the network 
	R

R

R

R

Q

Q

	Customer Services Process Indicators
	

	C1 - Total Cost, SALC process ($) per subscriber 

C2 - Net Operating Costs, SALC process ($) per subscriber 

C3 - Average Total Work Force, SALC process per 100 000 subscribers
	R

R

Q

	Distribution Process Indicators
	

	R1 - Total Cost of Distribution process ($) per subscriber 

R2 - Net Operating Costs of Distribution process ($) per subscriber 

R3 - Total Cost of Distribution process (¢) per standardized kWh transited through the network 

R4 - Net Operating Costs Distribution (¢) per standardized kWh transited through the network 

R5 - Total Cost of Distribution process (k $) per network km 

R6 - Net Operating Costs of Distribution process (k $) per network km 

R7 - Average Total Work Force of Distribution process per 1000 network km 
	R

R

R

R

Q

Q

Q

	Indicators Considered Irrelevant by Distributor
	

	N1 - Total Cost Distribution and SALC (k $) per network km 

N2 - Net Operating Costs Distribution and SALC (k $) per network km 

N3 - Total Cost of SALC process (¢) per standardized kWh 

N4 - Net Operating Costs of SALC process (¢) per standardized kWh 

N5 - Average Total Work Force of SALC process per standardized TWh 

N6 - Average Total Work Force of Distribution process per standardized TWh transited through the network 
	I

I

I

I

I

I


R - relevant 
Q - questionable relevance
I - irrelevant
The Distributor therefore proposes that the Régie retain the ten indicators judged relevant for assessing trends in its efficiency and continue to monitor indicators whose relevance appears more questionable (7 indicators). The Distributor therefore asks the Régie for authorization to suspend monitoring of the six indicators considered irrelevant. 
2.2 
Next Steps
Other technical meetings on the customer services process are to take place in the fall. These meetings will more specifically deal with the benchmarking results for the call centre, billing and receipts, meter readings and recovery subprocesses. The Distributor sees an opportunity here to show how certain potential paths for improvement were identified using benchmarking data. 
Furthermore, the Distributor is taking part as sponsor in PA Consulting’s Customer Service program in 2005. This involvement will permit Hydro-Québec Distribution to ask that certain questions still pending be examined. In addition, the Distributor participated in 2004 and 2005 in a study dealing specifically with the metering process. The results of these studies will be known in the fall. 
The Distributor is again participating in 2005 in the T&D program offered by PA Consulting for process distribution. Analyses to identify ways of improving efficiency are presently being carried out and are to continue until 2006. 
At the end of these three consecutive years of involvement in PA Consulting’s structured benchmarking exercises, the Distributor will be in a position to determine the frequency of its involvement. 
3 
CHANGES IN THE DISTRIBUTOR’S OVERALL EFFICIENCY 

3.1 
Reminder of Efficiency Indicators 

As mentioned, the 23 efficiency indicators presented to the Régie de l’énergie in rate filing R-3541-2004S are determined by a relation between inputs and cost drivers. 
Appendix 1 to this document presents a complete definition of inputs and cost drivers that combine to form the various indicators of the Distributor’s efficiency. 
As in the previous case, all efficiency indicators were calculated exclusive of costs relating to electricity supply, electricity transmission services and the autonomous networks. Similarly, the costs associated with an overall energy efficiency plan (PGEÉ) ($2.3 M cash in 2004, $16 M in 2005 and $46 M in 2006 in the total cost) are not included in the Distributor’s costs associated with the offer of customer services and electricity distribution. 
Indeed, the PGEÉ is similar to a means to meet the Distributor’s customers’ electricity needs. It is therefore considered part of the supply facilities to ensure the balance between supply and demand. These exclusions allow the Distributor to concentrate on the efficiency of its core activities. 
First presented globally for the whole of the Distributor, the indicators are repeated for each of the main customer services and distribution processes taking into account the relevance of the cost driver. The various cost structures among the main processes justify such a grouping of indicators into three categories. 
3.2 
Analysis of Trends in Efficiency Indicators 

Table 8 presents all of Hydro-Québec Distribution’s efficiency indicators stressing their average trends as compared with inflation. 
In relation to the data provided in the last rate request, the historical data for the period 2001-2003 have not undergone any adjustment, whereas the 2004 result has replaced the estimate for the 2004 base year. It should also be noted that data from the 2005 base year do not show meaningful variance in relation to the 2005 budget recognized by the Régie de l’énergie. 
In addition to the average trends over the whole period of the years available (2001-2006), the Distributor presents the trends in the actual historical data for 2001-2004. Comparing the trends in these two periods permits an analysis of changes in trends between results and the forecast. 
Moreover, the order of presentation of the indicators has been modified in relation to the presentation in the last evidence on efficiency to take into account the importance that the Distributor ascribes to certain indicators in the monitoring of its efficiency as explained in section 2.1.4 of the present document. 
Table 8 - Efficiency Indicators1
	Financial years ending December 31
	Average Annual Growth
	Average Annual Growth

	Description
	Historical Years
	Base Year
	Test Year
	
	

	
	2001
	2002
	2003
	2004
	2005
	2006
	2001-2006
	2001-2004

	Distributor’s Overall Indicators 
	
	
	
	
	
	
	
	

	G1 - Total Cost Distribution and SALC ($) per subscriber 

G2 - Net Operating Costs Distribution and SALC ($) per subscriber 

G3 - Net Operating Costs ($) per subscriber 

G4 - Total Cost Distribution and Customer Services (SALC) (¢) per standardized kWh 

G5 - Net Operating Costs Distribution and SALC (¢) per standardized kWh 

G6 - Net Operating Capital ($k) per network km2 

G7 - Net Operating Capital (¢) per standardized kWh transited through the network 
	566 
251 
1986   
1,30 
0,58 
67,0 
7,08 
	560
259
1989
1,27
0,59
67,6
6,96
	531
251
1981
1,17
0,55
67,7
6,79
	526
248
2003
1,17
0,55
69,0
6,71
	556
245
2004
1,22
0,54
69,6
6,85
	571
249
2014
1,25
0,54
70,7
6,88
	0,2%
0,1%
0,3%
-0,9%
-1,2%
1,1%
-0,6%
	-2,4%
--0,4%
0,3%
-3,5%
-1,5%
1,0%
-1,8%

	Customer Services Process Indicators
	
	
	
	
	
	
	
	

	C1 - Total Cost of SALC process ($) per subscriber 

C2 - Net Operating Costs of SALC process ($) per subscriber 

C3 - Average Total Work Force of SALC process per 100,000 subscribers2 
	157 
134 
99 
	166
140
98
	152
133
99
	150
134
98
	157
132
92
	166
135
93
	1,2%
0,1%
-1,2%
	-1,5%
0,0%
-0,3%

	Distribution Process Indicators
	
	
	
	
	
	
	
	

	 R1 - Total Cost of Distribution process ($) per subscriber 

R2 - Net Operating Costs of Distribution process ($) per subscriber 

R3 - Total Cost of Distribution process (¢) per standardized kWh transited through network 

R4 - Net Operating Costs Distribution (¢) per standardized kWh transited through network 

R5 - Total Cost of Distribution process ($k) per network km2 

R6 - Net Operating Costs of Distribution process ($k) per network km2 

R7 - Average Total Work Force of Distribution process per 1000 network km2 
	409 
120 
1,46 
0,43 
13,8 
4,1 
35      
	393
122
1,37
0,43
13,3
4,2
35
	375
121
1,29
0,41
12,8
4,1
35
	371
116
1,24
0,39
12,8
4,0
35
	389
112
1,33
0,38
13,5
3,9
34
	393
112
1,34
0,38
13,8
3,9
34
	-0,8%
-1,3%
-1,6%
-2,2%
0,0%
-0,6%
-0,4%
	-3,1%
-1,1%
-5,1%
-3,1%
-2,5%
-0,4%
0,5%

	Indicators Considered Irrelevant by the Distributor 
	
	
	
	
	
	
	
	

	N1 - Total Cost of Distribution and SALC (k $) per network km2 

N2 - Net Operating Costs of Distribution and SALC ($k) per network km2 

N3 - Total Cost of the SALC process (¢) per standardized kWh 

N4 - Net Operating Costs of the SALC process (¢) per standardized kWh 

N5 - Average Total Work Force of the SALC process per standardized TWh2
N6 - Average Total Work Force of the Distribution process per standardized TWh transited through the network2
	19,1 

8,5 

0,36 

0,31 

23 

37 
	19,0

8,8

0,38

0,32

22

36
	18,1
8,6
0,34
0,29
22
35
	18,1
8,5
0,33
0,30
22
34
	19,3
8,5
0,35
0,29
20
34
	20,0
8,7
0,36
0,29
20
33
	0,9%
0,6%
0,1%
-0,9%
-2,2%
-2,0%
	-1,7%
0,3%
-2,7%
-1,2%
-1,5%
-2,3%

	
	
	
	
	
	
	
	
	

	Inflation Growth rate - IPC Canada 

	
	2,2% 
	2,8%
	1,9%
	2,0%
	2,0%
	2,2%
	2,3%


Notes: 

1Components of efficiency indicators are defined in Appendix 1. 

2The measurement units for these indicators have been modified in order to facilitate analysis and data interpretation. 

Analysis of these indicators shows that on the whole, the Distributor’s global efficiency and that of the main processes improve over the period under consideration (2001-2006): 

· 11 of the 17 indicators (excluding the indicators that the Distributor considers irrelevant) present an average annual decrease over the period 2001 to 2006; 
· The other six indicators experience a null or slightly unfavourable trend over the period 2001 to 2006. However, in every case, the increase observed is less than that of the consumer price index, which, over the same period, increases at an annual average rate of 2.2%; 
The 23 indicators presented in Table 8 are analysed in detail in Appendix 2. 
Table 9 presents the trends in the components (inputs and cost drivers) used to calculate the indicators. 
Table 9 - Components of Efficiency Indicators1
	
	Financial years ending December 31
	Average annual Growth

2001-2006
	Average annual Growth

2001-2004

	Inputs

(In $M except total work force)
	Historic Years
	Base Year
	Test Year
	
	

	
	2001
	2002
	2003
	2004
	2005
	2006
	
	

	Total Cost of Distribution and SALC processes ($M) 
	2 014 
	2 014
	1 934
	1 949
	2 090
	2 169
	1,5%
	-1,1%

	Total Cost of SALC process ($M) 
	557
	598
	556
	554
	590
	632
	2,6%
	-0,2%

	Total Cost of Distribution process ($M) 
	1 453 
	1 413
	1 368
	1 374
	1 463
	1 494
	0,6%
	-1,8%

	Net Operating Costs Distribution and SALC ($M) 
	892 
	933
	916
	918
	921
	947
	1,2%
	1,0%

	Net Operating Costs SALC ($M) 
	476 
	504
	484
	495
	497
	512
	1,5%
	1,3%

	Net Operating Costs Distribution ($M) 
	427 
	440
	440
	430
	421
	427
	0,0%
	0,2%

	Net Operating Capital Distribution and SALC ($M) 
	7 063 
	7 154
	7 220
	7 413
	7 528
	7 658
	1,6%
	1,6%

	Average Total Work Force - SALC 


	3 523 
	3 542
	3 619
	3 608
	3 402
	3 454
	-0,4%
	0,8%

	Average Total Work Force - Distribution 
	3 679 
	3 676
	3 694
	3 803
	3 692
	3 704
	0,1%
	1,1%

	Outputs
	
	
	
	
	
	
	
	

	Number of subscribers in Québec 
	3 557 290 
	3 596 540
	3 644 463
	3 701 275
	3 756 775
	3 801 975
	1,3%
	1,3%

	Network Kilometres (average voltage) 
	105 352 
	105 871
	106 568
	107 423
	108 122
	108 379
	0,6%
	0,7%

	Standardized Sales in GWh 
	154 598 
	158 835
	165 686
	166 628
	170 715
	174 189
	2,4%
	2,5%

	Standardized sales transited through distribution network in GWh 
	99 752 
	102 839
	106 395
	110 501
	109 873
	111 274
	2,2%
	3,5%


1Components of indicators are defined in Appendix 1. 

For the period 2001-2006, the Distributor succeeded in keeping the average annual growth of nearly all inputs below inflation (2.2%) and below the average annual growth in sales volume (2.4%). Only the total cost of the SALC process grows at an average annual rate slightly exceeding inflation (2.4%). These results are remarkable considering the pressures exercised on expenses by the constant increase in salary costs attributable to the implementation of the collective agreements. 
The difference between 2001-2004 and 2001-2006 in the growth of the indicators that refer to total cost is essentially attributable to the growth in pension expense, the depreciation of BT rate deferral expenses and variation in the cost of capital. Pension expense has an impact on both main processes whereas the BT rate is associated with customer activities and the cost of capital has more impact on network activities. 
As for net operating costs, the Distributor managed by controlling expenses to limit average annual growth to 1.0% over the period 2001-2004 and intends to limit them to an average of 1.2% between 2001 and 2006, which bears witness to the Distributor’s sustained efforts to absorb growth in the volume of activity. 
Between 2001 and 2006, the total work force remained appreciably the same with a slight average annual decrease for the SALC process (-0.4%) and a negligible average annual increase with respect to the distribution process (0.1%). More specifically, variations in total work force related to customer services and distribution between 2004 and 2005 result essentially from the reorganization of the Distributor’s corporate activities. At the end of 2004, several positions related to planning and control were transferred to the corporate units, which led to a reduction in the total work force of the two main processes. 
Moreover, the increase in the total work force in customer services activities between 2005 and 2006 (+ 52) is essentially attributable to the CIS project. 
3.3 
Trends in Indicators Preferred by the Distributor 

Of the 10 indicators considered relevant (See Section 2.1), the Distributor pays particular attention to six indicators that allow it to assess in more integrated fashion its efforts to improve performance in providing products and customer services and optimizing its costs. These indicators have been chosen for how they complement each other and how well they represent all activities: 
· Total Cost Distribution and SALC / subscriber; 
· Net Operating Costs of Distribution and SALC / subscriber; 
· Net Operating Capital / subscriber; 
· Total Cost Distribution and SALC / standardized KWh; 
· Total Cost SALC / subscriber; 
· Total Cost Distribution / subscriber. 
Table 10 summarizes the results on the basis of the Distributor’s preferred indicators. 
TABLE 10: TRENDS IN INDICATORS PREFERRED BY DISTRIBUTOR
	Financial years ending December 31
	

	Description
	Historical Years
	Base Year
	Test Year
	Average Annual Growth
	Average Annual Growth

	
	2001
	2002
	2003
	2004
	2005
	2006
	2001-2006
	2001-2004

	Total Cost Distribution and SALC ($) / subscriber 
	566
	560
	531
	526
	556
	571
	0.20%
	-2.40$%

	Net operating costs of Distribution and SALC ($) / subscriber
	251
	259
	251
	248
	245
	249
	-0.10%
	-0.40%

	Net Operating Capital ($) / subscriber; 
	1986
	1989
	1981
	2003
	2004
	2014
	0.30%
	0.30%

	Total Cost Distribution and SALC ($) / standardized KWh
	1.3
	1.27
	1.17
	1.17
	1.22
	1.25
	-0.90%
	-3.50%

	Total Cost SALC process ($) / subscriber
	157
	166
	152
	150
	157
	166
	1.20%
	-1.50%

	Total Cost Distribution process ($) / subscriber.
	409
	393
	375
	371
	389
	393
	-0.80%
	-3.10%


Five of them have as denominator the number of subscribers, which, according to the Distributor, is the most important factor influencing the Distributor’s activities. The customer services and distribution processes go into action as soon as a customer is connected to the network and consumes electricity. 
The sales volume allows a direct link with the unit price, making it useful to monitor an indicator that shows the cost total of Distribution and Customer Services per standardized kWh. 
Specific analysis of these six indicators over the period 2001-2006 demonstrates the Distributor’s good performance. Three of the six indicators are up slightly, but this increase is much less than average inflation, which is 2.2% annually over this period. The other three indicators show an improvement over the period 2001-2006. 
For the period 2001-2004, for which the Distributor presents actual data, five indicators show a decrease. The sixth increases only 0.3%, which is well below the annual average inflation during this period, which was 2.3%. 
This favourable trend is the fruit of the considerable efforts the Distributor has been making, for years already, to enhance the performance and quality of its services, with an ongoing concern for improving the efficiency of its processes. To do this, it relies primarily on benchmarking studies to identify the best business practices in the industry from which it can draw inspiration. 
With respect to efficiency, the Distributor’s main concern is to improve it while ensuring stability in its processes, so as to guarantee that the quality of its service is maintained. Improved efficiency here implies coping with the continuous growth in its activities with the same level of resources despite the pressure exercised by salary increases. 
Thus, in 2003 the Distributor undertook to very strictly limit its operating costs over a few years in order to force its efficiency to improve. This method does not however take into account the impact of investment on the Distributor’s overall costs. As illustrated in Figure 1, more than 50% of the Distributor’s costs are due to past investments that now result in depreciation and cost of capital. 
The six indicators presented above are therefore an attempt to define the whole problem of growth in unit costs of service. Their choice is based on the distribution of costs between expenditure items as shown in the following diagram as well as on the arguments already stated that justify using the subscriber as main cost driver. 
FIGURE 1 - Distribution of the Total Cost of Distribution and SALC Processes
(Test Year 2006)
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Hydro-Québec Distribution’s total cost per subscriber indicator gives an overview of its activities. Indicators relating to net operating costs and net operating investments allow us to judge the two main factors governing cost growth. It is now essential for the Distributor simultaneously monitor both factors. 
In particular, the Distributor does not seek, in the short and medium term, to simultaneously improve the operating cost and the operating investment indicators, but rather to make choices that will permit it to optimize its total cost of service. In addition to tight control of already firmly controlled operating costs, the Distributor intends to improve its approach and its criteria for choosing and prioritizing investments as well as monitoring present and future projects. 
To do this, the Distributor undertook an internal diagnosis of short, average and long term investments planning in order to perfect its understanding of all its investment needs. Such a diagnosis will allow it to meet the concerns demonstrated by the Régie de l’énergie in its last decision regarding justification of the Distributor’s investments. 
A complete diagnosis dealing in particular with the level, planning criteria and the condition of infrastructures (age, homogeneity, etc.) will require several years. Ultimately, this exercise should culminate in ways of optimizing unit costs and improving efficiency in investment management. The largest component of the investments budget, “Maintenance of Distribution Network Assets,” will be analysed in 2005-2006. 
The major projects to allow improvement in service quality, asset maintenance and improvements in efficiency will have an impact on the short and average term indicators as presented in exhibit HQD-8, document 2. Therefore, particular attention should be paid to the analysis of indicators with respect to impacts on the quality / price relationship of the service offered by the Distributor. 
Finally, the overall indicators will be considered  in order to permit the analysis of trends of the situation in the Distributor’s main two processes, customer services and distribution. For customer services activities, this deployment logic could also be used to make a link with the various subactivities, such as reading and reception including the processing of applications. This method of considering indicators will make it possible to implement management linked to improvement objectives based on the concept of cost per activity (e.g. cost per reading). 

Similarly, the Distributor is presently reviewing its cost structure in order to establish the concept of costs per activity for the distribution process. 
3.4 
Proposed Improvement in Distributor Efficiency 

The historical results of the indicators (2001 to 2004) constitute a solid basis for comparison to determine the trends in the Distributor’s efficiency. The Distributor aims to keep the average annual change in its indicators below inflation within a context where improvements of ways of doing things and the introduction of new tools will exercise a pressure on costs. For example, the complete introduction of the new customer information system (CIS) in 2007 will have a significant effect on the Distributor’s indicators. 
This objective falls within the perspective of an introduction, if necessary, of an incentive-related performance-based mode of regulation advantageous to customer and shareholder alike. As stated in exhibit HQD-1, document 1, certain steps remain to be taken before arriving at that point, notably the setting up of a levelling account to integrate the impacts of temperature-related costs and establishing a financial policy for the Distributor. 
4 
TRENDS IN THE EFFICIENCY OF CERTAIN OF THE DISTRIBUTOR’S PROCESSES

As in the last two rate cases, in this section, the Distributor presents the monitoring of the efficiency of the four subprocesses related to customer services. To do this, the net operating costs per subscriber indicator, excluding pension expense, is adopted as in the last rate filings. The results of this indicator appear in Table 11 below. 

The continuation of the work on benchmarking during the technical meetings will make it possible to judge the appropriateness using this indicator to judge the efficiency of the subprocesses. 

TABLE 11 - NET OPERATING COSTS PER SUBSCRIBER FOR CERTAIN DISTRIBUTOR PROCESSES
	($/ Subscriber) 


	2000
	2001
	2002
	2003
	2004
	2005

Base
	2006

Test 


	Average Annual Growth 2000-2006

	Reception and Processing of Applications 
	33.24 
	33.09
	36.07
	34.33
	35.00
	35.26
	35.72
	1.2%

	Meter Reading 
	15.70 
	15.60 
	16.41 
	16.44 
	16.93 
	17.11 
	17.27 
	1.6%

	Billing and Receipts 
	7.09 
	7.17
	7.84
	7.52
	8.68
	9.07
	9.47
	5.0%

	Credit and 

Recovery 
	28.79 
	28.93
	26.00
	25.93
	27.07
	25.50
	27.17
	-1.0%


The net operating costs per subscriber indicator for three of the four processes analysed shows an average annual growth below inflation over the period 2000-2006 (2.3%). 
The process efficiency indicator–billing and receipts–increases at an average annual rate of 5.0%, 2.7% more than inflation, between 2000 and 2006. The transfer of some SSC employees to the Vice-presidency, Customer Services has resulted in an increase in salary costs related to the introduction of new printing and enveloping equipment, and the increase in postal expenses (cost of stamps) constitutes the second main factor behind the growth in the indicator for this process in 2004, 2005 and 2006. 
For its part, the efficiency of the credit and recovery process improved over the analysis period, mainly because of the significant efforts to improve, which had the effect of better controlling the bad debts rate (bad debts expense over total sales). 
5 
CONCLUSION 

The holding of technical meetings has made it possible to present the methodologies and the results of the benchmarking exercises carried out by the Distributor 
With respect to results, the Distributor is located overall at the end of the second quartile (comparison pool of some fifteen firms) and at the end of the first quartile for customer services and distribution activities respectively. 
The Distributor, at the request of the Régie, has taken a position on the relevance of the 23 efficiency indicators currently monitored. The Distributor asks the Régie to suspend the monitoring of six indicators judged irrelevant. 
Finally, in order to move towards a regulatory system based on incentives, the Distributor intends to keep the average annual trends in six global indicators below inflation. 
� The documentation distributed at these meetings can be seen on the Régie’s Internet site at the following address: 


http://www.regie-energie.qc.ca/audiences/3541-04/mainSuiviD2005 -34_3541.htm 


� Reference R-3492-2002, Phase 2, HQD-2, Document 1. 


� Committee on Corporate Performance and Productivity Evaluation


� Comparison firms are made up from a selection of some 15 (the number varies depending on the process studied) large-scale (more than 1 million subscribers) firms that produced a set of data sufficiently complete to understand the reasons for variances and find methods of improvement for Hydro-Québec.


* [Services à la clientèle - Customer Services – Tran.]


� [Continuity Indicator – Tran.]


� [Frequency Indicator – Tran.]


� Average Duration per Client –Tran.]


� D-2005-34S, R-3541-2004, P 25.


� R-3492-2002, HQD 2, Document 1, pp 6 and 7.


* [Charges d'exploitation nettes – net operating costs – Tran.]
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