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ANSWERS BY HYDRO-QUÉBEC DISTRIBUTION TO INFORMATION REQUEST NUMBER 1 BY OPTION CONSOMMATEURS
Question #1

Reference: HQD-1, Document 1, page 5, lines 4-5 and page 9, lines 1-8

HQD-3, Document 3 (English Version), page 39

Question:

a) Hydro Québec’s 2006-2010 Strategic Plan includes a projected

increase in Distribution rates of 4.8% for 2007, as opposed to the 2.8%

included in the Application. Please describe the major factors that led

to the need for a lower requested rate increase in 2007.

Answer:

The 2006-2010 strategic plan was revised in September of 2006. The main factor to which the reduction in the increase from 4.8% to 2.8% can be attributed is the desire to allow customers to profit as of 2007 from the $182 million decrease in supply costs from the projected level, associated notably with milder than normal winter months and an economic downturn. The revised plan is available at the following address: http://cst.envir.hydro.qc.ca/vprps/planification_strategique/docu

ments/Plan_strat_2006-2010_v.2.pdf
b) Page 39 of the Strategic Plan indicates that the deferred transmission

costs for 2005 and 2006 will attract $55 M in interest. Please explain

where the recovery of the interest costs is reflected in that table on

page 39 of the Strategic Plan.

Answer:

The line for Distribution Services includes interest relating to the deferred transmission costs. The Distributor specifies, however, that these are differential interests, the table which this question relates to being for differential costs from one year to the next, whereas the amount of $55 million represents a cumulative interest charge in this area.
Question #2

Reference: HQD-1, Document 1, page 7, Table 1

Question:

a) What was HQD’s actual return on equity (ROE) for the historic year

2005?

Answer:
The actual return on equity specific to 2005 was 7.5% as presented in table 2 of HQD-10, document 2.
b) What is HQD’s projected ROE for the base year 2006?

Answer:

The rate of return for baseline year 2006 is estimated at 7.96% as presented in table 2 of HQD-10, document 2.
Question #3

Reference: HQD-1, Document 1, page 10, lines 18-20

HQD-7, Document 4, page 24, line 17

Question:

a) Please indicate for 2006 (both as approved by the Régie and currently

projected) and 2007, the values for the following:

(i) The Total Direct Pension costs for HQD;

(ii) The Total Pension costs for each of the Supply Units;

(iii) The Pension costs for each Supply Unit “charged” to HQD.

Answer:
Table R-3.A
Summary of Pension Costs Attributed to the Distributor

Portion Imputed to Operations
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b) Please provide a schedule setting out the calculation of the $98.6 M in

total Pension costs billed to HQD.

Answer:
See the Distributor’s answer to question 3a).
Question #4

Reference: HQD-1, Document 1, page 10, line 21 to page 11, line 3

HQD-7, Document 3, page 16, lines 10-16

HQD-7, Document 3, page 17, line 3 to page 19, line 21

Question:

a) Please provide a schedule that indicates the various areas where the

additional $14 M in maintenance is being spent. Please also include in

the schedule the 2006 spending presented to the Régie in R-3579-

2005 for each area, the current projected spending for 2006 and the

actual annual spending for 2002 through 2005.

Answer:
The additional amounts in maintenance will be dedicated to the replacement of components which are no longer up to standard and to preventative work in order to avoid the degradation of other components.
To do this, the Distributor will proceed to the hiring and training of staff in order to respond to the growth of maintenance activities in the coming years.

Table R-4.A
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b) Please provide a schedule setting out the spending on vegetation

control:

(i) Planned for 2007

(ii) Projected for 2006

(iii) Approved for 2006

(iv) Actually spent annually in 2002-2005.

Answer:

(i) Planned for 2007: $52 million

(ii) Projected for 2006: $42 million

(iii) Approved for 2006: $42 million

(iv) Actual expenditures:

􀂃 2002: $34 million

􀂃 2003: $34 million

􀂃 2004: $42 million

􀂃 2005: $44 million

c) HQD indicates that its current average vegetation management cycle is

4.8 years. What does HQD consider to be the optimal vegetation

management cycle and how does this compare with the practices of

other Canadian utilities with similar climate and geography?

Answer:
See the Distributor’s answer to question 30.2 of the Régie (HQD-16, document1).
Moreover, the results of PA Consulting’s benchmarking exercises for 2004 and 2005 did not make clear what the average pruning cycle is in the industry. The difficulty comes from the fact that the results do not take into account climactic and geographic specificities.

Question #5

Reference: HQD-1, Document 1, page 11, line 19 to page 12, line 20

HQD-7, Document 3, page 13, line 11 – page 14, line 2 and page

15, line 22 – page 16, line 16

Question:

a) Please confirm that the favourable performance in HQD’s cost

indicators over the past years (per HQD-1, Document 1, Table 2) is, in

part, due to HQD’s postponing spending on maintenance and

vegetation control as discussed in HQD-7, Document 3.

Answer:

The favourable performance in the indicators over the past few years comes in part from the freeze on management costs over the 2003-2005 period while there was growth over the same period in Distributor activities.
b) Please confirm that one of the reasons for the increase in O&M costs

for 2007 is the need to “catch-up” on required maintenance and

vegetation control.

Answer:

As mentioned in exhibit HQD-7, document 3, page 13, over the past few years the Distributor has had to concentrate its efforts on meeting demand. While this situation has not threatened the short-term reliability of the network (over the 2003-2005 period), the Distributor nevertheless considers that it would be preferable to initiate additional maintenance and vegetation control work as of 2007 to ensure long-term continuity in service, employee and public safety, and the maintenance of management conditions. The Distributor foresees gradually increasing the amounts of money allocated over the next few years to ensuring the optimal reliability of the network and to limiting future negative impacts which anomalies could have on the distribution grid.
c) Will additional spending be required, post-2007, in order to “catch-up”

on maintenance and vegetation control activities?

Answer: See the Distributor’s answer to question 5b).
Question #6

Reference: HQD-1, Document 1, page 17, lines 6-18

Question:

a) Please provide HQD’s definition of “low income households”.

Answer:

As mentioned in HQD-13, document 1, page 7 of 39 and in HQD-15, document 1, page 29 of 72, the definition is based on the low income cut-offs (LICOs) used by Statistics Canada. This definition is as follows: low income cut-offs (LICOs) are the cut-offs established based on an analysis of family expenditure data*, below which families devote a more important part of their revenue to necessities, that is food, accommodation and clothing, than does an average family. In order to take into account the cost differences for necessities in different-sized communities and families, the LICOs are calculated for five sizes of community and seven sizes of family.

In order to be admissible for services to low income customers, the Distributor makes use of the cut-offs established for urban communities with populations of 500 000 or more.

Reference: Low Income Cut-Offs for 2005 and Low Income Measures for 2004, Income Statistics Division, Statistics Canada.
*Although the Statistics Canada definition refers to the notion of “families”, the Distributor applies the LICOs to households, with each household representing an individual or several individuals living in one housing unit.

b) What percentage of HQD’s residential customers are considered to be

“low income”?

Answer:

Quebec has close to 500 000 low income households, of which at least 63 000 are in LRH (most from the social sector, see figure 2.1 on page 9 of 39 of HQD-13, document 1) and are not customers of Hydro Quebec Distribution because they do not receive electric bills. For the community and private sectors, the Distributor does not know the proportion of low income households which receive an electricity bill, since it has no information on customer revenues in its customer database. Surveys done by the Distributor also do not make it possible to establish this proportion.

The Distributor notes that approximately 90% of the 3 million or so households in the entire territory of the province of Quebec are its direct customers (i.e. receive an electricity bill), exceptions including customers of municipal and cooperative distributors as well as LRH households. It estimates that there are approximately 400 000 low income households in its customer base.

c) What percentage of HQD’s residential sales are to households

considered to be associated with “low income” consumers?

Answer:

The Distributor does not have this information.

d) Does HQD have any information regarding the number of low income

households in Quebec that are not classified as Rate D customers? If

so, please provide.

Answer:

No.

The Distributor specifies that rate D applies when electricity is delivered to a housing unit and measured separately. As for rate DM, this applies to customers for whom the electricity delivered is for an apartment building or a communal residence with individual housing units and where there is a collective meter. The Distributor therefore presumes, since there is no official distribution, that the electricity consumption by the majority of low income households is billed at D and DM rates. It happens, however, that large apartment blocks are billed at the M rate when the criterion of power associated with this rate is respected and it proves more advantageous than the DM rate.
Question #7

Reference: HQD-2, Document 2, page 6, lines 17-18

HQD-7, Document 2, page 4 and page 5, lines 1-15

HQD-4, Document 2, page 12, lines 9-12

Question:

a) Please provide a schedule that reconciles the 178.86 TWh of heritage

pool supply available to HQD in 2005 (per HQD-2, Document 2) with

the 165.543 TWh of heritage pool supply utilized in 2005 (per HQD-7,

Document 2, page 4).

Answer:
The heritage pool supply of 178.86 TWh represents the supplies of heritage electricity including losses. Removing the losses for 2005 evaluated at a rate of 7.86% and an unutilized heritage pool supply at the level of sales of 286 GWh, the sales of heritage electricity for the 2005 year are of 165 543 TWh.
b) Please also provide a schedule that reconciles the 308 GWh of

unutilized heritage pool supply reported in HQD-2, Document 2 (page

6) with the 283 GWh of unutilized heritage pool supply reported in

HQD-4, Document 2 (page 12).

Answer:

The difference between the 308 GWh of unutilized heritage electricity at the level of supply and the 286 GWh of unutilized heritage pool supply from the pass-on account is simply the rate of actual losses for 2005, i.e. 7.86%,
c) Please provide a schedule indicating the unutilized heritage pool

supply by month for 2005.

Answer:

The Distributor presented all of the data for monthly use (including the heritage pool supply) in its 2005 yearly report, in order to establish the 2005 pass-on account. See the following link of exhibit HQD-7, document 1, annex 1: http://www.regie-energie.qc.ca/audiences/RappHQD2005/HQD-7doc1-RA-05_ann1_2aout06.pdf.

The monthly unutilized heritage pool supply will be the difference between actual GWh and projected GWh which served to calculate the pool supply imbalance in the heritage adjustment tables.
d) Please confirm that HQD did not have to pay HQP for the 2005

unutilized heritage pool supply. If this is not the case, please explain.

Answer:

The Distributor did not pay Hydro-Quebec Production for the unutilized heritage pool supply.

Question #8

Reference: HQD-2, Document 2, page 7, Table 1 and lines 12-13

Question:

a) To whom were the 178 GWh of resales in November and December of

2005 made?

Answer:

The Distributor used the services of Hydro Québec Production to offload supply surpluses into neighbouring markets.

b) What circumstances gave rise to the need/opportunity for resale of

electricity supply in 2005?

Answer:

Mild weather which reduced the needs of the Distributor is the source of the basic post-heritage supply surpluses at the end of 2005.

c) How were the “prices” for the resale determined?

Answer:

The resale prices corresponded to the prices found on the DAM, NYISO and ISONE markets.

d) From whom was the December 2005 power purchase made, how

much power was purchased and what was the cost per kW per month?

Answer:

The power suppliers were Brookfield (formerly Brascan), CECG (formerly CPS), New-Brunswick Energy, NRG Power and WPS. The average cost was $0.77 U.S./kW-month.

Question #9

Reference: HQD-2, Document 2, page 20, Table 5 and pages 7 & 8

HQD-7, Document 2, page 4

HQD-4, Document 2, page 15

Question:

a) Please reconcile the cost of post-heritage supply for 2007 of $665.5 M

reported in HQD-2, Document 2 (page 20) with the $664 M cost

reported in HQD-7, Document 2, page 4.

Answer:

The cost of post-heritage purchases for 2007 was $665.5 million, including $1.5 million for management rates.

b) Please provide, for 2007, tables similar to Table 1 and Table 2 in HQD-

2, Document 2 (pages 7&8).

Answer:

TABLES R-9-b
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c) Please confirm that the differences between the amounts reported in

the two references for post-heritage pool GWh supplied (HQD-2,

Document 2, pages 7 & 20 versus HQD-7, Document 2, page 4) and

cost per kWh (HQD-4, Document 2, page 15 versus HQD-7, Document

2 page 4) are due to losses (i.e., 7.5%). If not, please explain the

differences.

Answer:

The difference between the referred-to pool supply amounts is due to losses. For 2007, the loss rate used is 7.5%. The difference between the pool supplies in 2005, on the other hand, is due to an actual rate loss of 7.86%.

d) Please explain the reason for the significant increase in resold energy

between 2005 and 2007 (i.e. 178 GWh to 1,792 GWh).

Answer:

In 2005, the mild weather which reduced the Distributor needs was the source of the basic post-heritage supply surpluses. For 2007, the surpluses are attributable to a downward reappraisal of needs
e) The unit price of resold energy appears to be lower in 2007 (7.3 cents /

kWh) than 2005 (i.e. $15.2 M for 178 GWh or 8.5 cents per kWh).

Please provide the actual unit price of resold energy in 2005, the

forecast 2007 price and explain the reasons for the difference between

the two.

Answer:

The average price of resold energy in 2005 was 8.5¢/kWh. The average anticipated price for energy which will be resold in 2007 is 7.3¢/kWh.

The difference between the two prices reflects market conditions for energy at two different moments in time. For more details, see the Distributor answers to question 8 above and to question 8.1 of the Régie (HQD-16, document 1).

Question #10

Reference: HQD-2, Document 2, page 20, Table 5 and page 25, Table A-3

Question:

a) Table A-3 suggests that HQD requires additional capacity in 2006-

2007 over and above what it has currently contracted for.

(i) Is this the reason for the projected power purchase costs shown in

Table 5?

Answer:

See the Distributor answer to question 9.1 of the Régie (HQD-16, document 1).
 (ii) What is the projected cost per kW per month assumed in the

projected power purchase costs and on what is this cost based?

Answer:

See the Distributor answer to question 9.1 of the Régie (HQD-16, document 1).

Question #11

Reference: HQD-2, Document 2, page 6, lines 17-18; page 7, Table 1 and page

8, Table 2

HQD-7, Document 2, page 4

Question:

a) Please reconcile the $288.7 M in post-heritage supply costs reported in

HQD-2, Document 2 (Table 2) with the $196 M reported in HQD-7,

Document 2 (page 4).

Answer:

The total cost of post-heritage supplies for 2005 is $288.7 million. This represents the post-heritage supply cost of $196 million, the $40.2 million supply cost for management rates (see HQD-7, document 2, table 2) and the deficit linked to supply costs for the BT rate carried over to the deferral account of $52.5 million in 2005 (see HQD-7, document 2, page 7).

b) The difference between the 4,088 GWh of post-heritage pool supply

reported in Table 1 and the 2,534 GWh of post-heritage pool

consumption reported in HQD-7, Document 2, is more than what can

be accounted for by losses. Please reconcile these two numbers.

Answer:

The post-heritage sales of 2 534 GWh plus the sales at management rates powered by post-heritage electricity of 1 182 GWh represent the sales of post-heritage electricity for 2005 for a total of 3 716 GWh. The difference with respect to 4 008 GWh represents the actual loss rate for 2005 (7.86%).

Question #12

Reference: HQD-4, Document 2, page 7, lines 1-6

HQD-4, Document 2, page 12, lines 9-12

Question:

a) Is the 286 GWH referenced on page 12, the heritage pool volume for 2005

that was unused – as discussed on page 7?

Answer:

The unutilized heritage pool supply for 2005 is 286 GWh.

b) If the answer to (a) is no, please explain what it represents and provide a

schedule setting out how it was calculated.

Answer:

See the Distributor answer to question 12a).

c) If the response to (a) is no, what was the level of unused heritage pool

volumes for 2005 and where is it reflected in the 2005 pass-through

determination?

Answer:

See the Distributor answer to question 12a).

d) Was there any review undertaken of HQD’s deployment heritage pool

deployment strategies for 2005 in order to determine whether unused

heritage pool volumes could be reduced in the future? If not, why not?

Answer:

Supply programming is done on a daily basis. More exhaustive weekly follow-ups are conducted to identify adequate supply strategies. The resale of supply surpluses in November and December reflects an adjustment strategy which contributes to maximizing utilization of heritage electricity.

e) If the response to (d) is yes, please provide a copy or summary of the

review and indicate what changes, if any, have been made to HQD’s

heritage pool deployment strategy for 2006 and future years.

Answer:

Not applicable.

Question #13

Reference: HQD-4, Document 2, page 7, line 6 to page 9, line 2

Question:

a) Please indicate precisely what the differences are (in terms of

methodology) between the proposed method for determining the

amount recorded in the pass-on account and the method previously

accepted by the Régie.

Answer:

It must be noted first of all that, according to both scenarios, the basis for calculating the pass-on remains the test year, that is the 12-month period from January 1st to December 31st. The modalities differ with respect to the moment at which the outstanding pass-on balance for the year is taken into account in the rates. According to the modalities applied with respect to the 2005 balance, it was taken into account based on a calculation done exclusively on the basis of actual data known in 2006. The 2005 pass-on balance was therefore only available for the rates file applicable to 2007. The new modalities aim to gain a year taking the pass-on balance into account based on projections from the actual data for the first four months of the year and estimated data for the remaining eight months. This allows the 2006 pass-on balance to become available, based on projections, for integration into the 2007 rate file. This proposal implies an adjustment of the pass-on balance based on the actual data which will be known in 2007, an adjustment that will be integrated into the required income for 2008. See also Distributor answers to questions 23.1 and 23.2 of the Régie (HQD-16, document 1).
Question #14

Reference: HQD-4, Document 2, page 9, lines 20-14

Question:

a) Does the $182 M represent the total impact of implementing the

proposed methodology for 2006?

Answer:

Everything depends on the final pass-on balance which will be calculated from the actual results for 2006, as described in question 13 above. The actual results will take into account the volume of unutilized heritage electricity and the actual loss rate.

b) Please provide a schedule setting out the calculation of the $182 M

value, with supporting explanation of the steps used.

Answer:

See the Distributor answer to question 16.1 of the Régie (HQD-16, document 1).

c) If the answer to (a) is no, what is the impact of implementing the new

methodology and please provide a schedule that sets out the

calculation of the impact.

Answer:

See the Distributor answer to questions 13 and 14a).

Question #15

Reference: HQD-4, Document 2, page 11, lines 15-22

HQD-4, Document 2, page 12, lines 10-12

Question:

a) Please check and confirm whether the R-3579-2005 reference, cited in

the first reference above, is correct.

Answer:

The reference is, in fact, mistaken. The above should read, “in file R-3579-2005, exhibit HQD-4, document 3, section 4.1, pages 13-16.”

b) Please provide additional details as to how the unused heritage volume

is calculated.

Answer:

In the framework of file R-3550-2004, see:

a. Answers 40.1 and 40.2 of HQD-5, document 6, and

b. Slide 19 in Annex 2 of HQD-5, document 1.1.

c) At year-end, when the final determination of unutilized heritage pool

supply is performed, is the calculation done for each month of the year

or just as an annual total?

Answer:

Once the unutilized pool supply of heritage energy and the actual rate of loss are known at end of the year, the Distributor recalculates anew the monthly pass-on account since the distribution of heritage and post-heritage pool supplies by consumer class and their respective costs depend on these factors.

d) Are the “projected” sales volumes (HQD-4, Document 2, page 9, line

11) used in the calculation the ones presented to the Régie for the

2005 Rate Application? If not, what is the basis for the projected

values?

Answer:

The projected sales data used to calculate the pass-on account for 2005 are the same as those used during the R-3541-2005 rate case.
e) If the answer to (d) is yes, please confirm that more up-to-date

forecasts are used to make decisions with respect to the dispatch of

non-heritage pool supply.

Answer:

See the Distributor answer to question 15d).

f) Please provide a schedule setting out the determination of the $10.9 M

“savings” due to unutilized heritage pool energy for 2005.

Answer:

See the Distributor answer to question 7c).

g) Please indicate why it is appropriate to allocate the unused heritage

pool volumes to each customer class pro-rata to the differentials

between total real sales and projected sales.

Answer:

The variance between actual and projected pool supplies is identified according to consumer class. The unutilized heritage pool supply is part of this variance.
h) Please explain why allocating the unused heritage pool volume to each

class simply based on total real sales would not be more appropriate.

Answer:

See the Distributor answer to question 15g).

Question #16

Reference: HQD-4, Document 2, page 11, lines 9-14

HQD-4, Document 2, page 13, Table 2

R-3579-2005, HQD-4, Document 3, pages 13-14

Question:

Preamble: The R-3579-2005 exhibit indicates that the pass-on account

values are determined on a monthly basis.

a) Please describe how the load factor method is used to determine the

projected monthly supply costs by customer class (see HQD-4,

Document 2, page 11, lines 11-13). Where customer class load factors

are used, please indicate how the load factors are determined (e.g.,

are they monthly load factors or annual load factors and how is “peak”

defined for purposes of the denominator in the ratio?).

Answer:

The sales volumes and costs for a projected test year are determined by the L.F. method (300 h) on an annual basis.

b) How are the monthly projected sales for a particular customer class

broken down as between heritage and post-heritage pool energy

supply?

Answer:

See exhibit HQD-4, document 3 of case R-3579-2005.

c) How are the monthly projected heritage pool supply costs determined

for each customer class? For example, are the monthly projected

sales multiplied by the projected average annual cost of heritage pool

energy for that class? If not, please explain fully how the calculation is

performed.

Answer:

The monthly projected heritage pool supply cost for a consumer class is the product of the projected heritage unit cost determined on a yearly basis and the projected monthly heritage pool supply. For more details, see exhibit HQD-4, document 3 of case R-3579-2005.

d) How are the monthly projected non-heritage pool supply costs

determined for each customer class? For example, are the monthly

projected sales multiplied by the projected average annual cost of postheritage

pool energy for that class? If not, please explain fully how the

calculation is performed.

Answer:

The monthly cost of projected post-heritage pool supplies for a consumer class is the product of projected post-heritage unit cost calculated on an annual basis and the projected monthly post-heritage pool supply. For more details, see exhibit HQD-4, document 3 of case R-3579-2005.

e) How is the actual heritage pool energy supplied in each month

attributed to customer classes? For example, is it pro-rated based on

total customer use by month?

Answer:

See exhibit HQD-4, document 3 of case R-3579-2005.

f) How is the actual post-heritage pool energy supply in each month

attributed to customer classes? For example, is it pro-rated based on

total customer class used by month?

Answer:

See exhibit HQD-4, document 3 of case R-3579-2005.

g) How are the monthly actual heritage pool supply costs determined for

each customer class using the load factor method? For example, is it

a matter of using actual annual load factors for each customer class to

determine an average cost per kWh for each class and then applying

this “average cost” to the heritage pool supply used by the customer

class?

Answer:

The actual monthly heritage pool supply costs for a consumer class is the product of the authorized heritage unit cost and the monthly heritage pool supply.

h) How are the monthly actual post-heritage pool supply costs determined

for each customer class? For example, is it a matter of using actual

annual load factors for each customer class to determine an average

cost per kWh for each class and then applying this “average cost” to

the post-heritage pool supply used by the customer class?

Answer:

For more details on the calculation of the actual monthly costs of post-heritage pool supplies for a particular consumer class, see exhibit HQD-4, document 3 of case R-3579-2005.

Question #17

Reference: HQD-4, Document 2, page 12, lines 9-12

Question:

a) Please provide a schedule setting out the calculation of the $10.9 M

attributed to the decrease in heritage pool volume purchased and

provide references as to the sources for the inputs to the calculation.

Answer:

See the Distributor answer to question 7c).

b) Please provide a schedule setting out the calculation of the $35.1 M

attributed to the increase in volume of post-heritage electricity

purchased and provide references as to the sources for the inputs to

the calculation

Answer:

See the Distributor answer to question 7c).

Question #18

Reference: HQD-4, Document 2, page 12, lines 9-21 and Appendix 2

HQD-2, Document 2, pages 7 & 8

Question:

a) Conceptually, is the net 154 GWh increase in heritage pool and postheritage

pool volume referenced on line 21 equivalent to the net

volume differential of 153 GWh discussed on lines 9-12 (i.e., 439-286)?

If not, please explain why.

Answer:

Yes. The use of data rounded off at different points explains the differential.

b) Please provide a schedule setting out the forecast and actual sources

of post-heritage pool supply volumes and costs which reconciles to the

7.93 cents/kWh and 7.73 cents/kWh reported in Appendix 2.

Answer:

See the Distributor answer to question 23.2 of the Régie (HQD-16, document 1).

c) Please reconcile the forecast cost of post-heritage pool supply of 7.93

cents reported in Appendix 2 with the 7.5 cent reported in HQD-2,

Document 2.

Answer:

The unit cost of 7.5¢/kWh in exhibit HQD-2, document 2 represents the projected cost for 2005 of post-heritage supplies in case R-3541-2004. This is the unit cost including losses. At the level of sales, the projected post-heritage unit cost adjusted to the loss rate 7.5% (7.5¢/kWh * (1 + 7.5%)) is 8.06¢/kWh as filed in table 9A of exhibit HQD-12, document 4 of case R-3541-2004.

With respect to the 7.93¢/kWh cost in Annex 2 of document HQD-2, document 2 of case R-3610-2006, this represents the final result of the application of projected post-heritage unit costs determined on a yearly basis on the projected cumulative post-heritage supply pools determined on a monthly basis. Moreover, the projected unit cost of 8.06¢/kWh will come up if the Distributor calculates the pass-on on an annual basis. The Distributor supplies a comparison between the monthly and annual methods in its answer to question 23.2 of information request #1 of the Régie, exhibit HQD-16, document 1.

For these reasons, the Distributor recommends determining the pass-on account on an annual basis in order to conform to the annual supply cost distribution to different consumer classes.

d) Please reconcile the actual cost of post-heritage supply of 7.73 cent

reported in Appendix 2 with the 7.2 cents reported in HQD-2,

Document 2.

Answer:

For the reasons explained in the previous question, the actual post-heritage unit cost for 2005 is 7.77 ¢/kWh (7.2 ¢/kWh adjusted to the actual rate loss of 7.86% for 2005). The variance with respect to 7.73¢/kWh is the result of dealing with the pass-on account on a monthly basis.
Question #19

Reference: HQD-4, Document 2, page 13, Table 2

Question:

a) Please provide a schedule setting out the monthly breakdown of the

2005 pass-on account values for each customer class (i.e., similar to

R-3579-2005, HQD-4, Document 3, Table A).

Answer:

See the Distributor answer to question 7c).

b) For January 2005, please provide a schedule setting out the

calculation of each component of the pass-on account value – by

customer class.

Answer:

See the Distributor answer to question 7c).

c) Please explain how for 2005 the following values were established:

(i) The monthly forecast sales by customer class for the heritage

pool sales,

Answer:

See exhibit HQD-4, document 3 of case R-3579-2005.

 (ii) The monthly forecast sales by customer class for the postheritage

pool volumes,

Answer:

See exhibit HQD-4, document 3 of case R-3579-2005.

 (iii) The monthly cost of each customer class’ heritage pool and

post-heritage pool volumes.

Answer:

See exhibit HQD-4, document 3 of case R-3579-2005.

d) If customer class load factors were used, please indicate whether they

were monthly load factors (i.e., specific for each month) or annual load

factors.

Answer:

The Distributor does not use monthly load factors. See the Distributor answer to question 16a).

Question #20

Reference: HQD-4, Document 2, page 13, line 7 – page 15, line 14

HQD-2, Document 2, Tables #1 and #2

Question:

a) Please provide, for 2006, the tables similar to those provided for 2005

for post-heritage pool supply (HQD-2, Document 2, Tables #1 & #2)

consistent with the calculations presented for the 2006 pass-on

account.

Answer:

See the Distributor answer to question 6.3 of the Régie (HQD-16, document 1).

Question #21

Reference: HQD-4, Document 2, page 14, Table 3

Question:

a) Please provide a schedule that disaggregates Table 3 into two parts,

one reflecting the actual values for the first 4 months of 2006 and a

second reflecting the forecast values for the last 8 months of 2006.

Answer:

See the Distributor answer to question 16.1 of the Régie (HQD-16, document 1).

b) Please confirm that “actual” values for the first four months of 2006 are

subject to change at year end when the annual optimization of the

heritage pool supply occurs (as discussed in HQD-4, Document 2,

page 20). If this is not the case, please explain.

Answer:

Once the year is over and all of the necessary information for calculating the pass-on account is available, the actual monthly values for 2006 will change. The distribution of heritage and post-heritage electricity by consumer class and obviously their associated costs might change when certain information is definitively known at the end of the year such as the unutilized heritage pool supply and the rate of actual losses. The potential impact of these changes should be relatively minor.

c) What factors are likely to lead to a change in the pass-on account

values for the first four months of 2006 and what is the potential impact

on the account values?

Answer:

See the Distributor answer to question 21b).

Question #22

Reference: HQD-4, Document 2, page 14, line 4 to page 15, line 6 and

Appendix 2

a) Please provide a schedule setting out the calculation of the $10.9 M

attributed to the decrease in heritage pool volume purchased in 2006

and provide references as to the sources for the inputs to the

calculation.

Answer:

See the Distributor answer to question 16.1 of the Régie (HQD-16, document 1).

b) Please provide a schedule setting out the calculation of the $386 M

attributed to the decrease in volume of post-heritage electricity

purchased in 2006 and provide references as to the sources for the

inputs to the calculation.

Answer:

See the Distributor answer to question 16.1 of the Régie (HQD-16, document 1).

c) Please provide a schedule that sets out the original (i.e., approved)

2006 forecast sources of supply for the post-heritage pool

requirements along with their volumes and costs that supports the

average cost of 9.47 cents per kWh reported in Appendix 2. Note: For

purposes of the schedule the sources can be broken down into

categories similar those presented in HQD-2, Document 2, page 7,

Table 1.

Post-Heritage Supply 2006
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d) Please provide a schedule that sets out the currently projected 2006

sources of supply for the post-heritage pool requirements along with

their volumes and costs that supports the average cost of 10.82 cents

per kWh reported in Appendix 2. Note: For purposes of the schedule

the sources can be broken down into categories similar those

presented in HQD-2, Document 2, page 8, Table 2.

Answer:

See the Distributor answer to question 6.3 of the Régie information request (HQD-16, document 1).

Question #23

Reference: HQD-4, Document 2, page 16, lines 13-20

Question:

a) Given that the pass-on account balances can be negative or positive

in a given year, would it not be reasonable – for rate stability

considerations – to recover the amounts over more than one year, for

example a 2-3 year period?

Answer:

Except under exceptional circumstances, an essential goal of the Distributor is whenever possible to attribute additional supply costs or decreases in such costs to the appropriate generations of clients. The proposal that the pass-on account immediately reflect 100% of the balance of the pass-on account in the service cost rather than being spread out over time is a reflection of this goal. If these sums had been known at the moment of filing the report, they would have been included in their entirety in the required revenue for a single year, i.e. the year to which they belong. They are therefore not costs accumulated over several years. For these reasons, the Distributor does not see the relevance of proposing spreading them out over several years, the principal of spreading costs out having, in addition, been refused in the framework of file R-3579-2005.
b) What would be the impact on the 2007 revenue requirement and

required rate increase if only half of the projected 2006 pass-on

account balance was included in the 2007 cost of service?

Answer:

If the Distributor were to attribute $91 million of the pass-on account from 2006 to its projected required revenue for 2007 instead of the $182 million, the additional revenue required would go from $255.6 million currently to $346.6 million, bringing the increase asked for from 2.8% to 3.8%.

Question #24

Reference: HQD-4, Document 2, page 17, line 25 to page 18, line 2

Question:

a) For purposes of the 2008 rates, when determining the interest

applicable in 2007 on the 2006 pass-on account balance, will the

interest be accrued on a monthly basis or just from 2006 year end ?

Please provide the rationale for the proposed treatment.

Answer:

The initial balance on which the interests will be calculated will be the final balance known at the end of 2006. The interests will be capitalized on a monthly basis from January to December of 2007, at the rates corresponding to capital costs authorized by the Régie. A final credit balance will therefore lead to disbursement of interest payments to customers. This proposal rests on the fact that important elements of the pass-on account calculation are only known at year end. It is therefore a good idea to integrate this data immediately in order to apply interests on the pass-on account balance calculated from actual data for the target year.
Question #25

Reference: HQD-4, Document 2, page 22, lines 4-20

Question:

a) Please confirm that under HQD’s proposed approach for determining

the differentials for the post-heritage pool pass-on account, there

would be no monthly calculations. Rather there would just be an

annual calculation.

Answer:

The proposed method for calculating the pass-on account will be on an annual basis only.

b) Would there continue to be monthly calculations of the differential for

the heritage pool?

Answer:

See the Distributor answer to question 25a).

Question #26

Reference: HQD-4, Document 2, page 22, lines 11-13 and page 14, Table 3

Question:

a) Are the pass-on account amounts for 2006 calculated on a monthly or

annual basis?

Answer:

The projected pass-on account for 2006 is calculated on an annual basis.

Question #27
Reference: HQD-4, Document 3, page 5, line 25 to page 6, line 6

Question:

a) Please confirm that inter-generational equity considerations would

suggest recovering the deferred Transmission costs as quickly as

possible.

Answer:

Yes. The Distributor believes, in fact, that the choice of the period of recovery must take into account particular contextual elements. As indicated in the answer to question 1.1 of the CFIB/ASSQ information request #1, the transportation service cost for 2007 increased by 7.4% with respect to 2006 taking into account only the current annual increase. Integration into the required revenues for 2007 of the deferred transportation costs of $340 million plus the interests of $15.4 milion for 2006 would raise to 22.7% the increase in transportation costs in 2007 with respect to 2006. Under this scenario, the Distributor would have to recover in a single year the annual transportation cost increase of three consecutive years. In this context, and considering the fact that the Distributor aims also a greater stability in rates, it would be important not to integrate into the 2007 rates the retroactive portion of the increase in transportation costs. The Distributor wants to make clear that the Régie, in its decision on transportation rates, also acted exceptionally in allowing retroactive application of the new transportation rate.
Question #28

Reference: HQD-4, Document 4, page 12, Table 4

Question:

a) Please provide a schedule that for January 2006 illustrates:

(i) How the GWh of variation in sales due to temperature variation

were determined, and

Answer:

See reference R-3579-2005, HQD-4, document 4, section 2.1 and the Distributor answer to question 25.1 of the Régie (HQD-16, document 1).

 (ii) For each class, how the sales variation was translated into dollar

value.

Answer:

See the Distributor answer to question 25.1 of the Régie (HQD-16, document 1).

Question #29

Reference: HQD-4, Document 2, page 9, Table 1 and page 10, Table 2

Question:

a) Please confirm that the percentages shown are meant to represent the

portion of kWh sales variations due to weather that are attributable to

each customer class.

Answer:

The question does not correspond to the reference cited. The Distributor understands that reference is being made to exhibit HQD-4, document 4, page 9, table 1 and page 10, table 2. The percentages in tables 1 and 2 represent the distribution by consumer class of the impact of climactic conditions related to heating and air-conditioning.

b) For those customers that are demand billed (e.g. the M and L classes),

has HQD undertaken any analysis as to how customer demand (kWs)

varies with weather?

Answer:

See the Distributor answer to question 24.1 of the Régie (HQD-16, document 1).

c) If the response to (b) is yes, please provide the analyses and indicate if

the variation in kWs is directly proportional to the variation in kWhs.

Answer:

See the Distributor answer to question 24.1 of the Régie (HQD-16, document 1).

Question #30

Reference: HQD-4, Document 5, page 7, lines 3-5

R-3603-2006, HQD-1, Document 1, page 8, Table 3

Question:

a) Please reconcile the statement that no amounts have been recorded to

date in the Interruptible Load Option deferral account with the

information presented in Table 3 from R-3603-2006 that roughly $1.8M

in credits has been paid out to interruptible customers.

Answer:

As mentioned in exhibit HQD-4, document 5, lines 23-25, “before reaching the heritage electricity pool supply, the option could be made available to Hydro Quebec in its production activities.” [Quotation not checked against original English translation.] As indicated in table 3 of exhibit HQD-1, document 1 of file R-3603-2006, a total of $1.8 million in credits were granted in 2004, i.e. in the period before the heritage electricity pool supply was reached, and were thus transferred to the Producer through a transfer price. The table indicates, moreover, that no credit was granted for the 2005-2006 period.
Question #31

Reference: HQD-4, Document 5, page 8, lines 14-24

Question:

a) Please describe the conditions under which HQD would see

unforeseen changes arising in the cost of Heritage Pool supply.

Answer:

Variances between actual costs and projected costs could result from modifications brought to the supply costs of heritage electricity by consumer class (Annex I of the Act) which, as indicated on page 17 of Decision D-2003-93, would result in the updating of rates in Annex I by the Régie or the government, either to take into account new sales projections or to reflect a reduction in the average cost of heritage electricity by the government.

Question #32

Reference: HQD-7, Document 1, page 7, line 8 to page 14, line 12

Question:

a) Do the changes in accounting norms for financial instruments (as

discussed in section (i), pages 7-14) have any impact on HQD’s overall

revenue requirement requested for 2007? If yes, please explain why

and provide a schedule that sets out the calculation of the impact.

Answer:

The impact of the new standards discussed on pages 7-15 of exhibit HQD-7, document 1 is not taken into account in the cost evaluation of the projected debt for 2007.

Question #33

Reference: HQT-7, Document 1, page 15, lines 1-9 and page 15, line 14 – page

16, line 20

Hydro Québec’s 2005 Annual Report

(http://www.hydroquebec.com/publications/en/annual_report/2005/i

ndex.html)

Question:

a) Please confirm that removing the hedging effect (page 16, lines 7-14)

does not impact on Hydro Québec’s overall corporate financial results

in terms of reported net income. If it does, please explain why.

Answer:

The change in presentation comes from the accounting principle which aims to show the effects of hedging instruments (gains and losses in foreign currency on hedging sales items [“gains et pertes de change sur les éléments en couverture des ventes” in the original]) with the items hedged [“éléments couverts“] (products). The impacts of this presentation come from the fact that the regulated units (Transportation and Distribution) bear approximately 50% of Hydro Québec’s financial costs while these same units do not sustain the risks of foreign exchange in US dollar revenues by the company. These foreign exchange risks are borne by Hydro Québec Production.
Before reclassification, the regulated units, by means of debt cost, sustained approximately 50% of foreign exchange gains and losses associated with the sales hedging strategy of the Producer put in place by Hydro Québec, while not being subject to the compensatory effects on their revenues. Hydro Québec, for its part, was deprived of half of the compensatory effects to which it had a right from its hedging strategy while continuing to bear 100%of the foreign exchange risks on sales by the Producer.
The exchange rate is a very volatile economic variable and according to its level, the regulated units and shareholder can either be advantaged or disadvantaged when the debt cost is influenced by the effects of the exchange rate on hedged sales items [“éléments en couverture des ventes”].

Both the Transporter and the Distributor have already raised the issue associated with the application of a debt cost which included a significant risk exposure to foreign currency exchange given the fact that they are not exposed to compensatory effects on their revenues. Under these circumstances, these two units in isolation [“sur une base d’isolement”] would not have maintained a significant foreign exchange risk exposure on their debt. 

It is to be noted that the projected debt for 2007, after reclassification, is practically no longer sensitive to exchange rates as illustrated in the following table which reflects the impact of an increase in the exchange rate.
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b) The Application states that the hedging effect is reclassified to the

Products line-item in the Financial Statements. Hydro Québec’s 2005

Financial Statements do not appear to include a specific line item

entitled “Products”. Please indicate, with reference to the 2005

Financial Statements, which specific line items in the Financial

Statements will be impacted by the reclassification of the effect of

hedging sales in American dollars with debts and swaps.

Answer:

In the consolidated financial statement on page 69 of the 2005 Annual Report of Hydro Québec, the line “Produits” in French is worded “Revenue” in English.

c) Does removing the hedging effect from the financial costs impact on

the cost of debt for HQD in 2006 and 2007, as presented in the

Application? If no, please explain why not. If yes, please indicate what

the anticipated impact is for 2006 and 2007.

Answer:

The reclassification of foreign currency gains/losses has an impact on the projected debt cost for 2006 and 2007. Without this reclassification, and in function of the exchange rates retained for the projection, the debt cost would have continued to fall following the gains associated with the sales hedging strategy, gains which should normally have been assigned in their entirety to compensation for the unfavourable effects of foreign currency on the sales of Hydro Québec Production.

The impact on the debt cost of not reclassifying the foreign currency gains/losses is presented in Annex 10 of exhibit HQD-10, document 1.

d) Is the offsetting impact of reclassifying the impact of the hedging effect

also captured in the HQD costs presented in the Application? If so,

please explain how and where the offset occurs.

Answer:

As indicated in answer to question 33a) above, the cost of the debt is the only item in the financial framework of the Distributor affected by reclassification. In effect, the Distributor is not exposed to the foreign currency risk on its revenues.

e) Does this change in cost classification impact, in any way, the overall

revenue requirement requested by HQD for 2007. If no, please explain

why. If yes, please explain why, indicate the magnitude of the impact

and explain how the impact was calculated.

Answer:

See the Distributor answers to questions 33c) and d) above. Without reclassification, the revenue required by the Distributor in 2007 would have plummeted to $36 million, this to the detriment of the profitability of the integrated Hydro Québec since the foreign currency risk to revenues is totally assumed by the Producer. Hydro Québec would thus have been deprived of $36 million of the benefits of the hedging strategy for its sales in US dollars.

The amount is the product of three terms: the variance of 0.59% between the cost of the debt with and without reclassification, the assumed proportion of the debt of 65% and the Distributor’s rate base of $9 446 million.

Question #34

Reference: HQD-7, Document 2, page 4 and page 6, lines 1-11

Question:

a) What was the loss percentages used for 2005 (actuals), 2006

(forecast) and 2007 (forecast) for the consumption levels presented on

page 4?

Answer:

The actual loss rate for 2005 is 7.86%. For 2006, the forecast loss rate is 7.58%. The loss rate used to establish projected pool supplies is 7.5%.

b) Are the loss percentages used both here and in the determination of

the pass-on account levels for 2005 and 2006 different than those

used when the rates were set for 2005 and 2006 ? If so, what are the

differences.

Answer:

The loss rate used to establish forecast unit costs for the years 2005 and 2006 is 7.5%.

Question #35

Reference: HQD-7, Document 3, page 5, lines 4-10

HQD-11, Document 4, page 25

Question:

a) Please reconcile the number of customers reported in HQD-7,

Document 3, page 3, line 4 (3,842,870) with that reported in HQD-11,

Document 4, page 25 (3,560,578).

Answer:

The difference can be explained by the use of the rate multiplier. By “multiplier” we understand the factor used to multiply the subscription fee at the DM and DT rates, as well as to multiply the number of KWh to which the first slice of the price of the DM rate applies. The DM rate is applicable to apartment buildings and to communal residences containing housing units for which the owner has chosen collective metering.

In exhibit HQD-7, document 3, page 5, the number of customers corresponds to the projected number of customers with multiplier for 2007. This forecast is based on actual data from 2005, except with respect to the domestic category for which a forecast of the number of customers was made.
The data presented in exhibit HQD-11, document 4, page 25, correspond to the forecast of the number of customers for 2007 without multiplier. For the cost of the service distribution method, the information required is more disparate and must also be presented by consumer class. This forecast is also based on actual data from 2005 and the distribution method does not adjust the data for the domestic class, given that a forecast of the number of customers is not available for other consumer classes. This working hypothesis avoids making the domestic category bear a superior cost to other consumer classes which would be attributable to different forecasting methods. Finally, the service cost distribution method does not take into account customers billed in 2005 at the BT rate, given that the rate was abolished in March of 2006. It does not take into account high voltage subscribers, either.
b) Please explain the relationship between the increase in number of

customers (abonnements) for 2007 and the number of connections

(raccordements) projected for 2007.

Answer:

The term “connection” (“raccordement“) is a technical term and refers to the physical hook-up to the electric grid. The term “subscription/customer” (“abonnement”) takes into account the number of housing units supplied for each of the connections made.

Question #36

Reference: HQD-7, Document 3, page 9, lines 9-15

Question:

a) What was the reason for the $19.3 M increase in 2006 pension costs

over those approved by the Régie?

Answer:

The $19.5 million increase in the 2006 pension costs over and above that estimated for the year in 2005 is essentially attributable to the drop in long-term interest rates on financial markets over this period.
Referring to table 9 of exhibit HQD-7, document 4, page 24, it will be noted that the actual costs with respect to recovered costs in the rates caused the Distributor economic losses between $11 million and $30 million yearly [trans note: the original says varying between these two amounts, so I take that to mean yearly] between 2003 and 2005.
b) How was the rate of return on rate base for 2006 ($698.9 M)

determined? Is it based on actual debt costs and the approved rate of

return on equity?

Answer:

The capital cost indicated on page 9 of exhibit HQD-7, document 3, should read $699.6 million rather than $698.9 million. The rates used were supplied in exhibit HQD-6, document 1, page 3. For base year 2006, the 7.89% rate for borrowed capital corresponds to the average cost of the debt revised in May, 2006. As for the 7.96% rate of return on equity, this corresponds to the rate authorized by the Régie for 2006 in its D-2006-34 decision.
c) Please indicate why the rate of return on rate base for 2006 was higher

than approved?

Answer:

The rate of return on the rate base for test year 2006 is 7.91%, as indicated in exhibit HQD-6, document 1, page 3, while the rate authorized by the Régie for 2006 is 7.75%. These two percentages being based on a same rate of return on equity of 7.96%, it turns out that the variance is attributable to the upward revision of the cost of the debt, from 7.64% to 7.89%.
Question #37

Reference: HQD-7, Document 3, page 11, line 10 to page 12, line 17

HQD-7, Document 4, page 12, lines 8-18

Question:

a) What are the total O&M costs for 2007 attributed to the new Customer

Information System?

Answer:

See the information supplied to the Régie (HQD-16, document 1) in table 1 of Annex 1: Modification to Deployment of the CIS Project.
b) Are any of the 2007 O&M expenditures on the Customer Information

System “one-time” implementation costs that will not be ongoing after

2007 (or whenever the implementation of L3 is completed)? If so,

please indicate the types and level of expenditures that are “one-time”.

Answer:

See the Distributor answer to question 38.2 of the Régie (HQD-16, document 1).

c) Please provide a schedule comparing, on an annual basis, the budget

for the new Customer Information System as presented to the Régie in

R-3491-2002 with the actual spending to 2005 and the forecast

spending for 2006 and beyond.

Answer:

TABLE R-37.C.1
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The projected costs for the CIS Project in 2007, for a total of $109.6 million, are as follows:

TABLE R-37.C.2
2007 PROJECT COSTS ($M)
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Question #38

Reference: HQD-3, Document 3, page 21, lines 1-5

HQD-7, Document 5, page 4, line 22 to page 5, line 19

Question:

a) Why is 1.5% an appropriate ceiling for this provision (HQD-7,

Document 5, page 5, lines 13-19)?

Answer:

See the Distributor answer to questions 41.3 and 41.4 of the Régie (HQD-16, document 1).

b) What evidence does HQD have that an allowance of $17.6 M is

needed for unforeseen events/variances?

Answer:

See the Distributor answer to questions 41.3 and 41.4 of the Régie (HQD-16, document 1).

Question #39

Reference: HQD-7, Document 4, page 5, Table 1

Question:

a) The starting and ending levels of ETC are roughly the same for 2005

and 2006 but the monthly levels of “ETC” for March through September

increase more in 2006 than 2005. Why is this the case?

Answer:

The supplementary hiring of temporary resources in 2006 proved unnecessary to respond to the increase in the number of customer requests as well as to the growth of the office workload for the Call Centre management, and this following introduction of Project CIS (delivery 2).

b) What is the anticipated monthly staffing profile for 2007 and what are

the underlying assumptions?

ILLUSTRATION R-39 B)

MONTHLY EVOLUTION OF THE 2007 STAFFING PROFILE
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Answer:

The monthly staff planning for 2007 is based on base-year 2006 adjusted for the staff needed to carry out activities of increasing importance: maintenance work on the grid, stabilizing actions and the implementation of Project CIS and the Automation Project.
Question #40

Reference: HQD-7, Document 4, page 6, Table 2

Question:

a) How much of the $54.3 M increase in base salary from 2005 to 2007 is

due to the increase in staff levels of 311 over the period as opposed to

increase in average pay per employee?

Answer:

The impact of the $54.3 million variation of base salaries is distributed as follows:
• the increase of the 311 ETCs represents $20 million;

• salary increases, salary progression, adjustments for office staff in 2006 and for specialists in 2007 by virtue of the Act on Pay Equity and to implement the evaluation plans allowing pay equity to be maintained, and other items, for a total of $34 million.
Question #41

Reference: HQD-7, Document 4, pages 17-20

R-3605-2006, HQT-6, Document 2, page 16-18

Question:

a) Please provide HQD’s objectives and results for 2005 – equivalent to

that presented to the Régie for HQT in R-3605-2006.

Answer:
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b) Please provide HQD’s objectives for 2006 – equivalent to that

presented to the Régie for HQT in R-3605-2006.
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Question #42

Reference: HQD-7, Document 4, page 21, Table 6

Question:

a) With respect to the Performance Management scheme, for each of the

years 2005 to 2007 how much of the total payment shown in Table 6 is

contingent upon achievement of the “financial trigger”?

Answer:

With respect to the Performance Management scheme, the financial trigger was reached in 2005. Thus, a total amount of $0.04 million was paid out to employees.

For 2006 and 2007, the working hypothesis is that the financial trigger will be reached representing the amount of $0.04 million to be paid out to employees in 2006 and 2007.

b) With respect to the Performance Management scheme, for each of the

years 2005 to 2007, how much of the payment which was contingent

on achieving the financial trigger (per response to part (a)) is directly

related to attaining the objectives of the shareholder?

Answer:

In 2005, an amount of $1.26 million was paid out to employees targeted by the Performance Management scheme based on the results reached by the division. Of this amount, $0.5 million comes from reaching results linked to the shareholder.

It is anticipated that an amount of $0.94 million in 2006 and another of $0.96 million in 2007 will be paid out as a result of reaching (on target) the division results. Of these amounts, $0.4 million is allocated to reach results linked to the shareholder.
Question #43

Reference: HQD-7, Document 4, page 18, lines 1-19

Question:

a) The Application states that as of January 1, 2007, the amount that can

be paid to specialists is dependent upon the business results of the

employee’s division. Please indicate whether the reference to

business results is just the financial results of the employee’s division

or whether the business results would include other performance

measures as well.

Answer:

If the financial trigger is met, there will be another payment of a bonus according to how well three (3) categories of objectives have been met: those linked to the customers, those linked to the employees and those linked to the shareholder (see details in the table in question 41b)).

b) With respect to the Profit Sharing scheme, for each of the years 2005

to 2007 please indicate how much of the total payment was due to the

payment of an additional bonus of 1.5% related to the attainment of the

net profit targeted by Hydro-Québec.

Answer:

For the corporate Profit Sharing scheme, the additional bonus of 1.5% linked to reaching the net profit targeted by Hydro Québec represents the financial trigger. It is as high as $6.14 million in 2005, $5.44 million in 2006 and $5.55 million in 2007.

c) With respect to the additional 1.5% bonus, please confirm that the

financial trigger is based on the profit of Hydro-Québec overall and not

linked to HQD’s profit levels.

Answer:

The financial trigger is linked to reaching the net profit targeted by Hydro Québec.
Question #44

Reference: HQD-7, Document 6, page 6, Table 2 and page 13, Table 8

Question:

a) The text on page 13 indicates that the 2005 values have been restated

so that they too reflect the transfer of specialized communications to

the Technology Group. Please explain why between 2005 and 2007,

the return component of the CSP costs increases over 50% while the

actual cost of service purchased only increases by 2% (i.e., $289.2 M

to $295.4M).

Response:

As illustrated in Table 8, p. 13, the total approved return applicable to the CSP rate base rose by 14% from 2005 to 2007, for an amount of $26.7 M in 2007. The increase is essentially due to the change in assets represented by the accrued pension benefits (deferred pension costs) included in the rate base.

As indicated in this same table, the Distributor's share of this return remained stable at about 33%.

Table 2, p. 6 presents CSP revenues from billing to customer units. The sales volume due to the Distributor rose by about 2%. It is, moreover, not meaningful to establish a direct link between increased return and increased sales volume alone, since the change in the return depends on the changes in revenues, costs, and rate base.

Finally, the adjustment for return on the supplier’s assets ($3.5 M in 2005 versus $5.3 M in 2007) corresponds strictly to the difference between the Distributor's share in the overall return on the supplier’s rate base and the portion corresponding to statutory financing charges billed via internal invoicing.

Question #45

Reference: HQD-7, Document 6, page 11, Table 6 and page 12, Table 7

Question:

a) The cost of Telecommunications service increases from $33.7 M in

2005 to $41.9 M in 2007 (24%). Furthermore, HQD is attracting a

larger share of total HQ costs in 2007. However, from Table 7 the

number of HQD telephone lines has decreased. Please reconcile.

Response:

For the Distributor, the charges for telephony service, billed on the basis of telephone lines, represent only about 50% of the telecommunications services product. As stated in Exhibit HQD-7, Document 6.2, p. 5, lines 1-7:

“For the Distributor, the change from 2005 to 2007 is largely explained by the pension costs as well as additional demands including the ‘interactive voice response/telephony informatics convergence’ (RVI/CTI), the projects related to the development of modem infrastructure for industrial meter reading (MV-90) and the implementation of ‘Customer Interaction Centre’ (CIC) consoles at the operations and distribution centres (CED).”

Question #46

Reference: HQD-7, Document 8, page 4, lines 2-3

Question:

a) Please explain why there is a 14% increase in overall cost for Hydro

Québec’s Corporate Affairs and Secretary General from 2005 to 2007

(i.e., roughly 7% per annum).

Response:

The difference is mainly due to the fact that 2005 real corporate expenses for the Corporate Affairs and Secretary General showed a favorable variance of about $5 M with respect to the original 2005 budget, excluding pension costs. In 2006, the forecast was determined on the basis of this original 2005 budget. The residual difference with respect to 2005 is due to the increased pension costs.

The 2007 forecast takes into account an increase on the order of $2 M with respect to 2006.

b) Please explain why Hydro Québec’s Human Resource costs more than

double from 2005 to 2007.

Response:

The difference is mainly due to the fact that real 2005 corporate expenses for Human Resources showed a favorable variance with respect to the original 2005 budget. In 2006 and 2007, the forecast took into account the level of the original 2005 budget.

Question #47

Reference: HQD-9, Document 1, page 7

Question:

a) With respect to the Commercial programs account, please provide a

continuity schedule for the period of December 31, 2005 through

December 31, 2007 that shows for 2006 and 2007:

(i) The annual depreciation;

(ii) Any additions to the account;

(iii) The opening and closing annual balances.

Response:

Table R-47.a
[image: image11.emf]
b) Please explain the basis for any additions to the account in either 2006

or 2007.

Response:

The “Heating system conversion - remote communities” commercial program was implemented before the entry into force of the Régie de l'énergie Act. For energy efficiency reasons, it aims to promote oil heating in remote communities supplied by an oil-burning plant.

Question #48

Reference: HQD-9, Document 1, page 8

Question:

a) With respect to the PGEE account, please provide a continuity

schedule for the period of December 31, 2005 through December 31,

2007 that shows for 2006 and 2007:

(i) The annual depreciation,

(ii) Any additions to the account,

(iii) The opening and closing annual balances.

Response:

Table R-48.A
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Question #49

Reference: HQD-11, Document 1, page 26, lines 7-11 and page 29, Table 5

HQD-11, Document 4, page 36, Table 25A and page 37, Table 25B

HQD-9, Document 1, page 5

Question:

a) Please confirm that under the current method for allocation BT Deferral

Account costs (i.e., that presented in the current application) the

amortization of the BT deferral account and the BT Deferral Account’s

contribution to rate base are both allocated to the BT class.

Response:

The deferred costs and amortizations for the BT rate are allocated directly to the BT class.

b) Please provide a schedule that shows the calculation of the impact of

the methodological change in allocation of BT costs (per Table 5) by

setting out the allocation of BT deferral account costs (amortization and

cost of capital) to customers classes under:

(i) The former allocation method presented in R-3579-2005, and

(ii) The current method.

Response:

Table R49-B below presents the impact of the allocation of the BT deferral account costs and amortization to customer classes under the method used in R-3579-2005.

Table R49-B
Comparison of an allocation of the BT deferral account and its amortization to customer classes

Projected test year 2007
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c) Please explain why the change in method of allocation increases the

cost of service by $4.5 M (per Table 5, column 3).

Response:

See note 2 of the preceding table and Distributor's response to Régie question 49.1 (HQD-16, Document 1).

Question #50

Reference: HQD-11, Document 1, page 27, line 8-15 and page 30, lines 12-21

Question:

a) Please confirm that it is HQD’s plan to continue to treat the impact of

the pass-on account’s allocation as a methodological change in future

years (i.e., the cross-subsidization index will be adjusted each year to

incorporate the impact of the allocation of the pass-on account

recoveries/credits included in the revenue requirement).

Response:

It is the Distributor’s intention to treat the impact of the supply pass-on account as a methodological change in future years.

b) Please discuss more fully why HQD believes this should be treated

each year as a methodological change.

Response:

See Distributor’s response to ACEF de Québec question 22.6 (HQD-16, Document 2).

Question #51

Reference: HQD-11, Document 1, page 27, line 16 to page 28, line 12

Question:

a) Please indicate the total 2007 rate base value for the tangible and

intangible assets affected by this change in reporting and where the

value is included in the current cost allocation methodology (i.e., which

tables in HQD-11, Document 4 and where in the Tables the values are

reflected).

Response:

The net costs related to retirement of tangible and intangible assets for 2007 affected by the Distributor’s proposed change are given in the following tables of Exhibit HQD-11, Document 4, lines 21-22: p. 8, Table 2; p. 44, Table 30.

The proposed changes essentially affect the subfunctions of the Network Distribution function related to remote communities. In R-3579-2005, the amounts were subsumed under Rate Base Auxiliary Assets and were allocated by net tangible assets excluding auxiliary assets and intangible assets, whereas it is proposed in this case that they be allocated by value of net tangible assets and intangible assets in the rate base. Table R51-A presents the impact of the changes on the rate base.

Table R51-A
Allocation of Net Costs Related to the Retirement of Tangible and Intangible Assets According to the  to Old and New Methods

2007 Projected Test Year
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Note: See p. 63 of original document for a more legible version of the above table.

b) Please indicate the total 2007 amortization for the tangible and

intangible assets affected by this change in reporting and where the

value is included in the current cost allocation methodology (i.e., which

tables in HQD-11, Document 4 and where in the Tables the values are

reflected).

Response:

The amortization amounts for net costs related to retirement of tangible and intangible assets for 2007 affected by the Distributor’s proposed change are presented in Exhibit HQD-11, Document 4, line 15 of Table 3, p. 9, as well as line 13 of Table 31, p. 45. The proposed changes essentially affect the Distribution and Remote Communities functions. In case R-3579-2005, the amortizations were associated with auxiliary assets and allocated by tangible assets for substations and operations centres, aerial (and) underground distribution lines, and other network assets. In the current case, these amounts are allocated by net costs related to retirement of tangible and intangible assets from the rate base. Table R51-B presents the impact of the changes on amortizations.

Allocation of the Amortization of Net Costs Related to the Retirement of Tangible and Intangible Assets According to the  to Old and New Methods

2007 Projected Test Year
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Note: See p. 65 of original document for a more legible version of the above table.

c) Please provide a response to (a) and (b) but with reference to the R-3579-2005, HQD-12, Document 2.

Response:

In R-3579-2005, the amounts for net costs related to retirement of tangible and intangible assets from the rate base for 2006 are accounted for under Auxiliary Assets in the following tables of Exhibit HQD-12, Document 2, line 8: p. 8, Table 2; p. 42, Table 30. The amortization amounts were accounted for in the value of tangible asset depreciation under the heading of amortization and are presented in the following tables of Exhibit HQD-12, Document 2, line 15: p. 9, Table 3; p. 43, Table 31. See also responses 51(a) and (b).

Question #52

Reference: HQD-11, Document 1, page 29, Table 5

HQD-11, Document 1, page 26, Table 4

Question:

a) Please explain why changing the allocation of Transmission costs to

reflect the allocation methodology approved by the Régie for HQT

would reduce the HQD’s overall cost of service by $34.9 M.

Response:

See the Distributor’s response to Régie question 49.1 (HQD-16, Document 1).

b) Please reconcile the difference in impacts by customer class of

changing the allocation of Transmission costs as shown in Table 4

versus Table 5.

Response:

Table R52-B presents the reconciliation between Tables 4 and 5 of Exhibit HQD-11, Document 1 and takes account of the response to the previous request for information.

Table R52-B
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Question #53

Reference: HQD-11, Document 1, page 29, Table 5

Question:

a) Please explain why changing the allocation methodology for postheritage

pool costs to an “hourly method” would reduce the HQD’s

overall cost of service by $10.5 M.

Response:

See the Distributor’s response to Régie question 49.1 (HQD-16, Document 1).

Question #54

Reference: HQD-11, Document 1, page 32, Table 7

Question:

a) Table 7, under 2007 Method Changes, includes “revenues generated

by the application of rates over the 12 months of the test year”. There

was no discussion or reference to this item in the document. Please

explain what this item refers to; whether it represents a methodology

change for 2007 and, if so, what is the impact.

Response:

As stated in Exhibit HQD-11, Document 1, p. 30, lines 22-25, the Régie, in decision D-2006-34 (p. 86), made the following request to the Distributor: “For the sake of consistency, and as proposed by ACEF de Québec, the Régie holds that the cross-subsidization calculation must be based on the same data as those used for ratesetting. It therefore requests the Distributor to calculate the cross-subsidization indices based on the revenue generated by the application of the rates over the 12 months of the test year rather than to use the revenues generated by the rates during the financial year.

This is what the Distributor did in the current case and this is why the impact of this methodological change is reflected in the calculation of the benchmark.

The impact of this methodological change is included in the methods effect in Table 7. Table R54 presents this impact.

Table R54
The Impact of the Application of the Rates Set over 12 Months Rather than 9 Months

2007 Projected Test Year
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Question #55

Reference: HQD-12, Document 1, page 12, lines 6-17

Question:

a) Please confirm that HQD’s proposal with respect to what an acceptable

cross-subsidization index can be summarized as follows: HQD (and

the Régie) should independently assess the matter as part of each rate

application, as opposed to establishing a defined range of acceptable

results that would then be applied to all future applications. If this is

not the case, please explain more clearly what HQD’s proposal is.

Response:

The Distributor clearly stated its position in section 2.1 of its evidence.

Question #56

Reference: HQD-12, Document 1, page 22

R-3579-2005, HQD-14, Document 6, page 42,

Question #31

Question:

a) Please update the response provided to OC

Question #31 from R-

3579-2005 to reflect the most recently available billing data (e.g. 2005-

2006). In doing so, please also include the following usage strata:

• 20-25 kWh per day

• 25-30 kWh per day

• 30-35 kWh per day

• 35-40 kWh per day

Response:

TABLES R-56(a)
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b) Please provide a breakdown of the annual 2005-2006 results from part

(a) and show separately the distribution of bills for:

(i) The four winter months of December through March inclusive.

Translator’s Note: The order of the answers for (i) and (ii) in the Tables R-56(b) and R-56(c) below appears to be reversed.

Response:

TABLES R-56(b)
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(ii) The eight summer months of April through November inclusive

Response:

TABLES R- 56 c)
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Question #57

Reference: HQD-12, Document 1, page 28, Table 9

HQD-11, Document 4

Question:

a) Please provide source references to HQD-11, Document 4 for each of

the costs used in Table 9 as well as for the number of contracts used

to determine the unit amount.

Response:

See the Distributor’s response to question 17.1 of FCEI request for information number 1 (HQD-16, Document 5).

Question #58

Reference: HQD-12, Document 1, page 29, lines 1-5

Question:

a) Please explain why water heating is considered a basic use for

electricity while space heating is not, given that there are substitutes

available for both.

Response:

First and foremost, the D rate consumption blocks make it possible to bill the kWh for which demand is most elastic at a price reflecting the marginal costs. The price of the first block is calculated so as to make up the revenue requirement (see p. 14 of HQD-12, Document 1). The monthly profile of customers not heating with electricity was used to determine this first block (see response to Régie question 24.1).

The Distributor recalls, however, that for a large majority of customers, any energy efficiency measures taken will ultimately translate into savings in the second block whether the reduction in the number of kilowatt hours used relates to lighting, appliances, hot water heating, or space heating. Thus, a customer who consumes on average 40 kWh/day in winter will see his bill decrease by 6.83 ¢ for each second-block kilowatt hour saved, regardless of the use to which it was applied. This is the price signal that the Distributor wants to send.

This two-block rate structure makes it possible to assign a larger relative share of the total to the largest consumers and a smaller share to the small consumers whose first 30 kWh/day represent a larger relative share of the total consumption. The redistributive nature of this structure is more a function of the level of consumption than of the specific use made of the first block kWh. Therefore, the Distributor neither includes nor excludes uses from the first 30 kWh/day.

Question #59

Reference: HQD-12, Document 1, page 29, lines 6-13

R-3579-2005, HQD-14, Document 6, page 39,

Question #28

Question:

a) Please update the response provided to OC

Question #28 from R-3579-2005 to reflect the consumption profiles for the most recent year

and the cost allocation results for R-3610-2006.

Response:

See next page.

TABLES R-59(a)
The tables below were determined using the same methodology as that used in R-3541-2004, HQD-14, Document 7, pages 4-6.

[image: image27.emf]
[image: image28.emf]
[image: image29.emf]
Question #60

Reference: HQD-12, Document 1, page 31, Table 10

Question:

a) With respect to Table 10, please explain what transmission cost are

included in the row titled “Supply and Transmission” and what

transmission costs are included in the row titled Transmission - Native

Load”.

Response:

The avoided cost of supply and transmission contains the energy cost, to which are added the cost of transmission up to the metropolitan loop and the losses. As for the avoided cost of “native load” transmission, this represents the investments required to meet the growth in demand at the TransÉnergie substations.

See also HQD-15, Document 1, Appendix A, pp. 11-15.

Question #61

Reference: HQD-12, Document 1, page 31, Table 10 and page 32, lines 8-13

Question:

a) Why is 8.83 cents used in the text (page 32) as the marginal cost of

electric heating when the marginal cost of electric space heating from

Table 10 is 10.56 cents/kWh?

Response:

The 8.83 ¢/kWh value essentially reflects the energy supply costs. The difference may be considered as power costs which, for their part, are reflected in the power premium.

Question #62

Reference: HQD-12, Document 1, page 33, line 18 to page 34, line 8 and page

35, lines 15-18

Question:

a) In 2010, the price of the second block is still well below the marginal

cost of electric space heating. Why has HQD not pursued a more

aggressive approach to increasing the differential between the first and

second block?

Response:

The strategic choice relating to structure correction must be made with reference to a whole set of parameters. See, on this subject, http://www.regie-energie.qc.ca/audiences/3541- 04/Requete/HQD-1_doc1_3541_12juil04.pdf, pp. 9-10. Moreover, the Régie ruled on this subject in decision D-2006-34, pp. 72-73. Indeed, the rate structure correction must be undertaken gradually and prudently.

b) Please recalculate the progression of residential electricity rates to

2010 assuming that the increase in the price of the 2nd block is three

times that of the increase in the price of the first block.

Response:

Table R-62.B
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c) With reference to the discussion on page 35, what would HQD

consider to be unacceptable in terms of individual customer impacts,

when average rate increases are in the order of 2-3%?

Response:

See the Distributor’s response to question 62(a).

Question #63

Reference: HQD-12, Document 1, page 37, line 6 to page 38, line 5

Question:

a) Please provide a copy of the report referenced in footnote #26 - Use of

Electricity in the Residential Market, 2002.

Response:

See the Distributor’s response to ACEF question 3 in R-3492-2002, HQD-10, Document 2.

b) Please confirm that HQD has defined “basic uses” as all uses except

electric space heating. If not, please clarify HQD’s definition of “basic

use”.

Response:

See the Distributor’s response to question 58.

c) Please redo Table 15 (page 38) with basic use redefined to also

exclude electric water heating.

Response:

See the Distributor’s response to question 58. See also the response to Régie question 51.1 (HQD-16, Document 1). This response applies to all basic uses taken individually.

Question #64

Reference: HQD-12, Document 1, page 39, line15 to page 40, line 2

Question:

a) Is it HQD’s contention that Ontario introduced a lower summer

threshold because the province is summer peaking? If yes, please

provide the supporting reference.

Response:

The Distributor confirms this, based on the Ontario Energy Board document titled “Board Proposal: Regulated Price Plan”, 7 December 2004 
(see http://www.oeb.gov.on.ca/documents/cases/EB-2004- 0205/development/rpp_proposal_071204.pdf). The following excerpt is taken from this document (emphasis ours):

Question #65

Reference: HQD-12, Document 1, page 40, line 3 to page 41, line 4

Question:

a) Please confirm that increasing the first block in the winter to 35 kWh

would also mean that the price of the 2nd block would have to be

increased in order to recover the same overall revenue from residential

customers.

Response:

Yes, any increase in the upper limit of the first block must be accompanied by a price increase for the second block so as to recover the revenue requirements from residential customers. However, the Distributor emphasizes that despite the second block price increase, an increase in the upper limit of the first block attenuates the price signal by allowing increased billing for heating needs at the first block price.

b) Assuming that the first block price for 2006-2007 is 5.32 cents and that

the first block is set at 35 kWh for the six winter months of November to

April (and 30 kWh for the balance of the year) what would the price of

the 2nd block be?

Response:

7,27 ¢/kWh.

c) Assuming that the first block price for 2006-2007 is 5.32 cents and that

the first block is set at 35 kWh for the four winter months of December

to March (and 30 kWh for the balance of the year) what would the price

of the 2nd block be?

Response:

7,22 ¢/kWh.

d) Assuming that the first block price for 2006-2007 is 5.32 cents and that

the first block is set at 25 kWh for the six summer months of May to

October (and 30 kWh for the balance of the year) what would the price

of the 2nd block be?

Response:

7,03 ¢/kWh.

e) Assuming that the first block price for 2006-2007 is 5.32 cents and that

the first block is set at 25 kWh for the eight summer months of April to

November (and 30 kWh the balance of the year) what would the price

of the 2nd block be?

Response:

6,99 ¢/kWh.

Question #66

Reference: HQD-12, Document 1, page 42, Table 17 and page 43, lines 13-25

Question:

a) What is the definition of the “winter period” for purposes of the DH

rate?

Response:

The period from December 1 to March 31, inclusive, of the following year.

b) During the last three years, what percentage of 300 hours in each year

with the highest loads have occurred outside the peak period as

defined for the DH rate?

Response:

TABLE R-66(b)
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c) How broad would the definition of the winter peak need to be to

capture all the hours referred to in (b)?

Response:

The Distributor wishes to correct what appears to be an erroneous interpretation of the passage in question. The DH rate involves some 1,000 peak hours in winter (121 days * 5/7 * 12 hours/day), thus 1,000 hours in which customers make efforts to shift their consumption. Even if the DH rate allowed for load reduction at each of the 300 peak hours, the shift would be essentially futile during the remaining 700 hours.

Although they concern the case of Ontario, Tables 2 and 3 of HQD-12, Document 3 clearly illustrate the phenomenon. For several hours per day, the customers are induced, by means of the rate structure, to reduce their demand even though network requirements (expressed as market price) do not justify load reduction.

See also the Distributor’s response to Régie question 55.2 (HQD-16, Document 1).

Question #67

Reference: HQD-12, Document 1, page 64, Table 29 and lines 3-8

Question:

a) Please reconcile the value for the 2002 reference benchmark for

domestic customers of 80.8% (as reported in Table 29) with the value

of 81.0% referenced in the text (line 4). Please confirm that (per HQD-11, Document 1, Table 7) 80.8% is the correct value.

Response:

The Distributor confirms this.

Question #68

Reference: HQD-12, Document 1, page 65, lines 10-22 and page 66, Table 30

Question:

a) In developing the “example” discussed on page 65 and illustrated in

Table 30, what was the rationale/methodology used in determining the

rate increases/decreases by customer class?

Response:

See the Distributor’s response to Régie question 56.1 (HQD-16, Document 1).

b) Please confirm that if HQD was to adopt differentiated rate increases

by customer class so as to strictly maintain the 2007 cross-subsidization indices equivalent to the 2002 (adjusted) benchmark,

then the increase for domestic customers would be less than 2.8%.

Response:

Neither the Distributor’s position nor the Régie's various decisions on cross-subsidization have ever indicated maintenance of the cross-subsidization index at the 2002 level. Nevertheless, if that were the case, it could indeed imply, from year to year, increases or decreases differentiated by customer class. In 2007, the residential class increase would be lower than the average increase.

Question #69

Reference: HQD-12, Document 1, page 67, Table 31 and page 68, Table 32

Question:

a) Please recalculate Tables 31 and 32, based on the rate design for

Rate D customers provided in response to

Question #65 c).

Response:

See the Distributor’s response to question 69(b).

b) Please recalculate Tables 31 and 32, based on the rate design for

Rate D customers provided in response to

Question #64 b) for 2006-

2007.

Response:

Table R-69.B-1
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Table R-69.B-2
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Question #70

Reference: HQD-12, Document 1, page 70, lines 5-7 and page 71, Table 35

Question:

a) Please confirm that HQD determined annual consumption profiles for each

“decile” by determining the level of consumption that would yield the

average annual electricity expense reported by Statistics Canada. If not,

please explain how the annual consumption values were determined.

Response:

The consumption level was determined by first subtracting the applicable taxes and royalties. In addition, for each decile, an allocation of annual first-block and second-block consumption was done based on the load profile of customers that had similar billing.

b) Please provide a schedule that sets out, for each of the 10 income

groupings, the average daily consumption value and the 95% consumption

value.

Table R-70.B
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Question #71

Reference: HQD-7, Document 2, page 4

Question:

a) Please provide a Table that for 2005, 2006 and 2007 reconciles the

consumption of Heritage Pool energy (i.e., 165,543 GWh, 165,979 GWh

and 164,400 GWh respectively) with the 178.86 TWh of available Heritage

Pool supply.

Response:

Table R71-A: Heritage pool sales for 2005, 2006 and 2007
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Question #72

Reference: HQD-11, Document 1, page 10, Table 1

HQD-7, Document 2, page 4

Question:

a) Please reconcile the difference between the Heritage Pool consumption

reported for 2005 and 2006 in the two references.

Response:

Table 1 of Exhibit HQD-11, Document 1 in this case presents the change in heritage pool volumes forecast for 2005, 2006 and 2007 and used for allocation of the heritage pool supply cost respectively in cases R-3541-2005, R-3579-2005 and R-3610-2006. The heritage pool volumes presented in Exhibit HQD-7, Document 2 correspond to actual year 2005 and base year 2006 (forecast based on 4 real months and 8 projected months).

Question #73

Reference: HQD-11, Document 1, page 12, lines 1-9

HQD-11, Document 1, Tables 60-63

Question:

a) Please provide the load factors for the Heritage Pool (per Decree 1277-

2001) using:

(i) A one-hour definition of peak (i.e., based on the highest hourly value

specified for the Heritage Pool). Please provide the energy and

demand values used in the calculation.

Response:

The heritage pool load factor after adjustment to the Order 1277-2001 curve and based on one-hour heritage peak is 59.7% (20,418 MW/34,218 MW).

(ii) A 300-hour definition of peak (i.e., based on the average of the highest

300 hourly values specified for the Heritage Pool). Please provide the

energy and demand values used in the calculation.

Response:

The load factor for the heritage pool after adjustment to the Order 1277-2001 curve and using 300-hour definition of heritage peak is 67.2% (20,418 MW/30,363 MW).

b) Provide the load factors for HQD’s total forecast consumption for 2007

using:

(i) A one-hour definition of peak (i.e., based on the one-hour coincident

peak demand for all grid-connected customers)). Please provide the

energy and demand values used in the calculation and, if there are any

differences, reconcile these values with those presented in Tables 49

and 50.

Response:

The load factor for the Distributor's total curve based on one-hour coincident peak is 59.6% (21,355 MW/35,805 MW). The 35,805 MW value representing coincident peak of Distributor’s total curve is presented in Table 50 of Exhibit HQD-11, Document 4.

Based on Table 49 of the same exhibit, the adjusted energy for 2007 of 174,036 GWh minus 17 GWh (LD and LP rate forecast sales) plus the loss factor of 7.5% gives a total volume of 187,070 GWh. The average annual power (8,760 hours) is 21,355 MW.

(ii) A 300-hour definition of peak (i.e. based on the average of the 300

hours with the highest use by grid-connected customers). Please

provide the energy and demand values used and reconcile with those

presented in Table 53.

Response:

The load factor for the Distributor's total curve based on 300-hour peak is 67.2% (21,355 MW/31,775 MW). From Table 53, column 4, the hourly average (8,760 hours) of adjusted energy (187,070 GWh) gives average power of 21,355 MW. The total of column 5 in the same table represents the average power based on 300-hour definition of peak for the Distributor’s total curve (31,775 MW).

Question #74

Reference: HQD-11, Document 4, Tables 49 and 53

Question:

a) Please explain why Rate Classes LD and LP are not included in cost of

supply calculations set out in Table 53.

Response:

As provided by section 52.2 of the Act Respecting the Régie de l'énergie, the heritage pool supply cost for each customer class is allocated according to their consumption characteristics, i.e., load factor and loss factor, for a maximum volume of 165 TWh. This volume is exclusive of consumption arising from demand-side management or emergency power tariffs, consumption attributed to independent electric power systems (remote communities) and consumption from the energy blocks determined by regulation of the Government. Table 53 presents the heritage and post-heritage pool supply costs for the Distributor’s regular customer classes.

Question #75

Reference: HQD-11, Document 1, page 12, line 10 to page 13, line 2

HQD-11, Document 4, Table 53

Question:

The discussion on page 12 suggests that HQD has determined hourly load

profiles for each customer class for Heritage Pool and Post-heritage Pool use

consistent with the 2007 Load Forecast.

a) Please confirm that in determining the overall hourly load profile for the

post-Heritage Pool, HQD has assumed an optimal dispatch of the hourly

Heritage Pool supply. If this is not the case, please explain why.

Response:

The Distributor has determined optimal and complete use of heritage pool consumption to meet the Distributor’s forecast needs under normal temperature conditions.

b) Please confirm that post-Heritage Pool supply contracts are designed and

ultimately dispatched to meet post-Heritage Pool requirements. If this is

not the case, please explain why.

Response:

The long-term supply contracts are drafted in such a way as to meet the Distributor’s total requirements. Therefore, heritage pool consumption must also be considered in this balancing of supply and demand. Moreover, short-term transactions (purchase, resale) are used to ensure this balance, in view of the constraints and the flexibility of all supply contracts, as well as real demand different from that which is forecast due mainly to weather conditions and demand fluctuation.

c) Based on these results, please provide the Heritage Pool use load factors

for each customer class using a 300 hour definition of peak (i.e., based on

each class’ average Heritage Pool use during the 300 hours of highest

demand on the HQD system). Please provide the energy and demand

values for each customer class used for each customer class’ calculation.

Response:

The table below presents the heritage pool load factors (after adjustment for the Order 1277-2001 curve) based on a 300-hour definition of peak for the Distributor’s total curve for 2007.

Table R75-C: Load factor and unit heritage cost by customer class
[image: image36.emf]
d) Based on these results, please provide the post-Heritage Pool use load

factors for each customer class using a 300 hour definition of peak (i.e.,

based on each class’ average post-Heritage Pool use during the 300

hours of highest overall demand on the HQD system). Please provide the

energy and demand values for each customer class used for each

customer class’ calculation.

Response: The table below presents the post-heritage pool load factors (after adjustment for the Order 1277-2001 curve) using a 300-hour definition of peak for the Distributor’s total 2007 curve. Column 5 presents the post-heritage unit cost if these load factors were used.

Table R75-D: Load factor and unit cost by customer class
[image: image37.emf]
e) Based on these results, please provide the post-Heritage Pool use load

factors for each customer class using a 300 hour definition of post-heritage

pool peak (i.e., based on each class’ average post-Heritage Pool use

during the 300 hours of highest overall demand for post-Heritage Pool

supply). Please provide the energy and demand values for each customer

class used for each customer class’ calculation.

Response:

The table below presents the load factors for post-heritage pool energy (after adjustment for the Order 1277-2001 curve) using a 300-hour definition of post-heritage peak for 2007. Column 5 presents the post-heritage pool unit cost if these load factors were used.

Table R75- E: Load factor and unit cost by customer class
[image: image38.emf]
f) Please provide the overall 2007 load factor for post-Heritage Pool using:

(i) The total post-Heritage Pool energy and the post-Heritage Pool

requirements at the time of HQD’s overall one-hour peak. Please

provide the energy and demand values used in the calculation and

reconcile the energy value with that presented in Table 53.

Response:

The 2007 post-heritage pool load factor using HQD’s overall one-hour peak is 59.1% (937 MW/1 58 MW). The average annual power multiplied by 8,760 hours represents the energy which, adjusted for loss, corresponds to the post-heritage pool consumption given in Table 53.

Translator’s Note: 1 58 MW should read 1 585
(ii) The total post-Heritage Pool energy and the average post-Heritage

pool requirements during the 300 highest hours of demand on the

and HQD’s overall system. Please provide the energy and demand

values used in the calculation.

Response:

The 2007 post-heritage pool load factor using the 300 highest hours of demand on HQD’s overall system is 66.4% (937 MW/1,412 MW).

(iii) The total post-Heritage Pool energy and the post-Heritage

Pool requirements at the time of post-Heritage Pool’s highest

demand (i.e., the post-Heritage Pool’s one-hour peak). Please

provide the energy and demand values used in the calculation.

Response:

The 2007 post-heritage pool load factor using the post-heritage pool one-hour peak is 34.5% (937 MW/2,720 MW).

(iv) The total post-Heritage Pool energy and the average post-Heritage

pool requirements during the 300 highest hours of demand for post-

Heritage Pool supply. Please provide the energy and demand

values used in the calculation.

Response:

The 2007 post-heritage load factor using the 300 highest hours of demand for post-heritage pool supply is 55.3% (937 MW/1,694 MW).

Question #76

Reference: HQD-11, Document 1, page 12, line 24 to page 13, line 2

Question:

a) Please explain more fully how the 2007 “mises en service” impact on the

hourly post-Heritage Pool profiles for all the customer classes.

Response:

See the Distributor’s response to AQCIE/CIFQ question 30(a) (HQD-16, Document 4).

Question #77

Reference: HQD-11, Document 1, page 14, lines 13-18

Question:

a) Please explain how the $80/kW for the baseload 350 MW HQP contract is

applied to determine power costs under the contract (i.e., Is it applied to

the maximum one-hour delivery during the year, the maximum one-hour

winter delivery, the average delivery over specified hours or some other

value?).

Response:

Scenario 4 assumes a power cost of $80/kW applied to the coincident peak of the post-heritage profile (Distributor’s overall one-hour peak).

b) Please explain how the $110/kW for the cyclable 250 MW HQP contract is

applied to determine power costs under the contract (i.e., Is it applied to

the maximum one-hour delivery during the year, the maximum one-hour

winter delivery, the average delivery over specified hours or some other

value?).

Response:

Scenario 5 assumes a power cost of $110/kW applied to the coincident peak of the post-heritage profile (Distributor’s overall one-hour peak).

c) Are there “power cost” provisions in the TCE contract? Note: The

question is not asking what they are but rather simply whether any such

provisions exist.

Response:

The contract comprises a power component and an energy component.

Question #78

Reference: HQD-11, Document 1, page 14, line 26 to page 15, line 11

HQD-11, Document 4, page 76, Table 53

Question:

a) Are the post-Heritage Pool cost allocation scenarios presented in Table 2

based on the same data used in HQD-11, Document 4? If not, please

indicate what the basis is for data used in the Table 2 calculations.

Response:

The same database is used for the calculation of the scenarios presented in Table 2 of Exhibit HQD-11, Document 4.

b) For Scenario 1, please confirm that the load factor for each customer class

is based on total use and the class’s average demand during the 300

highest hours of use on the HQD system as set out in Table 53. If not,

please explain.

Response:

In scenario 1, the load factors used for each customer class are determined on the basis of the 300 highest hours of use on the HQD system.

c) For Scenario 2, in determining the hourly costs for the post-Heritage Pool

supply, please indicate how the “power cost” component of each of the

HQP contracts (and TCE contract if applicable) was allocated across the

hours. For example, is the “power cost” component of each contract

prorated overall kWhs supplied by the contract or is it allocated in some

other manner?

Response:

In scenario 2, an hourly energy cost for the Distributor's overall post-heritage profile is applied to the post-heritage profile for each customer class.

d) In the case of Scenario 3, please explain how the post-Heritage Pool

customer class load factors used in the calculations were determined,

provide the supporting data and provide the resulting load factor values.

Response:

In scenario 3, the unit cost is calculated from post-heritage profile load factors based on the 300 highest hours of use on the HQD system, loss factors for each customer class. See Table R75-D.

e) Unless the calculation of load factors for Scenario 3 was performed using

the following approach, please redo Scenario 3 using the following

definition of the post-Heritage Pool customer class load factors:

• Ratio of (i) average post-Heritage Pool energy use by the customer

class to (ii) the customer class’ average demand during the 300

hours of highest post-Heritage Pool requirements.

As well as revised results for Scenario 3, please also provide the load

factor calculated for each customer class and the underlying energy and

demand data for each customer class used to derive the load factor.

Response:

See response to question 75-E. Table R78-E presents the results of scenario 3 using the 300 hours of highest post-heritage pool requirements.

Table R78-E: Scenario 3 for post-heritage unit cost based on load factors (300 hours of highest requirements)
[image: image39.emf]
f) For Scenarios 4 and 5, please provide schedules that show the full

calculation of the average costs by customer class set out in Table 2,

including the split of post-Heritage Pool costs between power and energy,

the allocation of the total power costs to customer classes and the

allocation of energy costs to customer classes.

Response:

See the Distributor’s response to Régie question 48.1 (HQD-16, Document 1).

g) For Scenarios 4 and 5, what is the definition of peak and off-peak as

discussed in HQD-11, Document 2, page 15, lines 8-19? Please describe

any differences between the peak definition used in these Scenarios and

the peak definition used in HQD-15, Document 1, Annexe A, page 13.

Response:

For scenarios 4 and 5, the peak used represents HQD’s 300 hours of highest requirements.

h) For Scenarios 4 and 5, please provide the average cost of peak and offpeak

energy and a schedule that sets out the how the values were derived

in each case.

Response:

See the Distributor’s response to Régie question 48.1 (HQD-16, Document 1).

i) For Scenarios 4 and 5, please provide a schedule that sets out for each

customer class:

• Its Post-heritage Pool Peak Period Energy Supply requirements

(including losses)

• Its Post-heritage Pool Off-Peak Period Energy Supply requirements

(including losses)

• Its contribution to Post-Heritage Pool peak a the time of HQD’s onehour

peak demand (including losses)

• Its average demand contribution to Post-Heritage Pool peak during the

300 highest hours of demand on HQD’s overall system (including

losses).

• Its contribution to the Post-heritage Pool’s maximum hour demand

(including losses).

• Its average demand during the 300 highest hours of demand for post-

Heritage Pool supply (including losses).

Response:

See the Distributor’s response to Régie question 48.1 (HQD-16, Document 1).

j) Please redo Scenarios 4 and 5, with power costs determined based on the

average post-Heritage Pool requirements during the 300 hours of highest

demand on HQD’s overall system. Please provide the supporting

calculations.

Response:

The following tables present the calculations for scenarios 4 and 5 during the 300 hours of highest demand on HQD’s overall system. Note that this method would be a return to the concept of 300 heritage pool hours consistent with the load factor method, while the application of a peak equivalent concept would require the use of coincident peak as described in the NARUC reference manuals, i.e., the scenario corresponding to the response to question 78-K.

Table R78-J-1: Scenario with $80/kW
[image: image40.emf]
Table R78-J-2: Scenario with $110/kW
[image: image41.emf]
k) Please redo Scenarios 4 and 5, with power costs determined based on the

post-Heritage Pool requirements maximum requirements (i.e., the post-

Heritage Pool’s one hour peak). Please provide the supporting

calculations.

Response:

The tables below present the calculations for scenarios 4 and 5 based on post-heritage pool one-hour peak.

Table R78-K-1: Scenario with $80/kW
[image: image42.emf]
Table R78-K-2: Scenario with $110/kW
[image: image43.emf]
l) Please redo Scenarios 4 and 5, with power costs determined based on the

average post-heritage Pool demand during the 300 hours when the post-

Heritage Pool requirements are the highest. Please provide the

supporting calculations.

Response:

The tables below present the calculations for scenarios 4 and 5 based on the 300 hours when the post-heritage pool requirements are the highest.

Table R78-L-1: Scenario with $80/kW
[image: image44.emf]
Table R78-L-2: Scenario with $110/kW
[image: image45.emf]
Question #79

Reference: HQD-11, Document 1, page 17, lines 2-10

Question:

a) Please confirm that regardless of whether a load factor method or an

hourly cost treatment method is used to allocate post-Heritage Pool supply

costs, for purposes of the pass-on account calculations, it is necessary to

determine each customer class’ actual use of Heritage Pool supply and

post-Heritage Pool supply.

Response:

The calculation of real heritage pool volumes for each customer class to determine the pass-on account is impossible for both methods. We must fall back on rules of allocation. A methodology based on load factors allows for consistent treatment of the pass-on account, especially on an annual basis, whether in terms of allocation of heritage and post-heritage pool volumes by customer class or in terms of cost determination. However, an hourly-cost method will require a complex set of hypotheses concerning the calculation of the pass-on account. With such a method, one would have to determine not only the heritage and post-heritage pool volumes by customer class but also, and especially, who consumed what at each hour and at what cost.

Reference: HQD-11, Document 2, Slide 9 and page 206 of 255 (OC Question

#1)

Question:

a) Please provide a detailed explanation as to the purpose of each of the

steps shown in the slide and how actual adjustments are performed. If

possible, please provide an illustrative calculation.

Response:

The take or pay supply contracts are subtracted from the total chronological curve and the resulting curve is transposed onto the Order 1277- 2001 curve. The latter curve is then ranked in chronological order and the consumption characteristics of the customer classes are transposed from the heritage curve determined proportionally to the total curve. Adjustments are then made on an hourly basis to correct the differences between the heritage curve and the Order 1277-2001 curve.

Question #81

Reference: HQD-11, Document 2, Slides 41; pages 111-112 of 255 and page

213 of 255.

Question:

a) With respect to Slide #41, please provide the derivation of the following:

(i) The 21%/79% power/energy cost signal associated with $80/kW,

Response:

The data used by the 2006 technical committee that examined supply cost allocation for the examples provided are based on consumption profiles used in R-3579-2005 and simulated for 2014. An inflation rate of 2%/year was assumed for the power costs used in this exercise.

Total energy cost = 18,317 GWh * 8.37 ¢/kWh = $1,531.3 M

Total power cost = 3,459 MW * 80 $/kW * (1.02)7 = $319.4 M

Thus the power portion is 21% (319.4/1,531.3), the power considered is post-heritage peak.

With the forecast 2007 profiles used in R-3610-2006, the power/energy split for 2007 will be 34%/6%.

Translator’s Note: For 34%/6% read 34%/66%
(ii) The 29%/71% power/energy cost signal associated with the $110/kW,

and

Response:

Using the same data as in the preceding question, the power/energy split in 2014 would be:

Total energy cost = 18,317 GWh * 8.37 ¢/kWh = $1,531.3 M

Total power cost = 3,459 MW * 110 $/kW * (1.02)7 = $437.2 M

Thus the power portion is 29% (437.2/1 531.3), the power considered is post-heritage peak.

With the forecast 2007 profiles used in R-3610-2006, the 2007 power/energy split will be 46%/54%.

(iii) The 27%/73% power/energy cost signal associated with the Global

Treatment.

Response:

The load factor method based on the 300 highest hours gives a power/energy split of 32%/68%. In order to compare with the other scenarios calculated on the basis of post-heritage peak, an approximation of the load factor method had to be produced but based on the same peak while maintaining the post-heritage unit costs determined at the outset with the same method. The signal would then be 27%/73%. The data used by the 2006 technical committee that examined supply cost allocation for the examples provided are based on consumption profiles used in R-3579-2005 and simulated for 2014.

Note that with the profiles used for 2007 in R-3610-2006 and the same assumptions as for this question, the power/energy split is 44%/56%.

In each case, please indicate definition of demand (e.g., is the one-hour

HQD overall peak used in all three calculations?) used in each calculation

and provide the actual value.

b) Please provide the derivation of the 32%/68% power/energy cost signal

referenced in response to OC interrogatory #6.1 from the Working Group

meetings (see page 213 of 255) and reconcile this with the 27%/73%

value reported on Slide 41.

Response:

See the Distributor’s response to question 81(a)(iii).

c) With respect to page 213, please provide the derivation of the following:

(i) The 17%/83% power/energy cost signal associated with $80/kW,

Response:

The data used by the 2006 technical committee that examined supply cost allocation for the examples provided are based on consumption profiles used in R-3579-2005 and simulated for 2014.

An inflation rate of 2%/year was assumed for the power costs used in this exercise.

Total energy cost = 18,317 GWh * 8.37 ¢/kWh = $1,531.3 M

Total power cost = 2,750 MW * 80 $/kW * (1.02)7 = $254.0 M

Thus the power portion is 17% (254.0/1,531.3), the power considered is the average of the Distributor’s 300 highest hours of demand.

With the forecast 2007 profiles used in R-3579-2005, the 2007 power/energy split will be 17%/83%.

(ii) The 23%/77% power/energy cost signal associated with the $110/kW,

and

Response:

Using the same data as in the preceding question, the power/energy split in 2014 would be:

Total energy cost = 18,317 GWh * 8.37 ¢/kWh = $1,531.3 M

Total power cost = 2,750 MW * 110 $/kW * (1.02)7 = $347.5 M

Thus the power portion is 23% (437.2/1,531.3), the power considered is the average of HQD’s 300 highest hours.

With the forecast 2007 profiles used in R 3579-2005, the 2007 power/energy split will be 24%/76%.

In each case, please indicate definition of demand (e.g., is the one-hour

HQD overall peak used in all three calculations?) used in each calculation

and provide the actual value.

Question #82

Reference: HQD-11, Document 2, Slide 27

Question:

a) Please provide the definition of demand (“puissance”) used to calculate

the Total System and post-Heritage Pool load factors set out in Slide #27

(e.g., is it the average demand during the 300 hours of highest demand on

the HQD system overall?)

Response:

This is the coincident peak (1-CP) of overall demand.
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