REGIE DE L'ENERGIE
DOSSIER : R-3625-2007

REPONSE DE ENERGIE LA LIEVRE S.E.C.
ET D’ENERGIE BROOKFIELD MARKETING INC.
A LA DEMANDE DE RENSEIGNEMENT N° 1
DE LA REGIE DE L’ENERGIE
(« REGIE »)




8 juin 2007

N° de dossier : R-3625-2007

Demande de renseignements n° 1 de la Régie a ELL/EBMI
Page 2 de 7

Question 1

Référence : (i Piece C-4-3- ELL-EBMI-1, page 24
(i) Piece C-4-3 ELL-EBMI-2, page 6

Préambule :

L’intervenante mentionne au paragraphe 118 de la référence (i) que « les intéressés soumettent
a la Régie qu’il est essentiel que la Régie, le cas échéant, exige du Transporteur a titre de
condition préalable & la désignation du CME comme coordonnateur de la fiabilité au Québec,
soit de séparer fonctionnellement le CME des activités de transport, incluant planification,
commercialisation, expertise et support technique, de méme que I'exploitation des installations
ou d’ordonner a Hydro-Québec de modifier sa structure organisationnelle de maniére a ce que
le CME ne reléve plus de la structure de TransEnergie et qu'il soit séparé fonctionnellement des
trois principales activitéts menées par Hydro-Québec, soit HQP, HQD, et Hydro-Québec
TransEnergie. »

Les conclusions du rapport soumis a I'appui de la présentation de l'intervenante a la référence
(i) précise « we urge the Régie to adopt measures to ensure non-discriminatory treatment [...].
These measures could be [...] to develop and post for public comments, a strict Code of
conduct for the Reliability Coordinator to abide to, and for the other reliability functions in the
same organization to abide to if the Reliability coordinator function is grouped [sic] together with
these other function in the same organization. »

Demandes :

1.1 Veuillez élaborer davantage sur les changements de structure préconisés dans la
premiére recommandation de l'intervenante de « séparer fonctionnellement CME des
activités de transport [...].» Veuillez préciser quelles seraient les responsabilités du
CME.

1.2 Veuillez préciser si I'adoption d’'un Code de conduite tel que recommandé dans le
rapport a la référence (ii) est requis pour la mise en place de chacune des deux
recommandations de condition préalable a la désignation du coordonnateur de la fiabilité
(paragraphe 118).

Please elaborate further on the structural or organizational changes required to support
the recommendation made to have functional separation of the activities of the CME
from those of TransEnergie.

Please specify whether the implementation of the recommended Code of Conduct is
required in both instances mentioned at par. 118 regarding the designation of the
Reliability Coordinator function.
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R1.1/R1.2

l.

.

Introduction

Further to our comments submitted on May 23, 2007 on behalf of Energie La
Lievre s.e.c. and Energie Brookfield Marketing Inc. concerning the pending Motion of
TransEnergie to designate its Direction des Contréles des mouvements d’énergie as the
Reliability Coordinator pursuant to Article 85.5 of the Act respecting the Régie de
I'Energie (L.R.Q. c. R-6.01), we are submitting the following supplementary information
in response to the Régie’s request of June 1, 2007.

Supplementary Information Requested by the Régie

Functional separation of the Reliability Coordinator function can be achieved through
several means:

a. Corporate Separation

Establish a separate operating entity similar to an Independent System Operator
(ISO) or a Regional Transmission Organization (RTO), but without the role to
manage the Quebec electricity market taking into consideration that at the present
time Québec is not a fully opened electricity market.

Essentially, from what we gather, this entity could encompass the existing CME and
its presently assigned functions (as described by TransEnergie) and would be
corporately separated from Hydro-Québec and the functions of transmission owner,
transmission service provider, generation owner, operator and distributor associated
with the Hydro-Québec activities.

The entity would have no direct or indirect ties with any of the market participants
over which it would exercise, in the context of its reliability coordination function,
operational direction.

As a service oriented organization, this entity would perform the following reliability
functions:

» Reliability Coordinator
» Balancing Authority

= Transmission Operator
» Interchange Authority

It would have its own board of directors and could be called upon to set up
stakeholder committees (from representatives of other market participants) that
would be consulted on the development or proposal of mandatory reliability
standards or operational issues.
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This entity should be subject to the Régie’s oversight in that this would allow for clear
independence and exhibit transparency in the execution of the functions assigned.
The entity must also adhere to an appropriate Code of Conduct and Business Ethics
policy applicable to those engaged in the exercise of such functions (see: IESO and
PJM documents attached as an example and our comments to the Régie on
question 1.3).

Functional Separation Under a Separate Governance

This could be achieved by the establishment of an operating entity that performs the
Reliability Coordinator function, while still integrated within the Hydro-Québec
corporate structure but on condition that it be totally distinct and independent of the
commercial and operational divisions known as TransEnergie, Hydro-Québec
Production and Hydro-Québec Distribution.

In this vein, there are two options:

i. An entity that would perform all of the operating functions presently assigned to
the CME of TransEnergie and which would be carved out of this Hydro-Québec
division; or

ii. The setting up of an entity that would assume and perform only the reliability
coordination function as provided for under the NERC function model, Version 3.
This approach would entail that the Reliability Coordinator function be carved out
of the CME and of the TransEnergie organizational structure.

In either case, the object is to achieve a level of independence and transparency
similar to a corporate separation. The entity so established would need to be
administratively independent from TransEnergie. Its business decisions and conduct
should in fact be governed or overseen by a form of stakeholder board made up of
balanced representations from market participants which would include
TransEnergie, Hydro Québec Production and Hydro-Québec Distribution as well as
other owners and users of the bulk electricity facilities in Quebec and ultimately
called upon to answer to the Régie. The business operation of this entity, as in the
case of corporate separation, could be funded outside the TransEnergie or Hydro-
Québec operating budgets by all market participants via a tariff adder mechanism’.

Evidently, option (i) offers the advantage of synergy and economy of scale by
keeping all of the operating functions within the same entity. Option (ii) offers the
advantage of having the least amount of changes to the corporate structure (member
of persons involved) but may require some duplication with regard to operating costs,
such as power system monitoring, control and communication facilities.

' The net effect to the consumers would be almost negligible since TransEnergie would have a like amount
reduction in its operating cost. Accordingly, apart from the initial setting up costs, recurrent additional expenses
related to this type of operating entity would be nominal and would practically have no effect on tariff. The result
would be essentially the same in the event of a corporate separation as proposed in (a).
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Again, in either scenarios an essential element is an independent chain of authority
that does not emanate from the transmission service functional entity (TransEnergie)
with operation premises that are physically separated from the rest of the functions of
TransEnergie and Hydro-Québec commercial divisions. This could be obtained by
way of separate and restricted access to such premises and a significantly more
stringent Code of Conduct and Business Ethics policy that would reinforce the
independence and transparency criteria with the general objective of non-
discriminatory practices where conflict of interest, undue influence or abuse of
dominant position are prohibited.

c. Permit the designation of a Reliability Coordinator function within the present
TransEnergie structure.

This approach would least ensure independence and transparency while maintaining
the potential of conflict of interest, undue influence and discriminatory treatment or at
the very least an appearance thereof.

In order to try to alleviate these concerns the Reliability Coordinator function would
have to be restructured with the following objectives:

» An independent chain of authority that does not emanate from the transmission
service functional entity and the commercial entities within the Hydro-Québec
structure.

= Operation premises that are physically separated from the rest of the functions of
TransEnergie.

» A much stricter Code of Conduct and conduit type of responsibility similar to that
adopted by ISOs and RTOs.

= A complaint and appeal mechanism to be exercised without delay directly before
the Régie and that must be dealt with rapidly.

= A direct oversight review process of this entity and the exercise of its function by
the Régie.

In light of the purpose and objectives behind setting up a structure that allows for the
implementation of mandatory reliability standards and reliability directed operations of
the electric systems in Québec and taking into consideration that the setting up of a
separate corporate entity or a separate functional entity (within the Hydro-Québec
corporate structure) called upon to exercise the present CME functions would involve
nominal costs which could be covered through a transmission tariff adder mechanism, it
is our belief that proposal 1.1 (a) or 1.1 (b)(i) would be the most appropriate in order to
attain the objectives set out in the legislative changes to the Act respecting the Régie de
I’énergie while accounting for the present electricity market conditions in Québec.

Should the present functions of the CME be limited or segregated from those of the
Reliability Coordinator in the context of functional separation?
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Technically speaking, functions other than Reliability Coordinator (Balancing Authority,
Transmission Operator, Interchange Authority) in the present set up of the CME could in
fact be separated from the Reliability Coordinator function. The Reliability Coordinator’s
role is to manage operating reliability in a broad area which includes other similar entities
(IA, TOP, BA) that are not part of the CME and Hydro-Québec. However, should you
extricate the Reliability Coordinator function, maintaining transparency and
independence from these other CME functions is critical to ensuring comparable
treatment to all participants in the Quebec electric energy market.

On the other hand, these functions can be grouped together and subjected to the same
Code of Conduct and Business Ethics policy together with the Reliability Coordinator
function. In such instance, the operational, efficiency and cost elements would favour the
application of an approach implementing a separate corporate entity as discussed in
1.1 (a). or a functionally separated independent entity within the Hydro-Québec structure
as discussed in 1.1 (b)(i) above.

Veuillez, le cas échéant, préciser les grandes lignes du contenu d’un éventuel Code de
conduite pour CME en tant que coordonnateur de la fiabilité, correspondant aux
préoccupations de l'intervenante, pour chacune de ses deux recommandations. Veuillez,
le cas échéant, fournir des Codes de conduite existants dans l'industrie encadrant des
structures similaires.

Please elaborate on the content of the proposed Code of conduct.

As currently drafted, TransEnergie’s Code of Conduct is intended to apply to the
Transmission Provider in its relations with “Affiliates”. The proposed Code of Conduct
must apply to the Reliability Coordinator (including its directors, officers and employers)
toward the Transmission Provider i.e. TransEnergie, its “Affiliates” and other market
participants.

The importance of avoiding situations of conflict of interest (actual or perceived) and
undue discrimination should be emphasized. To that effect, we draw your attention to
IESO’s Code of Conduct as well as PJM’s Code of Conduct and more specifically the
sections entitled “Policy Statement”, “Policy Intent” and “Avoiding any Actual or Potential
Conflict of Interests”.

We believe that the Code of Conduct should include a clear undertaking from the
Reliability Coordinator that it will avoid any situation of conflict of interest in the carrying
out of its responsibilities and impacting on the establishment of standards, the operation
of the system or the application of the Tariff and also an undertaking that it will not
discriminate in favour of Hydro-Québec'’s affiliates or any other market participants.

Also, it should be specified that compliance with the Code of Conduct is an essential
condition of employment and that a violation of its rules may lead to disciplinary action.

It could go as far as providing means to anonymously and confidentially report any
suspected violation.
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As further reference and example, we are attaching a copy of the By-laws of the Alberta
Electric System Operator (AESQ) including rules pertaining to the Code of conduct.

Question 2

Référence : Piece C-4-3 ELL-EBMI 2, page 4

Préambule :

Il est mentionné en référence dans le rapport soumis a l'appui de la présentation de
lintervenante que, parmi les seize coordonnateurs de la fiabilité inscrits au NERC, « four (4)
Reliability Coordinators, including TransEnergie, are part of vertically integrated utility
companies. »

Demandes :

21

R2.1

Veuillez préciser quels sont les trois autres coordonnateurs de la fiabilité dont il est
question.

Please indicate the three other Reliability Coordinators referred to in the report.
The three Reliability Coordinators that are referred to (i.e. vertically integrated) are:
Tennessee Valley Authority (TVA)

SERC-Southern (Southern Company)

SERC-VACAR-South (Duke Energy)

TVA and SERC-Southern (Southern Company) perform the Reliability Coordinator
functions for their respective areas on a fee-for-service basis in accordance with
member agreements. SERC-VACAR-South (Duke-Energy) performs this function for
Duke Energy as well as other entities that sign up to the Reliability Coordination service
agreement. In the particular circumstances of TVA and Southern although they are still
part of the parent company structure, they nonetheless independently operate a not for
profit service for which it collects fees from the subjected entities (including the parent’s
divisions) in their immediate areas.
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