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1. BACKGROUND

In its decision, D-2007-08, the Régie de l’énergie (the “Régie”) ordered the creation of a deferral account for revenue from  point-to-point transmission services as of 2007. The account was created on the basis that certain variances, including market conditions, runoff, or activities related to the disposal of surplus electricity managed by Hydro-Québec in its distribution activities (the “Distributor”), are not under the control of the Transmission Provider, but can have a significant impact on the short-term point-to-point transmission services revenue.
The Régie also required that the Transmission Provider combine the long-term point-to-point transmission services revenue with the short-term point-to-point revenue given that significant revenue transfers between the short- and long-term point-to-point transmission services have been observed in the past and could happen again.

Moreover, the Régie required that both positive and negative revenue variances be accrued in order to allocate them between Native Load service customer and long-term point-to-point transmission service customers, and that the balance of this account bears interest at the weighted average cost of capital. Even though potential integrated system transmission service customers are not explicitly mentioned in the Régie requirements, they would constitute long-term customers if the Transmission Provider was asked to provide this service. The Transmission Provider understands that these customers would be considered, if necessary, in the disposal of the deferral account in the same way as the other long-term customers of the Transmission Provider.
Finally, the Régie, while specifying that the transmission rates will continue to be established as a function of sales forecasts, as provided for in section 49 of the Act respecting the Régie de l’énergie (the “Act”), requested that the disposal method of the deferral account be established at the time of the present application.
2. DISPOSAL METHOD
The deferral account for revenue from point-to-point transmission services is based on fluctuation between projected revenue for point-to-point transmission services for a test year and the actual revenue for these services recorded at the end of the said year. 
The objective sought by the Transmission Provider in establishing a method for the disposal of this deferral account for revenue from point-to-point transmission services is to fulfill the Régie’s request with a mechanism that is simple to apply and equitable for its long-term service customers. These customers include the Native Load service customer, long-term point-to-point transmission service customers, and, if necessary, integrated system transmission service customers.
In order to promote equity between customer generations, the Transmission Provider believes that the settlement of the deferral account as of the year following the record of the variance allows the matching of the surpluses or deficits from the forecasts with the customers who paid rates set from these same forecasts. Indeed, given the limited number of these customers. The Transmission Provider emphasizes that it is easy to trace the transactions that have been carried out on customer-by-customer basis, for a previous year, to evaluate the surpluses or deficits for each customer and to settle the account  in the following year, also on a customer-by-customer basis.

With the same objective and in accordance with the Régie’s D-2007-98 decision to the effect that the effects of this account should only target long-term service customers, the Transmission Provider has been careful to ensure that the proposed disposal method does not affect short-term customers. This is why this deferral account is not included in the Transmission Provider’s rate base. The non-inclusion in the rate base avoids impacts on the cost of service and on the rates that are derived from cost of service, which would affect short-term, as well as long-term customers.
The Transmission Provider proposes the following method for disposal of the deferral account for revenue from point-to-point transmission services.

· During a rate application for a given year (“year 1”), a first forecast will have been established on a projected basis (0 months actual and 12 months projected) at the time of filing this application;
· During a rate application for the subsequent year (“year 2”), a revised forecast is established for the base year (“year 1”) on the basis of a mixed forecast (e.g., 4 months actual and 8 months projected);
· In the case where the Transmission Provider records a variance between the two year 1 forecasts, it can, as of that time, forecast the resulting deficit or surplus;

· The forecast variance amount represents an increase (if there is a deficit) or a decrease (if there is a surplus) that is allocated among the customers at the pro-rata of projected  revenue for the base year (“year 1”) derived from the Native Load transmission service, the long-term point-to-point transmission service ;
· The Transmission Provider will account for a debit variance (surplus) or a credit variance (deficit) on the basis of actual data with the revenue from point-to-point transmission services;

· On December 31, the Transmission Provider completes the final accounting of the variance on the basis of actual data that will be credited or debited to its revenue from point-to-point translation services for the fiscal year in compensation for a debit or a credit towards the Native Load service customer, long-term point-to-point transmission service customers, and, if necessary, integrated system transmission service customers;
·  The settlement of the deferral account is carried out of the basis of actual data on December 31. Once this data incorporated into the consolidated financial statements published at the time of the Hydro-Québec Annual Report, the Transmission Provider has the obligation to remit to its entitled customers or to their designated representatives, the actual amount of the recorded surplus or deficit within 30 days;
· Interest borne by the deferral account shall be paid as of the 31st day following the publication of the Hydro-Québec Annual Report on all unsettled balances at that time;

· The interest borne by the deferral account is calculated at the rate of the weighted average cost of capital authorized by the Régie for year in which the interest is due or, if rate is not determined at the beginning of the aforementioned 30 day period, the rate in effect for the most recent year;
· The allocation of the payment or the collection of the actual amount of the surplus or the deficit recorded  among the Native Load service customer, long-term point-to-point transmission service customers, and, if necessary, integrated system transmission service customers, will be carried out at the pro-rata of the revenue from the transmission services obtained from these customers for the past year;

· The Transmission Provider reports on the changes in the deferral account in its rate applications.

3.  CURRENT SITUATION
At the time of filing its 2007 rate application on July 6, 2007, the Transmission Provider was forecasting a total amount of $132 M for its 2007 needs for long-term and short-term point-to-point transmission services. In its D-2007-08 decision, the Régie adjusted the forecast of these transmission needs to bring the long-term and short-term point-to-point transmission services to $136 M.
More recently, with the benefit of four months of actual data, the Transmission Provider carried out a revised forecast for 2007 and now anticipates $178 M for these services. This revision became necessary particularly given the Régie’s decision D-2007-13, which requires the Distributor to resell its electricity surpluses on the markets, as well as the increase in its forecast revenue from short-term point-to-point transmission services.
We note that the D-2007-13 decision was rendered on February 26, 2007 by the Régie, that is, after the Transmission Provider established its forecast for the purposes of its 2007 rate application and after the D-2007-08 decision, rendered on February 20, 2007, concerning the Transmission Provider’s R-3605-2006 application. This revised forecast, which includes new information, is therefore now stronger than the previous one. 
The detail of this revised forecast for revenue from the 2007 is presented in Table 1 below.
Table 1 – Forecast for 2007 Revenue from Point-to-Point Transmission Services ($ M)

	Revenue in $M
	2007 forecast following the D-2007-08 (0 months actual and 12 months projected)
	2007 revised forecast (4 months actual and 8 months projected)

	Long-term and short-term point-to-point
	136
	178

	Long-term point-to-point

· HQ Production

· HQ Distribution

· Others
	34

34

0

0
	40

34

0

6



	Short-term point-to-point
	102
	138


According to the aforementioned method, the projected variance at the end of the 2007 base year would be about $42 M ($178 M – $136 M) and would be allocated as follows.

Projected variance on December 31, 2007 




$42 M

Allocation at the pro-rata of projected revenue from Native Load and

long-term point-to-point transmission service customers for 2007, totaling 

$2,580 M ($2,540 M + $40 M), that is:

Hydro-Québec Distribution (Native Load: 42 x 2,540 / 2,580)


$41.3  M
Hydro-Québec Distribution (long-term point-to-point: 42 x 0 / 2,580)

$0.0 M
Hydro-Québec Production (long-term point-to-point : 42 x 34 / 2,580)

$0.6 M
Others (long-term point-to-point : 42 x 6 / 2,580)




$0.1 M
Others (integrated system : 42 x 0 / 2,580)




$0.0 M

This variance constitutes the Transmission Provider’s most realistic estimate at the time of filing the present rate application.

On the other hand, given that the majority of the projected variance will be applicable to the Native Load, the Distributor can anticipate, as of the present time, that its transmission cost for 2007 will be $41.3 M less than the amount of annual revenue required from the transmission service for the Native Load, as indicated in Appendix H of Rates and Conditions for Hydro-Québec’s Transmission Services.

4.   FINAL RULING
According to the aforementioned method, the actual variance at the year end is the subject of the settlement between the Transmission Provider and its customers targeted in the Régie’s D-2007-08 decision.
As an example, by putting forward the hypothesis that the actual revenue from point-to-point transmission service would be $180 M on December 31, 2007, creating a final variance of $44 M ($180 M - $136 M), and that the revised forecast for revenue from long-term point-to-point services for 2007 indicated in Table 1, was accurate, the allocation of the final variance during its settlement following the 2007 Hydro-Québec Annual Report would be as follows:
Actual variance on December 31, 2007 





$44 M

Allocation at the pro-rata of actual revenue from long-term point-to-point 

transmission service customers for 2007, hypothetically totaling 

$2,580 M ($2,540 M + $40 M), that is:

Hydro-Québec Distribution (Native Load: 44 x 2,540 / 2,580)


$43.3  M

Hydro-Québec Distribution (long-term point-to-point: 44 x 0 / 2,580)

$0.0 M

Hydro-Québec Production (long-term point-to-point : 44 x 34 / 2,580)

$0.6 M

Others (long-term point-to-point : 44 x 6 / 2,580)




$0.1 M

Others (integrated system : 44 x 0 / 2,580)




$0.0 M
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