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1. SUMMARY
The current exhibit and its complementary exhibits aim to justify the Transmission Provider’s proposal to acquire the telecommunications assets of Hydro-Québec’s Technology Group, as of January 1, 2008, and to include them into its rate base. 
In order to ensure a consistent regulatory treatment of the telecommunications assets, the Transmission Provider is filing, at the same time as the rate application, an authorization request for the 2008 investment budget for telecommunications projects, for which the individual cost is less than $25 M. Future authorization requests for major projects will include relevant investment projects in telecommunications.

The present exhibit reviews the regulatory context relative to the treatment of telecommunications assets, and describes the organizational context of the Technology Group, as well as the main telecommunications assets of the transmission system. In conclusion, the Transmission Provider evaluates the impact on its revenue requirement of including the telecommunications assets in the rate base as of 2008.
The complementary exhibits present a list of the telecommunications assets in service and of the projects underway on December 31, 2006, reconciled with Hydro-Québec’s financial statements and certified by its auditors.  The evolution of telecommunications assets in 2007 is then summarized, to reach the end result of the December 31, 2007 balance.  The authorization request covers the acquisition of the assets in service, as well as the recognition of projects underway at the same time, which will be included in the Transmission Provider’s rate base when they are put into service. The additions and withdrawals in 2008 are then described in order to create a link with the preceding section dealing with the Transmission Provider’s rate base.
In summary, the Transmission Provider’s request aims to obtain the following from the Régie: 

· the authorization to acquire $608.7 M of telecommunications assets in service and to include them its rate base as of January 1, 2008;

· the recognition of the telecommunications projects underway on December 31, 2007, valued at $55.8 M, which have already been authorized in conformity with Hydro-Québec’s legal framework. 
2. REGULATORY FRAMEWORK

2.1 
Regulatory History of the Transmission Provider
Since the Transmission Provider’s first application
, which led to the establishment of its rates as of January 1, 2001, the question of the regulation of telecommunications assets was broached on numerous occasions in the Régie’s decisions. 
The most recent decision (D-2007-08), rendered on February 20, 2007, by the Régie with respect to the establishment of electricity transmission rates as of January 1, 2007, aptly summarizes the progress in the Régie’s reflection on this subject and a relevant excerpt is presented in Appendix 1. 
2.2 
Direction Adopted by the Transmission Provider as of 2008
As indicated previously, the Transmission Provider committed to presenting a request for the regulation of telecommunication but had not followed up on it. The Transmission Provider recently completed its reflection on the subject and is ready to settle this question before the Régie. 

Given that the Technology Group plays an important support role for the basic activities of Hydro-Québec, and given the regulatory environment of Hydro-Québec’s TransÉnergie Division, it is reasonable that this division should bear the ultimate responsibility for the choice of telecommunications tools (assets) used to carry out their respective missions.

Moreover, the objective to control the evolution of telecommunications costs justifies that the human and informational resources be concentrated in the Technology Group and that they interact with the Hydro-Québec divisions in a client-supplier relationship for expert and operating services related to telecommunications.
On the basis of the above considerations, the Transmission Provider estimates that it is timely to include the telecommunications assets in the rate base as of January 1, 2008. It proposes therefore to the Régie to authorize the acquisition by the Transmission Provider, on this date, and at their fair value as defined by Section 50 of An Act Respecting the Régie de l’énergie (the “Act”), that is the non-amortized cost on December 31, 2007.
If the Régie gives its approval to the Transmission Provider’s proposal, the regulation of these assets will start on January 1, 2008. Consequently, the Régie will exercise its powers as of this date by virtue of Section 73 of the Act with respect to the authorization to acquire, build or dispose of telecommunications assets for the transmission of electricity. On the other hand, for the telecommunications projects underway on December 31, 2007, and having been authorized in conformity with Hydro-Quebec’s legal framework, the Transmission Provider considers it inopportune to request a subsequent authorization from the Régie. It therefore requests that the Régie recognize these projects as being previously authorized, recognizing that by virtue of Section 49 of the Act, the Régie could, if it judges it necessary, find out about the projects when they are put into service and added to the rate base. 
Exhibit HQT-8, Document 3, reports on the amounts relative to the present application, that is $608.7 M, presenting the net value of the telecommunications assets in service on December 31, 2007, and which would become regulated as of January 1, 2008 following an authorization of their acquisition, and $55.8 M, representing the overall value of the telecommunications projects underway on December 31, 2007, and which would be recognized as previously authorized. 
In order to support its proposal, the Transmission Provider presents at sections 3 to 5 of the present exhibit, the organizational context of the Technology Group, the principal components of the telecommunications transmission system, as well as the impact on its revenue requirement of the inclusion of telecommunications assets in its rate base as of 2008.

The Transmission Provider also provides, at Exhibits HQT-8, Documents 2 to 2.2, a December 31, 2006 list of the telecommunications assets in service and the telecommunications projects underway, reconciled with Hydro-Québec’s financial statements and certified by its auditors.
The aforementioned Exhibit HQT-8, Document 3, also reports on the evolution of the telecommunications projects underway in 2007, indicating their balances at December 31, 2007, the date that delineates the end of their unregulated status.

With respect to the Exhibit HQT-8, Document 4, it presents the additions and withdrawals from the Transmission Provider’s rate base that are forecast in 2008 under the heading of telecommunications assets. This detailed exhibit is related to Exhibit HQT-7, Document 1, which reports on the overall evolution of the Transmission Provider’s rate base.
2.3 
Regulation for the Application of Section 73 of the Act
In the opinion of the Transmission Provider, the acquisition of the telecommunications assets and their inclusion in the rate base as of January 1, 2008, requires the authorization of the Régie by virtue of Section 73 of the Act, the English version of which is cited in Appendix 2.
The conditions and cases for the application of Section 73 of the Act were set by the Régie in its Regulation respecting the conditions and cases where authorization is required by the Régie de l’énergie (the “Regulation”) taken by virtue of subsection 6 of the first paragraph of Section 114 of the Act and approved by the Government by its Decree 970-2001, dated August 23, 2001.
The Regulation indicates, in its first Section, that an authorization by the Régie is required, inter alia, to acquire, construct or dispose of immovables or assets for electricity transmission as part of a project worth $25 M or more.

The Regulation also explains in its Sections 2 and 3, the nature of the information that should accompany an authorization request to acquire, construct or dispose of immovables or assets for electricity transmission.
Also, the inclusion of telecommunications assets in the rate base of the Transmission Provider should be considered as an acquisition of assets for transmission in the sense of Article 73 of the Act. Indeed, these assets acquired by Hydro-Québec over the years are used continuously in the operation of the electricity transmission system. In addition, the Régie’s decisions have recognized the usefulness and necessity of the telecommunications assets for the operation of the transmission system.

The Transmission Provider considers the transfer in their entirety of the telecommunications assets from its non-regulated affiliate entity to its regulated rate base as a single asset acquisition project of an estimated net value of $608.7 M, and hence worth $25 M or more. As such, the Transmission Provider applies the provisions of the Regulation to the transfer, including the information requirements of Sections 2 and 3, insofar as possible.
Indeed, taking into account the special nature of this acquisition, the Transmission Provider cannot follow up on all of the information requirements of Articles 2 and 3 of the Regulation, as would be the case for a building construction projection or the acquisition of new assets. The Transmission Provider cannot, for instance, provide information on the economic feasibility of the project or on the principal technical norms which will be applied to the projects. 

Based on the above considerations, the following table establishes the links between the present evidence and the information required by virtue of the regulation:
[image: image1.emf]
Note: Column titles are as follows:  Column 1 = Section; Column 2 = Paragraph; Column 3 = Subsection; Column 4 = Form (of information requirement); Column 5 = Exhibit; Column 6 = Document; Column 7 = Section.

In Column 4, the Forms of information requirements from Sections 2 and 3 are as follows:
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3. ORGANIZATIONAL CONTEXT

3.1 
Role and Responsibilities of the Technology Group in Telecommunications at Hydro-Québec

The Technology Group was created in February 2006. The main Telecommunications Directorate, which is part of the Technology Group, includes all activities related to telecommunications, which were previously the responsibility of the Directorate of Telecommunications for the Hydro-Québec TransÉnergie Transmission System, and the Directorate of Telecommunications for System Services related to Human Resources and Shared Services. The main Telecommunications Directorate also includes design, engineering and implementation of telecommunications projects, previously under the Hydro-Québec Equipment group. The organizational position of the Technology Group and its general structure are provided in the Hydro-Québec organization chart presented in Exhibit HQT-2, Document 1.
In the field of electricity, technological innovation is a must. The contribution and the expertise in telecommunications are necessary assets to realize the significant technological objectives for the customers in the Technology Group. The consolidation of Hydro-Québec’s telecommunications units within the Technology Group has as its main objective to pool the resources and the expertise in order to respond to the technological growth challenges in different business areas of the company.
The main Telecommunications Directorate is responsible for contributing to the development of telecommunications projects, for managing the telecommunications assets and for ensuring a technological tracking. The establishment of this Directorate ensures not only the coherence and the management of growing resources, but also the sharing of a coherent and common vision of telecommunications by all employees.
Relative to the transmission of electricity, the contribution of telecommunications is more specifically described in the following paragraphs. The essential requirements of the Transmission Provider which must be met by telecommunications are summarized. The principal components of the telecommunications system put in place to this end are presented in Section 5. 

4. CONTRIBUTION OF TELECOMMUNICATIONS ASSETS TO THE TRANSMISSION SERVICE

The assets from the telecommunications transmission system contribute to the efficient management of the electricity transmission system. The Transmission Provider is the main user of these assets which are useful and necessary to ensure the reliability of the system, to allow its secure control, and to ensure the maintenance of the equipment that make up the system. 

The Transmission Provider describes below its needs with respect to the telecommunications assets for each of the purposes mentioned above. These needs and the necessary matching between the infrastructure of the electricity transmission system and the telecommunications transmission system support and justify the Transmission Provider’s acquisition request.

4.1 Ensuring the Reliability of the Transmission System
The Hydro-Québec transmission system is characterized by the fact that most of the points of service or delivery of electricity are concentrated in southern Quebec, whereas most of the generation installations are in the North or Northeast of Quebec, at average distances of approximately 1,000 kilometres.
The concentration of consumptions centres and of generation installations at opposite extremities of the province, the very large distance between these extremities, the high voltage used for the transmission of the electricity and the multiplicity of equipment used for compensation result in a highly unique electricity transmission system.

Due to the delivery of large quantities of energy over very long distance, the system is particularly sensitive to phenomena that can affect its stability. The system stability is essential to ensure its reliability, given that all loss of stability could result in a general system failure. Therefore, when an anomaly in the system occurs, it must be corrected very quickly to limit its scope. It is in this situation where it is necessary to have available very fast-response primary protection for the important elements of the system, in conformity with the criteria of the Northeast Power Coordinating Council (NPCC).
In addition, Hydro-Québec must protect its electricity transmission system against exceptional events. Automated controls of the system must inevitably use telecommunications to very rapidly detect such events in order to minimize their negative impact and to limit the resulting failures, if necessary.
In the following paragraphs, the Transmission Provider describes more fully the systems of protection that use telecommunications. The Transmission Provider also provides information on registering information and on the actions undertaken by the systems of protection with the assistance of telecommunications circuits.

4.1.1 Systems of Protection

Any electricity transmission system is exposed to defects resulting from natural causes such has thunder, equipment failure or human error. The scope of the system and the multiplicity of equipment can only increase the risks of failure. The characteristics should therefore be considered at the time of designing the transmission system. If the Transmission Provider is unable to prevent such events, the Transmission Provider should minimize their consequences in order to avoid system behaviour that could lead to major failures.

As such, it is essential to eliminate defects in a very short time – in approximately 80 milliseconds, in such a way as the transmission system maintains its stability and continues to ensure service. This is the role played by two systems of protection:

1. Regular systems of protection, which react to defects on equipment: local protection and teleprotection (protection using telecommunications); and
2. Special protection systems or automated controls of the system, which have the objective of shielding the system against more unusual and severe events, thus preserving the integrity of the system and the security of the equipment.

Teleprotection

Teleprotection of transmission lines
The long transmission lines are protected by circuit breakers controlled by relays. The 735 kV lines, as well as some attached lines, are equipped with two primary protection systems of which the functioning depends on the telecommunications circuits for fault detection and for control of the circuit breakers that will isolate the defective part.
Telecommunications allow for the elimination of any line defect in a very short time span, regardless of the location of the defect on the line.

According to the NPCC criteria, it is necessary to rely on different telecommunications connections. Moreover, in order to avoid failures due to human intervention or to other causes, the telecommunications associated with the two connections must be physically separate to prevent them from being manipulated or damaged simultaneously.

For lower voltage levels (315 kV and under), stability studies permit a case-by-case evaluation of the impact of the defect in terms of intensity and time on the system as a whole. According to the results, the teleprotection circuits could be necessary. According to the degree of the anticipated impact, different levels of protection are applied in the following order:

	High impact
	Two teleprotection circuits on independent telecommunications connections 

	
	Two teleprotection circuits on the same telecommunications connection

	
	One teleprotection circuit on one telecommunications connection

	Low impact
	Local protection without telecommunications


The telecommunications transmission system is an integral part of the electricity transmission system. Its design and the equipment that it is comprised of should satisfy particular requirements not found in other telecommunications systems. When defects affecting certain equipment, such as the 735 kV equipment, have a significant impact on system behaviour, special attention must be paid to protection. The NPCC manages the design of these protections via a criteria (Document A-5: Bulk Power System Protection Criteria). In these situations, the primary protections should be doubled, as well as their telecommunications protections.
Teleprotection of Circuit Breakers
At all voltage levels, the substations are designed in such a way that given the failure of a protection to trigger or the failure of a circuit breaker to eliminate a defect, the neighbouring protections take over.
However, their reaction time can be such that the system design criteria may not be respected. To ward off such situations, the protections that identify a circuit breaker defect also initiate the remote triggering of other circuit breakers via telecommunications.

Automated Controls of the System

Automated system controls are designed to detect abnormal conditions on the whole of the electricity transmission system and to carry out actions at one or several places on the system with no human intervention. The automated controls have the function to preserve system stability, and equipment security during exceptional events, such as the simultaneous loss of several lines, the loss of substations or plants and ultimately the complete loss of the system.

The automated controls use telecommunications signals to detect anomalies and to react as quickly as possible to them. The speed of reaction allows for the continued transmission of power of very high levels despite the unavailability of equipment on the main system. Without the help of these automated systems, the Transmission Provider would have to make the choice between significant transmission reductions on the system or the addition of very costly equipment, such as new 735 kV lines.

4.1.2 The Acquisition of Data for the Study of Events

Chronological registers of events and oscillo-perturbographs are installed in several substations of the transmission system to register the actions carried out particularly by the teleprotections and the automated system controls, as well as the voltage and current types. These machines simultaneous register the time period corresponding to these actions and to these measures.

The analyses allow the determination of the causes of observed system behaviours. They also allow for the correction of some gaps and improve the modeling of the system. 

4.2  Allowing for the Secure Control of the Electric System

4.2.1 Control Centre for the Electric System

The centre de contrôle des mouvements d'énergie (CCME) or Control Centre for Energy Movement (CCEM), located in Montreal has the mission to control the movement of energy in real time on the electricity transmission system. This activity requires the use of telecommunications to obtain measures from different places on the system and to carry out remote manoeuvres. The principal functions of the CCEM are as follows:

· to maintain the transmission, the voltage, the operating reserves, the frequency an the time of the system according to the criteria of security and reliability;

· to adjust the generation and exchange programs in real time;

· to authorize withdrawals of information technology tools of control;

· to coordinate system recovery; and 

· to coordinate activities with system control centres outside Quebec.

The CCEM also has available a backup centre, which is also permanently served by telecommunications.
For their verbal communications, the CCEM personnel have available an array of circuits connected to the control centres of neighbouring systems and with the telecontrol centres.  These lines are duplicated in order to guarantee a high level of service availability. The lines are dedicated to the exclusive use of the system operators in order to ensure that the lines are not disturbed by other users.

The CCEM receives measurements and status updates and alarms from substations and system plants that are transmitted continuously by the dedicated telecommunications circuits. Data on frost formation, on the occurrence of lightning, coming from detection and measurement stations spread throughout the territory, are also transmitted by telecommunications to the CCEM. 

The CCEM also controls the automated systems controls, such as the télédélestage de charge (RPTC) or remote load shedding, for which automated controls require dedicated circuits.

4.2.2 Telecontrol
The Transmission Provider operates seven telecontrol centres situated in different cities throughout Quebec. The principal functions of these telecontrol centres are to:
· manage the system’s usage of substation and plant equipment via remote operation from installations, taking into account their status, as well as instructions from the centre de conduite du réseau (system control centre);
· remotely carry out the manoeuvres required to adjust equipment as a function of the consumption of Quebec customers, exchanges with neighbouring systems or emergency situations; and
· manage the withdrawals of transmission equipment for purposes of repair or maintenance, as well as their reinstatement into service.

To carry out these activities, the Transmission Provider uses dedicated telecommunications services.

The operators of the control centres also have dedicated telephone lines available to communicate with the system control centre, the Transmission Provider’s neighbouring telecontrol centres or those of the neighbouring systems, as well as with the main substations and plants. The most important lines are duplicated. Switched telephone lines and access circuits for mobile radio service also allow the control centres to communicate with mobile operators and with the maintenance personnel in installations and vehicles.
4.3 Ensuring Equipment Maintenance

The personnel ensuring the maintenance of equipment for the transmission system and the control systems, protection and telecommunications are spread throughout the Quebec territory. Personnel regularly commute among their operating bases, the substations and the plants, along the transmission lines, and the telecommunications sites, etc. To do their work and to coordinate their efforts, the personnel must communicate among themselves, as well as with the technical support personnel located in Montreal, with the telecontrol centres, with the CCEM personnel and the personnel of the system control centre. Communication is vital to ensure the maximum efficiency of activities, as well as the security of persons working in high-risk and remote areas. Certain transmission system installations are in fact located at several hundred kilometres from operating bases and are only accessible by helicopter or all-terrain vehicle.
4.4 Conclusion
Hydro-Québec’s transmission system has particular characteristics: numerous installations of substations and lines, dispersion of the installations over a very vast, and largely uninhabited territory, using long very high voltage lines to connect the generating installations and the consumption centres. The maintenance of system stability is essential to ensure the continuity of the electricity service in Quebec, the respect of the NPCC criteria and the security of equipment. 

From the perspective of service reliability, several circuits and telecommunications services are necessary in order to ensure the adequate performance of the automated controls and protections of the system; as well as the control of equipment, as a function of demand variation and unavailability of equipment due to maintenance or failure.
The reliability of the electricity transmission system therefore depends on the reliability of the telecommunications system. This system must provide specialized services and satisfy the particular requirements, such as very short timelines. In its design, as in its operation, the telecommunications system constitutes, therefore, a useful and necessary tool for the operation of the electricity transmission system.

5. MAIN COMPONENTS OF THE TELECOMMUNICATIONS TRANSMISSION SYSTEM
5.1 Transmission Infrastructures
Transmission infrastructures allow connections between substations, plants, control centres, and company offices. The priority function of these connections is to dispatch signals for the operation of the system by the Transmission Provider. The connections also serve the teleprotections and other special automated controls for the protection of the system, remote operations, remote measurements, alarms, dedicated and switched telephone lines, communications with vehicles, etc.
The telecommunications transmission network uses the following transmission technologies:

· hertzian links

· optical links

· broadband powerline (or BPL) links;

· twisted pair copper cables (or telephone cables)

· leased circuits from public telecommunications when there is no infrastructure available or when warranted.

All of the telecommunications circuits required for the functioning of the electricity transmission system, as well as that of the telephone systems, data systems, and mobile radios, transit on the transmission infrastructures. The hertzian links and the optical links constitute the most important parts of these infrastructures.

Appendix 3 illustrates in a simplified manner the telecommunications transmission system. Moreover, Table 1 below provides some data on the relative importance of these link types.

Table 1

Data on various link types 

comprising the transmission infrastructures

May 2007
[image: image5.emf]
Note:  Column titles are as follows: Column 1 = Number of links; Column 2 = Total length (km). Row titles: Row 1 = Analog hertzian links; 2 = Digital hertzian links; 3 = optical digital links; 4 = Broadband powerline (BPL) links; 5 = twisted pair copper cables.

5.1.1 Hertzian Links

Hertzian links, implemented at Hydro-Québec since the seventies, constitute an important part of the transmission infrastructures of the telecommunications transmission system. The system currently includes 170 analog links and 93 digital links.
The principal analog links have capacities of 12, 300, 600 or 960 telephone channels and function in ranges of 2 GHz or 7 GHz with a diversity of frequencies and radios. The diversity of radios has the objective of maintaining service continuity during a failure while the frequency diversity allows the choice of the best possible signal when the propagation conditions cause weakening of the signals. The principal links dispatching the signals for system protection at 735 kV are designed to form a diversity of paths, respecting the requirements of the NPCC.
The secondary analog links have been carried out in ranges of 900 MHz and 2 GHz. They have capacities of 12 or 60 telephone channels.

The hertzian links will be gradually replaced by digital links from now until 2013.

The hertzian links implemented since 1995 are digital. The principal links have capacities of 2 DS-3 or of 3 DS-3. The secondary links have capacities varying from 1 DS-1 to 16 DS-1. In the range of 7 GHz, the links are designed with a diversity of frequencies and radios.

5.1.2 Optical Links

The telecommunications transmission system includes 422 optical links of a total length of 12,214 kilometres. The optical links are established on two types of fibre optic cables:
· earth wires with integrated fibre optics on the electricity transmission lines;

· conventional optical duct cables, underground or aerial.

Earth wires with integrated fibre optics (CGFO or EWFO) were installed on the corridors and the attached lines of the 735 kV transmission system between the La Grande complex, in the North, and the Chénier and Jacques-Cartier substations in the South (the James Bay system). EWFOs were also installed on the 735 kV lines and on the 315 kV lines between Montreal and Quebec City to connect the transmission substations north and south of the St Lawrence.

Optical links have capacities varying from 1-DS-1 to OC-48. The OC-48 capacity was chosen for the principal links installed on the transmission lines going to James Bay and between Montreal and Quebec due to forecast of future usage and in order to create links without a repeater between substations separated by long distances. The creation of links without repeaters is more economic and ensures maximum reliability. The choice of optical cards offering a higher level of output power, available with OC-48 equipment, combined with the usage of a transmission amplifier and Raman amplifiers at the reception point, has allowed the creation of optical links with a long range, thus avoiding the addition of repeater sites. The decision to opt for an OC-48 capacity has turned out to be a judicious choice given the increase in bandwidth needs required for customer applications.
5.1.3 Twisted Pair Copper Cables

The 542 twisted pair copper cables used in the telecommunications transmission network have capacities varying from 6 to 50 pairs of wires. Some exceptions comprise between 100 and 300 pairs of wires.
Although they are used less and less, the copper cables continue to provide telecommunications services in the following situations:

· to serve the elements attached to a plant, such as the dam, inlet structure, surge tank, upstream and downstream level gages, etc.;
· to connect the telecommunications network to a small substation by connecting the small station to a neighbouring substation already connected to the rest of the system;

· to connect the neighbouring sites such as the substations and the offices in order to share equipment such as a link, a telephone switch, etc.

The number of paired cables has been gradually decreasing over the past ten years. The fibre optic cable links that replace them allow the elimination of elevation problems related to ground potential that are common in the proximity of plants and substations. The continued decrease in the cost of optic links, as well as their superior performance promote the gradual replacement of the copper cables.
5.1.4 Broadband Powerline (BPL) Links 

Broadband powerline links use the transmission line conductors to dispatch teleprotection, remote operation and telephony signals from one substation to the next. BPL links is used almost exclusively in the telecommunications system’s extremities where the needs are reduced and where the distances are in the order of 20 to 150 kilometres. There are 69 broadband powerline links.
The broadband powerlines have a very limited capacity due to the inherent constraints of the technology used. However, in some cases, they offer an advantageous alternative over other transmission technologies.
5.1.4 Leased Circuits and Services

Over 1,158 circuits are leased from various telecommunications companies to dispatch certain signals over the whole of these companies’ systems or over part of them. These leases are justified when there are no other infrastructures available, when the lease costs are lower than that of installing private links, when the service quality is satisfactory for the user and when the requirements are not strategic. The Transmission Provider mainly uses leased circuits for the backup of remote operations at several substations, remote load shedding, and other less strategic requirements. 

5.2  Evolution of the Telecommunications Transmission System
The world of telecommunications is in constant evolution, which has accelerated over recent years with the arrival of digital technology. Until the beginning of the nineties, the entire telecommunications transmission system was made up of analog equipment. Since then, a modernization of the system has been undertaken for the following reasons:
· suppliers’ switch from the manufacture of analog material to digital material;

· the existing analog links falling into disuse;

· the gradual migration of customer systems demanding more and more digital circuits for telecommunications and an increase in the broadband needs;

· the inability of analog links to meet future requirements.

The new digital system is based in large part on the SONET technology (Synchronous optical networking) with links on fibre optic cables and digital hertzian links. SONET equipment is conceived to be remotely managed with a very complete system of alarms, measures and adjustment of numerous parameters. This equipments has already evolved and the Transmission Provider relies today on a new generation SONET technology. This allows the optimization of the link capacity and supports the evolution of the system for new requirements.
The replacement of analog links, in particular those associated with complexes on the North Shore and Labrador, will be completed between now and 2013.

Over the coming years, the network of telecommunications links will be extended as a function of the new requirements of the electricity transmission system. This expansion results from the implementation of new generation centres and of associated transmission equipment.

6. IMPACT ON THE REVENUE REQUIREMENT

In a context where the telecommunications assets are not regulated, they are treated in an equivalent manner to those used for the cost of shared services.  Consequently, the amounts billable from the products and services are established on the basis of the full cost pricing. The billing is established on the basis of customer-supplier agreements.
For the purposes of calculating the Transmission Provider’s revenue requirement, the shared services cost from telecommunications activities, including a return on assets used for these purposes, is included in the expenses necessary for the Transmission Provider’s cost of service. This return is calculated on a simulated rate base for these telecommunications assets as a function of the Transmission Provider’s capital structure. In so doing, the costs imputed to the Transmission Provider’s revenue requirement are treated on an equivalent basis with those that the Transmission Provider would have otherwise incurred, if it had undertaken these activities itself.
In the context where the telecommunications assets are regulated, they are included in the Transmission Provider’s other activities in the following way: the telecommunications assets are added to the Transmission Provider’s rate base and the expenses related to these assets (depreciation and taxes) are included with those of the Transmission Provider in the calculation of its revenue requirement. In addition, a cost recovery is carried out with the other divisions according to the internal billing rules in effect in the company.

6.1 Simulation
The analysis presented in Table 2 below provides a financial comparison between the non-regulation of telecommunications assets and their regulation.

Table 2

Regulation of Telecommunications Assets

Impact on the Transmission Provider’s Revenue Requirement

[image: image6.emf]
Note: Column titles are as follows:  Column 2 = Without telecom assets, Base year 2008; Column 3 = Consolidation Effect 2008; Column 4 = Including telecom assets, Base year 2008. Row titles: Row 1: Return on the rate base; 2: Cost of borrowed capital; 3: Cost of assets; 4: Rate base (13 month average); 5: Weighted average cost of capital; 6: Cost of debt; 7: Rate of return on assets; 8. EXPENSES NECESSARY FOR THE COST OF SERVICE; 9. Net Operating charges; 10. Direct gross charges; 11. Other direct charges; 12. Stock, purchases of goods, financial resources, leases and others; 13. Shared services charges; 14. Technology group; 15. Service telecommunications; 16. Specialized telecommunications; 17. Dedicated circuits; 18. Mobile radio; 19. Others; 20: Return on supplier assets; 21: Innovation; 22: Technological innovation projects; 23: Technical support; 24: Other charges; 25: Amortization; 26. Tangible fixed assets in service; 27. Intangible assets; 28. Retirement of projects and assets in service; 29. Development fees and others; 30. Taxes; 31. Tax on capital; 32. Other revenue from internal billing; 33. Internal billing GT; 34. Less non-regulated financial fees GT; 35. Plus regulated debt; 36. Plus regulated equity; 37. Corporate charges
6.2 Analysis
The financial difference between the non-regulatory and the regulatory context is that the various elements of the Transmission Provider’s cost of service will be modified without the cost of service suffering any harm in the final analysis. Indeed, in a regulatory context, the Transmission Provider will undergo increases in its return on rate base, in its amortization costs, and in taxes, which will be compensated by a decrease in the net operating charges, mainly at the level of the shared services charges, as well as the addition of a recovery of costs related to the portion of the Transmission Provider’s communications assets used by its customers.
….

APPENDIX 1 – EXCERPT FROM DECISION D-2007-08
The following can be found at page 27 and onward of this decision:

As of the Transmission Provider’s first rate case
, the Régie questioned the fact that the Transmission Provider was not directly responsible for these activities that play an essential role in the management of its system:

The Régie questions the fact that the assets that are essential to the operation of the transmission system, which are, moreover, the assets that serve a strategic system, are not under the control of the Transmission Provider and are not included in the rate base. The Transmission Provider’s proposal is inconsistent with that on the shared immovables, in which the property is attributed to the main user who then bills the other users.

The Régie asks the Transmission Provider, in the context of the next rate case, to present, for review, the supplementary information concerning the telecommunications activities, that is, the amount of capital assets to include in the rate base and the expenses by category, necessary for the cost of service, with the same level of detail as for the Transmission Provider’s direct charges. This information should include those presented as if the assets were owned and managed by the Transmission Provider.

In its decision D-2005-50 relative to the Transmission Provider’s second rate application, the Régie takes note of the Transmission Provider’s intentions to include the telecommunications assets in its regulated rate base:

The Transmission Provider also presents the progress of its work on the regulation of its telecommunications activities. It reports on the impacts on the revenue requirement of the changeover to the COS regulation of telecommunications activities and progresses to a request for approval of investments, by virtue of Section 73 of the Act, which will be filed in 2005.

[…]

The Régie takes note of the Transmission Provider’s intention to file in 2005 a request for approval a request for approval for the regulation of its telecommunications activities, in conformity with decision D-2002-95.

Contrary to what was announced in the last rate case, the Transmission Provider did not file its request for the regulation of telecommunications activities. It informs the Régie that the Hydro-Québec Board of Directors approved the creation of a Technology Group in February 2006 and, specifically, gave it the responsibility of the company’s telecommunications activities.

The Transmission Provider recognizes that the telecommunications assets are strategic for the control of its system.
 In response to the Régie’s questions on the means put in place during the transfer in order to maintain the quality of its services and an adequate control of costs, the Transmission Provider files the 2006 framework agreement which existed between the Telecommunications Transmission System Directorate (DTRT or TTSD) and the Hydro-Québec TransÉnergie (HQT)
 Division and provides the following specifications:

During the creation of the Technology Group in February 2006, the TTSD was detached from HQT, while continuing to act as its supplier of shared services for telecommunications to the transmission system.
The Transmission Provider indicates after verification that there is no other agreement concerning the specialized telecommunications services.

The Transmission Provider specifies, moreover, that no study was carried out with respect to the economies of scale achievable in the short and medium term by the consolidations of telecommunications activities within a specialized unit.

Moreover, the Transmission Provider must ensure a non-discriminatory access to all its clients and avoid all preferential treatment with respect to its affiliates. The Régie brought up these concerns in the hearing in order to ensure that this responsibility is not compromised by the transfer of telecommunications activities to the Technology Group and by the access to the Transmission Provider’s strategic data by employees of this affiliated group. In response, the Transmission Provider mentions that the code of conduct of Hydro-Québec will apply to the Technology Group employees.

The Régie notes, moreover, that by maintaining the telecommunications activities outside the regulated activities, that the Transmission Provider and the Régie are deprived of direct control of expenses which represent more than 25% of the net operating charges.

Taking into account its prior decisions, the concerns expressed by intervenors and the incomplete or non-convincing nature of the evidence, the Régie judges it necessary to carry out an in-depth review in the next rate case of the different issues resulting from the transfer of the telecommunications activities and covering the capability of the Transmission Provider to assume its incumbent responsibilities, particularly with respect to the following elements:
1. the efficient and reliable operation of the system in a medium and long-term perspective;

2. the non-discriminatory access to the system and the absence of any preferential treatment with respect to affiliates in the wholesale market;

3. the control of the evolution of almost 25% of its net operating charges;

4. the capacity to apply incentive measures and mechanisms to improve performance on this block of expenses.

Given the insufficient nature of the evidence supporting the forecast amounts and the fact that almost 25% of the net charges related to specialized activities have been transferred since February 2006 to an affiliate entity, which is not subject to any form of competition, the Régie authorizes an amount of $176.9 M for charges related to telecommunications activities transferred to the Technology Group. This amount is based on actual 2005 expenses adjusted by 2% for annual inflation.

The Régie requests that the description of the amounts billed by the Technology Group in the next rate case include a detailed breakdown of the various line items for the telecommunications charges with justifications for the variations under each line item. The presentation should also the comparison of various price formulae with that provided in the existing rules of internal billing, including alternatives covering a multi-year time horizon. The Transmission Provider should also report on the economies of scale achievable in the short- and medium-term, as well as the incentive measures proposed in order to control the evolution of its telecommunications charges.
APPENDIX 2 – ARTICLE 73 OF AN ACT RESPECTING THE RÉGIE DE L’ÉNERGIE
73. The electric power carrier, the electric power distributor and natural gas

distributors must obtain the authorization of the Régie, subject to the conditions

and in the cases determined by regulation by the Régie, to

1) acquire, construct or dispose of immovables or assets for transmission or

distribution purposes;

2) extend, modify or change the use of their transmission or distribution system;

3) cease or suspend operations; or

4) restructure their operations with the result that part thereof would be excluded

from the application of this Act.

When examining an application for authorization, the Régie shall consider such

economic, social and environmental concerns as have been identified by order by

the Government and, in the case of an application for the purposes of

subparagraph 1 of the first paragraph, the Régie shall consider, where applicable,

1) the sales forecasts of the electric power distributor or natural gas distributors

and their obligation to distribute electric power or natural gas; and

2) the contractual commitments of the consumers served by the electric power

transmission service and, where applicable, their financial contributions to the

acquisition or construction of transmission assets, and the economic feasibility of

the project.

An authorization under this section does not constitute a dispensation from

seeking any other authorization required by law. (our emphasis)

APPENDIX 3  – MAP OF THE TELECOMMUNCATIONS NETWORK
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See p 33 of the original document.
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