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Preamble 

In Reference (i), the Régie:
 “[TRANSLATION] ORDERS the Distributor to submit, for the review of its pass-on account for the cost of its supply during its rate case proceeding, a detailed report on the management of its post-heritage supply and the results obtained from the resale of its supply surpluses.”   

In Reference (ii):

“[TRANSLATION] The Régie rejects the Agreement and directs the Distributor to report in upcoming rate cases the financial results of these resales of post-heritage supplies for 2007.”
Questions
11.1
In follow-up to the decision cited in reference (i), please provide detailed information in the format shown below on actual resale activities (January to August 2007) and forecast resale activities (September to December 2007):
	Monthly results (for the 12 months of 2007) from the resale of the Distributor's supply surpluses

	
	January
	February
	
	December
	Total (2007)

	
	Actual
	Actual
	
	Forecast
	Forecast

	Surpl. (GWh)
	
	
	
	
	

	Disposition of surplus
	Vol. of Sales(GWh)
	Rev. from Sales…

(M$)
	Avg.

Rev.

$/MWh)
	Vol. of Sales(GWh)
	Rev. from Sales…

(M$)
	Avg.

Rev.

$/MWh)
	
	Vol. of Sales(GWh)
	Rev. from Sales…

(M$)
	Avg.

Rev.

$/MWh)
	Vol. of Sales(GWh)
	Rev. from Sales…

(M$)
	Avg.

Rev.

$/MWh)

	Call for tender

Bilateral transactions

DAM

HAM
	
	
	
	

	Total
	
	
	
	
	


RESPONSE:

Table R-11.1 – Actual and Forecast Resales
                             March   April   May   June   July   August   September        October   November   December   Total

                                                          Actual                              Preliminary &                      Forecast

                                                                                                         Forecast

Total sales

Total sales in MWh (including losses)

Total revenues (C$/000)

Average revenue (C$/MWh)

Calls for tenders

CT sales in MWh (including losses)

Revenue (C$/000)
Average revenue (C$/MWh)

Bilateral sales

Bilateral sales in MWh (including losses)

Revenue (C$/000)

Average revenue (C$/MWh)

DAM sales

DAM sales in MWh (including losses)

Revenue (C$/000)

Average revenue (C$/MWh)

Notes:

Data for March to August is actual data

September sales represent actual, contracted and forecast sales

October to December sales are forecast sales as at September 14

These sales are all in Zone M of the NYISO. The forward prices corresond to Zone M prices - $3.
In addition to these volumes, 120 GWh was not scheduled by the Distributor during the months of May and June under the cyclable contract.
11.2
Please provide the financial results of surplus resale transactions by providing the list of calls for tender issued in 2007 for resale, and for each of them, the following information:

· Date issued
· Date awarded
· Product(s) offered
· Volume offered per delivery period         
· Volume awarded per delivery period       
· Number of bids received       
· Price for each block awarded    
· Forward price (monthly) curve as of date of call for tender. 
RESPONSE: The following table shows details for calls for tenders issued to date.
Table R-11.2 – Details on calls for tender to date
Dates               Products Offered     Volumes Offered       Offers Received   Volumes   Price per          Forward Price 
                                                        per delivery period                                   Awarded  block awarded  (Note 1)
                                                                                                                                                (US$/MWh)

Issued/Awarded                            Period        Volume (MW)                            Volume (MW)                     NY Zone M

Feb 27   Mar 1                        March 3 to 31                                                  350 Delivery points

Mar 9     Mar 15                               April                                                       350 Delivery points




         May



       350 Delivery points

                                                         June                                                       350 Delivery points

                                                 July/August                                                   350 Delivery points

                                                 September                                                     350 Delivery points

Mar 26   Mar 29                              April                                                         250 Delivery points

Apr 23   Apr 26                              May                                                            0  Delivery points

May 14   May 17                           June

                                       150 Delivery points

June 18 June 21  Peak,off-peak  July

                                       250 MW 24 hours

                             & 24 hours                                                                            Delivery points

                           Peak,off-peak    August                                                     250 MW 24 hours

                             & 24 hours




           Delivery points

Sep 12  Sep 13 Peak,off-peak  Sep 15-30                                                   250 MW 24 hours

                            & 24 hours                                                                              Delivery points

Sep 26  Sep 28     Peak             October                                                       Delivery points
                               24 hours      October                                                       Delivery points

Note 1: Forward prices available at time of call for tender

              For both markets, brokerage fees of US$0.75/MWh and transit charges applicable to each

                  market are not included (meaning, $0.16 for NY and $4.03 for NE)

             Forward prices must be adjusted for losses and transmission charges in order to compare them with prices of successful bids at the HQT point.

12.
Reference
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Preamble 

In Footnote 5 at the bottom of page 22, the Distributor explains:
“The reference price for resale is based on the NY market of Zone M. This price is established from term prices on the NY market of Zone A, plus a basis between Zones A and M.”                         
Question
12.1
Please present the methodology used to determine the basis between Zones A and M.

RESPONSE


The Distributor compares the historical values of the NYISO's DAM prices for Zones M and A.
SUPPLY
13.
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Preamble 
In reference (i), the Distributor presents its supplies for 2006, and specifically, states on page 6:
“Climate variances alone were responsible for decreasing the needs by 4.5 TWh. This difference is so great that the probability of seeing greater climate variance than this is of only 3.3%.”                
And, on page 11:
“In 2006, the Distributor was unable to use a quantity of 1.9 TWh of heritage electricity. This result is attributable to important variations in demand (7.7 TWh), notably climate variance. In addition, climate variance occurred twice: 2 TWh in the first quarter of the year and 2.1 TWh during the last two months of the year.”
In reference (ii), the Distributor explains:

“The average supply cost in 2006 was 11.4¢/kWh. For the sake of comparison, if the Distributor had made all of its purchases as needed on the DAM of Zone M of the NYISO, the average cost would have been 8.1¢/kWh.”
And in the footnote at the bottom of page 9, the Distributor adds:

“This average cost is obtained by adding capacity costs, the cost of wind power integration and the cost of the framework agreement to the average cost of energy on the DAM (7.5¢/kWh), in order to make it comparable to the Distributor supply cost.”
Questions
13.1
Please state what percentage of the 1.9 TWh of heritage electricity that was unused in 2006 is attributable to climate variance.
RESPONSE

The Distributor manages all variances without making a distinction. However, the Distributor can say that most of the unused heritage electricity is attributable to climate variance.

In the first quarter of 2006, climate variances were in the order of 2.0 TWh, 1.5 TWh of which occurred in January.
 The Distributor then resold supply during February and made full use of its purchase reduction options during the first quarter of 2006.

As of October 2006, the Distributor reduced its post-heritage supplies to minimize the impact of the variances in the previous quarters. There were subsequently climate variances in the order of 2.1 TWh in November and December 2006, as follows:

· November 2006:

· Climate variances = - 0.8 TWh

· Probability of November climate variances ≤ -0.82 TWh = 1.9%)

· December 2006:

· Climate variances = -1.3 TWh

· Probability of December climate variances ≤ -1.30 TWh = 2.4%
Consequently, the Distributor continued using its purchase reduction options and stepped up its resales during November and December 2006. However, these climate events, which occurred at the end of the year, left the Distributor very little flexibility in restoring its energy balance.

The Distributor’s analyses show that the minimum theoretical volume of unused heritage electricity is 0.9 TWh. This volume, estimated a posteriori, can be explained mainly by the Distributor’s particularly low regular needs during the winter months (January, February, March, November and December). As the following graph shows, the 300 largest batches of heritage electricity were not fully used in 2006. 

[Bottom of graph: Heritage electricity (300 largest batches) 

First quarter supplies contributed to increasing the volume of unused heritage electricity by 0.6 TWh. At the end of the first quarter of 2006, the analysis of the Distributor’s energy balance did not justify further reductions in post-heritage supplies. The Distributor determined at that time that its strategy was prudent. Although the Distributor must be flexible in order to deal with climate variances, its supply strategy is based on meeting needs on an average scenario basis. Additionally, 2006 post-heritage needs were only 0.9 TWh. In this type of situation, it is difficult to use up all the heritage electricity. As post-heritage needs increase, the Distributor will have additional flexibility, in terms of post-heritage supply volume, to try to minimize the volume of unused heritage electricity.
13.2
Please explain the reasons why climate variances are likely to increase the volume of unused heritage electricity, and the Distributor’s strategies to minimize it.    
RESPONSE

Higher than normal seasonal temperatures during the winter months can result in a reduction in the Distributor’s needs, the impacts of which cannot be completely neutralized by recourse to the inherent flexibility of its supply portfolio. Consequently, exceptionally high temperatures, particularly at the end of the year, can generate needs to an extent that a resale of all contracted post-heritage supply will not allow the Distributor to avoid under-using certain "batches" of heritage electricity. The Distributor saw this type of phenomenon in 2006. Please also see the response to the previous question. Additionally, the Distributor would like to reiterate that heritage electricity can be used only to meet the Distributor's needs, and it cannot resell unused heritage electricity.
13.3
Please provide a breakdown and reconstitution of each component of the average cost of 8.1 ¢/kWh cited in reference (ii).

RESPONSE

Table R-13.3

Components of the average cost of 8.1¢/kHw

	Cost of supply on the markets

Exchange rate

Costs in $C

Capacity costs [see note 1]

Framework agreement costs

Wind integration costs

Total costs

Purchases

Unit cost
	US$ 182 M

1.15

C$ 209 M

C$ 11 M
C$ 8 M

C$ -1 M

C$ 227 M

2.8 TWh

C$81/MWh

	Note 1: Includes the cost of capacity and interruptible electricity products
	


13.4
Please justify the addition of the wind power integration cost component to the comparison price on the DAM.  

RESPONSE

The average cost of 2006 post-heritage supply takes into account capacity costs, wind integration costs and framework agreement costs. The Distributor provides information that can be used to compare the cost of supply actually incurred during a year with a market price indicator for similar supplies. Consequently, to provide a market price indicator comparable to the actual average cost, the Distributor adds capacity costs, wind integration costs and framework agreement costs.
13.5
Please provide the monthly statement of 2006 post-heritage supply, in GWh and in millions of dollars, using the same format and breakdown as the tables in reference (iii).
RESPONSE

Tables R-13.5

2006 Post-heritage supply, in GWH

     Jan  Feb
Mar  Apr May  June  July  Aug  Sept  Oct  Nov  Dec  Annual

Basic
Basic with reduction option

Bilateral

Resale

Interruptible electricity

Framework agreement

Total

2006 Post-heritage supply, in $ M

Jan  Feb
Mar  Apr May  June  July  Aug  Sept  Oct  Nov  Dec  Annual

Basic
Basic with reduction option

Bilateral

Resale

Interruptible electricity

Framework agreement

Total
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Preamble 
In reference (i), the Distributor explains that in order to satisfy the needs for 2006, it issued four short term calls for tender. According to Table 3 of reference (i), there were two tenderers for CT 2005-04.

The Distributor notes:

“The small number of offers submitted in 2005-04 can be explained by the difficult context in the energy sector in the fall of 2005 because of the hurricanes.”
Question
14.1
Please submit the average price and volumes obtained in each of the four calls for tender and interpret the results. Please reproduce the format used in reference (ii), adding in the relevant calls for tender. 
RESPONSE
	# of  calls for tenders
	Date awarded
	Product
	Volume
	Start
	End
	Price

C¢/kWh
	# of bidders

	CT 2005-01
	June 05
	Flexible 24/7

Basic 24/7

(guar. capacity & energy)

Capacity
	200 MW

250 MW

150 MW
	2324 GWh
	Jan 06

Jan 06

Jan 06
	Dec 06

March 06

March 06
	8.7
	6

	CT 2005-02
	Sept 05
	Flexible 24/7

Basic 24/7

(guar. capacity & energy)

Basic 24/7

(guar. capacity & energy)

Guar. capacity

Guar. capacity 
	100 MW

400 MW

100 MW

350 MW

100 MW
	424 GWh
	Jan 06

Jan 06

March 06

Jan 06

March 06
	March 06

Feb 06

March 06

Feb 06

March 06
	14.5
	6

	CT 2005-04
	Nov 05
	Flexible 24/7

Basic 24/7

(guar. energy)
	100 MW

150 MW
	287 GWh
	March 06

Jan 06
	March 06

Feb 06
	17.7
	2

	CT 2006-01
	March 06
	Flexible 24/7

Flexible 24/7
	300 MW

100 MW
	876 GWh
	April 06

July 06
	June 06

Sept 06
	7.7
	6


The Distributor provided an explanation of the energy context in the fall of 2005 in its État d'avancement 2005 [2005 status report] (see page 25).
http://222.regie-energie.qc.ca/audiences/EtatApproHQD/Etat-avancement2005_19oct05.pdf
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Preamble 

In reference (i), the Distributor presents its strategy for reselling surpluses, and a summary for 2007. Specifically, the Distributor states that:

“To sell off its surpluses, the Distributor has conducted several calls to tender over the course of the year, covering periods from one to six months. By thus diversifying its resale periods, the Distributor attempts to minimize the effects of energy price fluctuations over the course of a year.” (Page 17)

On the same page, the Distributor states:
“As a last recourse, the Distributor can reduce acquired energy by virtue of the Hydro-Québec Production cyclable contract.”                   
In Table 6 on page 18, the Distributor presents a summary of its resale activities, including volume of sales, revenues from sales and average revenue.
In its Decision D-2007-13, the Régie asked the Distributor to:

“[TRANSLATION] submit, for the review of its pass-on account for the cost of its supply during its rate case proceeding, a detailed report on the management of its post-heritage supply and the results obtained from the resale of its supply surpluses.” (Page 17)

and,
“[TRANSLATION] …to submit detailed data in order to understand and assess the prudence of the choices it will make when reselling its supply surpluses.” (Page 15)
On page 20 of reference (ii), the Régie gave an example of the calculation of profits (or losses) from energy resales for the Distributor, based on available forecast data.               
In its decision referenced in (iii), the Régie ordered the Transmission Provider to establish a variance account for revenues from long- and short-term point-to-point transmission services, as of 2007.
Questions
15.1
As of August 31, 2007, please do an analysis of the overall cost-effectiveness of electricity resales for 2007. For those resales transacted directly on the DAM market, please give the same level of detail as that provided in the tables on page 20 of reference (ii).

However, please add to this analysis the Distributor’s share of the new variance account indicated in reference (iii) and attributable to energy resales.   

Please also take into account the additional costs that the Distributor would have had to incur if it had not had access to the flexibility procured by the cyclable product contract (250 MW) with the Producer to meet its needs (i.e., the opportunity cost). Please assess these additional costs based on a monthly breakdown.

Please interpret the results and compare them with a hypothetical profit indicator based on the assumption that the Distributor would have resold directly on the DAM market.  
RESPONSE

Table R-15.1 a)

Comparison of 2007 resale revenues with revenues from a suspension agreement, and with a market indicator

                                                             Mar   Apr   May   June   July    Aug   Sept   Oct   Nov   Dec   Total

Distributor’s Sales
Volumes

Sales (including transmission losses) (MWh)

Cycled volumes (MWh)

Revenues


Revenues from sales


Variable avoided costs for cycled volumes


Impact of variance account for sales at HQT point

Total Revenues

Transmission Reservation


Purchase of point-to-point transmission by HQD


Impact of variance account for point-to-point revenues

Total Transmission Reservation

Total Net Revenues

Contract Suspension Scenario


Sales in MWh (including losses)

Avoided cost of supply


Impact of variance account for point-to-point revenues generated by 


   this scenario

Monthly average price, NYM DAM (C$/MWh)

Forward price (C$/MWh)

NY exit charges (C$/MWh)

Variance, suspension contract sales – actual sales

Volumes to be bought back

Cost of buyback

Volumes to be sold

Additional sales volumes

Total

Hypothetical earnings from resale compared with suspension scenario

Market indicator

Revenues from sales on DAM, Zone M of NYISO

Hypothetical earnings from resale compared with suspension scenario
Methodology 

Distributor’s sales scenario:

· Sales: sales are the same as those shown in the response to question 11.1 above.

· Cycled volumes: volume of electricity not scheduled under the cyclable contract with the Producer

· Variable avoided costs for cycled volumes: the Distributor avoids a cost of $41/MWh corresponding to the variable costs of the cyclable contract for volumes not scheduled during May and June

· Impact of variance account for sales at HQT point: for cycled volumes (May and June) and sales at the HQT point (July to September), the Distributor considers that the counterparties will buy point-to-point service from TransÉnergie and that these revenues will reduce the Distributor's cost of transmission to supply native load

· Purchase of point-to-point transmission service by HQD: costs of monthly firm point-to-point reservations of $8.12/MWh placed by the Distributor to transit energy sold to counterparties to the border of TransÉnergie’s system

· Impact of variance account for point-to-point revenues: forecast decrease in the Distributor’s transmission costs resulting from reservations made by the Distributor.

Contract suspension scenario:

· Avoided cost of supply: the Distributor uses an average cost for basic and cyclable contracts of $51.27/MWh, as used by the Régie in Decision D-2007-13. This average cost is applied to sales and to cycled volumes.

· Impact of variance account for point-to-point revenues generated by this scenario: purchase by the Producer of daily firm point-to-point transmission services for $11.67/MWh, and which the Distributor would eventually recover via the variance account. This cost of transmission is the same as that used for the application for approval of an agreement to suspend two basic and cyclable supply contracts between Hydro-Québec Distribution and Hydro-Québec Production (R-3624-2007).
· Volumes to be bought back: excess sales made under the suspension contract that have to be bought back. Purchases are at the NYM DAM price from March to August and at forward prices for the same zone for the following months:

· Exit charges of US$5.11/MWh

· Brokerage charges of US$0.75/MWh

· Volumes to be sold: additional sales that must be made. The sales are made at the NYM DAM price from March to August and at forward prices for the same zone for the following months:

· Volumes are reduced by losses

· DAM prices are reduced by a transit charge on the NY system of US$0.16/MWh and a brokerage fee of US$0.75/MWh

Market indicator:

· For the period March to August 2007, the Distributor estimates the revenues generated in the event that it makes all of its sales (actual sales and cycled volumes) on the DAM in Zone M of the NYISO:

· Volumes are reduced by losses

· DAM prices are reduced by a transit charge on the NY system of US$0.16/MWh and a brokerage fee of US$0.75/MWh.

           For the period September to December 2007, the Distributor uses, for each month, the same total net revenues shown for the Distributor’s sales scenario.

Comments

According to these scenarios, the Distributor would generate, from its sales, revenues of $209.4 M, compared with $224.8 M in the contract suspension scenario. The Distributor would thus incur a potential loss of $15.4 M compared with the suspension scenario. If the forecast demand for the month of January actually occurred, the potential loss would be even higher.

However, the Distributor’s sales scenario generates revenues $22 M higher than revenues from sales on the DAM. The main reason for this difference is the fact that the Distributor got good prices in response to the calls for tenders issued in March 2007. During that month, the Distributor awarded over 50% of its total sales following the first three calls for tenders.

Starting in the month of April, Zone M prices fell steadily, such that the Distributor expects that at the end of the year, the average price in Zone M will be US$4.50/MWh less than the forward price of January 9, 2007, as shown in the following table.

Table R-15.1 b)









            
p/r variance





Avg. price



           FWD NYM

                     FWD NY         DAM NY      FWD NYM    DAM NYM &        on
US$/MWh     Zone M          Zone M        27/09/2007   FWD 27/09     9/01/2007
                      24 hours       24 hours         24 hours      24 hours

March

April

May

June

July

August

September

October

November

December

Average

By combining this decrease with the increase in the Canadian dollar, the Distributor estimates that the market price will be close to C$11/MWh based on the forecasts of January 9, 2007.

15.2
Following the format of the tables on page 20 of reference (ii), please provide the estimated profits from resales in 2007 based on the price of term contracts on the NYISO and NEPOOL (2 tables) in effect at the time of the Distributor’s first call for tenders to sell off supply surpluses following Decision D-2007-13.

Please produce the two tables, giving the same level of detail as that provided on page 20 of Decision D-2007-13 and consider in the analysis the credit relating to the Distributor’s share of the new variance account indicated in reference (iii) and attributable to energy resales.

RESPONSE

The Distributor has to consider the impact that the massive sale of energy could have on market prices.  Consequently, in its resale strategy for 2007, the Distributor sold a large percentage of surpluses in the first two calls for tenders, i.e., close to 2 TWh or just over 50% of total volume. This allowed the Distributor to secure a significant percentage of the surpluses, both in terms of volumes and revenues.

Furthermore, beyond considerations surrounding market price forecasts, the Distributor must ensure that the balance of supply and demand is adhered to throughout the year. Given current energy surpluses, it is just as important for the Distributor to retain the flexibility it needs to adjust to its changing needs. The Distributor therefore wants to avoid finding itself in a position in which it would have to buy back surpluses that had already been sold.

Finally, the Distributor applies the core principles of its short-term purchase strategy, which consists of diversifying transaction periods to spread its exposure to market price risks over a longer period. This method is also consistent with the principles set out by the Régie in its Decision D-2007-13, which recommended a longer-term approach than selling daily on the DAM. The Régie also stated that it is more consistent with its supply strategy, which was approved by the Régie, to resell such surpluses in monthly standardized 24/7 50 MW blocks, as is customary in the marketplace. This non-speculative approach is better aligned with its role as a prudent manager of Quebec's supply than daily reselling.
15.3
Please produce a forecast cost-effectiveness analysis in the format of the tables on page 20 of reference (ii) for 2008. Please add to the parameters presented a credit relating to the forecast variance account for transmission pertaining to resales by the Distributor, but this time in the form of a forecast for 2008. Please compare your result with the revenue from resale presented in Table 9 of reference (iv).

RESPONSE
The Distributor reiterates that the prices forecast for resale in 2008 are market prices. Furthermore, the Distributor did not submit an application for suspension of the contract with the Producer to dispose of surplus supply in 2008. It is therefore not instructive to compare forecast revenues from resale for 2008 with those generated by such a suspension. However, if the Distributor signs this type of agreement with one of its suppliers to manage its forecast surpluses in 2008, it will notify the Régie of that fact and file an application for approval.

15.4
Please describe the economic arbitrage that the Distributor undertakes when assessing the method it intends to use to dispose of its energy surpluses (direct resale on the DAM, calls for tender, resale to counterparties, reduction in cyclable product, etc.). Specifically, please elaborate on the criteria used by the Distributor to determine the method for disposing of its surpluses.      
RESPONSE

First, the Distributor must ensure that the supply/demand balance is adhered to by monitoring changes in its needs. Energy surpluses are estimated on a regular basis in order to determine the volumes of energy to be disposed of for each resale transaction. As mentioned in the response to question 15.2, the Distributor tries to avoid situations in which it has to buy back the energy sold in order to avoid paying the costs associated with these two types of transactions.

To dispose of surpluses, the Distributor prefers using calls for tenders. The bids received by the Distributor are analysed on the basis of comparable unit prices. These unit prices take into account adjustments that must be made to take into consideration the delivery points selected by the counterparties.

When the counterparties’ offers are lower than market forecasts as of the date of closing of the call for tenders, the Distributor may refuse to award all or part of the blocks on offer.

Subsequently, the surpluses not sold via calls for tender may be the subject of bilateral transactions or be sold on the various DAM of the NYISO or ISONE. The Distributor ensures that it offers energy at a price that will cover the variable charges of the cyclable contract and the value of transmission losses.
Bilateral agreements and sales on DAM also make it possible to adjust the Distributor’s supply/demand balance as needed.

As a final recourse, when the variable costs of the cyclable contract cannot be covered on the DAM, the Distributor does not schedule the delivery with the Producer, as allowed under the contract.

16. 
Reference
Exhibit B-1- HQD-2, Document 2, page 20, Table 7 
Preamble 

In the reference, the Distributor presents the 2008 forecast volume for long-term contracts. 
Question 
16.1
Please indicate the cost of each of these contracts for 2008.            
RESPONSE

Table R-16.1

Products

Volumes

Costs

Average Cost

LONG-TERM

TCE

HQP

    Basic

    Cyclable

Bowater

Kruger

Tembec

Wind 1 (990 MW)

   Baie-des-Sables

   Anse-à-Valleau

   St-Ulric

   Carleton

   Late penalty

SHORT-TERM

TO BE CONTRACTED
   Very short term

    Resale

   Capacity

TRANSMISSION SERVICE

TOTAL
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Preamble 

In reference (i), the Distributor presents the forecast volume and cost of post-heritage supplies for 2008.                   
Questions
17.1
Please explain the calculation of the amount of $31.8 M for “service de transport” [transmission service]. Please provide the appropriate sources.

RESPONSE

For planning purposes, the Distributor uses the firm transmission rate on a monthly basis. This rate is $5.90/kW/month (or $8.08/MWh on an hourly basis at 100% FU). The ancillary services rate for point-to-point (voltage control service), i.e., $0.04/MWh, has to be added to this rate. As a result, the estimated cost of transmission service is $8.12/MWh on an hourly basis. The $31.8 M cost is obtained by multiplying the hourly cost of transmission service by volumes (3,922 TWh).
17.2
Please add to the table in reference (i), where applicable, an estimate of the credit for the variance account for revenue from long-term and short-term point-to-point transmission services (see reference (ii)). 

RESPONSE


No variance is estimated in the forecast.

17.3
Please provide the calculation of the transmission service unit cost.
RESPONSE

See the response to question 17.1.
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In reference (i), the Distributor states the following:
“Given the 2007 experience on resale markets and the large volumes which will be traded on short term markets in 2008, the Distributor considers it prudent to accept a market signal which includes a disparity of approximately $3 US/MWh with respect to the reference term prices for resale.”                     
Questions
18.1
Please justify this margin that the Distributor gives itself in its evaluation of potential resale revenues. Specifically, provide the method of calculation and the sources used.       
RESPONSE

The Distributor would like to specify that the US$3/MWh difference from the reference forward price does not constitute flexibility. This difference reflects the observations resulting from the analysis of the results of the calls for tenders issued, at the time the rate case is filed.
In analysing the bids received, the Distributor notes the following elements:
-
For calls for tender issued in March
, all the sales made with the counterparties resulted in a unit revenue US$1/MWh lower than the average forward price in Zone M.
 This result can be explained basically by the offers received that were associated with the New England market. At this time of the year, the forecast prices on this market were higher than those on the New York market.

 -
For calls for tender issued starting in April, taking into account those to award all the blocks offered, the Distributor notes that the counterparties are now offering prices that on average are US$3.40/MWh lower than the forward prices for the NYISO Zone M.

When it filed its 2008-2009 rate application, the Distributor estimated the appropriate price signal to use to resell its surpluses in 2008. A US$3/MWh difference from the reference forward price for resale seems to effectively represent the expectations of the counterparties when large volumes are put up for sale.

The analysis of the bids received also shows that two counterparties were awarded a majority of the 65 blocks awarded; the first received 18 blocks at the HQT-NB point and the second received 15 blocks at the HQT point. Both counterparties contributed to increasing the Distributor’s revenues from resale in 2007. If either of them had not responded to the Distributor's call for tenders, the resale revenues would have been just over US$4/MWh lower than the reference forward price.
The Distributor believes that one or even both of these counterparties could show less interest in its upcoming calls for tenders. In this respect, the documents filed by TransÉnergie as part of R-3–50-2007 show that needs for the short-term point-to-point service will reach close to 19 TWh in 2008, an increase of approximately 3 TWh over 2007.
  As a result, heavy traffic on the interconnections points to competition on neighbouring markets that will be greater than it has since the Distributor started issuing its calls for tenders in 2007.

As a result, the Distributor cannot assume that these two counterparties, given that they participated in the 2007 calls for tenders, will use the same business strategies in 2008.

In view of the preceding, the Distributor believes that it is appropriate to use a price signal that incorporates a variance in the order of US$3/MWh from the reference forward resale price.

This approach is also consistent with the study that the Distributor commissioned in early 2007 to assess the impact on the energy price of injecting 600 MW on the New York market during the months of March to December 2007. According to the study, the price of energy at Massena would fall, on average, just over US$3/MWh.

18.2
Please specify whether this margin is included in the resale revenue estimate in references (ii) and (iii).

RESPONSE

Yes.
� The probability of observing climate variance higher than this is only 1.4%.


� For the purposes of Table R-15.1 a), it is assumed that the Distributor will recover 100% of the amounts entered in the variance account. However, according to the Transmission Provider’s evidence (R-3640-2007, HQT-4, Document 3), the Distributor’s share will instead be around 98%. The use of this assumption would have only a marginal impact on the results and would not change the nature of the conclusions.


� March 1 call for tenders for deliveries of 350 MW during the month of March, the March 15 call for tenders for deliveries of 350 MW for the months of April to September, and the March 29 call for tenders for deliveries of 250 MW for the month of April.


� Zone A price plus historic basis of US$5.82/MWh - US$0.16/MWh for transit charges into NY minus US$0.75/MWh for transaction charges.


� Rate Case R-3640-2007, Exhibit HQT-11, document 2, page 8.


� Rate Case $-3624-2007, Exhibit HQD03, Document 2.5.1.





