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DEMANDE D’APPROBATION DU TAUX DE RENDEMENT DES CAPI TAUX PROPRES 
ET DU MÉCANISME DE TRAITEMENT DES ÉCARTS DE RENDEME NT 

CAUSE R-3842-2013 

 

 
Questions from Paul Centolella 

Question 1  

Reference: 

 
(i) B-0008, p.5 

Context: 

 
(i) In answer to a question, Mr. Yardley mentions: “Although ESMs can be designed for a 

single rate plan year, they are more commonly associated with rates that are 
expected to be in place for two or more years.” 

Question 1 : 

 
1.1 Is Mr. Yardley aware of any ESM designed for a single year rate plan where the utility 

files annual rate cases with their regulator? If so please provide references. 
 
Réponse : 

No. Mr. Yardley is not aware of any such ESMs, alth ough it is conceivable 
that the Gaz Métro ESM might be in effect for a sin gle year if the transition 
to another plan takes effect in a year. 

 

Question 2 :  

Reference : 

 
(i) B-0008, p.5 
(ii) C-FCEI-0027 (translation of B-0004) p. 19  

Context : 

 
(i)  In answer to a question, Mr. Yardley mentions: “The ESM begins with the calculation 

of realized earnings for a preceding twelve-month period and this calculation is 
typically performed for each year of a multi-year rate plan.” 
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(ii) In its evidence HQ mentions: “... the Transmission Provider and the Distributor 

propose that the current process for reviewing their respective costs of service and 
performance be maintained. This regular review process, implemented by the Régie 
in their rate applications, allows for yearly monitoring of changes in costs as well as 
efficiency and quality-of-service indicators for each division respecting many 
variables.” 

 

Question 2:  

 
2.1 Please confirm that Hydro-Québec is not proposing any change of the current regulatory 

framework of annual cost of service based rate proceedings and is not moving towards a 
multi-year rate plan.  If Hydro-Québec is contemplating any changes to the current rate 
setting process, please explain. 

 
Réponse : 

Voir la réponse à la question 5.1 de l’AQCIE-CIFQ à  la pièce HQTD-5, 
Document 4.3. 
 

Question 3 :  

Questions :  

 
3.1 Please confirm that under the current regulatory framework, avoidable expenditures 

incurred during the prior rate year that may have been result of failing abide by an 
industry standard, a breach of contract, or negligence, or which were otherwise 
determined to be unreasonable expenditures would not be included in the basis for and 
would have no impact on the following year’s revenue requirement.  

 
Réponse : 

First, as a preliminary matter, the Régie does not currently review the level 
of actual expenses after each rate year and make re troactive adjustments 
to rates. Second, as noted in the response to Quest ion 14.1 of HQTD-3, 
document 1 (B-0020), the ESM is intended to reflect  earnings from 
regulated utility operations in a manner that is co nsistent with the 
establishment of the revenue requirements in the ra te decision. Thus, 
these expenses should not include expenses that are  not associated with 
the provision of utility service. The ESM provides Hydro-Québec with an 
incentive to control these expenses and operate eff iciently under the ESM. 
In addition, to the extent that these expenses cont inue after the current 
rate plan has ended, they will be reviewed for reas onableness and 
legitimacy in the next rate proceeding. 
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It should also be noted that it would be an enormou s incremental burden 
on all parties to conduct an annual after-the-fact review of every expense 
and investment for purposes of applying the ESM. 
 
En complément, les Demandeurs souhaitent préciser q u’en vertu du cadre 
réglementaire, ils ont l’obligation d’assurer le se rvice en électricité de la 
clientèle québécoise. De manière fondamentale, tous  les actes qu’ils 
posent ont pour unique objet de respecter leurs obl igations. Les 
Demandeurs sont d’avis que toutes les dépenses néce ssaires à la 
prestation du service, dont celles associées aux él éments mentionnés 
dans la question, doivent être prises en considérat ion dans l’application 
du MTÉR. 
 
Voir également la réponse à la question 28.1 de la Régie à la pièce HQTD-5, 
document 1. 

 
3.2 Please confirm that under the proposed regulatory framework, Régie would have to 

make a judgment about the reasonableness and legitimate nature of all actual 
expenses insofar as they may impact earnings available to be shared under the ESM.  
If Hydro-Québec is not proposing that Régie have the opportunity to review the 
reasonableness and legitimacy of actual expenditures, please explain why Hydro-
Québec should be able to count toward the calculation of the ESM, expenditures which 
would not be allowed for purposes of calculating revenue requirements under the 
current rate setting process.  

 
Réponse : 

Voir les réponses aux questions 28.1 et 29 de la Ré gie à la pièce HQTD-5, 
document 1. 
 
Also, refer to response to Request 3.1. 

 
3.3 Please indicate how HQ is suggesting treating any expenses resulting from breach of 

contract, negligence, or previously disallowed expenses in the context of calculating 
actual earnings under the ESM. 

 
Réponse : 

Please refer to response to Request 3.1 and see res ponse to Question 14.1 
of HQTD-3, document 1 (B-0020). 
 
Voir également la réponse à la question 28.1 de la Régie à la pièce HQTD-5, 
document 1. 

 
3.4 Please indicate how HQ is suggesting treating unexpected non recurrent expenses in 

the context of calculating actual earnings under the ESM. 
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Réponse : 

Non recurrent expenses, expense reductions, and rev enues will be 
included in calculating actual earnings for purpose s of the ESM as long as 
they are associated with the provision of regulated  utility service.   One of 
the objectives of the ESM is capture the variation in earnings attributable 
to the normal ebb and flow of the business, includi ng any non recurrent 
expenses or revenues, as long as they are associate d with providing 
regulated utility service. 
 
Voir également la réponse à la question 28.1 de la Régie à la pièce HQTD-5, 
document 1. 

Question 4 :  

Reference : 

 
(i) C-FCEI-0038 (translation of B-0018), p. 23 of 41 

Context : 

 
(i)          Answering question 12.3 from the Régie about the regulatory framework in which the 

overearnings will be examined, HQ mentions, referring to the annual reports yearly 
filed with the Régie, that “The divisions are of the opinion that this tried and tested 
strict regulatory framework is adapted to draw up the annual statement of 
performance variances and determine the amounts that must or must not be remitted 
to the customer base pursuant to the ESM that will be approved”. 

Question 4:  

 
4.1 Would the divisions be open to considering a process in which the reasonableness of 

actual costs would be looked at through a paper hearing? 
 
Réponse : 

Voir les réponses aux questions 29 et 29.2 de la Ré gie à la pièce HQTD-5, 
document 1. 

 

Question 5 :  

Reference : 

 
(i) B-0008, p.9 

Context : 
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(i) In answer to a question, Mr. Yardley mentions: “Tiered sharing formulas can be 
designed to either increase the percentage of customer sharing as earnings increase 
or they can incorporate a decreasing customer share as earnings increase.” 

Question :  

 
5.1 Please provide examples of actual ESMs with decreasing customer shares.  
 
Réponse : 

Mr. Yardley cited the potential for decreasing cust omer shares to help 
drive home the impact of an ESM on the incentive to  pursue efficiency 
gains. It is this concern that led the Alberta Util ities Commission to decline 
to include an ESM as part of future Performance-Bas ed Regulation plans.  
(Decision 2012-237 issued September 12, 2012, parag raph 818). 

 

Question 6 :  

Reference : 

 
(i) B-0008, pp.13 and 14 

Context : 

 
(i) In answer to a question, Mr. Yardley mentions: “Annual rate filings based on cost-of-

service principles act as a disincentive to pursue efficiency gains, although the 
evidence indicates that HQD and HQT have each been able to reduce Operating 
Expenses below the level that has been used to calculate rates over the past few 
years.  

 

For purposes of designing an ESM in this proceeding, this implies that an 

understanding that the ESM will remain in place for a number of years, even if rates 

are to be reset more frequently will promote the pursuit of efficiency gains.” 

Question:  

 
6.1 Please explain why, in the context of annual rate filings based on cost-of-service 

principles (which act as a disincentive to pursue efficiency gains), the understanding that 
the ESM will remain in place for a number of years will promote the pursuit of efficiency. 

 
Réponse : 

The preamble to this question cited a quotation tha t stopped short of 
including the next sentence in Mr. Yardley’s testim ony: “[i]t also implies 
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that a meaningful deadband is appropriate to provid e an incentive for HQD 
and HQT to pursue these efficiency gains.” 
 
An understanding that an ESM with a meaningful dead band will remain in 
place in subsequent years increases the incentive f or the utility to pursue 
efficiency gains that may require an initial invest ment and/or take a longer 
period if time for the efficiency benefits to be re alized. 
 

Question 7 :  

Reference : 

 
(i) C-FCEI-0027 (translation of B-0004), p. 20 

Context : 

 
(i) In its evidence HQ mentions: “However, from a rate stability perspective, it would be 

relevant to re-assess the conditions according to the size of the earnings deviations 
to be shared.” 

Question :  

 
7.1 Please confirm that HQ is not suggesting that sharing rules could be revised depending 

on their size, but that the modalities to return the clients’ share could be re-assessed to 
avoid rate volatility. 

 
Réponse : 

Hydro-Québec is not suggesting any change to the sh aring parameters 
based on the size of any sharing with customers. Hy dro-Québec is 
suggesting that some flexibility to adjust the timi ng of the sharing may be 
appropriate to address rate volatility concerns. Su ch an adjustment would 
be proposed in a rate case. 

Question 8 :  

Reference : 

 
(i) C-FCEI-0027, pp. 18 and 19. 

Preamble : 

 
(i) In response to the Request for Additional Evidence from the Régie, request 19.2, 

“Please indicate which existing or new performance measures the Transmission 
Provider and the Distributor would use in an ESM,” Hydro-Québec responded, in 
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part: “Furthermore, the Transmission Provider and the Distributor maintain the 
following variance accounts set up to ensure fair treatment of the parties and to cover 
significant factors beyond their control. These accounts are as follows: 

HQT: 

• Variance account for revenue from point-to-point transmission services; 

• Variance account for pension costs; 

 

HQD: 

• "pass-on" account for the purchase of electricity; 

• Variance account for transmission loading; 

• smoothing account for transmission and distribution revenue for weather conditions; 

• Variance account for fuel cost; 

• Variance account for load retention rates; 

• Variance account for pension costs; 

• Variance account for major blackout costs; 

• variance account for costs related to the Bureau de l’efficacité et de l’innovation 

énergétiques.” 

Questions :  

 
8.1 For each of the variance accounts, please provide the budgeted and actual amounts of 

revenues or costs for years 2007 through 2012. 
 
Réponse : 

Voir la réponse à la question 4 de l'ACEF de Québec  à la pièce HQTD-5, 
document 3. 
 

 
8.2 When were those variance accounts approved? 
 
Réponse : 

Voir la réponse à la question 4 de l'ACEF de Québec  à la pièce HQTD-5, 
document 3. 
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8.3 Besides those costs covered by variance accounts, are there other budget item that do 
not affect earnings differentials because they are known with certainty. Costs fixed by 
contract would be an example of that. 

 
Réponse : 

Tous les postes budgétaires des Demandeurs sont suj ets à des écarts 
puisque les coûts associés à l’année témoin reposen t sur des prévisions. 
Les postes budgétaires couverts par des comptes d’é carts offrent une 
protection tant pour les Demandeurs que pour la cli entèle. 

 
8.4 Please confirm that HQT revenues from HQD are also neutralized in addition to point-to-

point revenues. 
 
Réponse : 

Le compte d'écart des revenus des services de trans port de point à point 
représente l'écart entre les revenus projetés pour les services de transport 
de point à point et les revenus réels constatés pou r ces services. 
La disposition du solde du compte d'écart s’effectu e auprès des clients du 
service de transport de point à point à long terme et de la charge locale. 
De plus, la facture annuelle pour le service de tra nsport pour l'alimentation 
de la charge locale est fixe. 

 
8.5 Please confirm that in addition to the above mentioned accounts, HQD also maintains 

variance accounts covering the costs of major projects.  Please identify the major 
projects for which HQD has maintained variance accounts during the period 2007 
through 2012 and the budgeted and actual costs in each year included in these variance 
accounts.  Please identify the major projects for which HQD has proposed variance 
accounts for 2014 and the budgeted 2014 spending to be included in each such 
variance account. 

 
Réponse : 

Le Distributeur confirme qu'il utilise, lorsque req uis, des comptes d’écarts 
pour les frais reportés pour les projets de 10 M$ e t plus. En 2014, aucun 
compte d'écarts n'est présenté relativement aux pro jets supérieurs à 10 M$ 
au dossier R-3854-2013.  
 
Les variations entre les montants réels et reconnus  des comptes d'écarts 
utilisés entre 2007 et 2012 ont été présentées aux pièces HQD-8, 
document 7 des dossiers R-3740-2010, R-3776-2011 et  R-3814-2012. 

 
8.6 Please indicate the total amount of pension costs included in the 2014 revenue 

requirement including indirect pension costs imbedded in the costs of internal service 
providers. Please confirm that the totality of those costs is neutralized through pension 
costs variance accounts. 
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Réponse : 

Pour le Distributeur, voir le tableau 4 de la pièce  HQD-7, document 1 
(B-0023) du dossier R-3854-2013. Le Distributeur co nfirme que la totalité de 
la variabilité du coût de retraite est neutralisée via le compte d'écarts du 
coût de retraite. 
 
Pour le Transporteur, le coût de retraite inclus da ns la projection des 
revenus requis 2014 est de 71,1 M$. Le Transporteur  confirme que la 
totalité de la variabilité du coût de retraite est neutralisée via le compte 
d'écarts du coût de retraite. 
 

 

Question 9 :  

Reference : 

 
(i) C-FCEI-0038, p. 41 

Context : 

 
(i) In response to the Request for Additional Evidence from the Régie, request 19.2, 

“Please indicate which existing or new performance measures the Transmission 
Provider and the Distributor would use in an ESM,” Hydro-Québec responded, in 
part: “Without commenting on the specific measures to be included, a question which 
Mr. Yardley has not studied, Mr. Yardley believes that they should reflect only the 
most important measures of service quality that can be objectively measured (e.g. 
reliability of service)….” 

Questions :  

 
9.1 For the Distributor, what were the System Average Interruption Duration Index (SAIDI) 

minutes of interruption per customer for each year from 2007 through 2012? 
 
Réponse : 

Les indices de continuité bruts et normalisés, pour  les années 2008 à 2012, 
sont présentés dans le dossier tarifaire R-3854-201 3, au tableau 3 de la 
pièce B-0013/HQD-1, document 5. Pour l'année 2007, il faut se référer au 
dossier tarifaire R-3814-2012, tableau 2 de la pièc e B-0025/HQD-7, 
document 2. 
 

9.2 What methodology has Hydro-Québec used to calculate normalized SAIDI to exclude 
interruptions that are mainly caused by extreme weather conditions? 
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Réponse : 

Le Distributeur présente sa méthodologie de normali sation pour l'indice de 
continuité dans le dossier R-3854-2013, à l'annexe D de la pièce 
B-0013/HQD-1, document 5, page 33. 

 
9.3 For the Distributor, what would be the System Average Interruption Duration Index 

(SAIDI) minutes of interruption per customer including interruptions mainly caused by 
extreme weather events for each year from 2007 through 2012? 

 
Réponse : 

Voir la réponse à la question 9.1. 
 

 
9.4 What is the breakdown of SAIDI minutes of interruption per customer for each year from 

2007 through 2012 (without and with interruptions mainly caused by extreme weather 
events) between average minutes of interrupted service for residential customers, small 
commercial and industrial customers, and large commercial and industrial customers? 

 
Réponse : 

Le Distributeur ne dispose pas de l'information par  catégories de clientèle. 

 
9.5 Has Hydro-Québec conducted any studies of the costs to customers associated with 

service interruptions, including but not limited to Value of Lost Load surveys?  If so, 
please provide these studies. 

 
Réponse : 

Non. Le Distributeur n'effectue pas de telles étude s. 

 


