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I. INTRODUCTION 1 

Q. Mr. Chapman, please state your name and business address. 2 

A. My name is Tom Chapman, and I am a Principal at Brattle, whose business address is 3 

40 King Street West, Suite 3301, Toronto, Ontario, M5H 3Y2. 4 

Q. Mr. Chapman, briefly describe your education and professional qualifications. 5 

A. I am a senior member of Brattle’s Electricity Practice, and I lead electricity work at 6 

Brattle’s Canadian office in Toronto. As an energy economist, I have led projects across 7 

different practice areas and across different Canadian provinces, including regulatory 8 

economics, benefit-cost, benchmarking analysis, and rate and pricing analyses. I have also 9 

worked in the Canadian electricity industry for Ontario’s Independent Electricity System 10 

Operator and with the Ontario Ministry of Energy, where, amongst other responsibilities, 11 

I was responsible for overseeing annual and quarterly financial reviews of Ontario Power 12 

Generation and Hydro One, the two largest electric utilities in Ontario. 13 

I have been a lead witness and provided testimony and expert reports to Canadian 14 

regulators and policymakers on matters concerning electricity costs, regulatory charges, 15 

and energy policy. My testimony and expert reports have been presented before state 16 

regulatory commissions, the Ontario Energy Board, and legislative committees. 17 

I hold an M.Sc. in Business Economics and a B.Sc. (Hons) in Economics, both from 18 

the University of Wales, Swansea (U.K.). I have completed executive programs at IVEY 19 

Business School and Queens Smith School of Business. I have also taught postgraduate 20 

courses on Electricity Markets at Toronto Metropolitan University. My curriculum vitae is 21 

provided in Exhibit A. 22 
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Q. Mr. Wyonzek, please state your name and business address. 23 

A. My name is Adam Wyonzek, and I am an Associate at Brattle’s Canadian office in Toronto. 24 

Q. Mr. Wyonzek, briefly describe your education and professional qualifications. 25 

A. My work focuses on regulatory economics of the energy and utilities industry. I have 26 

experience working on regulatory and litigation matters, including cost of capital and 27 

capital structure, business and financial risk assessment, utility and pipeline ratemaking 28 

(including cost of service, cost allocation, and rate design), performance-based regulation, 29 

and valuation for ad valorem tax disputes. I have previously submitted written testimony 30 

before The Board of Commissioners of the Public Utilities of Newfoundland and Labrador.  31 

Before joining Brattle, I was employed as a regulatory economist at TC Energy. 32 

I received a Master of Financial Economics from the University of Toronto and a Bachelor 33 

of Arts (Honours) in Economics from the University of Calgary. My curriculum vitae is 34 

provided in Exhibit A. 35 

Q. Dr. Celebi, please state your name and business address. 36 

A. My name is Metin Celebi, and I am a Principal at The Brattle Group (“Brattle”), whose 37 

business address is One Beacon Street, Suite 2600, Boston, Massachusetts 02108. 38 

Q. Dr. Celebi, briefly describe your education and professional qualifications. 39 

A. I have been employed as a consultant in the electric power industry for more than 25 years. 40 

My expertise includes electricity markets, resource and transmission planning, ratemaking, 41 

valuation of generation plants, and evaluation of environmental and climate policies. I have 42 

provided expert testimony in a number of cases before the Supreme Court of the United 43 
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States, district courts, and federal and state energy regulatory agencies including Régie de 44 

l’énergie.  45 

I hold a Ph.D. in Economics from Boston College, where my dissertation was on 46 

transmission investment, pricing, and power system modeling, a master’s in economics 47 

from Bilkent University in Ankara, Turkey, and a Bachelor of Science in Industrial 48 

Engineering from Middle East Technical University in Ankara, Turkey. Further details 49 

regarding my background, publications, and prior expert testimony are provided in my 50 

résumé, which is included in Exhibit A. 51 

II. PURPOSE OF TESTIMONY AND SUMMARY OF CONCLUSIONS 52 

Q. What is the purpose of your testimony in this proceeding? 53 

A. We have been asked by Hydro-Québec in its Distribution (“HQD”) and Transmission 54 

(“HQT”) activities (collectively, “HQTD”) to present a recommendation to the Régie de 55 

l’énergie du Québec (the “Régie”) for an Earnings Sharing Mechanism (“ESM”) for HQD 56 

and HQT consistent with the language presented in Section 52.3 of the Act respecting the 57 

Régie de l’énergie  as amended by in Bill 69, enacted as Law 24 (“Law 24”). Additionally, 58 

this ESM recommendation considers the nature and level of deferral and variance accounts 59 

(“DVAs”) recommended for HQD and HQT to maintain and the proposed disposition of 60 

those accounts once the current three-year rate period is finished.  61 

Q. Please summarize your findings and conclusions regarding your recommended ESM, 62 

DVA coverage and disposition, and service quality indicators for HQD and HQT.  63 

A. Our testimony analysis is founded on established ESM design principles, a North American 64 

jurisdictional scan, and an assessment of HQD’s and HQT’s specific regulatory 65 
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circumstances (including the Régie’s past decisions regarding ESM, and the requirements 66 

in Law 24’s amendment to Section 52.3 of the Act respecting the Régie de l’énergie). For 67 

the reasons discussed below in our testimony, our principal recommendation is that HQD 68 

and HQT should adopt a symmetrical ESM and retain their existing DVAs consistent with 69 

a cost-of-service regulatory framework.  70 

In reaching our conclusions, we considered the ESM design parameters: symmetry, 71 

deadbands, sharing percentages, and true-up timing. We reviewed Canadian and U.S. 72 

electric utilities with ESMs, including their DVA coverage and whether service quality 73 

indicators are linked to ESM recovery. Our jurisdictional scan found that most reviewed 74 

utilities use asymmetrical ESMs, 50%/50% sharing is common, and annual true-ups are 75 

typical. However, HQD and HQT differ from many peers because their rates are now set 76 

under a three-year forecast cost-of-service framework with limited ability to adjust rates 77 

during the period. As a result, ESM and DVA balances may accumulate over the full rate 78 

period resulting in incremental risk for HQD and HQT.  79 

To address the unique regulatory circumstances and heightened risk faced by HQD 80 

and HQT, we recommend a symmetrical ESM that applies to both over-earnings and under-81 

earnings relative to authorized ROE. This design is intended to protect customers from 82 

excess earnings while also protecting HQD and HQT from unexpected financial shortfalls, 83 

where earned ROE is materially less than authorized ROE. The proposed mechanism 84 

includes no upside deadband, a -100 basis point downside deadband for HQD reflecting 85 

heightened risk exposure, a -50 basis point downside deadband for HQT consistent with 86 

the typical deadband size for cost-of-service utilities we surveyed, and 50%/50% sharing 87 

between customers and the utility outside the applicable deadbands.  88 
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Our testimony further recommends that both HQD and HQT maintain DVA 89 

coverage for all currently authorized DVAs as these are costs difficult to forecast accurately 90 

at the time rates are set and are outside of their direct control. Any other cost or revenue 91 

item variances should be addressed through the ESM to preserve cost-management 92 

incentives. Since DVA balances cannot generally be disposed of during the three-year rate 93 

period, we recommend disposing of accumulated ESM and DVA balances at the end of the 94 

period and amortizing them over the following three-year rate period to mitigate the 95 

potential for rate shock. 96 

Finally, we recommend that service quality indicators reported by HQD and HQT 97 

should not be linked to ESM recovery under the current cost-of-service framework. 98 

Q. How is the remainder of your testimony organized? 99 

A. The remainder of our testimony is organized as follows. Section III explains what an ESM 100 

is and defines the typical characteristics and parameters that comprise an ESM framework. 101 

This section also provides the results of a jurisdictional scan of Canadian and U.S. utilities 102 

that have an ESM in place. Section IV outlines HQD’s and HQT’s unique regulatory 103 

circumstances that need to be considered when evaluating and proposing an ESM. 104 

Section V provides our recommended ESM key parameters taking into consideration 105 

regulatory principles and the specific circumstances in which HQTD conduct their 106 

business. Section VI provides our recommendation on DVA coverage and disposition of 107 

DVA balances. Section VII outlines whether service quality indicators should be linked to 108 

the recovery of ESM balances. Finally, Section VIII presents our overall conclusions.  109 
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Q. Are you sponsoring any exhibits to your direct testimony? 110 

A. Yes, we are sponsoring and have attached the following exhibits. 111 

• Exhibit A – Curriculum vitae of Mr. Chapman, Mr. Wyonzek, and Dr. Celebi 112 

• Exhibit B – Jurisdictional Scan of Earnings Sharing Mechanisms 113 

• Exhibit C – Jurisdictional Scan of Deferral and Variance Accounts 114 

• Exhibit D – Jurisdictional Scan of Service Quality Indicators 115 

III. EARNINGS SHARING MECHANISM  116 

A. EARNINGS SHARING MECHANISM PRINCIPLES 117 

Q. Please describe what an ESM is.  118 

A. ESMs are an established regulatory arrangement that links the distribution of a utility’s 119 

realized financial returns to a pre-defined benchmark, usually a target return on equity 120 

(“ROE”). An ESM is typically used together with other regulatory arrangements such as 121 

Deferral and Variance accounts (“DVAs”) to provide a utility with a financial incentive to 122 

manage costs that are under its control. In practice, the ESM determines how actual utility 123 

earnings above or below an authorized level (typically, the authorized ROE) on an annual 124 

basis are allocated between customers and the utility.  125 

During a given rate period any number of items that form a utility’s revenue 126 

requirement may deviate from what assumptions were used to determine the rates. For 127 

example, HQD and HQT rate calculations are based on a forward-looking test year which 128 

require assumptions and forecasts for revenue, cost, and rate base items, all of which can 129 

deviate from forecast during the rate period. An ESM is a predetermined formula that 130 

determines how variations between earned and authorized ROE are split between 131 

customers and the utility. 132 
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A well-designed ESM can benefit ratepayers, the utility and its shareholders. 133 

Aligning financial incentives for the utility to reduce manageable costs during the rate 134 

period can result in operational efficiencies, lower costs and higher returns. Furthermore, 135 

ESMs can protect customers from unexpected financial windfalls for the utility, where 136 

earned ROE is materially greater than authorized ROE. Conversely, an ESM can protect 137 

the utility from unexpected financial shortfalls, where earned ROE is materially less than 138 

authorized ROE. 139 

Q. Why are ESMs more relevant when rate periods are longer? 140 

A. ESMs are more relevant as rate periods lengthen because the potential for deviations 141 

between the test year assumptions and actual operating conditions increases over time. 142 

Under certain conditions, deviations in multi-year rate plans can compound during the rate 143 

period, and the utility’s earned ROE can move substantially away from the authorized ROE 144 

that supported the approved rates. The longer the period between rate cases, the greater the 145 

likelihood that actual results will diverge from forecasted results in a meaningful way. 146 

An ESM that is trued up annually can help mitigate the impact of year-over-year 147 

ROE deviations by being an important balancing mechanism throughout longer rate 148 

periods. It can help maintain reasonable returns consistent with those authorized by the 149 

regulator. This type of ESM will limit the extent to which customers bear the cumulative 150 

financial consequences of over-earning and limit the extent to which the utility bears the 151 

cumulative financial consequences of under-earning. The extent to which an ESM can 152 

maintain balanced returns will depend on the specific design parameters. 153 
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Q. What are the main parameters in the design of an ESM? 154 

A. The typical design parameters of an ESM include: 1) whether the ESM is symmetrical, 2) 155 

the size of the deadband above and below the authorized ROE, and 3) the applicable sharing 156 

percentages between customers and the utility outside the deadband. Symmetry refers to 157 

whether the mechanism applies only to earnings above the authorized level, or whether it 158 

applies on both the upside and the downside. A deadband defines the range around the 159 

authorized earnings level within which no sharing occurs, meaning any variation in the 160 

earned ROE are 100 percent to the account of the utility. The sharing parameter determines 161 

how earnings outside the deadband are allocated between the utility and customers. 162 

Q. Please describe the difference between a symmetrical and an asymmetrical ESM. 163 

A. A symmetrical ESM applies on both sides of the authorized ROE, meaning variation both 164 

above and below authorized ROE. If earned ROE exceeds or falls below the authorized 165 

level by more than the applicable deadband, the excess or shortfall is shared with customers 166 

according to the sharing percentages. A symmetrical design therefore treats upside and 167 

downside deviations as eligible for sharing. 168 

An asymmetrical ESM, by contrast, applies only on one side of the ROE 169 

distribution, most commonly to earned ROE in excess of authorized. Meaning that any 170 

shortfalls in earned ROE are the responsibility of the utility.   171 

Q. Please describe what a deadband is in the context of an ESM. 172 

A. A deadband is the range around the authorized ROE within which no sharing occurs. The 173 

utility is responsible for 100 percent of any shortfalls or surpluses within the deadband. 174 

Deadbands are typically set as a specific amount of basis points around the authorized 175 
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ROE, for example ± 50 basis points from the authorized ROE in the context of a 176 

symmetrical ESM. It is also possible to design an ESM without any deadbands, such that 177 

any variation in earned ROE is shared between the utility and customer at the determined 178 

sharing parameters.  179 

The purpose of the deadband is to recognize that utility earnings will naturally 180 

fluctuate to some degree because of ordinary business conditions. Deadbands on the 181 

downside of the authorized return will provide utilities incentives to manage costs during 182 

the rate period to avoid shortfalls. The upside deadbands incentivize the utility to seek 183 

operational efficiencies to retain surpluses. When evaluating the proper deadband size for 184 

a utility, these incentives are typically considered.  185 

Q. Please discuss the sharing parameter in the context of an ESM. 186 

A. The sharing parameter determines how earnings above or below the authorized ROE are 187 

divided between customers and the utility. Once the utility’s actual earnings move outside 188 

the applicable deadband, the sharing parameter specifies the percentage retained by the 189 

utility and the percentage credited or charged to customers. For example, under a 50%/50% 190 

sharing provision, each dollar of earnings above the threshold would be split equally 191 

between the utility and customers. The same concept can apply, in a symmetrical 192 

mechanism, to shortfalls in earnings. 193 

The sharing parameter percentage directly impacts the incentives and risk 194 

allocation between customers and the utility. A lower utility sharing percentage provides 195 

greater protection for customers from utilities over-earning, but this weakens the incentives 196 

for utilities to manage costs during the rate period and find operational efficiencies. While 197 



 

 

Docket No. [R-4344-2026] 10  

 

Public 

a higher utility sharing percentage increases the incentives for utilities to manage costs and 198 

find operational efficiencies, it also limits the refunds for customers. The sharing parameter 199 

can also be tiered, in a way that adjusts the sharing parameter as the earned ROE increases 200 

in variation from the authorized level. For example, the first tier may have a 50%/50% 201 

sharing parameter applicable for the first 100 basis points of variation from the authorized 202 

ROE and for any variation greater than 100 basis points those variations in ROE are split 203 

70 percent to the customer and 30 percent to the utility. Regulators often have to balance 204 

between the objectives of limiting excessive earnings for utilities and providing effective 205 

incentives for them to manage costs and find operational efficiencies. Typically, the 206 

sharing parameters are considered in the context of other aspects of the ESM design.  207 

Q. How are surpluses or losses typically distributed between the utility and customers? 208 

A. The surpluses or losses that accumulate within ESM accounts under an ESM design are 209 

typically distributed through a periodic reconciliation, most often on an annual basis within 210 

each rate period. When the ESM results in a customer credit,1 that amount is generally 211 

flowed back to customers through a rate adjustment or a direct reduction in the revenue 212 

requirement, such that rates in the next rate year reflect that accumulation of the ESM 213 

customer credit. Conversely, a similar process is followed when the ESM results in a utility 214 

credit.2 An annual disposition of the ESM balance has become the established industry 215 

practice as it mitigates large ESM imbalances that may potentially accrue over time. In the 216 

case of ESM losses, large imbalances could result in future rate shocks in order to clear the 217 

accounts. 218 

 

1  Meaning earned ROE was in excess of authorized ROE and above any deadbands.  
2  Meaning earned ROE was below that of authorized ROE and below any deadbands.  
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B. JURISDICTIONAL SCAN  219 

Q. Have you reviewed utilities that currently have an ESM in place? 220 

A. Yes. We undertook a North American jurisdictional scan to review regulatory and industry 221 

practices for utilities that are currently subject to an ESM. The jurisdictional scan collected 222 

the following information from each of the utilities relating to their ESM: whether the ESM 223 

was symmetrical or asymmetrical, the size of any deadbands in the ESM, the customer 224 

sharing percentages and any tiered sharing, and the timing of the ESM true-up. 225 

Additionally, as explained further in Section VI and VII, the jurisdictional scan also 226 

reviewed the level of DVA coverage each utility had and if any utility linked their service 227 

quality indicators to the ESM.   228 

Q. Which utilities did you review? 229 

A. The objective of the jurisdictional scan was to identify utilities that are most comparable 230 

to HQTD. Considering that HQD and HQT are Canadian regulated utilities under cost-of-231 

service ratemaking, we focused our jurisdictional scan on the following: 1) electric utilities 232 

within Canada subject to a regulator-approved ESM and 2) electric utilities within the 233 

United States that are regulated under a cost-of-service regulatory framework with an ESM. 234 

Figure 1 provides the utilities that were included in the jurisdictional scan.  235 
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FIGURE 1: LIST OF UTILITIES INCLUDED IN JURISDICTIONAL SCAN  236 

Canadian Utilities U.S. Utilities 

FortisBC Inc.* 
Transmission + 

Distribution 
Central Maine Power Distribution 

ATCO Electric* Distribution Idaho Power 
Vertically 

Integrated 

FortisAlberta* Distribution MidAmerican Energy Distribution 

ENMAX* Distribution Consolidated Edison  Distribution 

EPCOR* Distribution 
New York State Electric and 

Gas 
Distribution 

Toronto Hydro* Distribution National Grid (Mohawk) Distribution 

Hydro One* 
Transmission + 

Distribution 
United Illuminating  Distribution 

Hydro Ottawa* Distribution Dominion Energy Virginia  
Vertically 

Integrated 

Alectra Utilities*  Distribution 
Appalachian Power 

Company 

Vertically 

Integrated 

Elexicon Energy Inc.* Distribution    

Nova Scotia Power 

Inc.  

Vertically 

Integrated 
   

Newfoundland Power 
Generation + 

Distribution 
   

Newfoundland and 

Labrador Hydro 

Vertically 

Integrated 
   

*Indicates the utility is under some form of performance-based regulation or incentive regulation plan. 

Q. What were the key findings from your jurisdictional scan? 237 

A. The jurisdictional scan identified several common themes regarding how ESMs are 238 

designed and administered across different jurisdictions within North America which are 239 

summarized as follows:  240 

1. All but one utility are subject to an asymmetrical ESM sharing design; 241 

2. The median deadband size for the cost-of-service utilities is 50 basis points; 242 

3. Tiered sharing is implemented in various jurisdictions, but no obvious pattern is 243 

displayed;  244 

4. Every utility had the ability to true-up the balance of the ESM annually; and 245 

5. No utility linked service quality indicators to the recovery of ESM balances. 246 
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We found that, with one exception, all utilities within the scan had an asymmetrical 247 

ESM design. Only upside variations in earned ROE were considered for sharing in the 248 

ESM and downside variations were 100 percent to the account of the utility. FortisBC Inc. 249 

(“FortisBC”) was the sole utility that operates under a symmetric ESM.  250 

As shown in Figure 1, a majority of the Canadian utilities within the scan are under 251 

some form of performance-based regulation (“PBR”) or incentive rate plan. 3  These 252 

regulatory frameworks are built on expectations of efficiency improvements throughout 253 

the rate period. Therefore, we examined both the size of deadbands and the sharing 254 

parameters in the context of these two groups: PBR-regulated utilities and cost-of-service 255 

regulated utilities. Consistent with the implied goal of efficiency improvements within 256 

PBR, the larger deadbands serve as incentives for these utilities to internalize the benefits 257 

of efficiency gains during their rate period. In contrast, utilities regulated under a cost-of-258 

service framework, as required under Law 24for HQD and HQT, are not subject to the 259 

same incentive structure as PBR. Cost-of-service regulation primarily provides for 260 

earnings stability for the utility. As a result, it is more typical for these utilities to have 261 

smaller deadbands, because it allows regulators to preserve earnings stability for the utility 262 

from earnings shortfalls, while also protecting rate pays from sustained excess earnings. 263 

The median deadband size for the cost-of-service utilities was 50 basis points. 264 

With regard to the sharing parameters, the most common approach across both the 265 

PBR and cost-of-service utilities was a 50%/50% sharing between the customers and the 266 

 

3  These utilities specifically utilize rate indexing by some form of RPI-X indexing within their rate periods to 

determine rates. Where RPI-X refers to retail price index (inflation) (“RPI”) minus expected efficiency 

improvements (“X”).  
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utility. Tiered sharing was implemented in various jurisdictions but no obvious pattern was 267 

displayed, other than as excess ROE variance increased the sharing parameter for 268 

customers increased as well.  269 

Finally, we observed that every utility within the jurisdictional scan had the ability 270 

to true-up the balance of the ESM annually. This annual true-up was implemented by 271 

disposing of the ESM balance in the next rate year within the rate period by either directly 272 

impacting the utility’s revenue requirement for that rate year or being disposed of through 273 

some rate adjustment mechanism. This annual true-up in other jurisdictions has allowed 274 

for regular and timely reconciliation of ESM account balances. The results of the 275 

jurisdictional scan can be found in Exhibit B. 276 

Q. Do the results of the jurisdictional scan dictate an ESM design for HQD and HQT? 277 

A. No. While the results of the jurisdictional scan are informative on North American ESM 278 

practices, we should not automatically assume common features are an appropriate ESM 279 

design for HQD and HQT. As described in more detail in Section IV, HQD and HQT 280 

operate under a unique business and regulatory environment that differentiates them from 281 

their peer utilities in the jurisdictional scan. It is clear from the jurisdictional scan that each 282 

utility ESM has been designed and implemented based on the specific legal and regulatory 283 

framework the utility operates in. For example, as previously stated, a majority of the 284 

Canadian utilities that are subject to an ESM are under some form of PBR. Inherit within 285 

PBR frameworks is the prioritization of efficiency gains throughout the rate period which 286 

is different from HQD and HQT cost-of-service regulation.  287 
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IV. UNIQUE CIRCUMSTANCES OF HQD AND HQT 288 

Q. What are the key unique circumstances HQD and HQT exhibit compared to other 289 

utilities that may impact their ESM design? 290 

A. While there are many aspects of HQD and HQT that potentially influence the design of an 291 

ESM, the following are three key factors that set HQTD apart from their peer utilities that 292 

are subject to an ESM: 293 

• The language presented in Law 24 explicitly refers to “it [Régie] shall consider, 294 

according to the terms proposed by the electric power carrier or the electric power 295 

distributor, the surpluses or losses of revenue accumulated by the carrier or distributor 296 

during the rate years covered by the previous rate review”4 (emphasis added) 297 

• Law 24 requiring HQD and HQT to have limited ability to adjust rates during the three-298 

year rate period, barring any extraordinary circumstances.5  299 

• Law24 requiring the balances of the ESM account and DVA accounts to be accumulated 300 

over the full three-year rate period.6  301 

Q. What is unique regarding the amendment to Section 52.3 of the Act respecting the 302 

Régie de l’énergie? 303 

A. Section 52.3 of the Act respecting the Régie de l’énergie explicitly states:  304 

When the Régie conducts a rate review in accordance with the first or 305 

third paragraph of section 48, it shall consider, according to the terms 306 

proposed by the electric power carrier or the electric power distributor, 307 

the surpluses or losses of revenue accumulated by the carrier or 308 

distributor during the rate years covered by the previous rate review. 309 

Those surpluses or losses of revenue, which may be estimated for the 310 

last rate year covered by the previous rate review, shall be established 311 

by the carrier or distributor, who shall inform the Régie not later than 312 

 

4  Act respecting the Régie de l’énergie, CQLR c R-6.01, s. 52.3. 
5  Act respecting the Régie de l’énergie, CQLR c R-6.01, s. 48. 
6  Act respecting the Régie de l’énergie, CQLR c R-6.01, s. 48 and 52.3. 
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30 days before the beginning of the first rate year for which the required 313 

revenues are established.7 (emphasis added) 314 

The language within Section 52.3 expressly states the Régie take into consideration 315 

“surpluses or losses” of revenues8 accumulated by HQD and HQT during the rate period.  316 

This language contemplates that earnings variances may occur in either direction during 317 

the rate period. Accordingly, the design of the ESM should not be solely as a mechanism 318 

to account for excess earnings during the rate period but should also consider the sharing 319 

of utility’s shortfall in earnings relative to authorized ROE.  320 

Q. How are rates set for HQD and HQT during the three-year rate period? 321 

A. As outlined in decisions D-2026-033 and D-2026-008 rendered for rates set during the 322 

2026-2028 rate period, rates for HQD and HQT, respectively, are set through a three-year 323 

forecast cost-of-service framework without annual rebasing or rate adjustments throughout 324 

the rate period.9 Additionally, as outlined in Law 24: 325 

On the application of the electric power carrier or the electric power 326 

distributor made during the three rate years covered by a rate review 327 

conducted under the first paragraph, in exceptional circumstances, the 328 

Régie shall conduct a rate review referred to in that paragraph in the 329 

manner provided for in that paragraph.10 (emphasis added) 330 

This means that both HQD and HQT enter the 2026–2028 period with rates 331 

established on a forward-looking, three-year basis, with limited ability to adjust rates 332 

 

7  Act respecting the Régie de l’énergie, CQLR c R-6.01, s. 52.3. 
8  Our understanding is that the French language version refers to surpluses or earnings shortfalls which is generally 

consistent with our understanding of how other earnings sharing mechanisms are implemented.  
9  Decision D-2026-033, Docket R-4307-2025, Phase 1, March 13, 2026, and Decision D-2026-008, Docket 

R-4306-2025, February 5, 2026.  
10  Act respecting the Régie de l’énergie, CQLR c R-6.01, s. 48. Note section 48 of the Act respecting the Régie de 

l’énergie was amended by Law 24 article 37. 

https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4307-2025/doc/R-4307-2025-A-0066-Dec-Dec-2026_03_16.pdf
https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4306-2025/doc/R-4306-2025-A-0054-Dec-Dec-2026_02_05.pdf
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during the rate period.11 This limits the opportunity for HQD and HQT to re-align rates 333 

during the rate period for any deviations in actual costs and revenues from the projections 334 

at the beginning of that three-year period. 335 

Q. How should the method by which rates are set for HQD and HQT be considered 336 

when determining an ESM? 337 

A. The limited ability of HQD and HQT to adjust rates during the three-year rate period is 338 

highly relevant because it increases the importance of the ESM as one of the principal tools 339 

available to address differences between forecasted and actual revenue and cost items 340 

results. If rates remain fixed during the rate period, then HQD and HQT will not have the 341 

opportunity to correct for forecast error, changing cost conditions, or other deviations 342 

through interim rate relief, riders, or surcharges. This could result in earnings differences 343 

that persist during the rate period and accumulate until the next rate case. 344 

Q. How do DVA balances and how would ESM balances accumulate during the three-345 

year rate period for HQD and HQT? 346 

A. As a consequence of the limited ability to adjust rates during the three-year rate period, the 347 

balances of any DVAs and ESM accounts would accumulate during that three-year period. 348 

While it is typical of utilities to dispose of DVA and ESM balances annually, or once a 349 

certain rate impact threshold is met, HQD and HQT do not have this option during the rate 350 

period. Meaning that any balances accumulated in DVAs or the ESM account would 351 

accumulate over the entire three-year rate period. Given the limited ability for any interim 352 

adjustment of rates during the rate period, the structure of the ESM must serve as a backstop 353 

 

11  Id.  
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to preserve the balance between customer protection and utility incentives during the three-354 

year term. 355 

Q. How should the method by which DVA balances accumulate for HQD and HQT be 356 

considered when determining an ESM? 357 

A. Given that balances of the DVAs and ESM would accumulate over the three-year rate 358 

period, the ESM is no longer addressing short-term annual earnings variation, rather the 359 

ESM has to consider cumulative impacts to earnings over the entire three-year rate period. 360 

This amplifies the effect of any forecast variation within the revenue requirement and any 361 

systematic persistent divergences in the items that determine the rates for HQD and HQT. 362 

As further detailed below, this impacts the design of the ESM in various ways. The 363 

potential accumulation of large ESM and DVA balances during the rate period could 364 

potentially lead to rate shock during the subsequent rate case. It also requires that the ESM 365 

is designed specifically in mind with the level of DVA coverage for HQD and HQT. 366 

Further details on DVA coverage are discussed in Section VI.   367 

Q. Have HQD and HQT had historical earnings variation?  368 

A. Both HQD and HQT experienced variation in earned ROE. Since 2015, HQD’s earned 369 

ROE was more variable than HQT’s over the period reviewed.  370 

Q. Do you expect that HQD would generally have greater variance in earned vs. 371 

authorized ROE compared to HQT? 372 

A. Yes. We would generally expect HQD to experience greater variance between earned and 373 

authorized ROE compared to HQT. This is due to HQT being relatively insulated from 374 

variations in revenues, where a large portion of HQT’s revenues are provided by HQD for 375 
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native load transmission service and any variance in the remaining point-to-point 376 

transmission revenues are subject to DVA coverage.    377 

Q. How might this impact the design of the ESM? 378 

A. As previously discussed, the intent of an ESM is to address variances between earned and 379 

authorized ROE by determining how earnings above or below authorized levels are treated.  380 

If there is an expectation that variation in earned ROE is greater for HQD compared to 381 

HQT that difference in expectation should be taken into account in the design of the ESM.  382 

For example, greater expected earnings variability for HQD may support a wider deadband, 383 

such that customer sharing begins only after a larger variance from authorized ROE than 384 

would apply for HQT. It is key to design the ESM to provide meaningful incentives for 385 

HQD and HQT to manage costs while pursuing operational efficiencies. 386 

Q. Are there any additional circumstances to consider when designing an ESM for 387 

HQD and HQT? 388 

A. Given the complex interaction between the ESM, DVAs, and the limited ability to adjust 389 

rates during the three-year rate period, we recommend that the ESM be relatively simple, 390 

transparent, and predictable. A simpler design will be beneficial to all parties to understand 391 

how the mechanism operates and what outcomes it is likely to produce. It will also reduce 392 

the risk of unnecessary complexity, overlap, or ambiguity in the treatment of earnings 393 

variances over rate period.  394 
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V. PROPOSED EARNINGS SHARING MECHANISM 395 

Q. Present your recommendation for the ESM for HQD and HQT. 396 

A. We recommend that HQD and HQT implement a symmetric ESM that accounts for 397 

variation in earned ROE on both the upside and downside. While this approach is atypical 398 

compared to peers reviewed in the jurisdictional scan, HQD and HQT must manage 399 

incremental risk associated with rates that are determined on a three-year forecasted cost-400 

of-service basis with limited ability to adjust rates during the rate period. A symmetrical 401 

ESM will ensure that both the customers and the utility have appropriate protection from 402 

excessive surpluses or shortfalls during the rate period, while still providing a strong 403 

financial incentive to HQD and HQT to manage costs for which it is able to do so. 404 

Furthermore, as recognized in Section 52.3 of the Act respecting the Régie de l’énergie, 405 

the ESM should consider both surpluses or losses. 406 

We recommend that HQD and HQT each have a deadband, but only on the 407 

downside. Specifically, for HQD we recommend a -100 basis point deadband and 408 

a -50 basis point deadband for HQT. The sizes of our recommended deadband are informed 409 

by our review of industry practices from our jurisdictional scan. As shown in Exhibit B, 410 

cost-of-service utilities typically have a deadband range below 100 basis points, with a 411 

median range of 50 basis points, which is consistent with these utilities not having the same 412 

incentive structure as utilities under a PBR framework. Therefore to be consistent with the 413 

range of deadbands for cost-of-service utilities we set HQD near the top end of the range 414 

with a -100 basis point deadband and HQT with 50 basis points, consistent with the median 415 

for cost-of service utilities we surveyed. As previously shown in Erreur! Source du 416 

renvoi introuvable., the smaller deadband for HQT recognizes that historically HQT has 417 
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had less sensitivity to earnings variations compared to HQD. While sharing of both upside 418 

and downside risk will be symmetrical, we believe that HQD and HQT should only have a 419 

deadband for downside risk to incentivize them to control any manageable costs within the 420 

downside deadband. Even without an upside deadband, HQD and HQT will have 421 

incentives to find savings within manageable costs to gain additional earnings after any 422 

sharing with customers. 423 

Finally, we recommend that HQD and HQT both have a 50%/50% sharing 424 

parameter between customers and the utility. This sharing parameter would apply to every 425 

dollar in excess of the authorized ROE and to every dollar after the specific HQD and HQT 426 

deadbands on any shortfalls. Again, this provides proper incentives for HQD and HQT to 427 

find efficiencies and control manageable costs, while providing protection for customers 428 

from excess earnings. This sharing parameter also achieves the goal of remaining simple 429 

and is also consistent with a majority of the utilities within the jurisdictional scan.  430 
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FIGURE 2: SUMMARY OF ESM DESIGN RECOMMENDATIONS FOR HQD AND HQT  431 

 

Q. Has HQD and HQT previously had an ESM authorized by the Régie? 432 

A. Yes.  In Decision D-2014-034, the Régie authorized the use of an ESM for HQD and HQT 433 

(also referred hereafter as the “MTER”). This MTER included: 1) an asymmetric sharing 434 

mechanism under which HQD and HQT bore 100 percent of any earnings shortfall below 435 

the authorized ROE; 2) no deadband on the upside; and 3) a tiered sharing mechanism 436 

where the first 100 basis points above the authorized ROE were shared 50%/50%, while 437 

any earned ROE above the first 100 basis points would be shared as 75 percent returned to 438 

customers and 25 percent retained by HQD and HQT.12  439 

 

12  Decision D-2014-034, Docket R-3842-2013, March 4, 2014. 

https://www.regie-energie.qc.ca/fr/participants/dossiers/R-3842-2013/doc/R-3842-2013-A-0051-Dec-Dec-2014_03_05.pdf#page=90
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Q. Did you take into consideration the design of this previously authorized ESM when 440 

determining your recommendations for HQD and HQT?  441 

A. While we examined the structure of the previously authorized ESM, as noted in Section IV, 442 

given the unique circumstances that HQT and HQD find themselves in under the regime 443 

established by Law 24, it is most appropriate to design the ESM to address the particular 444 

set of circumstances HQD and HQT currently face. The ESM authorized in Decision D-445 

2014-034 was authorized in a different regulatory context than what HQD and HQT 446 

currently operate in and they did not face the same set of unique circumstances and risks.  447 

Specifically, at the time of the previously authorized ESM, HQD and HQT did not have: 448 

specific language present in Sections 48 and 52.3 of the Act respecting the Régie de 449 

l’énergie regarding an ESM; rates for HQD and HQT were not set under a three-year 450 

forecast cost-of-service framework with limited ability to adjust rates during the period; 451 

and ESM and DVA balances did not accumulate over a full three-year rate period.  Given 452 

this, we found it most appropriate to recommend an ESM design to account for the specific 453 

unique circumstances HQD and HQT operate in.      454 

VI. DEFERRAL AND VARIANCE ACCOUNT COVERAGE AND DISPOSITION 455 

Q. Please describe what deferral and variance accounts are used for in utility 456 

regulation.  457 

A. DVA accounts are generally used to track and defer differences between the costs or 458 

revenues reflected in authorized rates and the amounts that are actually incurred or realized 459 

during the period in which rates are implemented. Their purpose is to allow these variances 460 

in specific categories to be recorded and carried forward as deferral balances for later 461 

review and potential disposition resulting in a recovery from, or refund to, customers. 462 
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DVAs serve as a regulatory mechanism for addressing timing differences, forecast 463 

variances, and specific cost items that may be uncertain, volatile, and outside of the utility’s 464 

direct control at the time rates are established. The disposition of the DVA balances can 465 

also help smooth rate impacts of unexpected and exceptional cost or revenues that might 466 

otherwise lead to sudden rate increases or financial strain.  467 

Q. Describe the DVA accounts currently authorized for use by HQD. 468 

A. The Régie recently recognized that the HQD DVAs presented in Figure 3 are once again 469 

operative as of January 1, 2026, with specific application and disposition of the DVAs to 470 

come at a later date.  The Régie also approved the creation of an additional DVA.13  471 

FIGURE 3: DVA ACCOUNTS AUTHORIZED FOR USE BY HQD 472 

DVA 

Domestic load (transmission service) 

Pass-on for electricity supply costs 

Balancing account (transmission and distribution revenues) for 

weather variations 

Major outages 

Costs related to energy efficiency (including solar panels) and 

demand-side management programs  

Fuel cost 

Pension cost 

Contribution to MELCCFP 

Unforeseeable events in autonomous systems 

Load retention rate 

Revenues from compliance units (CFR) 

 

13  Decision D-2026-033, Docket R-4307-2025, Phase 1, March 13, 2026. 

https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4307-2025/doc/R-4307-2025-A-0066-Dec-Dec-2026_03_16.pdf
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Q. Describe the DVA accounts currently authorized for use by HQT. 473 

A. The Régie recently recognized HQT’s updated regulatory principles and accounting 474 

methods and practices, including updates that maintain certain DVAs presented in Figure 475 

4 and deferred the determination of their disposition terms to a later proceeding.14  476 

FIGURE 4: DVA ACCOUNTS AUTHORIZED FOR USE BY HQT  477 

DVA 

Point-to-point transmission services 

revenues 

Pension cost 

Commissioning timing differences  

Q. How are DVAs and ESM related? 478 

A. Both ESMs and DVAs are regulatory mechanisms used to address variances between 479 

assumptions and forecasts reflected in approved rates and the actual outcome of the cost or 480 

revenue items during the period in which the rates were active. DVAs track variations in 481 

accounts that relate to these specific cost or revenue items, while ESMs consider the 482 

aggregate variance of assumptions or forecasts reflected in rates through the utility’s earned 483 

versus authorized ROE. The balances accumulated within the ESM account and DVAs are 484 

then disposed of at a later time.  485 

The regulatory mechanisms are related because the treatment of specific items 486 

within the DVAs can affect the earned ROE within any given rate year, which is used in 487 

the determination of the ESM. To the extent that specific variances are captured in DVAs 488 

for later disposition, those amounts are typically excluded from, or otherwise adjusted in, 489 

the calculation of earned ROE for purposes of calculating the ESM. Simply put, any 490 

 

14  Decision D-2026-008, Docket R-4306-2025, February 5, 2026. 

https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4306-2025/doc/R-4306-2025-A-0054-Dec-Dec-2026_02_05.pdf
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variance in costs or revenues that have DVA coverage will be excluded from the earned 491 

ROE calculation and will not be subject to the ESM formula. In this sense, ESMs and 492 

DVAs are inherently linked, and it is important to consider the level of DVA coverage a 493 

utility has when evaluating the design of an ESM.    494 

Q. Did you also examine levels of DVA coverage for comparable utilities to HQD and 495 

HQT in your jurisdictional scan?  496 

A. Yes. As part of the jurisdictional scan, we also reviewed the level of DVA coverage for 497 

each utility. We examined whether the companies had some form of DVA coverage for a 498 

variety of general DVA categories including: load forecast, power supply variances, 499 

pensions, electrification and policy driven factors, additional network revenues, taxes, and 500 

major outages/storms. The intent was to better understand the extent to which the 501 

comparable utilities within the jurisdictional scan addressed variances from approved rates, 502 

either through the use of DVAs or addressed more broadly in the context of their ESM 503 

design. The results of the DVA related jurisdictional scan can be seen in more detail in 504 

Exhibit C. 505 

The key finding of this review is that utilities within the jurisdictional scan that 506 

operate under some form of PBR typically have less extensive DVA coverage compared 507 

to the utilities operating under a cost-of-service regulatory framework. In other words, 508 

those utilities under a PBR framework had greater reliance on their ESM design to address 509 

variances in costs and revenues.  510 

DVA categories such as taxes, pensions, power supply costs, and electrification or 511 

other policy-driven initiatives were common among the utilities within the jurisdictional 512 
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scan. We also observed that nearly half of the utilities had some form of DVA or adjustment 513 

mechanism related to load forecast.  514 

Q. What criteria did you use to determine what DVA coverage was appropriate for 515 

HQD and HQT? 516 

A. We considered the underlying purpose of DVAs within utility regulation and the types of 517 

variances they are intended to address. We considered whether specific cost or revenue 518 

items are difficult to forecast accurately at the time rates are set and whether those items 519 

are largely outside the control of the utility. DVA treatment is most appropriate where there 520 

is a reasonable basis to conclude that particular variances cannot be reasonably managed 521 

by the utility in the ordinary course, especially where those variances are material and arise 522 

from factors that are difficult to predict accurately in advance. Another consideration is 523 

that DVAs allow certain exceptional or non-routine costs or revenues to be recorded for 524 

later disposition, which can help avoid abrupt rate changes for customers or undue financial 525 

strain on the utility from a single-year variance.  526 

In reviewing which DVA accounts were most appropriate for HQD and HQT to 527 

retain, we first considered whether a particular item was sufficiently outside the control of 528 

HQD and HQT. Items that are partially or fully manageable by HQD and HQT are more 529 

appropriately addressed through an ESM. The ESM allows the utility to bear some of the 530 

risk associated with forecasts of cost and revenues and, importantly, provides a financial 531 

incentive for the utility to find efficiencies.  532 
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Q. Considering the ESM design recommended for HQD, what DVA accounts do you 533 

recommend they maintain?  534 

A. We recommend that HQD maintain all currently approved DVA accounts. These DVA 535 

accounts were authorized by the Régie while HQD was under periods of cost-of-service 536 

regulation, and recently recognized as once again operating under cost-of-service 537 

regulation as of January 1, 2026 (under Law 24), and are intended to address cost or 538 

revenue variances that are material, difficult to forecast, and largely outside HQD’s 539 

control.15 Maintaining these DVAs is appropriate because they help isolate significant 540 

uncontrollable variances from the earned ROE calculation, while allowing the ESM to 541 

address the remaining differences between earned and authorized ROE. In our view, 542 

continuing the currently approved DVA coverage is consistent with the recommended 543 

ESM design because it preserves protection for material uncontrollable items while 544 

maintaining incentives for HQD to manage costs and pursue operational efficiencies for 545 

items within its control. Additionally, as outlined in the jurisdictional scan, many of these 546 

DVA categories are consistent with DVA coverage within Canada and the U.S.    547 

Q. Considering the ESM design recommended for HQT, what DVA accounts do you 548 

recommend they maintain? 549 

A. We recommend that HQT maintain all currently approved DVA accounts. These categories 550 

should maintain DVA coverage due to them largely being outside the control of HQT and 551 

can be difficult to forecast accurately at the time rates are set for the entire rate period.16 In 552 

 

15  See for example, Decisions: D-2003-93, at 21; D-2005-34, at 49; D-2006-34, at 20-21; D-2009-016, at 62; 

D-2009-016, at 14-16; D-2011-028, at para. 148; D-2013-037, at para. 282; D-2019-088, at para. 478; and 

D-2026-033, at para. 581. 
16  See for example, Decisions: D-2007-08, at 82; D-2011-039, at para. 39-40; and D-2025-022, at para. 331. 

https://www.regie-energie.qc.ca/storage/app/media/archives/D-2003-93.pdf#page=21
https://www.regie-energie.qc.ca/storage/app/media/archives/D-2005-34.pdf#page=49
https://www.regie-energie.qc.ca/storage/app/media/archives/D-2006-34.pdf#page=20
https://www.regie-energie.qc.ca/storage/app/media/archives/D-2009-016.pdf#page=62
https://www.regie-energie.qc.ca/storage/app/media/archives/D-2009-016.pdf#page=16
https://www.regie-energie.qc.ca/fr/participants/dossiers/R-3740-2010/doc/R-3740-2010-A-0046-Dec-Dec-2011_03_09.pdf#page=41
https://www.regie-energie.qc.ca/fr/participants/dossiers/R-3814-2012/doc/R-3814-2012-A-0072-DEC-DEC-2013_03_13.pdf#page=77
https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4043-2018/doc/R-4043-2018-A-0159-Dec-Dec-2019_07_31.pdf#page=132
https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4307-2025/doc/R-4307-2025-A-0066-Dec-Dec-2026_03_16.pdf#page=157
https://www.regie-energie.qc.ca/storage/app/media/archives/D-2007-08.pdf#page=82
https://www.regie-energie.qc.ca/fr/participants/dossiers/R-3738-2010/doc/R-3738-2010-A-0026-Dec-Dec-2023_12_15.pdf#page=40
https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4270-2024/doc/R-4270-2024-A-0139-Dec-Dec-2025_02_20.pdf#page=90
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addition, as outlined in the jurisdictional scan, DVAs related to pension costs are typical 553 

among Canadian and U.S. utilities.17  554 

Q. How are ESM and DVA balances typically disposed of for recovery or refund?  555 

A. ESM and DVA balances are typically disposed of either on a regular periodic basis, most 556 

commonly through annual true-ups during the rate period, or when the balance in the 557 

account reaches a specified threshold. Allowing for disposition of the accounts during the 558 

rate period ensures regular and timely reconciliation of the balances for both the utility and 559 

customers.  560 

Q. Was this consistent with the findings in the jurisdictional scan?  561 

A. Yes. As part of the jurisdictional scan, we reviewed the disposition treatment of ESM and 562 

DVA balances. Typically, utilities used two disposition methods for these balances. The 563 

first, and most common method, was a true-up of the balances on an annual basis. Annual 564 

proceedings would be issued where regulators review the balances of the ESM and DVAs 565 

and adjust rates to recover or refund the balances in the next rate year.18 This method allows 566 

timely reconciliation of the balances and does not allow them to accumulate over multiple 567 

years. The second method, most typically used by Ontario Energy Board (“OEB”) 568 

regulated utilities, is to dispose of DVA balances once they reach a rate impact threshold, 569 

specifically for the OEB this threshold is 0.001/kWh. Typically, this rate impact threshold 570 

 

17  While utilities within the jurisdictional scan may not specifically have DVAs related to variances in point to point 

revenues, it is very common that any revenues associate with “off-system sales”, which are electric sales made to 

parties outside a utility’s native retail customer system, go to directly reduce the revenue requirement of the native 

retail customers. Thereby providing very similar results to having DVA coverage for this category.  
18  As discussed below, there are incidences where the recovery or refund of ESM and DVA balances are spread over 

multiple years.  
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is determined during an annual rate review proceeding. This method also allows for timely 571 

reconciliation of ESM and DVA balances, while only triggering disposition of the balances 572 

if there are material impacts to rates. Further details on the ESM and DVA disposition 573 

treatment of the jurisdictional scan can be found in Exhibit C. 574 

Q. Do HQD and HQT have the ability to dispose of ESM and DVA balances during the 575 

rate period?   576 

A. No. Barring extraordinary circumstances, HQD and HQT do not have ability to adjust their 577 

rates during the 2026-2028 rate period. As previously discussed, Law 24 requires ESM or 578 

DVAs to accumulate over the entire three-year rate period, at which point their entire 579 

balances will have to be disposed of. In contrast, all utilities within the jurisdictional scan 580 

have annual true-ups or rate impact thresholds to dispose of these balances. Our view is 581 

that the unique circumstance of HQD and HQT needs to be taken into consideration when 582 

designing the disposition treatment for the balances of the ESM and DVAs.    583 

Q. What is your recommendation regarding the disposition treatment of the ESM and 584 

DVA balances for HQD and HQT? 585 

A. Given that HQD and HQT do not have the ability to dispose of ESM or DVA balances 586 

during a three-year rate period, our recommendation is that these balances of the ESM and 587 

DVAs be disposed of at the end of the three-year rate period and amortized over the 588 

subsequent three-year rate period, rather than through immediate disposition in a single  589 

rate year. Our recommendation is consistent with the language in section 48 of the Act 590 

respecting the Régie de l’énergie (“The Régie may, in the manner it determines, spread out 591 

the rate increase for one or more of the years covered by the review over those three years”). 592 
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The rationale for our recommended approach is the potential for significant balances to 593 

accumulate during the three-year rate period. While there is a potential that these DVA 594 

balances may partially offset one another over the course of the rate period, we nonetheless 595 

consider a three-year amortization period to be appropriate in order to mitigate potential 596 

rate shock in the next rate period and provide a gradual recovery from, or refund to, 597 

customers. 598 

Q. Are there additional matters you recommend the Régie consider regarding the 599 

disposition of the ESM and DVA balances? 600 

A. Yes. Additionally, we recommend that HQD and HQT provide annual reporting on the 601 

aggregate balances of their DVA accounts in order to maintain transparency for all 602 

stakeholders regarding the amounts accumulating over the rate period. At the time of 603 

disposition for the ESM and DVA balances, the Régie may also consider a cumulative 604 

threshold for the entire balances of the ESM and all DVAs. If the balance of the ESM and 605 

all DVAs exceeds this cumulative threshold which could be determined as a balance that 606 

could reasonably be expected to create undue rate impacts if disposed of over a single 607 

subsequent rate period, HQTD would be permitted to amortize that balance over two rate 608 

periods, or six years in total. In our view, this additional flexibility would provide an 609 

appropriate safeguard to mitigate rate impacts of unusually large ESM and DVA balances.  610 

This approach is consistent with the disposition treatment for ESM and DVA 611 

balances for various utilities within the jurisdictional scan. While the utilities within the 612 

scan all dispose of the account balance annually or after a rate impact threshold is met, 613 

there have been incidences where particularly large ESM or DVA balances are amortized 614 
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over a longer period. For example, to mitigate single year rate impacts, as part of its annual 615 

rate adjustment filing Hydro Ottawa was approved by the OEB to amortize the disposition 616 

of its ESM and DVA accounts over a three-year period as opposed to the typically 617 

disposition treatment that happens over one subsequent rate year.19 There are also various 618 

examples of U.S. utilities amortizing or securitizing DVA balances over multi-year period 619 

to avoid rate shock, due to unexpected and unpredictably large DVA balances.20  620 

Q. At this time, do you recommend a specific cumulative threshold for amortizing ESM 621 

and DVA balances for longer than the next three-year rate period? 622 

A. No. We do not currently recommend a specific cumulative threshold above which ESM 623 

and DVA balances should be amortized over a period longer than the next three-year rate 624 

period. In our view, it is preferable for the Régie to retain flexibility to determine, at the 625 

time rates are set for the subsequent rate period, whether the magnitude and circumstances 626 

of the accumulated ESM and DVA balances warrant a longer amortization period. 627 

Accordingly, rather than prescribing a fixed cumulative threshold at this time, we 628 

recommend that the Régie assess the appropriateness of any extended amortization period 629 

based on the facts and circumstances present at the time of disposition of the ESM and 630 

DVA balances.  631 

 

19  Decision and Rate Order EB-2022-0042, Hydro Ottawa Limited, Application for rates and other charges to be 

effective January 1, 2023, December 8, 2022, at 17.  
20  For example, see New York Public Service Commission, Cases 15-E-0283 et al., Order Approving Electric and 

Gas Rate Plans in Accord with Joint Proposal, issued June 15, 2016, at 28-29 and Virginia State Corporation 

Commission, Case No. PUR-2023-00112, Financing Order, November 3, 2023, at 4 and 11.  
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VII. LINKING SERVICE QUALITY INDICATORS TO THE ESM 632 

Q. Is the explicit linking of receiving ESM recovery and a utilities service quality 633 

indicators typical? 634 

A. No. We reviewed the Canadian utilities within the jurisdictional scan to determine whether 635 

their ESM were explicitly linked to any service quality indicators. We found that no utilities 636 

had this explicit link, regardless of whether they were regulated under a PBR or cost-of-637 

service framework. Instead, these utilities are required to report their service quality 638 

indicators to their regulator on a regular basis. If the reported service quality indicators do 639 

not meet the thresholds outlined by the regulators, then these utilities could be found in 640 

non-compliance of their performance measures. In this case, the regulators have a range of 641 

potential actions available to it, including imposing penalties to the utility. However, it is 642 

important to note that these penalties are determined independently and outside of the scope 643 

of any specific sharing within the utilities ESM. Additional detail on the review of 644 

Canadian service quality indicators can be found in Exhibit D. 645 

Q. What are your recommendations regarding HQD and HQT providing service 646 

quality indicators and whether they should be linked to the ESM? 647 

A. We recommend that service quality indicators for HQD and HQT are not linked to the 648 

ESM, but rather that HQD and HQT continue to report their service quality indicators to 649 

the Régie. These indicators are similar to those reported by other Canadian utilities, and 650 

the continued reporting of those measures would allow the Régie to monitor whether HQD 651 

and HQT are maintaining appropriate levels of service quality. If the reported indicators 652 

indicate a reduction in service quality below the Régie’s applicable standards, then they 653 
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would have the ability to provide specific direction to HQD and HQT to improve service 654 

quality, including potential penalties.   655 

VIII. CONCLUSION 656 

Q. What is your conclusion? 657 

A.  Our central conclusion is that HQD and HQT require an ESM design tailored to their 658 

specific regulatory circumstances rather than a mechanical replication of peer-utility 659 

approaches. A symmetrical ESM with downside only deadbands, 50%/50% sharing, 660 

continued use of existing DVAs, multi-year disposition of accumulated balances, and 661 

continued performance reporting (not linked to the ESM) provides a balanced framework 662 

for customer protection, utility financial stability, cost-management incentives, and rate 663 

stability during and after the 2026–2028 rate period. 664 

Q. Will your recommended ESM provide an incentive to improve HQT and HQD’s 665 

performance and the satisfaction of their clients under Section 49, paragraph 4, of 666 

the Act respecting the Régie de l’énergie?21 667 

A. Yes.  Our recommended ESM design is responsive to the Régie’s request because it 668 

provides incentives for HQD and HQT to manage costs efficiently. In our view, the ESM 669 

should work alongside reported service quality indicators in order to support improved 670 

performance and customer satisfaction. Our recommended ESM design and the DVA 671 

coverage improves performance by the ESM creating a balanced framework for sharing 672 

earnings surpluses and shortfalls between the utility and customers, and encouraging HQD 673 

and HQT to manage their costs and find operational efficiencies, while the recommended 674 

 

21  Decision D-2025-098, at 57 and Act respecting the Régie de l’énergie  

https://www.regie-energie.qc.ca/fr/participants/dossiers/R-4307-2025/doc/R-4307-2025-A-0011-Dec-Dec-2025_10_02.pdf#page=20
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DVAs avoiding the utilities to be inefficiently incentivized for reducing the quality of 675 

service during periods of unexpectedly higher costs that are largely outside their control. 676 

At the same time, customer interests remain protected because the ESM can operate 677 

alongside the continued reporting of service quality indicators and, as consistent with other 678 

regulatory jurisdictions, would allow the Régie to monitor whether HQD and HQT are 679 

maintaining appropriate levels of service quality without linking them to recovery of the 680 

ESM.  681 

Q. Does this conclude your direct testimony? 682 

A. Yes. 683 


