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1 
INTRODUCTION 

Pursuant to section 73 of the Act respecting the Régie de l'énergie (the “Act”) and to the Regulation respecting the conditions and cases where authorization is required from the Régie de l'énergie (the  “Regulation”), the Distributor must obtain authorization from the Régie to acquire, construct or dispose of buildings or assets intended for the distribution of electricity. 
In its recent decisions, the Régie has shown itself to be concerned with the rising level of investment required by the Distributor to fulfill its mission. Depreciation expense, financial expenses and the cost of capital related to investments make up more than 50% of distribution and customer services costs. Thus, the Distributor’s integrated investment strategy has to take this reality into account. The expected strong growth in network assets maintenance in particular has been the subject of comments and questions on the part of The Régie. Although the supporting filing presented by the Distributor has been well received, it was considered insufficient to authorize the requested maintenance budget increases. 
To better respond to the Régie’s concerns, the Distributor undertook to review all considerations and explanations concerning increased investments in distribution network maintenance. It plans to be in a position to demonstrate its maintenance needs for assets linked to the distribution network as part of the next rate filing. 
2 
SUMMARY OF 2006 INVESTMENTS ACCORDING TO SECTION 73 

Table 1 presents a summary of investments planned by the Distributor for 2006. 
TABLE 1: SUMMARY OF INVESTMENTS 2006

	Category 
($M)
	Investments Authorized Before Sect. 73 Came Into Force
	SPECIFIC AUTHORIZATION
	AUTHORIZATION APPLICATION
	Grand Total

	
	
	Major projects > $10 M
	Other investments < $10 M
	

	
	
	Already Authorized
	To Be Authorized
	Integrated Network
	Remote Communities
	Total
	

	Asset maintenance 
Distribution network 

Power plant 

Transmission network 

Metering and readings 

Administrative buildings 

Rolling stock 

Other support assets 


	0.0
	9.2

9.2
	
	228.1

121.2

20.3

11.9

31.8

42.9
	14.6

2.2

8.4

1.9

0.9

1.2
	242.7

123.4

8.4

1.9

20.3

11.9

32.7

44.1
	251.9

123.4

8.4

1.9

20.3

21.1

32.7

44.1

	 Quality Improvement 
	
	82.9
	
	19.4
	0.0
	19.4
	102.3

	Demand Growth 
	0.0
	0.0
	
	257.9
	10.1
	268.0
	268.0

	 Compliance 
	24.5
	0.0
	
	43.7
	5.7
	49.4
	73.9

	 Total 
	24.5
	92.1
	0.0
	549.1
	30.4
	579.5
	696.1


The investments, totalling $696.1 M, reflect the Distributor’s needs for 2006. These are the aggregate of all investments whose individual cost is less than the $10 M threshold falling under the various categories (that are the subject of the present application), the major projects requiring specific authorization as well as investments authorized before the coming into force of section 73 of the Act respecting the Régie de l'énergie, that is, the investments recognized as prudently acquired and useful for the operation of an electricity distribution network. These investments follow from the Distributor’s investment strategy of ensuring a reliable electricity supply as well as offering products and services properly adapted to customer needs. Thus, the Distributor must maintain a sufficient level of investment that will permit it to carry out its current activities for the benefit of the customers that it has responsibility for serving, while responding to the growth in demand. 
The Distributor wishes to point out that investments have an impact on the rate base only when the investment projects are commissioned. Thus, despite the fact that the investments planned for 2006 total $696.1 M, the expected impact on the rate base for 2006 amounts to only $634.3 M. Exhibit HQD-9, document 2 details expected commissioning by asset category. Exhibit HQD-8, document 2, shows the rate impacts resulting from the long-term investments. 
Tables 2 and 3 show the trends in investments over the period 2004 to 2006 by authorization type and by investment category. 
TABLE 2: SUMMARY OF INVESTMENTS BY AUTHORIZATION TYPE

	AUTHORIZATION TYPE ($M)
	Historical Year

2004
	Base Year

2005
	Test Year

2006

	IN BLOCK 
	500.1
	556.0
	579.5

	+ > $10 M already authorized 
	77.2
	113.2
	92.1

	+ > $10 M to be authorized 
	0.0 
	0.0 
	0.0

	 Investments Authorized before Sect. 73 
	29.1 
	33.1 
	24.5

	TOTAL 
	606.4
	702.3
	696.1


TABLE 3: SUMMARY OF INVESTMENTS BY CATEGORY OF INVESTMENT 

	CATEGORY ($M)
	Historic Year

2004
	Base Year

2005
	Test Year

2006

	Assets Maintenance 
	201.2
	227.2
	251.9

	Quality Improvement 
	126.0
	156.6
	102.3

	Demand Growth 
	234.6
	261.6
	268.0

	Compliance 
	44.6 
	56.9 
	73.9

	TOTAL 
	606.4 
	702.3 
	696.1


3 
ALL PROJECTS LESS THAN $10 M 

The Distributor hereby submits an application for authorization of the amount of $579.5 M for the aggregate of its projects with an individual cost of less than $10 M. Table 4 details these investments by investment category. 

TABLE 4: PROJECTS < $10 M BY INVESTMENT CATEGORY 

	CATEGORY ($M)
	Historic Year

2004
	Base Year

2005
	Authorized 2005

D-2005-34
	Test Year

2006

	Asset Maintenance 
	201.2 
	221.3 
	229.0 
	242.7

	Distribution network 
	124.6 
	119.7 
	121.0 
	123.4

	Generating station 
	3.0 
	8.5 
	8.6 
	8.4

	Transmission network 
	0.0 
	0.8.
	0.8 
	1.9

	Metering and readings 
	7.6 
	13.4 
	17.3 
	20.3

	Buildings 
	14.1 
	9.6 
	9.5 
	11.9

	Rolling stock
	30.6 
	32.9 
	31.4 
	32.7

	Other supporting assets 
	21.3 
	36.4 
	40.4 
	44.1

	Quality Improvement 
	30.7 
	31.2 
	28.9
	19.4

	 Compliance 
	33.6 
	41.9 
	43.4 
	49.4

	
	265.5 
	294.4 
	301.3 
	311.5

	Application Growth 
	234.6 
	261.6 
	247.1 
	268.0

	
	
	
	
	

	TOTAL 
	500.1 
	556.0
	548.4
	579.5


The Régie appeared concerned by the increasing level of investment required by the Distributor to fulfill its mission. Consequently, it has authorized the same envelope for 2005 as that authorized in 2004 for investments with an individual cost of less than $10 M, with the exception of investments associated with growth in demand. 
Within this context, the Distributor submits a budget of $579.5 M for 2006 for its investments with an individual cost of less than $10 M, an increase of $31.1 M in comparison with the envelope authorized by the Régie de l’énergie in its decision D‑2005-34.
This increase in the investment level can be explained as follows: 
· Increase of $20.9 M due to growth in demand. The Distributor projects for these investments to continue experiencing sustained growth for a third consecutive year. 
· Increase of $10.2 M in the envelope requested for the other three investment categories: investments in assets maintenance, quality improvement and compliance. 
This increase is due to two factors, additional costs totalling $6.6 M for measures to upgrade equipment security (magnetic card systems, readers, and intrusion alarms) as well as by a modification of criteria for allocating to investments crew hours assigned to installing meters (See work performance in exhibit HQD-7, document 7). The impact of this change has been estimated at $3.6 M. 

Furthermore, the Distributor wishes to point out that for the categories assets maintenance, quality improvement and compliance, in addition to increasing the envelope by $0.2 M, the allocation of its envelopes by investment category has been reviewed, in order to better reflect needs. 
Finally, the Distributor points out that an overrun of $2.3 M appears for the Quality Improvement category in 2005, compared to the amount authorized by the Régie. This overrun is however entirely made up by a favourable variance in assets maintenance. In this respect, Hydro-Québec Distribution reminds the reader that in its decision D-2003-77, the Régie agreed that the Distributor could reallocate up to 10% of investments between the categories Assets Maintenance and Quality Improvement, provided the total authorized envelope for these two categories is not exceeded. 
3.1 
Assets Maintenance 

This category brings together requirements for the maintenance of all the Distributor’s assets. Investments planned in this category are decided according to the condition and age of assets and their technical capacity to meet needs. Assets have been grouped into homogeneous classes reflecting their character. 
For information, Table 5 presents, by asset category, the historical cost of the assets and their average useful life span, the corresponding maintenance ratios and investments planned for 2006. 
TABLE 5: MAINTENANCE RATIOS

	ASSET CLASS
	Projection to 31-12-2005

	
	Historical Cost of Assets (in $M) projected to 31/12/2005
	Average Life span 

 (in years)
	Maintenance Ratio according to life span
	Application 2006 

(in $M)
	Maintenance Ratio according to application 2006

	Total assets 
	12 545.2
	34
	3.0%
	242.7
	1.9%

	Distribution network 
	9 710.1
	35
	2.9%
	123.4
	1.3%

	Generation and transmission 
	886.7
	40
	2.5%
	10.3
	1.2%

	Measurement and reading 
	601.0
	20
	5.0%
	20.3
	3.4%

	Buildings 
	684.5
	50
	2.0%
	11.9
	1.7%

	Rolling stock 
	292.5
	10
	10.0%
	32.7
	11.2%

	Other support assets 
	370.4
	6
	16.7%
	44.1
	11.9%


 The global envelope requested for asset maintenance amounts to $242.7 M in 2006, an increase of the order of $13.7 M in relation to the amounts authorized in 2005. This corresponds to an overall maintenance ratio of 1.9% of the historical cost of the Distributor’s assets, below the theoretical renewal rate of 3% calculated according to the average life span of the assets. 
Distribution Network 

This class includes all equipment (poles, conductors, transformers, protection devices) making up the overhead and underground networks used for electricity distribution and to supply customers at a voltage lower than 44 kV. As an example, investments in maintenance relating to the distribution network make it possible to correct problem situations on the network by replacing equipment that is not up to performance standards or that has become unusable. Replacement may also affect equipment for which analysis reveals a rapid deterioration in performance. These investments enable the Distributor to maintain its equipment and keep it working at an optimum level of performance. 
The Distributor has to correct abnormalities that have built up over the years on both the overhead and underground networks. These abnormalities include obsolescence, the failure of some items of equipment and the impossibility of operating them normally. Although these abnormalities do not automatically result in breakdowns and defects, they create limitations that complicate the operation of the network and increase the time required for interventions, which results in a general deterioration in the Continuity Indicator and higher operating costs. In 2006, planned expenditures to correct these situations amount to some 30% of investments in network assets maintenance, or $30 M for the rehabilitation of the underground network and $8 M for the overhead network. 
The Distributor has set itself the objective of reducing or eliminating this type of abnormality, but by including corrective action, both overhead and underground, into its basic assets maintenance activities, rather than through the creation of specific programs. 
The annual average amount invested over the past five years in distribution network assets maintenance is of the order of $123 M, which, in the Distributor’s opinion, is insufficient to ensure maintenance of the network. 
In its decision D-2005-34, the Régie ruled that the evidence provided was insufficient to justify an increase in this category of investment. As mentioned at the beginning of the present exhibit, the Distributor informs the Régie that it is presently reviewing its organizational context and assumptions in order to reinforce its supporting filing and to provide grounds, for 2007 and the following years, for authorization of the investments required to support maintenance of the distribution network assets. Therefore, for 2006, the Distributor asks the Régie for a distribution network assets maintenance envelope similar to that authorized in 2005, or $123.4 M. 

Power Plant and Transmission Network 

These classes of assets include electricity generation and transmission equipment required to serve customers in remote communities. 
Metering and Readings 

This class includes meters and other metering devices used to determine consumption by customers. 
Buildings 

This class includes real estate properties such as administrative and service centres, garages, shops and warehouses. 
Rolling Stock

This class includes all fleets of heavy and light vehicles, and requires annual investments of the order of $33 M. 
Other Support Assets 

This category mainly includes work tools and instruments, laboratory equipment as well as computer and telecommunications equipment. It also includes the development of certain software, among others for 2006, a project to dynamically manage meter-reading routes. 
3.2 
Quality Improvement 

Generally speaking, investments in quality improvement are intended to support the Distributor’s efforts to improve the Continuity Indicator (CI) or the customer satisfaction index (ISC). These actions also aim to attain objectives such as: 
· Providing reliable quality supply
· Reducing the number of service interruptions 
· Improving speed of action in order to reduce the length of interruptions 
· Reducing the number of customers affected by breakdowns 
· Protecting against extreme weather events 
· Providing customers with the information required in case of breakdowns and planned interventions 
The CIS and Network Automation projects are of course expedients proposed by the Distributor to improve service quality. They were the subjects of specific requests to the Régie. Otherwise, certain investments are also planned as a normal part of the Distributor’s activities. Thus, the requested quality improvement envelope for projects of less than $10 M, totals $19.4 M in 2006, or nearly $10 M less than the amounts authorized for 2005. The Distributor will continue carrying out the network reinforcement program for which a $5.8 M investment has been planned for the year 2006. This program aims to reduce the vulnerability of the distribution network in areas subject to exceptional weather, thus permitting power to be restored to most customers in less than one week. This program is to end in 2007. 
Moreover, the Distributor plans to invest $3.5 M to improve the operation of the CEDs (Distribution Operation Centres) and $7.2 M for developing its telephone environment. 
3.3 
Demand Growth 

Investments related to growth in demand include on the one hand all hook-up, extension and network modification work following the arrival of new customers and, on the other hand, addition of equipment and capacity to meet growing needs among existing customers. This category also includes investments required to meet the additional power needs of customers in remote communities. In order to limit investment increases, investment project planning is always based on projected sales after the impact of energy savings and consumption management programs. 
These investments are directly linked to the Distributor’s obligation to ensure power to anyone who asks for it within the territory served. In this respect, the Distributor has very little control over the level of investment required for a given year. 
The overall envelope requested for investments linked to growth in demand totals $268.0 M in 2006, $159.0 M to supply subscribers, $90.0 M for the equipment program, and $9.0 M for adding meters and metering devices. A further $10.1 M in investments is planned to meet the growth in demand in remote communities. These amounts cover generation, transmission and distribution capacity needs, including carrying out projects to define the expected partnership types and to establish norms for the integration of wind energy into a network supplied by a diesel power station. 
Supplying Subscribers 

Supplying subscribers consists in carrying out the overhead and underground work resulting from customers’ or promoters’ requests to be connected to the network or to modify features of the product that are delivered. 
The investment application to supply subscribers is based on a work starts scenario that anticipates 45 200 new subscribers in 2006. 
For information, Table 6 presents the record of actual subscribers over the past few years as well as the estimate for 2005 and 2006. 

TABLE 6: SUBSCRIBER SUPPLY INVESTMENT TRENDS

	
	Historical Years
	Base Year
	Test Year

	
	2002
	2003
	2004
	2005
	2006

	New domestic and agricultural subscribers 
	38 183
	47 736
	56 605
	55 545
	45 200

	Investments ($M) 
	147.4
	157.7
	185.6
	177.5
	158.9


Equipment Program 

The equipment program includes, among other things, overhead and underground work to eliminate or avoid overloading of distribution equipment. 
This program follows an annual planning cycle, which is based on an actual reading of average voltage line loads, forecasts of long-term demand, the addition of short-term loads identified by planners, and implementation of the technical criteria governing the network architecture. Network needs are then translated into specific projects spread over several years according to a priorities grid in order to space out investment requirements. 
Strong growth in the past few years has resulted in an increase in the Distributor’s needs for additional power, and has put a heavy demand on the capacity of its equipment. The Distributor finds that several of its lines and stations are running at peak capacity, particularly in the urban areas surrounding the Montreal region. 
For the additional capacity and equipment required to supply the present growth in customer demand on the network, the anticipated needs for 2006 amount to $90.0 M. 
3.4 
Compliance 

This category essentially brings together the demands of third persons, in particular, the shifting and removal of poles when rebuilding public thoroughfares and work resulting from contractual agreements on shared use of poles with telecommunications firms and for street lighting. It also includes investments required to comply with contractual agreements or to satisfy legislative, regulatory or normative requirements related to the environment and safety. 
The envelope planned for this category totals $49.4 M or $31.0 M to respond to requests from third parties, $6.5 M for common poles, $5.3 M for contractual agreements and $6.6 M for equipment security. 
4 
PROJECTS EXCEEDING 10 $M 

Projects in this category require the submission of a specific filing to request investment authorization from the Régie. Table 7 presents the historical and projected workflows from these projects. 

TABLE 7: PROJECTS EXTENDING OVER SEVERAL YEARS SPECIFIC AUTHORIZATION > $10 M
	PROJECTS ($M)
	Historical Year

2004
	Base Year

2005
	Test Year

2006
	2007
	2008
	2009
	2010

	ALREADY AUTHORIZED:
	
	
	
	
	
	
	

	CIS Project 
	77.2
	105.3
	58.9
	10.0
	0.0
	0.0
	0.0

	Automation Program 
	
	2.0
	24.0
	37.0
	41.0
	41.0
	30.0

	201 Jarry St. Renovation Project
	
	5.9
	9.2
	9.3
	8.6
	7.1
	5.5

	AUTHORIZATION TO COME:
	
	
	
	
	
	
	

	RÉAO Project 
	
	
	
	8.9
	9.4
	2.7
	0.0


 Customer Information System Project (CIS) 
The CIS (Customer Information System) project aims at transforming the commercial practices and business processes of the Vice-presidency, Sales and Customer Services, and modernizing its information systems from a "Distributor" perspective. This project has been presented separately to the Régie de l’énergie, which authorized it in its decision D-2002-280. The project is expected to end in 2007. The year 2006 will be marked by the introduction of delivery L2 of the project relating to business and commercial customers, and delivery L3 relating to residential customers. The amount of $10.0 M planned for 2007 will make it possible to complete the commissioning of the project. 
201 Jarry Renovation Project 
In March 2005, the Distributor submitted to the Régie a request for specific authorization (R-3562-2005) to carry out, over a six-year period, the renovation of its building situated at 201 Jarry West. On May 30, the Régie authorized the Distributor to carry out its project (D-2005-103). This building, more than 50 years old, contains offices, shops and garages. Its renovation, made necessary by the age of the facilities, will make it possible to ensure maintenance of the Distributor’s assets. 
Network Automation Program 
On March 18, 2005, the Distributor submitted to the Régie a request for specific authorization (R-3565-2005) to carry out a distribution network automation program. Last July 29, the Régie authorized the Distributor to go forward with its program (D-2005-140). 
The Distributor informs the Régie that it has begun a general review of its various projects and programs, their interrelationship, their level of advancement, and pressures that they exercise on the size of the work force, the level of operating costs and investments. It has found that, given the significance of the major projects already under way, such as CIS and Dcartes, it would be desirable to wait until these projects are sufficiently advanced, thus freeing resources, both human and financial, to carry out other major projects. This strategy will allow the Distributor to better integrate the new technologies into its normal activities, thus making it possible for its staff to master these changes, reducing upward pressures on resources, operating costs and investments and, therefore, on electricity rates. 
It is within this context that the Distributor has delayed the beginning of the project REAO and proposes to further protract its network automation program. The Distributor is of the opinion that in the light of its concerns regarding the availability of resources, spreading it out over six years
, will not compromise this program’s targets of improving continuity of service. 
RÉAO (Computer-Assisted Team Assignment) Project
As mentioned in the previous section, the Distributor is postponing the RÉAO project until 2007. Taking into account the Distributor’s concerns regarding the availability of resources, this postponement will make it possible to ensure that the other projects, such as the Dcartes and the CIS projects, are well integrated into its business before introducing a new one. 
5 
PROJECTS AUTHORIZED BEFORE THE COMING INTO FORCE OF SECTION 73 

Projects authorized before the coming into force of section 73 are investment projects recognized by the Régie as prudently acquired and useful for the Distributor. Table 8 presents the historical and projected flows of work of these projects. 
TABLE 8: PROJECTS EXTENDING OVER SEVERAL YEARS AUTHORIZED BEFORE SECTION 73
	Projects ($M)
	Historical Year

2004
	Base Year

2005
	Test Year

2006
	2007
	2008
	2009
	2010

	Dcartes Project
	18.1
	18.1
	
	
	
	
	

	Burying Programs 
	11.0
	15.0
	24.5
	18.7
	20.2
	22.7
	23.2


Underground Network Burying Programs 

Until early 2005, the Distributor backed two programs in support of the existing network burying projects: the Government Program – Heritage, Cultural and Tourist Sites, and the Roadside Beautification Program. The Distributor has a budgetary envelope of $270 M for these two programs. 
In the spring of 2005, the government decided to cancel its heritage, cultural and tourist sites program, indicating that it would maintain its commitment for projects already authorized. Then, the MRNF (Ministry of natural resources and fauna) asked Hydro-Québec to take over the abandoned program by including a section covering heritage, cultural and tourist sites, when reviewing its burying program. 
For 2006, the Distributor set its investment budget at $24.5 M, including $20.4 M to cover its contribution to projects the government had committed to. Once the terms and conditions of the burying program review have been determined, the Distributor will be able to update its investment forecasts. 
Dcartes Project 

The Dcartes project and commissioning are expected to be completed by the end of 2005. No amount is therefore planned for 2006. 

6 
LONG TERM INVESTMENT FORECASTING

TABLE 9: 2006-2010 INVESTMENT BUDGET ACCORDING TO SECTION 73 OF THE RÉGIE ACT BY BUDGET CATEGORY

	BUDGET CATEGORY ($M)
	Investments (in $M) 

	
	2006
	2007
	2008
	2009
	2010

	Asset Maintenance 
	251.9
	292.0
	291.5
	352.0
	369.9

	Quality Improvement 
	102.3
	75.3
	67.4
	58.2
	45.2

	Application Growth 
	268.0
	254.7
	246.5
	248.2
	226.9

	Compliance 
	73.9
	63.7
	65.3
	63.9
	65.6

	TOTAL 
	696.1
	685.7
	670.8
	722.3
	707.6


 Thus, considering the upward pressures exercised by distribution and customer services costs (including PGEÉ depreciations and BT rate deferral expenses) as well as the desire to minimize the impact on rates, the Distributor expects the overall level of investments to be stable. However, it anticipates an increase in investments targeting asset maintenance, mainly for network assets. On the other hand, quality improvement investments are expected to decline, beginning in 2007, in light of the commissioning of the CIS project. The Distributor also expects a reduction of demand growth investments linked with an anticipated slowing in the number of new subscribers. Finally, the amounts for compliance are expected to remain at steady levels after 2006, when additional budgets are required for equipment security. 
7 
CONCLUSION 

In accordance with the above, the Distributor considers that the total expected investments of $696.1 M for 2006, including $579.5 M for the request for authorization for investments for projects of less than $10 million, are reasonable and justified taking into account the Distributor’s and the Régie’s concerns regarding certain investment categories. 
These investments will enable the Distributor to carry out its current activities to benefit the customers that it has to serve. They will also allow the Distributor to maintain and improve its offer of service, to ensure a certain level of maintenance of its distribution network assets and finally, to sustain growth. 
The Distributor therefore asks the Régie to authorize a budget of $579.5 M for its investments with an individual cost of less than $10 M. 
� In filing R-3565-2005, it was demonstrated in the sensitivity analysis that spreading the automation program out over six years did not jeopardize the attainment of the targets. This spreading out had an impact on required income of the same size as the four-year scenario, but with a two-year shift. R-3565-2005, Exhibit HQD-1, document 1 page 31.
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