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1. METHODOLOGICAL FRAMEWORK 

Pursuant to the 2004-2005 rate case (R-3541-2004), in the present submission, the Distributor assesses the rate impacts of the planned investments for the period 2006-2010. 
The analysis consists in measuring the net impact of the planned investments over a five-year time frame on the Distributor’s cost of service, assuming all other parameters remain constant. The investments are assumed not to exercise any pressure on the Distributor’s rate provided annual depreciation expenses are greater than net additions to the rate base. 
More specifically, the impact on rates (or on required revenue) is measured by the annual expenses attributable to the net additions to the rate base, net of revenue, if any. The annual expenses include depreciation expenses, financing cost, capital tax and the public services tax induced by the net additions to the rate base. 
Contrary to previous years when five-year impacts were analysed in global fashion for all investments, the proposed analysis distinguishes the impacts of these investments by dividing them into three groups: 
· R1: Investments of less than $10 M in assets maintenance, compliance and quality improvement. 
· R2: Investments linked to growth in demand 
· R3: Investments related to projects exceeding 10 million dollars, presented separately (in virtue of section 73 or considered as prudently acquired). These investments include: the CIS project, the renovation of 201 Jarry, and the distribution network automation program. Considering their nature, the burying programs have also been identified for inclusion in this category. 
The purpose of the analysis is to clarify the net impact of each of the three investment blocks on the Distributor’s revenue needs by taking into account the nature of these investments. To do so, it is important to recall that investments will have an impact on the rate base only when they are introduced. 
Thus, category (R1) investments are intended for asset maintenance, compliance and quality improvement. Thus, their net contribution to the rate base has been measured by deducting from the amounts put in service annually, all of the Distributor’s depreciation expenses associated with investments made before 2006. Table 1 below shows the commissioning, depreciation, and therefore the net addition to the rate base for this investment category. 
	Table 1

	Group R1

(In $million)
	2006
	2007
	2008
	2009
	2010

	Commissioning
	330,1
	331,6
	366,3
	380,8
	415,1

	Depreciations 
	486,7
	434,4
	455,2
	442,5
	429,7

	Net addition to rate base 
	-156,6
	-102,8
	-88,9
	-61,7
	-14,6


The planned amounts in the second category (R2) correspond to the addition of equipment to meet the additional needs related to customer electricity demand. Commissioning associated with this category corresponds to the net additions to the rate base. Table 2 below shows the commissioning in this investment category. 
	Table 2

	Group R2

(In $million)
	2006
	2007
	2008
	2009
	2010

	Commissioning 
	262.8
	253.6
	239.7
	237.9
	195.1

	Net additions to rate base 
	262.8
	253.6
	239.7
	237.9
	195.1


Finally, category (R3) investments are made up of projects that replace equipment already amortized (CIS and Renovation of 201 Jarry projects), or that consist essentially in the addition of equipment to the network (automation program). Thus, the amounts of their commissioning also constitute net additions to the rate base. 
Table 3 below shows the commissioning relating to this investment category 
	Table 3

	Group R3 

(In $million)
	2006
	2007
	2008
	2009
	2010

	Commissioning 
	41.4
	376.6
	67.0
	69.6
	63.9

	Net additions to rate base 
	41.4
	376.6
	67.0
	69.6
	63.9


2. MAIN HYPOTHESES 

All investments, except those related to the PGEE and the deferral account associated with the BT rate, are taken into consideration in the present analysis. 
The main assumptions are the following: 
· Commissioning resulting from investment authorization requests such as presented in exhibit HQD-8, Document 1, grouped according to the three categories (R1, R2 and R3) and presented in Tables 1, 2 and 3. 
· The Distributor’s depreciation relating to investments made before the year 2006 as presented in Table 1. 
· Depreciation calculated according to a compound interest basis rate of 3%, with the exception of the CIS project, which is amortized linearly. 
· 30-year depreciation for category R1 and R2 investments, as well as for the investments relating to burying programs included in category R3. 
· 10-year depreciation for the CIS project, 25 years for the 201 Jarry renovation project and an average of 15 years for the network automation program. 
· Prospective cost of capital equal to 6.53%. 
· Capital tax of 0.525% in 2006; 0.49% in 2007; 0.36% in 2008 and 0.29% beginning 2009. 
· Public services tax of 0.55%; 
· Special feature of investment category R2: Unlike the other two categories (R1 and R3), category R2 investments required to respond to growth in customer demand generate additional revenue for the Distributor; 
· Assessment basis for the revenue: The Distributor uses sales in TWh for the years 2005 to 2010 resulting from the June 2005 sale forecast. The estimated unit revenue corresponding to these sales derives from the projected total revenue for the year 2005, and is therefore non indexed, net of supply and transmission. 
3. RESULTS OF RATE IMPACT 

The rate impact of the net additions to the rate base of each of the three investment categories is shown in Table 4 below. 
Considering the fact that category R2 investments generate additional revenue for the Distributor, the rate impact for this investment category is calculated net of the additional revenue. 
	Table 4

	ANALYSIS OF NET IMPACT OF INVESTMENTS ON REQUIRED REVENUE

	(In $million)
	2006
	2007
	2008
	2009
	2010

	Net impact on required revenue–R1 

(Investments for asset maintenance, compliance and quality improvement) 
	-15.2
	-25.0
	-33.3
	-38.9
	-39.9

	Net impact on required revenue–R2 

(Investments related to demand growth) 
	
	
	
	
	

	Impact on required revenue - R2 
	25.5
	49.8
	72.5
	94.7
	112.6

	Additional revenue generated 
	-50.5
	-66.2
	-93.0
	-112.7
	-133.0

	Net impact on required revenue–R2 
	-25.0
	-16.5
	-20.5
	-17.9
	-20.4

	Net impact on revenue required–R3 

(Investments related to major projects) 
	4.4
	66.3
	71.6
	77.0
	81.5

	
	
	
	
	
	

	Total net impact of investments on required revenue 
	-35.8
	24.9
	17.7
	20.1
	21.2


Planned category R1 investments, for asset maintenance, compliance and quality improvement, do not exercise any pressure on the Distributor’s required revenue. These results clearly demonstrate that the Distributor is investing in prudent fashion since the expenses resulting from commissioning are less than depreciation expenses. 
For category R2 investments, the results demonstrate that the costs resulting from the amounts planned for demand growth are more than compensated by the additional revenue the Distributor gains from them. 
For all the categories, the Distributor’s investments exercise, with the exception of the year 2006, little pressure on rates. This pressure is mainly due to the investments linked to the major projects. With this in mind, the Distributor reminds the reader that it will review its main investment planning criteria over the coming months. 
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