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REGULATORY PROVISIONS REGARDING THE LAG BETWEEN THE RATE YEAR AND PROJECTED TEST YEAR

1 CONTEXT 

Under file R-3541-2004, the Distributor submitted to the Régie a demonstration in support of the revenue shortfall incurred because of the discrepancy between the rate year and the test year. 
The Distributor suggested three possible methods to make up for this shortfall.  The first, judged unacceptable by the Distributor, targeted the implementation of the rates on January 1. The remaining two options, the recognition of a regulatory provision and the application of a rider, were analyzed in order to work out the modalities of application as well as the impacts for both the customer and the Distributor. 

Following this analysis, the Distributor found the regulatory provision to be less than optimal, in that it makes the recovery of the revenue shortfall associated with a given test year subject to a subsequent rate application, and thus delays recovery.

The Distributor rather favoured the application of a rider over a 12-month period. This method presented several advantages including the recovery of the additional revenue required in the relevant test year (except for a residual portion to be recovered the subsequent year), improved the cost signal to the customer base, ease of application and one-time adjustment of billing over a 12-month period. 

In decision D-2005-34, the Régie recognized in principle the revenue shortfall incurred by the Distributor because of the discrepancy between the rate year and the test year, and found that a mechanism should be adopted to allow the Distributor to recover this deficit. The Régie furthermore rejected the option of the adoption of a rider. The mechanism adopted by the Régie consists in making a regulatory provision that will be effectively recovered in the subsequent test year. 
In section 2 of the present document, the Distributor presents for follow-up purposes the calculations of its regulatory provision for 2005 and 2006. 

In section 3, the Distributor describes the problems with the recovery of the provision during a subsequent test year. 

2 CALCULATION OF PROVISIONS FOR 2005 AND 2006 

Tables 1 and 2 present a summary of the calculation of the regulatory provision for each of 2005 and 2006. As mentioned in paragraph 29 of the “Submission Guide” issued last June 30 by the Régie, the calculation is based on the forecast demand for each quarter. 

The amount of the provision represents the differential between what sales revenue would be for the first quarter of the test year without a rate increase and the revenue if the increase were introduced on January 1 of the same year. 
TABLE 1 - REGULATORY PROVISION FOR 2005
(M$)
	Period Covered
	Before Increase
	1.2% Increase on January 1
	Regulatory Provision

	01/03 to 31/03
	2714
	2745
	31

	1/04 to 31/12
	6409
	6481
	

	Total
	9123
	9226
	


TABLE 2 - REGULATORY PROVISION FOR 2006
(M$)
	Period Covered 

	Before Increase
	3.0% Increase

on January 1st
	Regulatory Provision

	01/03 to 31/03
	2853
	2933
	79

	1/04 to 31/12
	6622
	6802
	

	Total
	94761

	9735
	


Detailed tables of the expected revenues before and after the increase on the basis of the forecast demand are presented in HQD-16, Document 1, page 15 (revised March 17, 2005) of filing R-3541-2004 in the case of the provision for 2005, and in HQD-13, Document 5, of the present filing in the case of the provision for 2006. 

3 RECOVERY OF THE PROVISION 

The implementation of the regulatory provision generates an impact for the Distributor related to the delay in recovering the said provision. 

In terms of recovery, recovering the required revenues for a test year in the following test year is equivalent to not recovering these revenues in the target test year. The delay in recovery faced by the Distributor according to Decision D-2005-34 forces it to finance an amount equal to the provision in order to meet its payment deadlines for its various suppliers while it waits to recover the funds. 
This problem has led the Distributor to adjust the calculation of delays in receiving its accounts receivable in its lead/lag study presented in HQD-9, Document 3, in order to take into account the additional period, which entails a delay in recovery of the revenue shortfall because of the lag between the rate year and the test year. 
� Discrepancy due to rounding
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