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TREATMENT OF DEFERRAL ACCOUNTS 

1 CONTEXT 

Deferral accounts represent assets constituted by the deferring of costs incurred, which will be recognized in charges during subsequent financial years. The Distributor has several deferral accounts instituted for various purposes. Some accounts were created in order to assign charges to customers who receive the benefits from the setting up of a program (intergenerational fairness). Others were created to make it possible to subsequently take into account in required revenue costs whose amounts were not anticipated when distribution rates were determined. For the purposes of calculating the revenue requirement, when a deferral account is included in the rate base, it produces a return at the average cost of capital rate authorized by the Régie until the amounts that it contains are allocated to charges by amortization. Deferral accounts not included in the rate base bear interest at the same cost of capital rate authorized by the Régie until they are included in charges. HQD-10, Document 1 shows the changes in costs posted to the deferral accounts. 

Section 2 below aims to inventory all deferral accounts authorized for the Distributor, in order to distinguish their nature and treatment. In section 3, the Distributor asks, with supporting documentation, to include in the rate base its deferral accounts, which are currently outside of the rate base. 
2 INVENTORY OF ACCOUNTS 

2.1 Commercial Programs 

These programs essentially relate to “Electrotechnology Introduction Service” (SIE) programs being completed, the Revenue Protection Program (PPR), also being completed, and energy efficiency programs in remote communities. 
These programs are more fully described in HQD-12, Document 1, of the Distributor’s 2004 Annual Report. Costs incurred with respect to the SIE program are related to a technical support and loan guarantees offered by the Distributor to permit the introduction of effective electrical technologies. The costs related to the Revenue Protection Program moreover aim to encourage the loyalty of commercial customers (Affaires). Finally, to reduce production costs, energy efficiency programs in the remote communities have been put in place. They aim to encourage customers to use a space and water-heating source other than electricity, mainly fuel oil. Broadly speaking, these programs include financial compensation for the price of fuel oil, an annual furnace maintenance program, and assistance in converting systems to fuel oil. Few new costs were posted to the account during the period 2004 to 2006. The amounts entered in the deferral account are absorbed linearly over a five-year period, beginning in the year following the year these costs were posted. This account is an integral part of the rate base, under the heading Deferred Expenses, and the related annual amortization charge is included under the heading Amortization and Disposal of Distribution & Customer Service Costs. 
2.2 Global Energy Efficiency Plan (PGEÉ) 

The PGEÉ brings together a group of energy efficiency programs for residential, commercial, institutional and industrial customers. The Régie approved in Decision D-2002-25 a deferral account for the overall plan in order to permit the assignment of charges for the introduction of energy efficiency measures for customers who will benefit from the programs set out in the Plan. More specifically, the admissible charges to the deferral account defined in Decision D-2002-288 are the development and management of programs, training, financial assistance and communications. These amounts posted to the deferral account are amortized linearly over a five-year period beginning the year following the year when they were posted. The deferral account is included in the Distributor’s rate base and the related annual amortization charge is included under the category Amortization and Disposal of Distribution & Customer Service Costs. 
2.3 Interruptible Electricity Option 

In its Decision D-2003-224, the Régie authorized the establishment of a deferral account for accounting the costs of using the interruptible electricity option offered by the Distributor to major industrial customers, for the peak of the winter 2003-2004 and until November 30, 2004. In Decision D-2004-213, the Régie extended the terms of Decision D-2003-224 for the period from December 1, 2004 to November 30, 2006. The option means an undertaking by customers to make their power available according to some specific modalities. In return, a credit is offered businesses who have interrupted their power use. According to the modalities provided, before the volume of heritage pool electricity is reached, the option may be made available to Hydro-Québec in its production activities. Beyond the attainment of the heritage pool electricity volume, the Distributor uses this option as a complement to short-term purchases when accessible resources are insufficient. The Régie has approved that credits delivered by the Distributor to the major industrial customers, with amounts not anticipated when fixing electricity rates, be delivered into a deferral account. To date, no amount has been posted to this account and no amount is expected to be added in 2005 and 2006. It is an account maintained out of the rate base, whose possible balance will subsequently be imputed to the Distributor’s supply costs. 
2.4 Transfer of Heritage Pool Electricity Supply Costs

In Decision D-2003-93, the Régie authorized the principle of transfer of heritage pool supply costs and the creation of a deferral account in which variances resulting from modifications, unanticipated when setting electricity rates, would be posted to the costs of supplying heritage pool electricity by rate class (Schedule I of the Act). 
To this effect, a deferral account outside of the rate base has been provided. The balance of the account will be imputed fully to the Distributor’s cost of service, as supply cost, without averaging, in the year following its registration, or the following year. To date, no amount has been posted to this account and no amount is expected to be added to it in 2005 and 2006.

2.5 Transfer of Transmission Cost of Service 

The transmission cost of service included in the Distributor’s revenue requirement agrees with the bill for native load transmission authorized by the Régie in its Decision D-2002-95. In its Decision D-2003-93, the Régie favourably received the Distributor’s request to authorize the creation of a deferral account in which additional transmission service costs resulting from any change in the transmission rate that occurred during the implementation of distribution rates for a given test year would be posted. The creation of this account is justified by the fact that this change is beyond the Distributor’s control and affects an expenditure item representing nearly 25% of the total cost of service. 
This account is not included in the rate base. It was initially expected that its balance would be fully charged to transmission cost of service, without levelling, in the year after it was recorded. Otherwise, since HQT is awaiting a decision relating to phase 2 of its Application R-3549-2004, to govern the distribution of the transmission cost, retroactive billing on January 1 may change the charge related to the transmission service that the Distributor must assume. The additional costs billed to the Distributor for 2005 and 2006 would then be carried to the pass-on account dedicated to transmission costs. 
2.6 Deferred BT Rate Expenses Count

The deferral account relating to the abrogation of the BT rate has been authorized by the Régie in virtue of Decisions 2004-47 and 2004-170. In brief, variances between the energy price and the supply cost recognized by the Régie are posted in this account, as well as costs incurred relating to financial incentives payable to the customer and expenses associated with technical support offered to him. These measures relating to the abrogation of the BT rate will end on March 31, 2006. The balance of the account will be amortized linearly over a 60-month period beginning April 1, 2006. Thus, the Distributor will include in its cost of service for 2006 a first portion of variances found since January 1, 2004. 
2.7 Pass-On Account for Post-Heritage Pool Supply Costs 

In virtue of Decisions D-2005-34 and D-2005-132, the Régie has authorized the Distributor to create a deferral account to post all variances net of revenue resulting from the additional costs incurred for post-heritage pool supplies, which were not predictable at the time of the rate setting. The amount posted to the account is made up of variances in volume and price. The Distributor proposes an annual “reading” of variances, covering the period determined by the test year, that is, from December 1st to 31st. Thus, considering the date of filing of rate applications, the variances noted in 2005 in the deferral account will be included in the rate filing for the test year 2007. HQD-4, Document 3 deals with this pass-on account. 
3 REQUEST FOR INCLUSION OF DEFERRAL ACCOUNTS IN THE RATE BASE 

The Distributor wishes to approach the justification relating to the present request by recalling what distinguishes the working of deferral accounts included in the rate base from the working of deferral accounts outside the rate base. 
Account Included in the Rate Base: 
When a deferral account bears interest (at the average cost of capital rate), this interest is capitalized until the account is entered in the rate base. From this moment, the amortization of the account balance begins, and interest stops being capitalized, that is, it is no longer added to costs recorded in this account. Moreover, the rate base produces a yield at the average cost of capital rate and the resulting amount is included in the Distributor’s cost of service as Hydro-Québec. 
Account Outside the Rate Base: 
In a deferral account maintained outside the rate base, as for example in the case of the Deferred Charges -BT account, interest is capitalized as long as the measures leading to the accumulation of costs are in force. When these measures end, on March 31, 2006 in the case of the BT, capitalization of interest will end and the Distributor will dispose of the account gradually. For this specific account, the amortization period proposed by the Distributor was 36 months, that adopted by the Régie 60 months, which lengthens the expected cost recovery period. Since the account is being maintained outside the rate base, no amount will then be posted to the Distributor’s cost of service as rate of return, or cost of capital, on the non-amortized balance of the account. The Distributor alone thus assumes the cost of financing this balance. 
Considering the amounts that will presumably expand the deferral accounts (in number and in dollars) in the coming years, and also considering the likely levelling over several periods of deferred expenses that in principle should be fully accounted for in the subsequent test year (or in the second subsequent year), the problems mentioned in the previous paragraph may be exacerbated. Moreover, the Distributor is penalized by the cost averaging measures that it proposes in order to maintain rates at a relatively moderate level. 
Considering the penalty incurred by the Distributor with respect to recovery periods for its service costs, the Distributor asks that all its deferral accounts be included in the rate base so that the cost of financing deferred costs can be taken into account in the rates. This proposal itself will help facilitate management of interest capitalization for continuous accounts, when capitalizable costs and non-capitalizable costs (in the amortization process) meet.
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