newfoundland labrador
‘ h d Hydro Place. 500 Columbus Drive.
\\ g ro P.0. Box 12400. St. John’s. NL
(anada A1B 4K7

t. 709.737.1400 f. 709.737.1800
www.nlh.nl.ca

a nalcor energy company

June 30, 2009

Board of Commissioners of Public Utilities
Prince Charles Building

120 Torbay Road, P.O. Box 21040

St. John’s, NL

A1A 5B2

ATTENTION: Ms. Cheryl Blundon
Director of Corporate Services & Board Secretary

Dear Ms. Blundon:

Re: An Application by Newfoundland and Labrador Hydro (Hydro) concerning the Rate
Stabilization Plan (RSP) components of the rates to be charged to Industrial Customers

Please find enclosed the original and eight copies of the above-noted Application, plus supporting
affidavit and draft order.

Hydro proposes to make final the current rates charged to the Industrial Customers, with the
exception of the rates charged to Teck Cominco Limited (formerly Aur Resources Inc.), as a result of
the termination of the Industrial Customer Historical Plan Balance of the RSP at December 31, 2007.

As per Section E of Hydro’s RSP, in 2008 the Industrial Customer Historical Plan Balance has been set
to zero and the remaining Industrial Customer balance of $(1,382,925) was included in the 2008 Plan.
In accordance with Board Order No. P.U. 1 (2007), Teck Cominco Limited is not subject to the Historic
Plan component of the RSP Adjustment. As the Historic Plan component is no longer part of the RSP
Adjustment due to the completion of its five-year collection period, Hydro is proposing that Teck
Cominco Limited be charged the same RSP rate as all other Island Industrial Customers which will
result in an estimated increase of 38% for this customer.

Since rates were last set for Industrial Customers in 2007, there has been a significant decline in
Island Industrial load. This is primarily the result of reduced power requirements by the pulp and
paper sector of the province arising from production shutdowns. This reduction in Industrial load is
shown in the following graph.
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The industrial load reduction has resulted in a significant balance accumulating in the Rate
Stabilization Plan ($16.1 million credit as of March 31, 2009). This significant reduction in the size of
the Industrial rate class calls into question the appropriateness of the current mechanism for
allocating the impact of the load variation in the RSP. Attached for the reference of the Board and
interested parties is a copy of Hydro's 2006 report entitled "Review of the Operation of the Rate
Stabilization Plan" (Appendix A), wherein Hydro identified a number of items for change to the rules
of the RSP, including a change in the method of allocating the load variation component of the RSP
(page 14) stated as follows:

Hydro intends to propose a change in the method of allocating the load variation
component of the RSP such that both the revenue and the fuel components of the
load variation will be allocated between NP and IC using customer energy allocation
ratios. In effect, customers will be allocated with Hydro’s bottom line impact in the
same proportion as energy costs are shared in a test year Cost of Service.

Discussions with Newfoundland Power, the Industrial Customers, and the Consumer Advocate were
held during 2007 and 2008 on changes to the RSP rules. While there was no consensus during those
discussions, it was Hydro’s intention that the proposed change to the RSP with regard to the load
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variation be filed with the Board no later than at the time of Hydro’s next General Rate Application.
Although the attached Application does not contain any proposed changes, the Board may wish to
consider suspension of the existing load variation allocation rules and holding in abeyance current
and future load variation amounts until such time as Hydro can develop a proposal to address the
current anomalies in the RSP. Hydro anticipates that an application with regard to the RSP load
variation can be made prior to the end of 2009.

Should you have any questions, please contact the undersigned.

Yours truly,

NEWFOUNMDLAND AND LABRADOR HYDRO

}“4%

Gegftfrey P. Young
S¢hnior LegaICoun

GPY/jc

cc:  Gerard Hayes — Newfoundland Power
Paul Coxworthy — Stewart McKelvey Stirling Scales
Joseph S. Hutchings, Q.C. - Poole Althouse
Thomas Johnson — Consumer Advocate



IN THE MATTER OF the Public
Utilities Act, (R.S.N.L. 1990,
Chapter P-47 (the Act); and

IN THE MATTER OF an Application

by Newfoundland and Labrador Hydro for the

approval, pursuant to Sections 70 (1) and 76 of

the Act, of the Rate Stabilization Plan components

of the rates to be charged to Industrial Customers.

TO: The Board of Commissioners of Public Utilities (the Board)

THE APPLICATION OF NEWFOUNDLAND AND LABRADOR HYDRO (Hydro) STATES THAT:

1. Hydro is a corporation continued and existing under the Hydro Corporation Act,
2007, is a public utility within the meaning of the Act and is subject to the provisions

of the Electrical Power Control Act, 1994.

2. Order No. P.U. 40 (2003) sets out the manner by which the Rate Stabilization Plan
(RSP} is calculated and applied to the rates charged by Hydro to its Island Industrial

Customers.

Teck Cominco Limited (previously AUR Resources Inc.)

3. By Order No. P.U. 40 (2003) the Board approved changes to the RSP with regards to
the special treatment and recovery of “Historical Plan Balances” that had
accumulated in the RSP as being owed to Hydro by its customers for energy

consumed during periods ending December 31, 2003.



Pursuant to the RSP, the Historical Plan Balance annual recovery portion is
converted to a mill rate, is added to the other components of the RSP (i.e. the
current amount and fuel rider), and is charged to customers as a component of their

energy rate.

On January 18, 2006 Hydro applied to the Board for approval of the provision of
electrical service by Hydro to Aur Resources Inc. at the rates that applied to the
provision of electrical service by Hydro to its other Island Industrial Customers, and
that the rates to be charged by the Applicant to Aur Resources Inc. for the electrical
energy it consumes be exclusive of the Island Industrial Historical Plan Balance

component of the RSP.

On October 31, 2006 Hydro filed an agreement between Hydro, Aur Resources Inc.,
several other Industrial Customers and the Consumer Advocate setting out a
consensus that the rates and rules and regulations for Aur Resources Inc., should be
approved as proposed in the Application and that any amounts calculated by Hydro
pursuant to the interim rates approved by the Board under Order No. P.U. 1 (2006)
that are in excess of the final rates approved by the Board should be refunded or

credited to Aur Resources Inc.

The Board in Order No. P.U. 1 (2007) ordered that the rates, rules and regulations

for Aur Resources Inc. should be similar to those of other Island Industrial Customers



of Hydro except that, among other things, rates should exclude the Historical Plan

Balance of the RSP.

8. On December 31, 2007 the five-year collection period to recover the Historical Plan
Balance ended as per Section E of Hydro’s RSP. In 2008, the Historical Plan Balance
was therefore set to zero and the remaining Industrial Customer balance of

$(1,382,925) was included in the 2008 Plan.

9. In 2007, Teck Cominco Limited acquired all the shares of Aur Resources Inc. and is
now the operator of the Duck Pond Mine. The name Aur Resources Inc. was

therefore changed to Teck Cominco Limited.

10. As the Historical Plan Balance is no longer a component of the RSP Adjustment due
to the completion of its five-year collection period, Hydro is proposing that Teck
Cominco Limited be charged the same RSP rate as all other Island Industrial

Customers.

All Industrial Customers

11. Order No. P.U. 8 (2007) confirmed on a final basis the rates for Hydro’s Island

Industrial Customers to be effective January 1, 2007.



12.

13.

14.

15.

16.

On December 20, 2007 Hydro filed an Application to the Board for an Order
continuing, on an interim basis, the rates then in effect for the Island Industrial
Customers, on the basis that the normal operation of the RSP could cause significant

rate volatility for the Island Industrial Customers.

Order No. P.U. 34 (2007) approved, on an interim basis, Island Industrial Customers’
rates to be effective for consumption on and after January 1, 2008, until a final

Order of the Board with respect to Island Industrial Customers’ rates for 2008.

On December 4, 2008 Abitibi Consolidated Inc. announced it would be closing its

Grand Falls paper mill effective March 31, 2009.

On December 11, 2008, Hydro filed an Application for approval to:

(a) continue the existing Island Industrial Customer interim rates except that rates
for Teck Cominco Limited (formerly Aur Resources Inc.) would be increased to
the same level as Hydro’s other Island Industrial Customers.

(b) revise the Schedule of Rates and the RSP rules and regulations for Hydro’s Island

industrial Customers to remove reference to the Historical Plan Balance.

On December 16, 2008, the Abitibi-Consolidated Rights and Assets Act was

introduced and passed into law by the province. Under that legislation the Abitibi



17.

18.

19.

hydro-electric generating assets were repatriated. The impact of this action on

Island Interconnected electricity rates cannot be estimated at this time.

The iIsland Industrial Customers made submission on December 17, 2008 requesting
that the interim rates be continued, with the existing differential for Teck Cominco
Limited, until March 31, 2009 to provide an opportunity for all parties to request
information, file evidence, request other pre-hearing procedures and a hearing
and/or submissions, and requiring Hydro to file an application for final rates at least

thirty days prior to the expiry of interim rates.

The Board in Order No. P.U. 37(2008) issued on December 24, 2008, determined
that the rates, rules and regulations for the Island Industrial Customers should
continue on an interim basis until March 31, 2009 and that Hydro should make
application to finalize the interim rates, rules and regulations for the Island Industrial

Customers by January 30, 2009.

On January 7, 2009, the owner of the Corner Brook Pulp and Paper mill announced
that it would be facing cutbacks to operations in three of its paper mills including the
Corner Brook mill. The level of the production cutbacks affecting the Corner Brook
mill and the impacts that it will have on energy consumption was not known at that

time.
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21.

22.

23.

On January 16, 2009 Hydro applied for an Order: (1) extending the Application filing
deadline set in Order No. P.U. 37 (2008) until June 30, 2009; and (2) approving a

continuation of the existing rates, rules and regulations for Hydro’s Island Industrial
Customers on an interim basis until such time as the Board has dealt with the above

referenced application.

On June 24, 2009, Corner Brook Pulp and Paper Limited announced that it was idling
its No. 4 paper machine indefinitely which means significantly reduced electrical

loads for an unknown period of time.

Order No. P.U. 6 (2009) approved the continuation of the rates, rules and
regulations for Hydro’s Island Industrial Customers on an interim basis until a final
Order of the Board with respect to the finalization of rates, and directed Hydro to
make application to finalize the interim rates, rules and regulations for the Island

Industrial Customers by June 30, 2009.

Having updated and completed its analysis of the fuel and load variations caused by
recent events, Hydro confirms that application of the existing RSP rules to calculate
rates for Industrial Customers would result in significant and unreasonable rate

volatility, as illustrated in Schedule B attached, Hydro hereby makes Application for

on Order approving:



(a) that the rates for Teck Cominco Limited be the same as are in effect for all other

Island Industrial customers; and

(b) that the existing Island Industrial Customer interim rates, except that rates for

Teck Cominco Limited (formerly Aur Resources Inc.). be made final.

DATED AT St. John’s in the Province of Newfoundland and Labrador this 30" day of June 2009.

ot

Ge rey P.Young (/
eI for the Appllcant

Newfoundland and Labrador Hydro,
500 Columbus Drive, P.O. Box 12400
St. John's, Newfoundland, A1B 4K7
Telephone: (709) 737-1277
Facsimile: (709) 737-1782




IN THE MATTER OF the Public
Utilities Act, (R.S.N.L. 1990, C. P-47)
(the Act); and

IN THE MATTER OF an Application

by Newfoundland and Labrador Hydro for the
approval, pursuant to Section 70 (1) of the Act, of the
Rate Stabilization Plan component of the rates

to be charged to Industrial Customers.

AFFIDAVIT

I, Derrick F. Sturge, Chartered Accountant, of St. John’s in the Province of Newfoundland and

Labrador, make oath and say as follows:

1. I am Vice-President, Finance and Chief Financial Officer, for Newfoundland and
Labrador Hydro, the Applicant named in the attached Application.

2. I have read and understand the foregoing Application.

3. I have personal knowledge of the facts contained therein, except where otherwise

indicated, and they are true to the best of my knowledge, information and belief.

SWORN at St. John’s in the
Province of Newfoundland and

Labrador
this:26¢h day of June 2009,

before me:
) Y /

Bar ster—-NewfoI[/nd(an and Labrador Derrickﬁ"F“;Stu'rgé’}/

T i
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(DRAFT ORDER)
NEWFOUNDLAND AND LABRADOR
BOARD OF COMMISSIONERS OF PUBLIC UTILITIES

AN ORDER OF THE BOARD

NO.P.U. _ (2009)

IN THE MATTER OF the Electrical Power
Control Act, RSNL 1994, Chapter E-5.1 (the
“EPCA”) and the Public Utilities Act, RSNL 1990,
Chapter P-47 (the “Act”) as amended, and their
subordinate regulations;

AND

IN THE MATTER an Application by
Newfoundland and Labrador Hydro for the
approval, pursuant to Sections 70 (1) and 76 of
the Act, of the Rate Stabilization Plan components
of the rates to be charged to Industrial Customers.

WHEREAS the Applicant is a corporation continued and existing under the Hydro
Corporation Act, 2007, is a public utility within the meaning of the Act and is subject to
the provisions of the Electrical Power Control Act, 1994 and

WHEREAS Order No. P.U. 40 (2003) sets out the manner by which the Rate
Stabilization Plan (RSP) is calculated and applied to the rates charged by Hydro to its
Island Industrial Customers and

WHEREAS By Order No. P.U. 40 (2003) the Board approved changes to the RSP with
regards to the special treatment and recovery of “Historical Plan Balances™ that had
accumulated in the RSP as being owed to Hydro by its customers for energy consumed
during periods ending December 31, 2003., and

WHEREAS Pursuant to the RSP, the Historical Plan Balance annual recovery portion is
converted to a mill rate, is added to the other components of the RSP (i.e. the current
amount and fuel rider), and is charged to customers as a component of their energy rate.;
and

WHEREAS On January 18, 2006 Hydro applied to the Board for approval of the
provision of electrical service by Hydro to Aur Resources Inc. at the rates that applied to
the provision of electrical service by Hydro to its other Island Industrial Customers, and
that the rates to be charged by the Applicant to Aur Resources Inc. for the electrical
energy it consumes be exclusive of the Island Industrial Historical Plan Balance
component of the RSP; and
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WHEREAS On October 31, 2006 Hydro filed an agreement between Hydro, Aur
Resources Inc., several other Industrial Customers and the Consumer Advocate setting
out a consensus that the rates and rules and regulations for Aur Resources Inc., should be
approved as proposed in the Application and that any amounts calculated by Hydro
pursuant to the interim rates approved by the Board under Order No. P.U. 1 (2006) that
are in excess of the final rates approved by the Board should be refunded or credited to
Aur Resources Inc, and

WHEREAS the Board in Order No. P.U. 1 (2007) ordered that the rates, rules and
regulations for Aur Resources Inc. should be similar to those of other Island Industrial
Customers of Hydro except that, among other things, rates should exclude the Historical
Plan Balance of the RSP, and

WHEREAS on December 31, 2007 the five-year collection period to recover the
Historical Plan Balance ended as per Section E of Hydro’s RSP. In 2008, the Historical
Plan Balance was therefore set to zero and the remaining Industrial Customer balance of
$(1,382,925) was included in the 2008 Plan, and

WHEREAS in 2007, Teck Cominco Limited acquired all the shares of Aur Resources
Inc. and is now the operator of the Duck Pond Mine. The name Aur Resources Inc. was
therefore changed to Teck Cominco Limited, and

WHEREAS the Historical Plan Balance is no longer a component of the RSP
Adjustment due to the completion of its five-year collection period, and Hydro is
proposing that Teck Cominco Limited be charged the same RSP rate as all other Island
Industrial Customers, and

WHEREAS Order No. P.U. 8 (2007) confirmed on a final basis the rates for Hydro’s
Island Industrial Customers to be effective January 1, 2007 and

WHEREAS on December 20, 2007 Hydro filed an Application to the Board for an Order
continuing, on an interim basis, the rates then in effect for the Island Industrial
Customers, on the basis that the normal operation of the RSP could cause significant rate
volatility for the Island Industrial Customers, and

WHEREAS Order No. P.U. 34 (2007) approved, on an interim basis, Island Industrial
Customers’ rates to be effective for consumption on and after January 1, 2008, until a
final Order of the Board with respect to Island Industrial Customers’ rates for 2008, and

WHEREAS on December 4, 2008 Abitibi Consolidated Inc. announced it would be
closing its Grand Falls paper mill effective March 31, 2009, and

WHEREAS on December 11, 2008, Hydro filed an Application for approval to:

(a) continue the existing Island Industrial Customer interim rates except that rates for
Teck Cominco Limited (formerly Aur Resources Inc.) would be increased to the same
level as Hydro’s other Island Industrial Customers.
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(b) revise the Schedule of Rates and the RSP rules and regulations for Hydro’s Island
Industrial Customers to remove reference to the Historical Plan Balance, and

WHEREAS on December 16, 2008, the Abitibi-Consolidated Rights and Assets Act was
introduced and passed into law by the Province, having the effect of repatriating the
Abitibi hydro-electric generating assets, the impact of which action on Island
Interconnected electricity rates cannot be estimated by Hydro at this time, and

WHEREAS the Board in Order No. P.U. 37(2008) issued on December 24, 2008,
determined that the rates, rules and regulations for the Island Industrial Customers should
continue on an interim basis until March 31, 2009 and that Hydro should make
application to finalize the interim rates, rules and regulations for the Island Industrial
Customers by January 30, 2009, and

WHEREAS on January 7, 2009, the owner of the Corner Brook Pulp and Paper mill
announced cutbacks to operations in its Corner Brook mill, the level of the production
cutbacks and the impacts that it would have on energy consumption was not known at
that time and

WHEREAS on January 16, 2009 Hydro applied for an Order: (1) extending the
Application filing deadline set in Order No. P.U. 37 (2008) until June 30, 2009; and (2)
approving a continuation of the existing rates, rules and regulations for Hydro’s Island
Industrial Customers on an interim basis until such time as the Board has dealt with the
above referenced application, and

WHEREAS Order No. P.U. 6 (2009) approved the continuation of the rates, rules and
regulations for Hydro’s Island Industrial Customers on an interim basis until a final Order
of the Board with respect to the finalization of rates, and directed Hydro to make
application to finalize the interim rates, rules and regulations for the Island Industrial
Customers by June 30, 2009, and

WHEREAS on June 30, 2009 the Applicant applied to the Board requesting approval:
(a) that the rates for Teck Cominco Limited be the same as are in effect for all other
Island Industrial customers; and

(b) that the existing Island Industrial Customer interim rates, except that rates for Teck
Cominco Limited (formerly Aur Resources Inc.). be made final; and

WHEREAS the Board has considered Hydro’s Application and the materials filed
therewith.

IT IS THEREFORE ORDERED THAT:

1. Pursuant to Sections 70 (1) and 76 of the Act the Board hereby approves, on a
final basis, the interim rates approved in Order Nos. P.U. 41(2006), P.U.
37(2008) and P.U. 6(2009) for Industrial Customers, as set out in Schedule A



of this Decision and Order, effective for consumption on and after January 1,
2008.

2. Pursuant to Sections 70 (1) and 76 of the Act the Board hereby approves that
the rates for Teck Cominco Limited be the same as are in effect for all other
Island Industrial customers effective July 1, 2009.

0N N kW

3. The Applicant shall pay all expenses of the Board arising from this
Application.

—
N - O O

13 DATED at St. John’s, Newfoundland and Labrador, this day of ,
14
15
16
17

18
19
20

21
22
23

24
25



Schedule A

Page 1 of4
NEWFOUNDLAND AND LABRADOR HYDRO

INDUSTRIAL - FIRM

Availability:

Rate:

Any person purchasing power, other than a retailer, supplied from the Interconnected Island
bulk transmission grid at voltages of 66 kV or greater on the primary side of any transformation
equipment directly supplying the person and who has entered into a contract with Hydro for the
purchase of firm power and energy.

Demand Charge:

The rate for Firm Power, as defined and set out in the Industrial Service Agreements, shall be
$6.68 per month per kilowatt of billing demand.

Firm Energy Charge:

BasE RAtE™ .....eeiiieecee e e s e s @ 3.676 ¢ per kWh
RSP AQJUSTMENT ..eeiiiiiieiiiiee ettt sttt e e st e e s snte e e s saeaeesnans @ (0.785) ¢ per kWh
=T =AY ¥ 1 o TSR @ 2.891 ¢ per kWh

*Subject to RSP Adjustment:

RSP Adjustment refers to all applicable adjustments arising from the operation of Hydro’s Rate
Stabilization Plan, which levelizes variations in hydraulic production, fuel cost, load and rural
rates.

Specifically Assigned Charges:

\J

The table below contains the additional specifically assigned charges for customer plant in
service that is specifically assigned to the Customer.

Annual Amount

Abitibi-Consolidated (Grand Falls) S 1,244
Abitibi-Consolidated (Stephenville) $ 104,647
Corner Brook Pulp and Paper Limited $ 347,167
North Atlantic Refining Limited $ 150,976
Teck Cominco Limited $ 186,169

IUI||Il|I|

h g ro Effective July 1, 2009

3 nalcor energy company



Schedule A
Page 2 of 4
NEWFOUNDLAND AND LABRADOR HYDRO

INDUSTRIAL - FIRM

Adjustment for Losses:

If the metering point is on the load side of the transformer, either owned by the customer or
specifically assigned to the customer, an adjustment for losses as determined in consultation
with the customer prior to January 31 of each year, shall be applied.

General:
Details regarding the conditions of Service are outlined in the Industrial Service Agreements.

This rate schedule does not include the Harmonized Sales Tax (HST) which applies to
electricity bills.

I Lir I||| i labrador
\\‘ g rO Effective July 1, 2009

[Or energy company



Schedule A
Page 3 of 4
NEWFOUNDLAND AND LABRADOR HYDRO

INDUSTRIAL - NON-FIRM

Availability:
Any person purchasing power, other than a retailer, supplied from the Interconnected Island
bulk transmission grid at voltages of 66 kV or greater on the primary side of any transformation
equipment directly supplying the person and who has entered into a contract with Hydro for the
purchase of firm power and energy.

Rate:

Non-Firm Energy Charge (¢ per kWh):

Non-Firm Energy is deemed to be supplied from thermal sources. The following formula shall
apply to calculate the Non-Firm Energy rate:

{(A+B)x(1+C)x(1+(1-D))}x 100

A= the monthly average cost of fuel per barrel for the energy source in the current month
or, in the month the source was last used

B= the conversion factor for the source used (kWh/bbl)
C= the administrative and variable operating and maintenance charge (10%)
D= the average system losses on the Island Interconnected grid for the last five years

ending in 2005 (2.68%).

The energy sources and associated conversion factors are:

1. Holyrood, using No. 6 fuel with a conversion factor of 630 kWh/bbl
2. Gas turbines using No. 2 fuel with a conversion factor of 475 kWh/bbl
3. Diesels using No. 2 fuel with a conversion factor of 556 kWh/bbl.

Adjustment for Losses:
If the metering point is on the load side of the transformer, either owned by the customer or
specifically assigned to the customer, an adjustment for losses as determined in consultation
with the customer prior to January 31 of each year, shall be applied.

General:

Details regarding the conditions of Service are outlined in the Industrial Service Agreements.
This rate schedule does not include the Harmonized Sales Tax (HST) which applies to
electricity bills.

X‘ hg ro Effective July 1, 2009

a nalcor energy company



Schedule A
Page 4 of 4
NEWFOUNDLAND AND LABRADOR HYDRO

INDUSTRIAL - WHEELING

Availability:

Any person purchasing power, other than a retailer, supplied from the Interconnected Island
bulk transmission grid at voltages of 66 kV or greater on the primary side of any transformation
equipment directly supplying the person and who has entered into a contract with Hydro for the
purchase of firm power and energy and whose Industrial Service Agreement so provides.

Rate:
Energy Charge:
Al KWh (Nt OF [0SSES)™ ..ottt eetrar e e e @ 0.384 ¢ per kWh
* For the purpose of this Rate, losses shall be 2.68%, the average system losses on the Island
Interconnected Grid for the last five years ending in 2005.
General:

Details regarding the conditions of Service are outlined in the Industrial Service Agreements.
This rate schedule does not include the Harmonized Sales Tax (HST) which applies to
electricity bills.

\\‘ hlg”a}:lol Effective July 1, 2009

a nalcor energy company



cents per kWh

cents per kWh

Schedule B

Page1of1
Industrial Customer Rate Impacts
Assuming No Rate Freeze
Effective January 1, 2008
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COMMITHENT

Review of the Operation of the Rate Stabilization Plan
For the Period January 1, 2004 to December 31, 2005

Prepared by Newfoundland and Labrador Hydro
June 30, 2006
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1 Introduction

This Rate Stabilization Plan (RSP) report was prepared by Newfoundland and Labrador Hydro
(Hydro) in response to the Board of Commissioners of Public Utilities (the Board) Order No.
P.U. 14 (2004), p. 78, which stated:

“The Board will direct NLH to complete a review of the operation
of the RSP for the period January 1, 2004 to December 31, 2005.
A report on this review setting out an assessment of the impact on
customers should be filed with the Board no later than June 30,

2006.”

The Board’s full order is available from its website at:

http://n225h099.pub.nf.ca/orders/order2004/pu/pul4-2004.pdf

Hydro is also taking this opportunity to introduce a potential new provision of the RSP to

stabilize fuel-related expenses for Hydro’s isolated systems.

The attached report contains conclusions, some of which propose modifications to the RSP rules.
It is Hydro’s intention to discuss these potential changes during the mediation process; none of

these proposals have been included in Hydro’s upcoming general rate application.

Newfoundland and Labrador Hydro 1
30-Jun-06



J\f g Rate Stabilization Plan Report

2 Background

Hydro’s RSP was first established in 1986 for Newfoundland Power (NP) and the Island
Industrial customers (IC) to smooth rate impacts for certain variations between actual results and
test year Cost of Service (COS) estimates for: (i) hydraulic production, (ii) No. 6 fuel cost used
at Hydro’s Holyrood generating station, and (iii) customer load (NP and IC)." It was developed
primarily in response to customer complaints of high electricity bills in the winter, caused
monthly rate adjustments through the fuel adjustment clause of Hydro’s rate schedule. Through
this clause, customers were charged monthly variances in fuel costs in the following month.
When there were large fuel cost increases in the winter, customers’ rates could increase
substantially at the same time they were experiencing high consumption. The RSP replaced this
clause and also Hydro’s water equalization provision, used to balance out Hydro’s costs for

varying hydraulic production.

From 1986 until the late 1990’s, the RSP functioned reasonably well. The combined impact of
hydraulic variations, fuel price variations and load variations produced acceptable RSP balances

and customer rate impacts.

In 2001, the combined RSP balance grew nearly two and one-half times from $35 million to $85
million. RSP balances since 2000 are shown in Table 1. Full RSP history since 1986 is

contained in Appendix A, and customer rates are in Appendix B.

"In 1993, NP’s RSP was modified to include provisions relating to Rural rate changes.

Newfoundland and Labrador Hydro 2
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Table 1: Customer Plan Balances

RSP Balances ($ 000)

Newfoundland | Industrial | Hydraulic Total

Power Customers | Variation RSP
2000 22,684 12,056 N/A 34,740
2001 60,300 24,768 N/A 85,068
2002 92,060 32,711 N/A 124,771
2003 114,790 40,914 N/A 155,704
2004 106,570 35,986 (5,521) | 137,035
2005 79,900 23,790 | (10,625) 93,065

At Hydro’s 2001 General Rate Application (GRA), the RSP became an issue due to the size of
uncollected balances owing from customers, and also there was concern that the RSP was
distorting the price signal customers received. There were extensive discussions and the Board
made a number of findings and recommendations in Order No. P.U. 7 (2002-2003). These

included:
e Changes to historical and current plan write-off periods; and
e Simplified calculations to determine the allocation of activity between NP and IC.

At Hydro’s next GRA in 2003, the RSP was again an issue due to continuing high balances
owing from customers, the resulting distortion to price signals, and proposed customer rate
impacts of dealing with the high balances. Hydro, NP, IC and the Consumer Advocate achieved
a consensus regarding a number of changes to the operation of the RSP. These changes

included:
e A change in the customer recovery/repayment related to hydraulic variations;
e Commencement of an annual fuel rider;

e A change in the customer assignment for the fuel component of customer load variation;

Newfoundland and Labrador Hydro 3
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e Forecast of financing charges, combined with a one-year recovery/repayment period for

the current plan; and
e Changes to the historical plan and the write-off periods.

In the Board’s Order P.U. 40 (2003), the Board approved the changes as agreed to among the
parties, effective January 1, 2004. This report reviews each of the changes for the two-year

period since implementation.

Newfoundland and Labrador Hydro 4
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3 RSP Revisions

Each of the following changes to the RSP, approved by the Board at Hydro’s 2003 GRA in P.U.
40 (2003), is reviewed in context of the objective of the change, the 24-month period operating

results, and Hydro’s conclusions related to the change:
e Hydraulic variation;
e Fuel price variation and fuel rider;
e Customer Load Variation;
e Current plan recovery/repayment;
e Historical plan balances and write-offs.

3.1 Hydraulic Variation

Background

The hydraulic variation provision of the RSP smoothes customer rate impacts and stabilizes
Hydro’s financial position for varying levels of hydraulic production. Variations in hydraulic
production (due to changes in rainfall and snowfall) impact levels of production at Holyrood and
the amount of No. 6 fuel consumed. Hydro will owe money to customers when hydraulic
production is higher than the test year® and there is lower consumption of No. 6 fuel at Holyrood.
Customers will owe money to Hydro when hydraulic production is below test year levels and
more barrels of No. 6 fuel are consumed at Holyrood. Over an extended period of time,
cumulative hydraulic production variations should tend toward zero because test year production

is set to the average expected from historical hydrological records.

Prior to 2001, the combined hydraulic and fuel price variations resulted in reasonable RSP
balances’. In 2001, high fuel prices combined with below average hydraulic production levels

produced RSP balances which were unacceptably high. Also, the method of setting customer

? Customer base rates are established on test year data, which incorporate average hydraulic production levels.
3 See Appendix A.

Newfoundland and Labrador Hydro 5
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adjustment rates contributed to the problem because it was based on a perpetual or rolling one-
third write-off of customer plan balances each year. With balances growing year over year, the

adjustment rates did not produce the desired result of reducing plan balances.

During the 2003 GRA, there were several problems recognized with the hydraulic variation

provision of the RSP:

e Over time, variations in hydraulic energy production would tend toward zero, but the
value of hydraulic energy variations would never tend toward zero with increases and

decreases in energy production priced at different test year fuel prices over the years.

e Increased hydraulic production could offset high fuel prices, obscuring proper marginal

thermal production pricing signals.

e Incorporating the full hydraulic variation into annual customer rate adjustments does not
accommodate the natural tendency of the hydraulic production variation provision to tend
toward zero over time. Furthermore, when the perpetual rolling three-year write-off
period was replaced with a discrete two-year write-off period in 2002, inclusion of the
full hydraulic variation could unnecessarily increase the volatility of customer rate

adjustments.
¢ Financing charges became a significant factor when dealing with large RSP balances.

A summary of recent changes to the hydraulic variation is shown in Table 2:

Table 2: Hydraulic Variation Change Summary

Effective Sept 1, 2002 Effective Jan 1, 2004
Change Previous Order No. P.U. 7 (2002-2003) | Order No. P.U. 40 (2003)
Customer Assignment Monthly Monthly Annually

Frequency

Customer Assignment | 100% of activity, plus 100% of activity, plus 100% of | 25% of life-to-date activity,

Amount 100% of financing financing plus 100% of financing
Recovery Period izg)etual or rolling 3- Discrete 2-year write-off Discrete 1-year write-off
Newfoundland and Labrador Hydro 6

30-Jun-06




J\f g Rate Stabilization Plan Report

Beginning January 1, 2004, the customer assignment is now performed annually in December of
each year, and is based on 25% of the life-to date hydraulic variation, plus 100% of the current
year financing charges. The remaining portion of the life-to-date hydraulic variation remains on
Hydro’s balance sheet in the Hydraulic Variation Account, with the assumption that future

production variations will offset the account balance.

Analysis

The reasonableness of the balance in the hydraulic variation account can be determined with a
comparison between the cumulative energy variation and the cumulative account balance. They
should both reflect the same circumstance (i.e., above average cumulative production should be
represented with a credit account balance, and vice versa). Table 3 shows the cumulative energy
and amounts in the Hydraulic Variation Account. These amounts are derived from 2004 test
year fuel costs (average of $30/bbl), and hydraulic production variations will continue to be
valued at this level until Hydro receives Board approval for a new test year. With current and
projected fuel prices in the $55/bbl range, a new test year will mean the value of each kWh of
variation will be more than 80% higher. Using hydraulic production variances since 1986 at
$55/bbl fuel, the balance in the Hydraulic Variation Account could move between a positive

$80 million and a negative $120 million.

However, the Hydraulic Variation Account is intended to function over an extended period of

time and there has not yet been enough experience to draw any conclusions.

Table 3: Cumulative Hydraulic Variation

(Above) Below Average Production

GWh $ 000
Year Annual Cumulative Annual Cumulative
2004 (183) (183) (5,522) (5,522)
2005 (187) (370) (5,104) (10,626)

" Account balance after year-end customer assignment.

Newfoundland and Labrador Hydro 7
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Conclusion

The cumulative energy and dollar amounts should continue to be monitored to ensure the
reasonableness of the balance of the Hydraulic Variation account and that the balance continues

to represent a level which Hydro should carry on its balance sheet.

3.2 Fuel Price Variation and Fuel Rider

Background

The fuel price variation provision of the RSP smoothes customer rate impacts and stabilizes
Hydro’s financial position for changes in the cost per barrel of No. 6 fuel consumed at Holyrood.
Hydro will owe money to customers when unit fuel costs are lower than the test year forecast;

customers will owe money to Hydro when unit fuel costs are above the test year forecast.

Beginning in 2000, fuel costs per barrel were more than twice the level built into customer base
rates, resulting in large balances accumulating in the RSP. Even over the course of only a few
months, significant amounts accumulated in the RSP due to fuel price variations: $14 million for
the four-month period September to December, 2002, and a further $31 million in the following
six-month period. Chart 1 reflects a comparison between actual fuel costs and the fuel prices

reflected in customer rates.

Newfoundland and Labrador Hydro 8
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Chart 1: No. 6 Fuel
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During the 2003 GRA, the following problems were identified with the fuel price variation

provision of the RSP:

e A two-year adjustment period did not prevent large plan balances and produced high

customer rate adjustments.

e Once large plan balances were established, compound financing resulted in an additional

burden.

A summary of recent changes to the fuel price variation is shown in Table 4.
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Table 4: Fuel Price Variation Change Summary

Change

Previous

Effective Sept 1, 2002
Order No. P.U. 7 (2002-2003)

Effective Jan 1, 2004
Order No. P.U. 40 (2003)

Basis for Customer

Current December

Current December plan balances

NP: Current March plan balance

bl

Adjustment plan balances plus projected financing charges;
Calculations IC: Current December plan balance
plus projected financing charges
Fuel Rider - - Fuel price projection incorporated
into customer adjustment rates
Recovery Period Perpetual or rolling Discrete 2-year write-off Discrete 1-year write-off

3-yr

Fuel rider calculations were introduced in an attempt to gain control over fuel price variations in
the RSP and to send the proper price signal to customers. Under the existing RSP rules, the fuel
rider is eliminated from customer RSP rates upon implementation of new base rates, based on the
presumption that the latest available fuel forecast would be incorporated into customer base
rates, making a fuel rider unnecessary. Because customer base rates changed on July 1, 2004,
fuel riders were first implemented for IC as of January 1, 2005 (based on the September 2004
fuel price forecast) and for NP as of July 1, 2005 (based on the March 2005 fuel price forecast).

The change to the one-year write-off period was also an essential element in providing customers

with timely price signals.

Analysis

The performance of the IC fuel rider adjustment to date is shown in Table 5. Of the $3.2 million
IC fuel price variation for 2005, $2.4 million, or 76%, was collected on a current basis through
the fuel rider. Also, because the fuel price variation was in part collected on a current basis,

financing charges were lower by approximately $89,000.

Newfoundland and Labrador Hydro 10
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Table 5: Industrial Fuel Rider Performance

IC
Fuel Price Fuel Rider
Variation Sales Fuel Rider Adjustment
$ kWh @ $/kWh $
2005 Jan (136,044) 112,560,731 0.00196 220,619
Feb 114,532 109,136,716 0.00196 213,908
Mar 406,545 122,483,694 0.00196 240,068
Apr 319,648 110,682,063 0.00196 216,937
May 60,554 105,616,596 0.00196 207,009
Jun 15,881 98,776,302 0.00196 193,602
Jul 237,445 110,910,423 0.00196 217,384
Aug 116,722 116,298,285 0.00196 227,945
Sep 215,033 115,676,988 0.00196 226,727
Oct 543,057 106,076,844 0.00196 207,911
Nov 693,829 67,881,626 0.00196 133,048
Dec 620,173 60,801,066 0.00196 119,170
Totals 3,207,375 1,236,901,334 2,424,327
" December 2005 RSP Report, p. 7
@ December 2005 RSP Report, p. 9

The performance of the NP fuel rider adjustment to date is shown in Table 6. Of the $10.1
million NP fuel price variation for the last six months of 2005, $8.8 million, or 88%, was
collected on a current basis through the fuel rider. However, the fuel price variation in the RSP
is based on Holyrood production levels and needs to be viewed over a full 12-month period

before any firm conclusions can be drawn.

Newfoundland and Labrador Hydro
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Table 6: Newfoundland Power Fuel Rider Performance

NP
Fuel Price Fuel Rider
Variation " Sales Fuel Rider Adjustment
$ kwh @ $/kWh $
2005 Jul 908,328 270,899,447 0.00428 1,159,450
Aug 459,002 272,663,419 0.00428 1,166,999
Sep 798,506 279,940,844 0.00428 1,198,147
Oct 2,095,571 345,179,856 0.00428 1,477,370
Nov 2,961,131 402,642,350 0.00428 1,723,309
Dec 2,867,191 492,152,859 0.00428 2,106,414
Totals 10,089,729 2,063,478,775 8,831,689
" December 2005 RSP Report, p. 7
@ December 2005 RSP Report, p. 8

As mentioned earlier, there was no fuel rider in place for NP on July 1, 2004, due to the change
in base rates at the same time. However, depending upon the timing of a change in base rates,
there may be a more current fuel rider forecast available than that used to establish test year base
rates. The existing fuel rider provisions could function to update the fuel forecast, if appropriate,

at the time new base rates are established.

For example, the September 2003 fuel forecast was used to establish 2004 test year base rates.
When base rates were changed on July 1, 2004, the March 2004 fuel forecast was available for
the purpose of establishing NP’s fuel rider, but was not used in accordance with the current RSP
rules. If the March 2004 fuel forecast had been implemented on July 1, 2004, it would have
added $2.70 per barrel into customers’ rates and partially offset the average fuel price variation.
For NP, the average fuel price variation for the period July 2004 to June 2005 was $4.95 per
barrel. For IC, the average fuel price variation for the period July 2004 to December 2004 was
$3.93 per barrel Instead, these variances were reflected in NP rates one year later on July 1,

2005 and in IC rates on January 1, 2005.

Newfoundland and Labrador Hydro
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Conclusion

Hydro is satisfied that to date the fuel riders have anticipated the correct fuel price trend, that
they are significantly reducing customer plan balances from what they otherwise would be, and

that customers are provided with an appropriate and timely price signal.

Hydro believes that the rules governing the application of the fuel rider should be changed such
that when new test year base rates are implemented, if there is a more current fuel rider forecast

(either September or March), it should be implemented at the same time as the change in base

rates.
3.3 Customer Load Variation
Background

At Hydro’s 2003 GRA, the parties agreed that both the revenue and the fuel amounts related to
load variation should be assigned to the plan (NP or IC) where the load variation occurred.
Previously, revenues were assigned to the plan based on which customer class caused the load
variation, but the related fuel costs were allocated between NP and IC based on the 12 months-
to-date energy ratios for each customer class. The change in customer assignment was
considered to improve fairness because costs would now be assigned between NP and IC based

on causality. Recent changes are summarized in Table 7.

Table 7: Customer Load Variation Change Summary

Effective Sept 1, 2002 Effective Jan 1, 2004

Change

Previous

Order No. P.U. 7 (2002-2003)

Order No. P.U. 40 (2003)

Fuel Component of
Load Variation

Cost of service
allocation

Energy allocation ratios

100% where incurred

Revenue
Component of Load
Variation

100% where incurred

100% where incurred

100% where incurred

Recovery Period

Perpetual or rolling
3-year

Discrete 2-year write-off

Discrete 1-year write-off

Newfoundland and Labrador Hydro
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Analysis

One measure of fairness when it comes to evaluating the customer allocations performed in the
RSP is the degree to which the RSP adjustment rate anticipates a re-setting of customer base
rates using a Cost of Service study. If the change were to be incorporated into a new test year,
the RSP adjustment rate should be representative of the change to base rates. Hydro has
evaluated both the previous and the existing RSP allocation of customer load variation against
the Cost of Service treatment’. This evaluation showed that both the previous and existing
methods produce widely different results which led Hydro to conclude that the customer
allocation for the load variation should be revised so that it is more closely aligned with Cost of

Service treatment.

Hydro intends to propose a change in the method of allocating the load variation component of
the RSP such that both the revenue and the fuel components of the load variation will be
allocated between NP and IC using customer energy allocation ratios. In effect, customers will
be allocated with Hydro’s bottom line impact in the same proportion as energy costs are shared
in a test year Cost of Service. Table 8 compares the 2004 Test Year Cost of Service
implications (based on $30/barrel No. 6 fuel) of IC load variations with the existing and previous
RSP treatments, as well as the proposed treatment. Table 9 shows the same IC load variations

based on a preliminary 2007 Test Year Cost of Service and $55/barrel No. 6 fuel.

Table 8: IC Load Variation Analysis (2004 Test Year)

Net Customer Impacts ($ 000)
($30/barrel No. 6 Fuel)
IC Load Reduction IC Load Increase
100 GWh 100 GWh
IC NP 1C NP
2004 Cost of Service treatment (367) (1,436) 493 1,623
Existing RSP allocation (100% fuel allocation) (2,087) 0 2,087 0
Previous RSP allocation (fuel allocated on energy ratios) 1,757 (3,547)  (1,641) 3,440
Proposed RSP Allocation (fuel and revenue allocated on energy ratios) (402) (1,555) 453 1,507

* Cost of Service treatment reflects the change in fuel costs associated with the load variation, plus the reallocation
of test year energy costs due to the change in customer allocation energy ratios. NP impacts contained in this report
do not include any re-allocation of the Rural deficit.

Newfoundland and Labrador Hydro
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Table 9: IC Load Variation Analysis (Preliminary 2007 Test Year)

2007 Cost of Service treatment
Existing RSP allocation (100% fuel allocation)

Previous RSP allocation (fuel allocated on energy ratios)

Proposed RSP Allocation (fuel and revenue allocated on energy ratios)

Net Customer Impacts ($ 000)
($55/barrel No. 6 Fuel)

IC Load Reduction
100 GWh

IC Load Increase

100 GW!

h

(618)
(4,930)
2,673

(636)

NP

IC

(3,774) 823 4,

4,930

(7,041)  (2,434) 6,
(3,976) 771 3,

NP

022
0

819
851

Tables 8 and 9 both show that the existing allocation of IC load variation is an improvement

over the previous method, but that it is not closely aligned with the Cost of Service treatment.

However, for both test years, the tables demonstrate that the proposed allocation method is

indeed in line with the Cost of Service treatment.

While the existing RSP allocation may seem advantageous to IC in light of the recent reduction

in Abitibi Consolidated Inc. (ACI) Stephenville’s load, the reverse is also true. If there is an

increase in IC load, the IC will be allocated with 100% of the fuel costs associated with the

increase in load.

Results for the same load variation for NP, for both the 2004 and 2007 Cost of Service, are

shown in Table 10 and Table 11.

Table 10: NP Load Variation Analysis (2004 Test Year)

Net Customer Impacts ($ 000)
($30/barrel No. 6 Fuel)

2004 Cost of Service treatment
Existing RSP allocation (100% fuel allocation)

Previous RSP allocation (fuel allocated on energy ratios)

Proposed RSP Allocation (fuel and revenue allocated on energy ratios)

NP Load Reduction NP Load Increase
100 GWh 100 GWh
NP IC NP IC
504 397) (487) 459
(62) 0 62 0
1,230 (992) (1,191) 962
(45) (13) 46 13

Newfoundland and Labrador Hydro
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Table 11: NP Load Variation Analysis (Preliminary 2007 Test Year)

Net Customer Impacts ($ 000)
($55/barrel No. 6 Fuel)
NP Load Reduction NP Load Increase
100 GWh 100 GWh
NP IC NP IC
2007 Cost of Service treatment 1,205 (652) (1,172) 753
Existing RSP allocation (100% fuel allocation) 170 0 (170) 0
Previous RSP allocation (fuel allocated on energy ratios) 2,008 (1,269)  (1,950) 1,229
Proposed RSP Allocation (fuel and revenue allocated on energy ratios) 134 25 (135) (24)

The improvement of the proposed allocation method over the existing allocation method is not as
pronounced for NP as it is for [C. With NP’s end block rate based on the average cost of No. 6

fuel, NP’s net load variation will be small.

Conclusion

Hydro intends to propose a change to the customer allocation for the load variation provision of
the RSP such that both the revenue and the fuel components of the load variation for both NP

and IC are allocated on customer energy ratios.

3.4 Current Plan Recovery/Repayment

At a time when RSP balances were high, customer adjustment rates were based on a perpetual or
rolling three-year write-off, and excluded forecast financing charges. Both of these factors
contributed to unreasonably high plan balances and excessive financing charges, resulting in an
improper price signal. The rolling three-year write-off did not deal successfully with significant
activity in the plan. Rate impacts were smoothed and deferred, but high plan balances and

compound financing charges placed an additional burden on ratepayers.

Commencing July 1, 2005 for NP and January 1, 2006 for IC, customer adjustment rates to
recover current plan balances incorporated forecast financing charges and a one-year recovery
period. Because the annual fuel rider has controlled current plan balances effectively, the
anticipated benefits of these rate-setting provisions have not been necessary, but may prove

useful in the future. Table 12 shows representative plan balances for both NP and IC and the

Newfoundland and Labrador Hydro 16
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difference in financing charges between the previous method and the current method of setting

adjustment rates

Table 12: Comparison of Financing Charges

$ 000
NP IC
Financing Charges Financing Charges
Plan Previous Current Plan Previous Current
Balance Recovery Recovery Balance  Recovery Recovery
30,000 2,391 1,143 10,000 818 401
60,000 4,783 2,287 20,000 1,636 801
90,000 7,172 3,430 30,000 2,454 1,202

Conclusion

Hydro believes that should large RSP balances recur, both the forecast financing and the one-

year recovery provisions will prove worthwhile and these provisions should be retained.

3.5 Historical Plan Balances and Write-Offs

Balances in the RSP first became an issue at Hydro’s 2001 GRA due to the large amounts owed
by NP and IC to Hydro. In the order arising from that GRA, P.U. 7 (2002-2003), the Board fixed
the outstanding historical RSP balance as of August 2002 and changed the recovery period for
this balance from a perpetual annual one-third collection to a fixed five-year period. Outstanding
RSP balances were again an issue at Hydro’s 2003 GRA, due to an additional $61 million
activity occurring between September, 2002 and December 2003. In Order P.U. 40 (2003), the
Board rolled the December 2003 current plan balances in with the historical plan balance, and
maintained the original 5-year recovery period for the revised historical plan. The IC recovery
period is due to finish December 31, 2007; NP’s recovery period is due to finish June 30, 2008.
Table 13 shows a recap of the historical RSP balances.

Newfoundland and Labrador Hydro
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Table 13: Historical RSP

RSP Balances Collection Rates ")
($ million) Write-Off (mills/kWh)
NP IC Total Period NP IC
Dec 2002 Original Historical 76.2 28.0 104.3 5 3.24 4.23
Dec 2003 Original Historical 70.2 24.4 94.6 3.66 4.68
Sep 02 to Dec 03 Activity 44.6 16.6 61.1 2.49 3.18
Revised Historical 114.8 40.9 155.7 4 6.15 7.86

Dec 2004 Revised Historical 101.7 323 133.9 3 6.36 7.51
Dec 2005 Revised Historical 79.8 25.1 104.9 2 7.07 10.14
Dec 2006 Revised Historical (Forecast) 52.7 18.5 71.1 1 7.52 22.77
Dec 2007 Revised Historical (Forecast) 19.4 0.0 19.4 -- -- --

() NP rate is effective July 1 of the next year; IC rate is effective January 1 of the next year.

With the introduction of the fuel rider and the one-year write-off period for the current plan,
annual RSP customer adjustment rates should, in the future, be more representative of current
year activity. These changes, in conjunction with the change in customer assignment related to
the hydraulic variation provision, are intended to prevent current activity from escalating
customer balances to the point where current activity would once again be rolled into historical

plan balances and written off over an extended period.

The Board has indicated’ that further extension of the recovery period beyond 2007 is not
consistent with the principle of intergenerational equity and increases the risk that future

industrial customers may be required to pay for costs that they did not cause to be incurred.

Hydro believes that the new provisions of the RSP will significantly reduce the size of future
plan balances with the intent that the 2003 levels will not recur. With the collection of current
activity under much-improved control, Hydro has indicated a willingness to consider some
flexibility with the collection of outstanding historical plan balances, provided there is agreement

among customers and provided consideration is given to the issue of intergenerational equity.

> Board Order P.U. 54(2004) was issued in response to a request by IC for rate relief when the fuel rider was
implemented January 1, 2005.

Newfoundland and Labrador Hydro
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Conclusion
Hydro has indicated a willingness to extend the recovery period for the historical RSP, provided
that there is agreement among customers and there is consideration given to the issue of

intergenerational equity.

Newfoundland and Labrador Hydro
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4 Customer Impacts

4.1 IC Rate Impacts

This section explores the significant customer rate impacts related to the combined effects of the

IC historical plan balances and IC load variations.

The January, 2006 rate for the IC historical plan is 10.14 mills/kWh, and was intended to collect
$12.5 million. The rate was established based on 12 months-to-date energy sales for the class as
of December, 2005, and does not include projected financing, unlike the adjustment rate for the
current plan. With ACI Stephenville’s load reduced for all of 2006, this rate is forecast to collect
only $8.2 million of the $12.5 million, leaving an additional $4.3 million for collection in 2007.
This extra $4.3 million, plus financing charges for 2006 of $1.6 million and the reduced IC load
are forecast to more than double the mill rate for the historical IC plan for 2007 from 10.14
mills/kWh in 2006 to 22.77 mills/kWh in 2007.

By itself, this increase would appear to be onerous to the [C. However, the large increase in the
historical plan rate is projected to be offset with a considerable credit from the current plan. The
credit is forecast to be 15.43 mills/kWh and is due to the net fuel savings associated primarily
with ACI Stephenville’s reduced load in 2006, accompanied by forecast higher than average
hydraulic production for 2006. Without the combined impact from the historical and current
plans, the IC RSP adjustment rate would be unstable. The IC rates for 2005 to 2007 are shown
in Table 14. The projected change in the RSP rate on January 1, 2007 due to the elimination of
the fuel rider should be considered in context of the full change in base rates, which is beyond

the scope of this review.

Table 14: IC RSP Rates

(mills/kWh)
1-Jan-2005 1-Jan-2006 1-Jan-2007
Actual Actual Forecast
Current Plan 2.70 (1.09) (15.43)
Historical Plan 7.51 10.14 22.77
Fuel Rider 1.96 6.40 -
Total RSP Adjustment Rate 12.17 15.45 7.34
Newfoundland and Labrador Hydro 20
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The change proposed for the customer allocation of load variation, plus adherence to the existing
recovery schedule for historical plan balances should act to reduce such volatility in customer

rates.

4.2 RSP Adjustment Rates for Aur Resources

In 2006, the special circumstances surrounding Hydro’s new Industrial customer, Aur Resources,
Inc., led Hydro to propose’ that Aur Resources should be exempt from paying the IC historical
plan rate for 2006. Hydro considered this exemption was warranted as a measure of fairness to

address the intergenerational equity referred to previously.

Conclusion

If the Board grants the proposed exemption for Aur Resources from the historical RSP

adjustment rate for 2006, the exemption should continue until the IC historical plan is eliminated.

4.3 NP Rate Impacts

NP’s load is generally stable and growing, and NP will not experience the wide swings in RSP
rates which the IC have experienced due to load variation. However, NP currently has a
significant annual recovery for its share of the historical RSP. While this rate remains stable
until the historical plan recovery is completed June 30, 2008, NP’s RSP adjustment rate for July
1, 2008 will reflect the removal of the historical plan component of the RSP. Table 15 shows
actual and forecast RSP rates for NP.

Table 15: NP RSP Rates

(mills/kWh)
1-Jul-2005  1-Jul-2006  1-Jan-2007 1-Jul-2007
Actual Forecast Forecast Forecast
Current Plan 0.81 (0.29) (0.29) (1.90)
Historical Plan 6.36 7.07 7.07 7.52
Fuel Rider 4.28 9.38 - 0.13
Total RSP Adjustment Rate 11.45 16.16 6.78 5.75

% Hydro’s Application to the Board dated January 18, 2006.
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As with IC, elimination of the fuel rider on January 1, 2007 should be considered in the context

of the change in base rates, and not in isolation of the total RSP adjustment rate.

4.4 Additional IC Concerns

In the last year, Hydro has had discussions with each of its Industrial customers relating to
various aspects of the RSP. With record high fuel prices in 2005, customer concerns and
requests have ranged from further deferrals of historical and current plan balances, to each
customer paying its own share of plan balances. ACI Stephenville’s impact on both historical
and current plans has been a concern in that customers believe they should not be charged with

any increase due to ACI Stephenville’s load reduction.

Options for changing the RSP include:
e asingle plan between IC and NP, with a single adjustment rate;
e separate individual IC plans; and
e no plan.

Hydro is willing to explore with its customers any alternatives which respond to customer needs
and which maintain the essential objectives of the RSP, with due regard to fairness between NP
and IC, and among each of the IC. Hydro believes that these options warrant consideration in
the future, after the existing historical plan balances, along with the offsetting credit from the

current plan, have been repaid. In the interim, Hydro offers the following comments.

A Single Plan

If the Board accepts Hydro’s proposal for allocation of the load variation component of the plan,
a single plan for NP and IC is possible. It would provide cross-subsidization between IC and NP
for the difference in what an adjustment rate was designed to repay/collect and what it actually
repaid/collected. In other words, a common balance would be used each year for annual rate-
setting. Any under or over collection or repayment would be readjusted across both NP and IC

each year.

Newfoundland and Labrador Hydro
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For a single plan to be implemented, the following would have to happen:

e The proposed common allocation of the load variation component of the plan would have

to be approved by the Board;
e The effective date for rate adjustments would have to be the same for both NP and IC; an

¢ Any plan component which is not common between NP and IC; e.g., Rural rate

alterations, would have to be adjusted with a separate rate or mechanism for NP.

In general, Hydro believes that a single plan would transfer some risk from the more volatile IC
class to NP. The allocations performed within the RSP are not perfect, and the Board may wish

to mitigate IC rate impacts in this fashion.

Individual IC Plans

With a small number of customers in the IC rate class, it is easy to conceptualize individual plans
for each of the IC. Hydro could consider supporting individual plans if individual plans did not
preclude a common customer allocation of load variations, as previously discussed. Hydro
envisions that individual plans would entail customer acceptance of the individual specific
liability, supported by contract provisions. It is also conceivable that individual IC plans would
allow tailored repayment/refund provisions that were mutually acceptable between the individual

customer and Hydro.

No Plan

A third possibility is that Hydro should offer an IC rate that excludes RSP adjustments and
instead, includes some form of monthly fuel adjustment. Presumably, elimination of the IC RSP
would also effectively eliminate the IC load variation provision. Hydro is not willing to forego
the bottom line protection which the load variation provision affords. The incremental cost of
Holyrood production (8.9 ¢/kWh) is significantly higher than the average all-energy industrial
rate (5.0 ¢/kWh). While savings from a load reduction would be addressed through Hydro’s
excess earnings account, fuel costs associated with an increase in load would negatively impact

Hydro’s net income at the rate of 3.9 ¢/kWh for each additional kWh sold.

Newfoundland and Labrador Hydro 23
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ol

Conclusion

There are several possibilities for fundamental changes to the RSP. Hydro is willing to pursue
these or additional options with NP and the IC, but Hydro does not believe such changes should
be entertained until the historical plan balances, along with the offsetting credits from the current

plan, have been taken care of.

Newfoundland and Labrador Hydro 24
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5 Other Issues

This review of the RSP has raised the issue of isolated systems diesel fuel and power purchase

costs which Hydro believes is worthwhile exploring in the context of a complete RSP review.

5.1 Isolated Diesel Fuel and Power Purchase Costs

There has been an unprecedented increase in both diesel fuel and fuel-related power purchase

costs’ for isolated systems between Hydro’s 2004 test year forecast and the 2007 forecast.

Table 16: Isolated Systems Fuel-Related Costs

($000)
2004 Test 2007 Increase
Year Forecast $ 000 %
Isolated Systems Diesel Fuel 6,736 10,244 * 3,508 52%
Isolated Systems Power Purchases 771 1,677 906 118%
Total 7,507 11,921 4,414 59%
* Excludes Natuashish

Hydro believes that such variances present an unreasonable regulated net income risk to Hydro.
For the 2004 test year forecast, Hydro’s regulated net income was set at $11,612,000, and the

expected variance in 2007 represents more than one-third of 2004 test year net income.

Hydro wishes to explore options with its customers and the Board to identify a reasonable
solution that will limit Hydro’s financial exposure (both positive and negative) to variances in
isolated systems diesel fuel and power purchase costs. Hydro’s aim is to avoid an undue
administrative burden by using aggregate isolated diesel fuel and power purchase data. Through
a new provision of the RSP (similar to existing Rural deficit impacts which are stabilized), such
a mechanism would be proposed to collect additional fuel and power purchase costs from NP,

and similarly, would refund fuel and power purchase savings to NP.

" Power purchases for isolated systems are, in part, based on avoided fuel costs.

Newfoundland and Labrador Hydro 25
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Conclusion

Hydro believes that its financial exposure due to variations in the uncontrollable price of diesel
fuel, affecting both diesel fuel and power purchase costs for isolated systems, presents an
unreasonable net income risk for Hydro and Hydro should be afforded some protection through

the RSP.

Newfoundland and Labrador Hydro
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6 Customer Perspectives

Hydro anticipates that the conclusions and proposals contained in this report will be reviewed

with Hydro’s major customers during the mediation sessions.

Newfoundland and Labrador Hydro
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7 Conclusions

1.

Hydraulic Variation: Life-to-date energy and dollar amounts should continue to be
monitored to ensure the reasonableness of the balance of the Hydraulic Variation
account and that the balance continues to represent a level which Hydro is willing to

carry on its balance sheet.

Fuel Variation/Fuel Rider: Hydro is satisfied that to date the fuel riders have
anticipated the correct fuel price trend, that they are significantly reducing customer
plan balances from what they otherwise would be, and that customers are provided

with an appropriate and timely price signal.

Hydro intends to propose a change to the rules governing the application of the fuel
rider such that when new test year base rates are implemented, if the fuel rider
forecast is more current, it should be implemented at the same time as the change in

base rates.

Load Variation: Hydro intends to propose a change to the customer allocation for the
load variation provision of the RSP such that both the revenue and the fuel
components of the load variation are allocated between NP and IC based on customer

energy ratios.

Historical Plan Balances: Hydro has indicated a willingness to extend the recovery
period for the historical RSP, provided that there is agreement among customers and

there is consideration given to the issue of intergenerational equity.

If the Board grants the proposed exemption for Aur Resources from the historical
RSP adjustment rate for 2006, the exemption should continue until the IC historical

plan is eliminated.

Hydro believes that should large RSP balances recur, both the forecast financing and
the one-year recovery provisions will prove worthwhile and these provisions should

be retained.
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8. There are several possibilities for fundamental changes to the RSP. Hydro is willing

to pursue these or additional options with NP and the IC, but Hydro does not believe
such changes should be entertained until the historical plan balances, along with the

offsetting credits from the current plan, have been taken care of.

Diesel Fuel Impacts: Hydro believes that its financial exposure due to variations in
the uncontrollable price of diesel fuel, affecting both diesel fuel and power purchase
costs for isolated systems, presents an unreasonable net income risk to Hydro, and

Hydro should be afforded some protection through the RSP.
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Appendix A: RSP History — Activity and Balances

1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

2004

2005

($000)
Annual Activity Plan Balances
Hydraulic Fuel Cost Load RRA " Financing Other Total Adjustment NP IC Hydraulic ~ Total

12,045  (11,814)  (2,506) 267 (2,008) (1,889) (119) (2,008)

54280  (35,044) (1,582) 709 18,363 (68) 8,063 8,222 16,285

(726)  (34,175) 62 170 (34,669) (245)  (18,498) 131) (18,629)

15341  (33,097) 1,378 (3,508) (19,886) 5,704 (31,004) (1,807) (32,811)

13,619 3,175 (1,781) (1,666) 8,941 @ 22,288 10,010 (4,445) 3,932 (513)

(2,757)  (4,853)  (3,054) (326) (10,990) 3,803 (10,530) 2,830 (7,700)

(198) 3,469 1,482 (111) 6,488 @ 11,130 664 593 3,505 4,098

(4,668) 7397 1,834 (26) 746 5,283 47 3,825 5,636 9,461

(17,077) 3,509 2315 (120) 32 (11,341) (2,120) (5,610) 1,575 (4,035)

(3,733) 19,015 1,820 (134) 537 17,505 (694) 6,900 6,016 12,916

(7,419) 21,805 2,441 (140) 2,005 18,692 (1,506) 21,002 9,160 30,162

(8,545) 24,507 (560) (478) 3,346 18,270 (7,103) 27,644 13,734 41,378

(967) 12,068 3435 122 4,150 18,808 (11,227) 33,009 15,776 48,785

(15,859) 9,128 5,050 (394) 3,223 1,148 (15,427) 21,436 12,892 34,328

(16,614) 29,359 521 (880) 2,724 (862) @ 14,248 (13,734) 22,684 12,056 34,740

5243 56,879  (3,506) 125 4,438 63,179 (11,152) 60,300 24,768 85,068

6,967 46,113 (5,313) (326) 7,189 184 @ 54,814 (13,921) 92,060 32,711 124,771

4,130 36,534  (2,846) (227) 10,333 47,924 (16,669) 114,790 40,914 155,703

Current (7,362) 12,665 590 (949) 79 12)® 5,012 (1,951) 4,909 3,713 (5,521) 3,101
Historical 10,459 5 © 10,464 (32,236) 101,660 32,273 133,933
Total (7,362) 12,665 590 (949) 10,538 (6) 15,476 (34,187) 106,569 35986  (5,521) 137,034
Current (8,646) 16,289  (1,431)  (2,329) (309) 3,574 (18,660) 120 (1,296)  (10,625)  (11,801)
Historical 8,768 8,768 (37,835) 79,781 25,086 104,867
Total (8,646) 16289  (1,431)  (2,329) 8,459 12,342 (56,494) 79,900 23,790  (10,625) 93,065

O]
2
3)
“)
®)

Rural Rate Alteration
1989 PDD loss
1991 Retail cost deferral

Industrial Rural deficit allocation

Billing adjustments

Newfoundland and Labrador Hydro
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Appendix B: RSP History — Customer Adjustment Rates

Recovery (Refund) Rates (mills/kWh)
Newfoundland Power Industrial Customers
Balance Balance
Dec 31 Adjustment Rate (mills’kWh) Dec 31 Adjustment Rate (mills’kWh) @
$ 000 Cur/Hist Fuel Rider Total $ 000 Cur / Hist Fuel Rider Total
1986 (1,889) 0.04 (119)
1987 8,063 0.41 8,222 0.58
1988 (18,498) (3.12) (131) 0.92
1989 (31,004) (1.30) (1,807) (0.52)
1990 (4,445) (0.58) 3,932 0.24
1991 (10,530) (0.33) 2,830 0.24
1992 593 0.05 3,505 0.54
1993 3,825 0.30 5,636 1.37
1994 (5,610) (0.45) 1,575 0.69
1995 6,900 0.55 6,016 1.24
1996 21,002 1.67 9,160 2.07
1997 27,644 2.14 13,734 3.15
1998 33,009 2.65 15,776 4.87
1999 21,436 1.75 12,892 3.50
2000 22,684 1.77 12,056 2.80
2001 60,300 1.77 24,768 5.14
2002 @ 1.77 2.80
2002 92,060 3.24 32,711 423
2003 114,790 6.85 40,914 7.87
2004 Current 4,909 0.81 428 5.09 3,713 2.70 1.96 4.66
Historical 101,660 6.36 6.36 32,273 7.51 7.51
Total 106,569 7.17 4.28 11.45 35,986 10.21 1.96 12.17
2005 Current 120 261 7.93 @ 10.54 (1,296) (1.09) 6.40 5.31
Historical 79,781 6.83 6.83 25,086 10.14 10.14
Total 79,900 9.44 7.93 17.37 23,790 9.05 6.40 15.45
(1) Adjustment rates for NP are effective July 1 of the following year; adjustment rates for IC are effective January 1
of the following year.
(2) Sept 1, 2002
(3) Forecast
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