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Industry has been arguing long & hard for aIndustry has been arguing long & hard for a longer term,longer term,
strategic approach strategic approach to deal with challenges created byto deal with challenges created by risingrising
energy costs energy costs for for manufacturers, manufacturers, as well as theas well as the utilityutility……
electricity rate increases electricity rate increases cappedcapped at 3% for 3 yrs (thruat 3% for 3 yrs (thru’’ 20102010--’’11)11)……
…… but facing very real prospect of but facing very real prospect of double digit rate increasesdouble digit rate increases!!
NOTE:  NBP filings Sep.’05= 11.6%, Apr.’07=9.6%; GOV’T caps Mar.’06, Jan.’08
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From From ’’93 to 200593 to 2005, electricity rates (, electricity rates (aveave.) .) 
rose rose 45.6%45.6%... cost of living grew ... cost of living grew 35.8%.35.8%.

ItIt’’s clears clear…… something HAS to be done!something HAS to be done!

From From ’’0505--’’0909, rates have risen , rates have risen 30.7%!30.7%!
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Feb.Feb.’’09:09: preliminary discussions by Chiefs of Staffspreliminary discussions by Chiefs of Staffs

Jan.Jan.’’09:09: Premiers Graham & Charest conversation re:Premiers Graham & Charest conversation re:
opportunities for regional energy opportunities for regional energy ‘‘cooperationcooperation’’

TIMELINETIMELINE……

Jun.Jun.’’09:09: formal discussions commence formal discussions commence (NB891)(NB891)

Sep.Sep.’’09:09: MOU MOU ““contemplatedcontemplated””
Oct.Oct.’’09:09: MOU signedMOU signed

Nov.Nov.’’09:09: Legislative Legislative CteeCtee begins deliberations re: regulatory regimebegins deliberations re: regulatory regime
‘‘Independent Advisory PanelIndependent Advisory Panel’’ (6) created(6) created

Jan.Jan.’’10:10: conclusion of public consultation/ Advisory Panel reportconclusion of public consultation/ Advisory Panel report
Legislative Legislative CteeCtee report / enabling legislation tabled;  report / enabling legislation tabled;  

Apr.Apr.’’10:10: proposed agreement takes effectproposed agreement takes effect



AssociationsAssociations’’ initial reactioninitial reaction……
appears to be good dealappears to be good deal…… if only to avoid future rate hikes!...if only to avoid future rate hikes!...
but but (obvious)(obvious) need to undertake closer examination need to undertake closer examination ((‘‘devildevil’’s in the detailss in the details’’))

Evaluation approachEvaluation approach……
●● ‘‘technicaltechnical’’ merits merits ((egeg. impact on rates; NPV & future value; . impact on rates; NPV & future value; ‘‘securitysecurity’’))
●● strategic factors strategic factors ((egeg. procurement & economic development). procurement & economic development)
●● policy issues policy issues ((egeg. legislation, regulation). legislation, regulation)

Evaluation must be based onEvaluation must be based on FACTSFACTS & not& not EMOTION!EMOTION!
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Decision ProcessDecision Process……



SYNOPSIS of the DEALSYNOPSIS of the DEAL……
NB receivesNB receives::
●● paymentpayment of of $4.75B,  $4.75B,  plus costs for replacement energy exceedingplus costs for replacement energy exceeding

$525M $525M during Pt. during Pt. LepreauLepreau refurbrefurb (est.@ $800M)(est.@ $800M)

●● provision of provision of Heritage SupplyHeritage Supply ((HPSHPS) of 14TWh energy) of 14TWh energy (at plant/ retail meter)(at plant/ retail meter)
@@ reduced rates reduced rates for industrial (L,M) & capped rates for other (RCW);for industrial (L,M) & capped rates for other (RCW);

-- ‘‘order of magnitudeorder of magnitude’’ estimate of ratepayer estimate of ratepayer savingssavings= = $800M $800M (NPV= $700M) over 5 yrs(NPV= $700M) over 5 yrs
-- savings stated to be shared savings stated to be shared bb’’twntwn industry, 40% industry, 40% & & residential/commercial, 60%residential/commercial, 60%

●● NB maintains NB maintains liabilities liabilities for closure of (4) fossil fuel plants & for closure of (4) fossil fuel plants & MactaquacMactaquac
(recovered by tax payer as opposed to rate payer)(recovered by tax payer as opposed to rate payer)

●● NB forgoes NB forgoes potential future NBP earningspotential future NBP earnings ((aveave. . $48M$48M from from ’’0303--’’09);09);
‘‘income taxesincome taxes’’ (ave.(ave.$25M$25M) &) & debt management feesdebt management fees ((aveave. . $21M$21M););

PILTsPILTs ((prop.taxprop.tax, utility tax & ROW, , utility tax & ROW, aveave. . $44M$44M)) maintainedmaintained

●● NB no longer pays NB no longer pays services charges services charges on debton debt ((aveave. . $180M$180M from from ’’0303--’’09)09)
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SYNOPSIS of the DEALSYNOPSIS of the DEAL……

Hydro Quebec (HQ) receivesHydro Quebec (HQ) receives::
●● hydro facilities & Pt. hydro facilities & Pt. LepreauLepreau, after , after refurbrefurb ((NB maintains fossil fuel plantsNB maintains fossil fuel plants))

plus transmission & distribution plus transmission & distribution assetsassets
NOTE: NOTE: book value of plant, property & equip.book value of plant, property & equip.@ @ ‘‘08= 08= $3.3B $3.3B (=$6.7B@cost)(=$6.7B@cost)

incl. fossil fuel plants & incl. fossil fuel plants & LepreauLepreau constructionconstruction--inin-- progress progress (=$0.6M@ (=$0.6M@ ‘‘08)08)

●● other NBP assets, incl. shareholder other NBP assets, incl. shareholder equityequity (= $351M@ (= $351M@ ’’08)08)

●● ‘‘newnew’’ customer base= customer base= (direct/ indirect) (direct/ indirect) 375k;375k; (HQ has 7%? excess capacity)(HQ has 7%? excess capacity)

●● value of NB value of NB ‘‘geographic positiongeographic position’’ in electricityin electricity gridgrid, , egeg. . ‘‘opportunity revenuesopportunity revenues’’;;
(NOTE: (NOTE: NB exports NB exports aveave. $257M from 2003. $257M from 2003--’’08; primary value of grid is proximity to HQ 08; primary value of grid is proximity to HQ 

& New England; likely only realized only by & New England; likely only realized only by ‘‘salesale’’ to HQ or into HQ or in--province generation)province generation)

●● value of value of carbon creditscarbon credits realized by closing fossil fuel plants realized by closing fossil fuel plants 
(value wouldn(value wouldn’’t likely be realized by NB due to lack of renewable resources)t likely be realized by NB due to lack of renewable resources)
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IMPACT on RATESIMPACT on RATES……

●● near term near term (5yrs)(5yrs)……
-- lg. industrials (L classlg. industrials (L class; ; 5MW+ demand) =      5MW+ demand) =      ~28%~28% reduction in yr 1;reduction in yr 1;
-- lg. industrials (M class; lg. industrials (M class; 750kW750kW--5MW)=5MW)= ~17%~17%--23%23% reduction in yr 1;reduction in yr 1;

NOTE:NOTE: rates will rates will escalate at HQ L/M ratesescalate at HQ L/M rates in years 2 to 5in years 2 to 5

-- sm. industrialsm. industrial, general service, wholesale, residential (, general service, wholesale, residential (RCWRCW) ) frozen for 5yrsfrozen for 5yrs;;
NOTE: avoids avoids (at least!) recent cap on NB Power (at least!) recent cap on NB Power increasesincreases, , ~3%/ yr~3%/ yr

●● HQ HQ HPSHPS established for industrial established for industrial ((L & ML & M)= )= 4.5TWh4.5TWh & & RCWRCW customerscustomers= = 9.5TWh9.5TWh;;
-- any any incremental loadincremental load sourced by sourced by ‘‘bidsbids’’
-- costscosts reqreq’’dd to meet incremental L&M demand is to meet incremental L&M demand is factored factored into rates annuallyinto rates annually

& & deferreddeferred to yr.6 (w/ interest) for RCW demandto yr.6 (w/ interest) for RCW demand
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IMPACT on RATESIMPACT on RATES……
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Comparison of Industrial Electricity RatesComparison of Industrial Electricity Rates
From Hydro Quebec website:
((www.hydroquebec.com/publications/en/comparison_priceswww.hydroquebec.com/publications/en/comparison_prices/ pdf/comp_2009_en.pdf/ pdf/comp_2009_en.pdf))
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IMPACT on RATESIMPACT on RATES……
●● longer termlonger term ……

NOTE: NOTE: ’’unbundled ratesunbundled rates’’= charges for energy (HPS+ incremental load)+ transmission + dis= charges for energy (HPS+ incremental load)+ transmission + distributiontribution……

transmission & distribution tariffstransmission & distribution tariffs to be determined by EUB to be determined by EUB 
on on ‘‘cost of servicecost of service’’ basis, incl. fair & reasonable ROE;basis, incl. fair & reasonable ROE;
-- costs (incl. OM&A & amortizationcosts (incl. OM&A & amortization=$ 232M @=$ 232M @’’08, or 19%08, or 19% of utilityof utility’’s total costs) is now s total costs) is now ‘‘bundledbundled’’;;
-- incl.ROEincl.ROE now in rates is minimal now in rates is minimal (book value@(book value@‘‘08= transmission, $413M & distribution, $481M);08= transmission, $413M & distribution, $481M);
-- future tariffs will also incl. cost of upgrades to grid, incl. future tariffs will also incl. cost of upgrades to grid, incl. QCQC--NB interconnection ($200M?);NB interconnection ($200M?);

energyenergy::
-- L&M HPSL&M HPS= electricity rate in yr.5, less (yr.5) transmission/ distributi= electricity rate in yr.5, less (yr.5) transmission/ distribution costs;on costs;
-- RCW HPSRCW HPS= electricity rate in yr.5, less (yr.5?) trans./dist. costs, = electricity rate in yr.5, less (yr.5?) trans./dist. costs, 

plus cost of incremental energy (yrs.1plus cost of incremental energy (yrs.1--5) & interest5) & interest
NOTE: NOTE: cost of HPS energy cost of HPS energy escalates escalates @ NB CPI; @ NB CPI; 

-- cost of cost of incremental supplyincremental supply (>HPS) set by market ((>HPS) set by market (N.EnglandN.England market price?)market price?)
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●● trendstrends……
IMPACT on RATESIMPACT on RATES……

-- CPICPI--NB:NB: 1998 thru1998 thru’’ 2009 (Sept.) 2009 (Sept.) aveave. . +2.1%+2.1%
w/w/ high 3.4% (high 3.4% (‘‘03) & low 0.6% (03) & low 0.6% (‘‘98);   (199298);   (1992--2009 ave.+2009 ave.+1.8%1.8%))

-- NB ratesNB rates: 1998: 1998--2009 ave2009 ave..+2.8%/yr+2.8%/yr ((+4.6%/yr +4.6%/yr from from ‘‘0404--’’09); 09); 
-- HQ ratesHQ rates: 1998: 1998--2009 ave2009 ave..+1.4%/yr+1.4%/yr ((+2.8%/yr +2.8%/yr from 2004from 2004--’’09);09);

Cumulative Rate Increases: NBP vs. HQCumulative Rate Increases: NBP vs. HQ

2001                 2001                 ’’03                  03                  ’’05                    05                    ’’07                        07                        ‘‘0909
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NOTE:NOTE: NBP & HQ rate increaseNBP & HQ rate increase
= 0% from 1998 to 2001= 0% from 1998 to 2001
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GENCO:GENCO: 3 602 MW3 602 MW
NuclearNuclear--
Pt. Pt. LepreauLepreau 635 MW635 MW
HydroHydro--
MactaquacMactaquac 672 MW672 MW
BeechwoodBeechwood 113 MW113 MW
Grand Falls     Grand Falls     66 MW66 MW
TobiqueTobique 20 MW20 MW
others (3)others (3) 24 MW24 MW
ThermalThermal--
Dalhousie        Dalhousie        300 MW300 MW
Grand LakeGrand Lake 57 MW57 MW
ColesonColeson CoveCove 978 MW978 MW
BelleduneBelledune 478 MW478 MW
Courtenay BayCourtenay Bay 110 MW   110 MW   
CC--TsTs--
MillbankMillbank 399 MW399 MW
St. RoseSt. Rose 100 MW  100 MW  
Grand Grand MananManan 27 MW27 MW

TRANSCO:  6 801 km  TRANSCO:  6 801 km  
-- Import Import =      1 980 MW=      1 980 MW
-- ExportExport =      2 677 MW=      2 677 MW

335,513 customers335,513 customers

41,451 customers41,451 customers



SYSTEM CAPACITYSYSTEM CAPACITY……
● In-province consumption (excl. losses, ave. 0.8TWh) = 

13.5TWh ((’’0909--’’10f);10f); 13.1TWh ((’’0808--’’09e);09e); historic high= 14.6TWh ((’’0303--‘‘04)04)

NBP Load Forecast 2009NBP Load Forecast 2009--’’1919
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Total Load (excl. losses)Total Load (excl. losses)

Industrial TransmissionIndustrial Transmission

Sm. Industrial, General ServiceSm. Industrial, General Service
Wholesale & Street LightsWholesale & Street Lights

NOTE: doesnNOTE: doesn’’t include distributiont include distribution
losses= 348MWh losses= 348MWh aveave. . ’’98 to 201998 to 2019

NOTE: doesnNOTE: doesn’’t include transmissiont include transmission
losses= 461MWh losses= 461MWh aveave. 1998 to 2019. 1998 to 2019

19981998--’’9999 20182018--’’1919‘‘0808--’’0909‘‘0202--’’0303 ‘‘1212--’’1313 ‘‘1414--’’1515‘‘0404--’’0505 ‘‘0606--’’0707‘‘0000--’’0101 ‘‘1010--’’1111 ‘‘1616--’’1717
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SYSTEM CAPACITYSYSTEM CAPACITY……
● peak demandpeak demand = = 2980MW 2980MW ((’’0808--’’09e);09e); historic high= historic high= 3326MW 3326MW ((’’0303--’’04);04);

-- NB to close NB to close Grand Lake Grand Lake (coal,57MW) & (coal,57MW) & Dalhousie Dalhousie (oil,300MW); (oil,300MW); 
already scheduled to close due to environmental/ fuel costsalready scheduled to close due to environmental/ fuel costs
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SYSTEM CAPACITYSYSTEM CAPACITY……
●● NB retains NB retains ColesonColeson Cove Cove (oil,978MW) & (oil,978MW) & BelleduneBelledune (coal,458MW); (coal,458MW); 

operates@ cost of fuel & toll operates@ cost of fuel & toll (fixed costs= $3.25 & $5.00/ kW/mo.)(fixed costs= $3.25 & $5.00/ kW/mo.)
-- can be shut down w/ 1yr notice can be shut down w/ 1yr notice 
(projected@ 2015, depends on CO2 (projected@ 2015, depends on CO2 ‘‘levieslevies’’ & availability of alternatives for supply)& availability of alternatives for supply)

●● NB NB import capacityimport capacity= = 1680MW 1680MW (incl. (incl. 700MW700MW--1080MW from QC) 1080MW from QC) 
NB NB export capacityexport capacity= = 2377MW 2377MW (incl. 700(incl. 700--785MW to QC)785MW to QC)
-- interconnections interconnections bb’’twntwn QC& NB must be QC& NB must be upgraded upgraded to provide HPS? to provide HPS? 

●● HQ HQ export capacityexport capacity= = 6795MW 6795MW (incl. (incl. 2275MW 2275MW --to New England)to New England)
HQ HQ import capacityimport capacity= = 5660MW 5660MW (excl. 5150 from Churchill Falls)(excl. 5150 from Churchill Falls)
-- HQ is currently negotiating w/ US utilities to construct $800M,HQ is currently negotiating w/ US utilities to construct $800M, 1200MW1200MW
(owner(owner--operated) line operated) line bb’’twntwn SherbrookeSherbrooke substation & s. New Hampshiresubstation & s. New Hampshire
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SYSTEM CAPACITYSYSTEM CAPACITY……
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SYSTEM CAPACITYSYSTEM CAPACITY……

●● HQHQ generation generation capacity= capacity= 206.6TWh 206.6TWh @ peak @ peak demand= 36.4GW demand= 36.4GW 
from 59 facilities (97% from 59 facilities (97% renewablesrenewables))

-- ((’’08) in08) in--province province loadload= 170.4TWh = 170.4TWh (peak demand= 37.2MW)(peak demand= 37.2MW)
to 3.9M customers; to 3.9M customers; 

-- exports= 21.3TWh (7% exports= 21.3TWh (7% surplus capacitysurplus capacity))

●● HQHQ((’’08) 08) salessales= = $12.7B $12.7B (NBP=$1.7B); (NBP=$1.7B); profitprofit= = $3.1B $3.1B (NBP=$89M); (NBP=$89M); 
interest interest covcov..= 2.12 (NBP=1.59); = 2.12 (NBP=1.59); debt ratiodebt ratio= 67% (NBP=91%)= 67% (NBP=91%)
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OTHER CONSIDERATIONSOTHER CONSIDERATIONS……
● NB maintains authority for energy policy; 
- regulatory framework to reflect QC; 
- EUB oversees access to grid (open/ transparent)

● HQ offers jobs to all NBP employees upon closing; 
- undetermined impact on associated facilities?! (eg. Port of Belledune)

● MOU says little re: procurement policies 
(“respect & maintain…role as customer”)
- HQ (’08) purchases= 2.66B (50% goods); 11% outside QC
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QUESTIONS???QUESTIONS???


