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NLH Evidence, Section 5.2, page 5.3
Please provide copies of a) Hydro’s proposal to delay the cost of service
methodology hearing until after the 2017 GRA, and b) the letter dated September 9,

2016 by which the Board approved it.

Please see LAB-NLH-017, Attachment 1 for Hydro’s correspondence to the Board
outlining Hydro’s proposal to delay the Cost of Service Methodology Review, as
submitted on July 28, 2016, and LAB-NLH-017, Attachment 2 for the Board’s reply
dated - Cost of Service Methodology Review - Board's Response, dated September

9, 2016.
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The 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 Corporate Services & Board Secretary

Dear Ms. Blundon:
Re: Cost of Service Methodology Review

A. Background

The completion of the Muskrat Falls Project (including the Muskrat Falls generation, Labrador Island
Link (LIL) and the Labrador Transmission Assets (LTA)) will result in a major change in the source of
supply of electricity to the Island. For many years, load growth on the Island Interconnected System
has been supplied by the Holyrood Thermal Generating Station (Holyrood). Upon the full
commissioning of the Muskrat Falls Project (MF Project), supply cost payments will commence under
the Transmission Funding Agreement and Muskrat Falls Power Purchase Agreement, and Holyrood,
as a generating station, will be phased-out.

Because of the material change in the forecast supply cost mix with the commissioning of the MF
Project, Hydro proposed in its Amended 2013 General Rate Application (GRA) to conduct a Cost of
Service Methodology review prior to its next GRA. The Settlement Agreements to the 2013 GRA
required Hydro to file a Cost of Service Methodology Review Report with the Board of
Commissioners of Public Utilities (the Board) by March 31, 2016.

The scope of the Cost of Service Methodology Review, as stated in the Supplemental Settlement
Agreement to the Amended 2013 GRA dated September 28, 2015, is as follows:

The Cost of Service Methodology Review to be completed in 2016 will include a

_review of: (i) all matters related to the functionalization, classification and allocation
of transmission and generation assets and power purchases (including the
determination whether assets are specifically assigned and the allocation of costs to
specifically assigned assets) and (ii) the approach to CDM cost allocation and
recovery.
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The Parties also agreed that the generation credit agreement between Hydro and Corner Brook Pulp
and Paper Limited (CBPP), which was approved on a pilot basis by the Board in Order No. P.U.
4(2012), will be reviewed in the cost of service generic hearing.

B. Timing of Review

Hydro is required to file its next GRA at the end of the first quarter in 2017 based on a 2018 Test
Year. To ensure that rates provide reasonable cost recovery beyond one year, Hydro may need to
include two test years in its next GRA application. In conducting the Cost of Service Methodology
Review report filed with the Board on March 31, 2016, Hydro assumed that supply costs from the MF
Project would be reflected in the 2019 costs for the full year. However, Hydro is not required to pay
the costs of the MF Project until the entire project is commissioned (i.e., generation and transmission
assets are fully commissioned).

In June 2016, Hydro was advised that the MF Project is behind schedule and that full commissioning
is not expected until 2020. The delay of commissioning of the MF Project until 2020 removes the
requirement for the costs of the MF Project to be recovered in 2018 or 2019 through Hydro’s 2017
GRA filing.

It is anticipated that the delay in the MF Project schedule will require Hydro to file an application in
2019 to provide the opportunity to recover the supply costs resulting from the commissioning of the
MF Project. Therefore, Hydro believes a cost of service methodology hearing can be held in early
2018 to provide an opportunity to reflect methodology changes in Hydro’s 2019 filing to recover
costs related to the MF Project.

Hydro remains committed to filing a General Rate Application no later than March 31, 2017 in
accordance with the Settlement Agreement.

C. Power Availability in Advance of MF Commissioning

The availability of the LIL and the Maritime Link (ML) in advance of generation being available from
the MF Project will provide the opportunity to purchase energy to reduce Holyrood production. The
contract terms for using LIL in advance of any generation being available from MF are currently
under review. Some additional costs will be incurred by Hydro to utilize LIL and ML to access lower
cost supply costs.

Also, during the construction of the MF facilities, power and energy will be produced between the
period when the first generating unit is available to reliably generate power until full commissioning
of the MF plant. Contractually, this energy is termed as the “Commissioning Period Block”. MF
Corporation will make such power and energy available to Hydro during this commissioning period at
no cost. The Muskrat Falls Power Purchase Agreement provides Hydro the option to pay for the
Commissioning Period Block based on its own terms with these payments applied as a contribution
to reduce the development capital costs. Hydro’s preference for utilization of Commissioning Period
Block will be reflected in its rate implementation plan to be provided to the Board.
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Hydro anticipates it will achieve savings relative to the Holyrood fuel costs reflected in current
customer rates as a result of the ability to access other supply sources prior to full commissioning of
the MF Project. Hydro is currently reviewing the potential for supply cost savings from access to (i)
LIL and the ML prior to the provision of Muskrat Falls generation and (ii) the availability of the
Commissioning Period Block. The potential for supply cost savings is an element in an ongoing review
with respect to developing a rate implementation plan for recovery of the costs of the MF Project
assets.

D. Cost of Service Approach for 2017 GRA Filing

The scope of the Cost of Service Methodology Review also included several items not related to the
completion of the MF Project. These included:

(i) the generation credit agreement between Hydro and CBPP, which was approved on a
pilot basis by the Board in Order No. P.U. 4(2012); and
(ii) the determination whether assets are specifically assigned and the allocation of costs to

specifically assigned assets) and the approach to CDM cost allocation and recovery.
Hydro will use the CA Energy review on these matters and present recommendations in its 2017 GRA
filing. Hydro also plans to engage in discussions with the Parties to the 2013 GRA Settlement

Agreement to attempt to achieve agreement on these matters in advance of its GRA filing.

With the delay of the inclusion of MF Project costs in Hydro’s cost of service, Hydro’s 2017 GRA filing
will materially reflect the existing cost of service methodology, subject to the 2013 GRA Final Order.

Should you have any questions, please contact the undersigned.
Yours truly,

NEWFOUNDLAND AND LABRADOR HYDRO

Tracey L. Pnnell
Senior Counsel, Regulatory

TLP/bs

cc: Gerard Hayes — Newfoundland Power Thomas Johnson, Q.C. - Consumer Advocate
Paul Coxworthy - Stewart McKelvey Stirling Scales Yvonne Jones, MP Labrador
Thomas J. O’Reilly, Q.C. - Cox & Palmer Senwung Luk — Olthuis, Kleer, Townshend LLP

Dennis Browne, Q.C. — Browne Fitzgerald Morgan & Avis Genevieve M. Dawson — Benson Buffett
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BOARD OF COMMISSIONERS OF PUBLIC UTILITIES
120 Torbay Road, P.O. Box 21040, St, John'’s, Newfoundland and Labrador, Canada, A1A 5B2

E-mail: traceypennell@nlh.nl.ca

2016-09-09

Ms. Tracey Pennell

Senior Counsel

Newfoundland and Labrador Hydro
P.O. Box 12400

Hydro Place, Columbus Drive

St. John’s, NL. A1B 4K7

Dear Ms. Pennell:

Re: Newfoundland and Labrador Hydro’s Proposal to reschedule Cost of Service
Methodology Review — Board’s Response

On July 28, 2016 the Board received correspondence from Newfoundland and Labrador
Hydro (“Hydro™) proposing to delay the cost of service review which had been planned for
2016. As a part of the settlement agreement in Hydro’s General Rate application the parties
had agreed that Hydro would file a cost of service methodology review report by March 31,
2016. Hydro filed the report as required but now asks that the cost of service review be
delayed, stating:

1t is anticipated that the delay in the MF Project schedule will require Hydro to file
an application in 2019 to provide the opportunity to recover the supply costs resulting
Jrom the commissioning of the MF Project. Therefore Hydro believes a cost of service
methodology hearing can be held in early 2018 to provide an opportunity to reflect
methodology changes in Hydro’s 2019 filing to recover costs related the MF Project.

The Board received comments from several of the parties in Hydro’s general rate application
in relation to Hydro’s correspondence, all suggesting that it is reasonable to delay the cost of
service review in the circumstances. The Consumer Advocate did not take issue with the
proposed delay but suggested that Hydro be directed to file a plan in relation to regulatory
activities associated with cost of service and electricity rates for the next few years.
Newfoundland Power agreed that the proposed deferral is reasonable but suggested that,
given the uncertainties, it would be premature to establish a timeline for the review. Corner
Brook Pulp and Paper Limited and NARIL Refining Limited Partnership also agreed with
deferral of the review and that it would be impractical to establish a timeline at this stage.
Vale Newfoundland and Labrador Limited had no objection to the delay so long as a final
decision on the methodology for calculating specially assigned charges is not delayed.

Cheryl Blyndon, Divector of Corporate Services and Board Secretary, Tel: 709-726-8600, E-Mail; chlundon@pub.ul.ca
Website: www.pub.nl.ca
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The Board acknowledges that there are cost of service issues that will need to be addressed as
part of Hydro’s next general rate application, including issues related to the methodology for
calculating specifically assigned charges. The Board believes that these issues can be
addressed in the usual course apart from the full cost of service methodology review which
will be required prior to inclusion of Muskrat Falls project costs in Hydro’s cost of service.
In terms of the timing of the cost of service methodology review, the Board agtees it is
premature to establish at plan at this time but to ensure that the review proceeds in an orderly
fashion Hydro should advise as to its plans for the review when it files its next general rate
application.

If you have any questions, please do not hesitate to contact the Board.

Yours truly,

f ;%M

Cheryl Blundon
Board Secretary

T

ece Newfoundland & Labrador Hvdro
NLH Regulatory, E-mail: NLHRegulatory@nlh.nl.ca

Mr. Geoff Young, E-mail: gyoung@nlh.nl,ca

Newfoundiand Power Ing,

Mr, Gerard Hayes, E-mail: ghayes@newfoundlandpower.com
Consumer Advocate

Mr. Thomas Johnson, Q.C., B-mail; tjolnson@odeaearle.ca

Ms. Colleen Lacey, E-mail: clacey(@odeacarle.ca

Island Industrial Customer Group

Mr. Paul Coxworthy, E-mail: pooxworthy@stewartmekelvey.com
Mr, Dean Porter, E-mail: dporter@poolealthouse,ca

Yale Newfoundland and Labrador Limited

Mr. Thomas O’Reilly, Q.C., E-mail: toreilly@coxandpalmer.com
Mr. Denis Fleming, E-mail: dfleming@coxandpalmer.com

Mr. Jason Callan, E-mail: jason.callan@vale.com

Innu Nation

Mr. Senwung Luk, E-mail; sluk@oktlaw.com

Ms, Nancy Kleer, E-mail: nkleer@oktlaw.com

Towns of Labrador City, Wabush, Happy Valley-Goosce Bay and North West River
Mr, Dennis Browne, Q.C., Email: dbrowne@bfima-law.com
Nunatsiavut Government

Ms. Genevieve Dawson, E-Mail: gdawsong@bensonbuffett.com
Xvonne Jones MP, Labrados

Ms. Yvonne Jones, MP

E-mail: Yvonne.Jones.Al@parl.gc.ca; Yvonne Jones.Cl@parl.gc.ca
Teck Resources Limited

Mr. Larry Bartlett, E-mail: larry.bartleti@teck.com

Cheryi Blundon, Divector of Corporate Services and Board Secretary, Tel: 709-726-8600, F-Mail: chiundor(@pub.nl.ca
Website: www.pub.nl.ca
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