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DELIVERED BY HAND
July 11, 2008

Board of Commissioners of Public Utilities
P.O. Box 21040

120 Torbay Road

St. John’s, NF A1A 5B2

Attention: G. Cheryl Blundon
Director of Corporate Services
and Board Secretary

Ladies and Gentlemen:

Re: Newfoundland Power’s 2009 Capital Budget Application

A. 2009 Capital Budget Application

Enclosed are the original and 8 copies of Newfoundland Power Inc.’s (“Newfoundland Power”
or the “Company”) 2009 Capital Budget Application (the “Application”) and supporting
materials (the “Filing”).

The Application and Filing outlines proposed 2009 capital expenditures totalling $61,571,000
and 2009 leases of $11,000 per year. In addition, the Application seeks approval of a 2007 rate
base in the amount of $793,703,000.

B. Compliance Matters

B.1  Board Orders

In Order No. P.U. 27 (2007) (the “2008 Capital Order™), the Board required specific information
to be filed with the Application. The Filing complies with those requirements of the 2008
Capital Order.

In Order No. P.U. 35 (2003) (the “2004 Capital Order™), the Board required specific information,

and in particular a 5-year capital plan, to be provided with the Application. The Filing complies
with the requirements of the 2004 Capital Order.
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In Order No. P.U. 19 (2003) (the “2003 Rate Order™), the Board required that evidence relating
to deferred charges and a reconciliation of average rate base to invested capital be filed with the
Application. The Filing complies with the requirements of the 2003 Rate Order.

The Filing contains the following specific reports:

1. 2009 Capital Budget Plan: this is filed in compliance with the 2004 Capital
Order;

2. 2008 Capital Expenditure Status Report. this is filed in compliance with the 2008
Capital Order;

3. Deferred Charges and Rate Base: this is filed in compliance with the 2003 Rate
Order.

B.2  The Guidelines

In the October 2007 Capital Budget Application Guidelines (the “Guidelines”), the Board
outlined certain directions on how to define and categorize capital expenditures. Although
compliance with the Guidelines necessarily requires the exercise of a degree of judgment, the
Filing, in the Company’s view, complies with the Guidelines while remaining reasonably
consistent and comparable with past filings.

Section 3 of the 2009 Capital Budget Plan provides a breakdown of the overall 2009 Capital
Budget by definition, classification, costing method and materiality segmentation as described in
the Guidelines.

C. Filing Details and Circulation

The Filing will be posted on the Company’s website (www.newfoundlandpower.com) in the next
few days. Copies of the Filing will be available for review by interested parties at the
Company’s offices throughout its service territory.

The enclosed material has been provided in binders with appropriate tabbing. For convenience,
additional materials such as Responses to Requests for Information will be provided on three-

hole punched paper.
A PDF file of the Filing will be forwarded to the Board in due course.

A copy of the Filing has been forwarded directly to Mr. Geoffrey Young, Senior Legal Counsel
of Newfoundland & Labrador Hydro and Mr. Thomas Johnson, the Consumer Advocate.
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D. Concluding
We trust the foregoing and enclosed are found to be in order.
If you have any questions on the Filing, please contact us at your convenience.
Yours very truly,

Peter Alteen

Vice President, Regulatory Affairs
& General Counsel

Enclosures

c. Geoffrey Young
Newfoundland & Labrador Hydro

Thomas Johnson
(O’Dea Earle Law Offices

ﬂnrr ’
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IN THE MATTER OF the Public
Utilities Act, (the "Act"); and

IN THE MATTER OF capital expenditures
and rate base of Newfoundland Power Inc.; and

IN THE MATTER OF an application by
Newfoundland Power Inc. for an order pursuant
to Sections 41 and 78 of the Act:
(a) approving its 2009 Capital Budget of
$61,571,000; and
(b) fixing and determining its average rate
base for 2007 in the amount of $793,703,000
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IN THE MATTER OF the Public
Utilities Act, (the "Act"); and

IN THE MATTER OF capital expenditures
and rate base of Newfoundland Power Inc.; and

IN THE MATTER OF an application by
Newfoundland Power Inc. for an order pursnant
to Sections 41 and 78 of the Act:
(a) approving its 2009 Capital Budget of
$61,571,000; and
(b) fixing and determining its average rate
base for 2007 in the amount of $793,703,000

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

THE APPLICATION OF Newfoundland Power Inc. (“Newfoundland Power”) SAYS THAT:

1. Newfoundiand Power is a corporation duly organized and existing under the laws of the
Provinece of Newfoundland and Labrador, 1s a public utility within the meaning of the
Act, and is subject to the provisions of the Electrical Power Control Act, 1994.

2. Schedule A to this Application is a summary of Newfoundland Power’s 2009 Capital
Budget in the amount of $61,571,000 which includes an estimated amount of $1,500,000
in contributions in aid of construction that the Applicant intends to demand from its
customers in 2009. All contributions to be recovered from customers shall be calculated
in a manner approved by the Board.

3. Schedule B to this Application is a list of 2009 capital expenditures, by project, which
comprise Newfoundland Power’s 2009 Capital Budget.

4, Schedule C to this Application is a list of leages in excess of $5,000 per year which
: Newfoundland Power proposes to proceed with in 2009.

5. Schedule D to this Application is an estimate of future required expenditures on
improvements or additions to the property of Newfoundland Power that are included in
the 2009 Capital Budget but will not be completed in 2009.

6. The proposed expenditures as set out in Schedules A, B, C and D to this Application are
necessary for Newfoundland Power to continue to provide service and facilities which are
reasonably safe and adequate and just and reasonable as required pursuant to Section 37
of the Act.



7. Schedule E to this Application shows Newfoundland Power’s actual average rate base for

2007 of $793,703,000.

8. Communication with respect to this Application should be forwarded to the attention of
lan Kelly, Q.C. and Gerard M., Hayes, Counsel to Newfoundland Power.

0. Newfoundland Power requests that the Board make an Order:

(8) pursuant to Section 41 of the Act, approving Newfoundland Power’s purchase
and construction in 2009 of the improvements and additions to its property in
the amount of $61,571,000 as set out in Schedules A and B to the Application;

(b) pursuant to Section 41 of the Act, approving Newfoundland Power’s lease of

improvements to its property in the
Schedule C to the Application; and

amount of $11,000 per year as set out in

(c) pursuant to Section 78 of the Act, fixing and determining Newfoundland

Power’s average rate base for 2007
Schedule E to the Application.

DATED at St. John’s, Newfoundland and Labrador,

in the amount of $793,703,000 as set out in

this 11" day of July, 2008.

NEWFOUNDLAND POWER INC.

ERAN ~

Ian Kelly, Q.C.jand G

bard M. Hayes

Counsel to Newfoundland Power Inc.

P.O. Box 8910
55 Kenmount Road

St. John's, NL AlB 3P6

Telephone:  (709) 737-5609
Telecopier:  {709) 737-2974



IN THE MATTER OF the Public
Utilities Act, (the "Act"); and

IN THE MATTER OF capital expenditures
and rate base of Newfoundland Power Inc.; and

IN THE MATTER OF an application by
Newfoundland Power Inc. for an order pursuant
to Sections 41 and 78 of the Act:
(a) approving its 2009 Capital Budget of
$61,571,000; and
(b} fixing and determining its average rate
base for 2007 in the amount of $793,703,000

AFFIDAVIT

I, Earl Ludlow, of St. John’s in the Province of Newfoundland and Labrador, Professional

Engineer, make oath and say as follows:
1. That I am President & Chief Executive Officer of Newfoundland Power Inc.

2. To the best of my knowledge, information and belief, all matters, facts and things set out in
this Application are true.

SWORN to before me at St. John's

in the Province of Newfoundland and

Labrador this 11" day of July, 2008,
before me: M

Barrister Earl Ludlow’//




Schedule A

2009 Capital Budget Summary NP 2009 CBA
2009 CAPITAL BUDGET SUMMARY
Asset Class Budget (000s)
1. Generation - Hydro $ 8,899
2. Generation - Thermal 100
3. Substations 7,172
4. Transmission 4,507
5. Distribution 30,178
6. General Property 835
7. Transportation 2,255
8. Telecommunications 350
9. Information Systems 3,725
10. Unforeseen Allowance 750
11. General Expenses Capitalized 2,800
Total $ 61571
Newfoundland Power — 2009 Capital Budget Application Page 1 of 5



Schedule A
2009 Capital Budget Summary NP 2009 CBA

2009 CAPITAL PROJECTS (BY ASSET CLASS)

Capital Projects Budget (000s) Description®

1. Generation - Hydro

Rocky Pond Plant Refurbishment $6,517 2
Facility Rehabilitation 1,917 4
Raise Rose Blanche Spillway to Increase Production 465 6
Total — Generation - Hydro $ 8,899

2. Generation - Thermal
Facility Rehabilitation Thermal $ 100 9
Total — Generation — Thermal $ 100

3. Substations
Substations Refurbishment and Modernization $ 4,102 12
Replacements Due to In-Service Failures 1,729 14
Horse Chops Transformer Replacement 1,341 16
Total - Substations $7,172

4. Transmission
Transmission Line Rebuild $ 4,507 19

Total - Transmission $ 4,507

! Project descriptions can be found in Schedule B at the page indicated.
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Schedule A
2009 Capital Budget Summary NP 2009 CBA

2009 CAPITAL PROJECTS (BY ASSET CLASS)

Capital Projects Budget (000s) Description®

5. Distribution

Extensions $ 8,786 22
Meters 1,127 24
Services 2,373 27
Street Lighting 1,646 30
Replace Mercury Vapour Street Lights 806 33
Transformers 6,406 35
Reconstruction 3,229 37
Rebuild Distribution Lines 3,541 39
Relocate/Replace Distribution Lines for Third Parties 622 42
Distribution Reliability Initiative 1,266 44
Feeder Additions for Growth 244 47
Allowance for Funds Used During Construction 132 49
Total - Distribution $30,178

6. General Property

Tools and Equipment $ 691 52
Additions to Real Property 144 54
Total - General Property $ 835

7. Transportation
Purchase Vehicles and Aerial Devices $ 2,255 57

Total - Transportation $ 2,255

! Project descriptions can be found in Schedule B at the page indicated.
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Schedule A
2009 Capital Budget Summary NP 2009 CBA

2009 CAPITAL PROJECTS (BY ASSET CLASS)

Capital Projects Budget (000s) Description®

8. Telecommunications

Replace/Upgrade Communications Equipment $ 135 60
Fibre Optic Circuit Replacement 215 62
Total - Telecommunications $ 350

9. Information Systems

Application Enhancements $ 1,438 65
System Upgrades® 679 67
Personal Computer Infrastructure 409 69
Shared Server Infrastructure 700 72
Network Infrastructure 149 74
Vehicle Mobile Computing Infrastructure 350 76
Total — Information Systems $ 3,725

10. Unforeseen Allowance
Allowance for Unforeseen Items $ 750 79

Total — Unforeseen Allowance $ 750

11. General Expenses Capitalized

&~

General Expenses Capitalized 2,800 81

©+

Total — General Expenses Capitalized 2,800

Project descriptions can be found in Schedule B at the page indicated.

2 Includes the Microsoft Enterprise Agreement; included as a multi-year project in Schedule D of this application.
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Schedule A
2009 Capital Budget Summary NP 2009 CBA

2009 CAPITAL PROJECTS: MULTI-YEAR

Capital Project 2009 2010 2011

Microsoft Enterprise Agreement® $200,000 $200,000 $200,000

®  The Microsoft Enterprise Agreement is a multi-year project included in Schedule D of this application.

Newfoundland Power — 2009 Capital Budget Application Page 5 of 5



Schedule B
2009 Capital Projects NP 2009 CBA

GENERATION - HYDRO
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Schedule B
2009 Capital Projects — Normal Capital (Identified Need) NP 2009 CBA

Project Title: Rocky Pond Plant Refurbishment (Pooled)

Project Cost:  $6,517,000

Project Description

This Generation Hydro project is a major refurbishment of the Company’s Rocky Pond
Hydroelectric Generating Plant. This refurbishment project will require major upgrades to the
civil, electrical and mechanical systems of the plant in 2009. The components requiring
replacement or refurbishment include the woodstave penstock, generator windings, governor
controls and main valve. Also included in the project is the replacement of the forebay line
providing both electricity and communications to the forebay intake gate.

Details on the proposed expenditures are included in 1.2 Rocky Pond Hydro Plant
Refurbishment.

A fire originating in the switchgear at Rocky Pond plant in July 2005 caused considerable
damage to the facility. During the 8 month shutdown the switchgear, protection and control
panels, battery bank and battery charger, and all AC/DC panels and wiring were replaced.

This is a major plant refurbishment which involves a combination of inter-dependent and related
components. This refurbishment will be completed in 2009 and is clustered with the Rocky
Pond substation refurbishment included in the Substations Refurbishment and Modernization
project to minimize plant downtime and maximize efficiencies.

Justification

The Rocky Pond Hydroelectric Generating Plant was commissioned in 1942 and, with the
exception of the upgrades resulting from the 2005 fire, consists mainly of original equipment.
The normal annual plant production is approximately 14.1 GWh of energy, or about 3.3 per cent
of Newfoundland Power’s total hydroelectric generation.

Engineering assessments of the civil, mechanical and electrical systems have revealed a number
of deficiencies. In particular, the civil engineering assessment, completed with the assistance of
outside experts, has identified the necessity to replace the deteriorated penstock. The intake gate
and guides are original to the 1942 construction and are in poor condition. Replacement of the
intake gate and guides is necessary for the dewatering of the penstock and to ensure worker
safety downstream of the gate.

The mechanical assessment identified problems with the main valve seal and as a result a
constant flow of high pressure water leaks around the valve when the unit is shut down. This
leakage prevents safe access to the scroll case for workers when the penstock remains watered.
The generator windings are at the end of their life while the hydraulic governor controls are
obsolete and manufacturer discontinued.

Newfoundland Power — 2009 Capital Budget Application Page 2 of 81



Schedule B
2009 Capital Projects — Normal Capital (Identified Need) NP 2009 CBA

A feasibility analysis of projected capital and operating expenditures for the Rocky Pond
Hydroelectric Generating Plant has determined the levelized cost of energy from the plant over
the next 50 years to be 4.67 cents per kilowatt-hour, which is significantly less than the cost of
replacement energy at Holyrood.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 to 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $6,080 - - -
Labour — Internal 39 - - -
Labour — Contract - - - -
Engineering 192 - - -
Other 206 - - -
Total $6,517 - - $6,517

Costing Methodology

The budget for this project is based on an engineering cost estimate.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.
Future Commitments

This is not a multi-year project.

1 Incremental energy from the Holyrood thermal generating station is estimated at 10.63 cents per kWh for 2009

(based upon $67.00 per barrel of No. 6 fuel from Hydro’s fuel price projection dated March 31, 2008), with
associated levelized cost of 12.84 cents per KWh over 25 years and 13.90 cents per kWh over 50 years.
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Schedule B
2009 Capital Projects — Normal Capital (Identified Need) NP 2009 CBA

Project Title: Facility Rehabilitation (Pooled)

Project Cost:  $1,917,000

Project Description

This Generation Hydro project is necessary for the replacement or rehabilitation of deteriorated
plant components that have been identified through routine inspections, operating experience and
engineering studies. The project includes expenditures necessary to improve the efficiency and
reliability of various hydro plants or to replace plant due to in-service failures. The project
includes the following items:

e Refurbishment of 5 hydro dams and spillways;
Equipment replacements due to in-service failures;
Upgrade plant revenue metering;
Horsechops protection and control systems; and
Engineering for Seal Cove runner replacement.

Details on 2009 proposed expenditures are included in 1.1 2009 Facility Rehabilitation.

The replacement or rehabilitation of deteriorated components at individual plants is not inter-
dependent or related. However, all budget items included in this project are similar in nature and
justification, and are therefore pooled for consideration as a single capital project.

Justification

The Company’s 23 hydroelectric plants range in age from 9 to 108 years old. These facilities
provide energy to the Island Interconnected System. Maintaining these generating facilities
reduces the need for additional, more expensive, generation. In many cases, these generating
facilities provide local generation.

Replacement and rehabilitation projects are identified during ongoing inspections and
maintenance activities. These projects are necessary for the continued operation of generation
facilities in a safe, reliable and environmentally compliant manner.

The Company’s hydro generation facilities produce a combined normal annual production of
425.8 GWh. The alternative to maintaining these facilities would be to retire them. Replacing
the energy produced by these facilities by increasing production at Newfoundland and Labrador
Hydro’s Holyrood generation facility would require approximately 676,000 barrels of fuel
annually. At oil prices of $67.00 per barrel, this translates into approximately $45 million in
annual fuel savings.
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Schedule B
2009 Capital Projects — Normal Capital (Identified Need) NP 2009 CBA

All expenditures on individual hydroelectric plants, such as the replacement of dam structures,
runners, or forebays, are justified on the basis of maintaining access to hydroelectric generation
at a cost that is lower than the cost of replacement energy.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 1,397 - - -
Labour — Internal 193 - - -
Labour — Contract - - - -
Engineering 280 - - -
Other 47 - - -
Total $ 1,917 $3,900 $17,601 $23,418

Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $1,909 $2,283 $1,234 $780 $3,290"

1 Includes protection and control system upgrades at Cape Broyle and runner replacement at Hearts Content.

The budget estimate for this project is comprised of engineering estimates for the individual
budget items and an assessment of historical expenditures for the remainder.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Schedule B
2009 Capital Projects - Justifiable (Identified Need) NP 2009 CBA

Project Title: Raise Rose Blanche Spillway to Increase Production (Other)

Project Cost:  $465,000

Project Description

The Rose Blanche Brook hydroelectric development is located on the southwest coast of the
Island of Newfoundland, near the community of Rose Blanche. It is Newfoundland Power’s
newest hydroelectric development and was placed into service in 1998. The normal annual
production of the plant is approximately 20.7 GWh of energy, or about 4.9 % of Newfoundland
Power’s total hydroelectric system.

Since the construction of the development in 1998, average spill at the Rose Blanche development
has been estimated at approximately 6.3 GWh annually. Increasing the amount of storage in the
development will reduce the amount of spilled water and result in increased energy production.

The project will increase the annual production of Rose Blanche hydroelectric plant by
increasing the elevation of the spillway. Increasing the height of the spillway at Rose Blanche
hydroelectric development by 1.16m will result in an additional 0.9 GWh of energy.

Details on the proposed expenditures are included in 1.3 Rose Blanche Spillway.

Justification

Newfoundland Power operates 23 hydroelectric plants in 19 developments across the province.
The annual normal production of these developments is 425.8 GWh which is less than 10% of
Newfoundland Power customers’ electricity requirements. Operating these generating facilities
efficiently reduces the need for additional, more expensive, generation.

Increasing energy production at Newfoundland Power’s existing hydroelectric plants would
replace energy produced at Hydro’s Holyrood thermal generating plant. At oil prices of
approximately $67.00 per barrel, an additional 0.9 GWh of hydroelectric production translates
into approximately $96,000 in annual fuel savings.

The estimated levelized cost of raising the spillway at Rose Blanche by 1.16m is 4.06 cents per
kWh. This energy is lower in cost than energy from sources such as a new hydroelectric
development or additional Holyrood thermal generation®.

This project is justified upon those future energy savings.

2 Incremental energy from the Holyrood thermal generating station is estimated at 10.63 cents per kWh for 2009

(based upon $67.00 per barrel of No. 6 fuel from Hydro’s fuel price projection dated March 31, 2008), with
associated levelized cost of 12.84 cents per KWh over 25 years and 13.90 cents per kWh over 50 years.
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Schedule B
2009 Capital Projects - Justifiable (Identified Need) NP 2009 CBA

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material 365 - - -
Labour — Internal 5 - - -
Labour — Contract - - - -
Engineering 50 - - -
Other 45 - - -
Total $ 465 - - $465

Costing Methodology
The budget estimate for this project is comprised of an engineering estimate.
Future Commitments

This is not a multi-year project.
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Schedule B
2009 Capital Projects NP 2009 CBA

GENERATION - THERMAL
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Schedule B
2009 Capital Projects — Normal Capital (Identified Need) NP 2009 CBA

Project Title: Facility Rehabilitation Thermal (Pooled)

Project Cost:  $100,000

Project Description

This Generation Thermal project is necessary for the replacement or rehabilitation of deteriorated
thermal plant components that are identified through routine inspections, operating experience
and engineering studies.

The replacement or rehabilitation of deteriorated components at individual plants is not inter-
dependent or related. However, all budget items included in this project are similar in nature and
justification, and are therefore pooled for consideration as a single capital project.

Justification

The Company maintains 43.5 MW of thermal generation consisting of gas turbine and diesel
units. These units are generally used to provide emergency generation, both locally and for the
interconnected system, and to facilitate scheduled maintenance.

Replacement and rehabilitation projects are identified during ongoing inspections and
maintenance activities. These projects are necessary for the continued operation of thermal
generation facilities in a safe, reliable and environmentally compliant manner.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 60 - - -
Labour — Internal 20 - - -
Labour — Contract - - - -
Engineering 15 - - -
Other 5 - - -
Total $ 100 $100 $575 $775
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2009 Capital Projects — Normal Capital (Identified Need)

Schedule B
NP 2009 CBA

Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History

(000s)

Year
Total

2004
$142

2005
$135

2006

2007
$37

2008F
$100

The process of estimating the budget requirement for facilities rehabilitation of thermal
generating facilities is on a historical average.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Schedule B
2009 Capital Projects NP 2009 CBA

SUBSTATIONS
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Schedule B
2009 Capital Projects — Normal Capital (Identified Need) NP 2009 CBA

Project Title: Substations Refurbishment and Modernization (Pooled)

Project Cost:  $4,102,000

Project Description

This Substations Refurbishment and Modernization project is a continuation of work started in
2007 as a result of the Substation Strategic Plan. The work included in this project is consistent
with this plan. An update to the Substation Strategic Plan is included in 2.1 Substation
Refurbishment and Modernization.

This project is necessary for the planned replacement of deteriorated and substandard substation
infrastructure, such as bus structures, breakers, potential transformers, protective relaying and
support structures, equipment foundations, switches and fencing.

The individual requirements for the replacement of substation infrastructure are not inter-
dependent. However, they are similar in nature and justification. The expenditures are therefore
pooled for consideration as a single capital project.

Justification

This project is justified based on the need to maintain safe, reliable electrical service and ensure
workplace safety by replacing deteriorated or substandard substation infrastructure.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $1,799 - - -
Labour — Internal 771 - - -
Labour — Contract 292 - - ,
Engineering 860 - - -
Other 380 - - -
Total $4,102 $5,121 $18,279 $27,502
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Schedule B
2009 Capital Projects — Normal Capital (Identified Need) NP 2009 CBA

Costing Methodology

Table 2 shows the annual expenditures and unit costs for this project for the most recent five-
year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $2,168 $2,072 $2,107 $2,364 $2,555

The Company has 130 substations varying in age from six years to greater than 100 years.
Infrastructure to be replaced was identified as a result of inspections, engineering studies and
operating experience.

The budget for this project is comprised of engineering estimates for the cost of individual
budget items.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Schedule B
2009 Capital Projects — Normal Capital (Historical Pattern) NP 2009 CBA

Project Title:  Replacements Due to In-Service Failures (Pooled)

Project Cost:  $1,729,000

Project Description

This Substation project is necessary to replace substation equipment that is retired due to storm
damage, lightning strikes, vandalism, electrical or mechanical failure, corrosion damage,
technical obsolescence and failure during maintenance testing. Substation equipment that fails
in-service requires immediate attention as it is essential to the integrity and reliability of the
electrical supply to customers.

The individual requirements for substation equipment are not inter-dependent. However, they
are similar in nature and justification. The expenditures are therefore pooled for consideration as
a single capital project.

Justification

This project is justified based on the need to maintain safe, reliable electrical service and ensure
workplace safety by replacing deteriorated or substandard substation plant and equipment.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $1,219 - - -
Labour — Internal 360 - - -
Labour — Contract - - - -
Engineering 80 - - -
Other 70 - - -
Total $1,729 $1,767 $5,523 $9,019
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Schedule B
2009 Capital Projects — Normal Capital (Historical Pattern) NP 2009 CBA

Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $1,284 $1,194 $1,273 $2,134 $2,100

The Company has 130 substations. The major equipment items comprising a substation include
power transformers, circuit breakers, reclosers, voltage regulators, potential transformers and
battery banks. In total, Newfoundland Power has in service approximately 190 power
transformers, 400 circuit breakers, 200 reclosers, 360 voltage regulators, 220 potential
transformers, 115 battery banks and 2,500 high voltage switches.

The need to replace equipment is determined on the basis of tests, inspections, in-service and
imminent failures and operational history of the equipment. An adequate pool of spare
equipment is necessary to enable the Company to quickly respond to in-service failure. The size
of the pool is based on past experience and engineering judgement, as well as a consideration of
the impact the loss of a particular apparatus would have on the electrical system.

The budget for this project is based on engineering cost estimates and an assessment of historical
expenditures. The increase in expenditures is largely attributable to the effects of inflation on
utility construction materials®, and an increase in the number of failures experienced.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.

! Section 3.1 of the Capital Plan discusses the impact of inflation on Newfoundland Power’s capital budget.
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Project Title: Horse Chops Transformer Replacement (Other)

Project Cost:  $1,341,000

Project Description

This Substation project involves replacement of the power transformer and associated substation
modifications at the Horse Chops hydroelectric plant.

Capital expenditures are necessary to address identified deficiencies at the Horse Chops
hydroelectric plant. The report titled Horsechops Power Transformer Replacement provides
detailed information on the project.

This project involves the replacement of the 57 year old power transformer at the Plant and the
relocation of the Plant substation to accommodate the new transformer.

Justification

The Horsechops hydroelectric plant provides 41.8 GWh of energy per year or approximately
9.8% of Newfoundland Power’s annual production.

On March 10, 2008, oil analysis carried out as part of the routine maintenance of the transformer
revealed high concentrations of combustible hydrocarbon gases including acetylene in the
transformer oil. On April 3, 2008, analysis of a second oil sample confirmed the earlier results.
Four additional oil samples taken on April 21, 2008, May 13, 2008, May 22, 2008 and June 2,
2008 have all confirmed the earlier results.

The transformer has been in service for approximately 57 years, and has operated under full load
for most of that time. In light of the high cost associated with rewinding the transformer,
including the cost of replacement of accessory equipment, and the improved efficiency of a new
transformer, the purchase of a new unit is the recommended alternative.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 1
Project Cost
(000s)

Cost Category 2008 2009 2010 - 2012 Total
Material $1,052 - - -
Labour — Internal 62 - - -
Labour — Contract - - - -
Engineering 74 - - -
Other 153 - - -
Total $1,341 - - $1,341

Costing Methodology

The budget for this project is comprised of engineering estimates for the cost of individual

budget items.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Transmission Line Rebuild (Pooled)

Project Cost:  $4,507,000

Project Description
This Transmission project involves:

1. The rebuilding of the Company’s oldest, most deteriorated transmission lines on a
priority basis in accordance with the program outlined in the report Transmission Line
Rebuild Strategy filed with the 2006 Capital Budget Application ($2,912,000).

Proposed 2009 transmission line rebuilding work will take place on sections of 110L and
111L. Transmission lines 110L and 111L are located on the Bonavista Peninsula and
experienced damage during the December 2007 storm resulting in extended outages for
customers. Details of the rebuilds can be found in 3.1 Transmission Line Rebuild.

2. The replacement of poles, crossarms, conductors, insulators and miscellaneous hardware
due to deficiencies identified during inspections and engineering reviews or due to in-
service and imminent failures ($1,595,000).

Transmission line rebuilds and replacements to address identified deficiencies are similar in
nature and justification. The expenditures are therefore pooled for consideration as a single
capital project.

Justification
Thirty per cent of the Company’s 104 transmission lines are in excess of 40 years of age. Many
of these lines are experiencing pole, crossarm, conductor, insulator and hardware deterioration.

Replacement is required to maintain the strength and integrity of these lines.

This project is justified based on the need to replace deteriorated infrastructure in order to ensure
the continued provision of safe, reliable electrical service.

Projected Expenditures
Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of

expenditures through 2013. Appendix A of 3.1 Transmission Line Rebuild details the
transmission line rebuilds planned for each year.
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Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 1,545 - - -
Labour — Internal 354 - - -
Labour — Contract 2,004 - - -
Engineering 166 - - -
Other 438 - - -
Total $ 4,507 $7,327 $22,524 $34,358

Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.
Annual expenditures are a function of the number of lines rebuilt, distance covered and the
construction standard used in the design.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $2,061 $2,651 $4,456 $4,440 $4,958

The budget estimates for rebuilding and upgrade projects are based on engineering cost
estimates. The budget estimates for replacements and relocation projects are based on an
assessment of historical expenditures.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Extensions (Pooled)

Project Cost:  $8,786,000

Project Description

This Distribution project involves the construction of both primary and secondary distribution
lines to connect new customers to the electrical distribution system. The project also includes
upgrades to the capacity of existing lines to accommodate customers who increase their electrical
load. The project includes labour, materials, and other costs to install poles, wires and related
hardware.

Distribution line extensions and upgrades for new customers and for increased loads are similar
in nature and justification. The expenditures are therefore pooled for consideration as a single
capital project.

Justification

This project is justified based on the need to address customers’ new or additional service
requirements.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $2,835 - - -
Labour — Internal 2,101 - - -
Labour — Contract 2,719 - - -
Engineering 901 - - -
Other 230 - - -
Total $8,786 $8,708 $24,650 $42,144
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Costing Methodology

Table 2 shows the annual expenditures and unit costs for this project for the most recent five-
year period, as well as a projected unit cost for 20009.

Table 2
Expenditure History and Unit Cost Projection
Year 2004 2005 2006 2007 2008F | 2009B
Total Exp. (000s) $ 8,406 |$ 7,962 |$11,136 |$9,285 |$8,730 |$8,786
Adjusted Cost (000s)* |$ 9,982 |$ 9,174 |$ 8,882% | $8,596° | $8,730 |$ -
New Customers 4,294 4149 | 3952 | 3941 | 3,827 3,962
Unit Cost ($/customer)' | $ 2,325 |$ 2,211 |$ 2,248 |$2,181 |$2,281 |$ 2,217

1
2

2008 Dollars.
Excludes expenditure for extensions to cottage areas.

The project cost for the connection of new customers is calculated on the basis of historical data.
Historical annual expenditures over the most recent five-year period, including the current year,
are expressed in current-year dollars (“Adjusted Cost™) using the Statistics Canada Distribution
Systems Price Index.! The Adjusted Costs are divided by the number of new customers in each
year to derive the annual extension cost per customer in current-year dollars (“Unit Cost”). The
average of these unit costs, with unusually high and low data excluded, is adjusted by the GDP
Deflator for Canada before being multiplied by the forecast number of new customers for the
budget year to determine the budget estimate. The forecast number of new customers is derived
from economic projections provided by independent agencies.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.

! Section 3.1 of the 2009 Capital Plan discusses the impact of inflation on Newfoundland Power’s capital budget.
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Project Title: Meters (Pooled)

Project Cost:  $1,127,000

Project Description

This Distribution project includes the purchase and installation of meters for new customers and
replacement meters for existing customers. Table 1 lists the meters required in 2009.

Table 1
2009 Proposed Meter Acquisition
Program Number of Meters
Energy Only Domestic Meters 9,917
Other Energy Only and Demand Meters 1,226

The expenditures for individual meters are not interdependent. However, because the individual
expenditure items are similar in nature and justification, they have been pooled for consideration
as a single capital project.

No expenditure has been explicitly budgeted for the installation of automated meter reading
(“AMR”) technology. However, AMR meters will be installed where it is determined that the
higher cost is justified by the savings provided in the Metering Strategy filed with the 2006
Capital Budget Application.

Justification

The purchase of new meters is necessary to accommodate customer growth and to replace
deteriorated meters. Revenue metering of electrical service is regulated under the Electricity and
Gas Inspection Act (Canada). The additional cost associated with expenditures on AMR meters
is justified on an economic basis.

Projected Expenditures

Table 2 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 2
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $991 - - -
Labour — Internal 113 - - -
Labour — Contract 23 - - -
Engineering - - - -
Other - - - -
Total $1,127 $1,168 $4,002 $6,297

Costing Methodology

Table 3 shows the annual expenditures for the most recent five-year period, as well as a
projection for 20009.

Table 3
Expenditure History and Unit Cost Projection
Year 2004 2005 2006 2007 2008F Avg 2009B

Meter Requirements

New Connections 4,294 4,149 3,952 3,941 3,827 3,962

GROs/CSOs 8,544 | 12,399 | 13,371 3,546 | 14,500 5,509

Other 1,064 2,175 1,677 1,667 1,779 1,672

Total 13,902 | 18,723 | 19,000 9,154 | 20,106 11,143
Meter Costs

Actual (000s) $1,297 | $1,342 | $1,463 | $1,154 | $1,394 $1,127

Adjusted1 (000s) $1,466 | $ 9247 | $1,026% | $1,194 - -
Unit Cost* $105 $832 $89% |  $130 $69 $95 |  $101

1 2008 dollars.

2 Excludes two groups of meters which failed compliance sampling testing as required by Measurement

Canada in 2005 and 2006.
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The project cost for meters is calculated on the basis of historical data. Historical annual
expenditures over the most recent five-year period, including the current year, are expressed in
current year dollars (“Adjusted Meter Costs”) using the Statistics Canada Distribution Systems
Price Index. The adjusted costs are divided by the total meter requirements in each year to
derive the annual meter cost in current-year dollars (“Unit Cost”). The average of these costs,
with unusually high and low data excluded, is adjusted by the GDP Deflator for Canada before
being multiplied by forecast meter installations. The expected number of meter installations is
based on projected new customer connections, projected requirements to meet Industry Canada
regulations and other requirements based on historical trends.

The quantity of meters for new customers is based on the Company’s forecast of customer
growth. The quantity for replacement purposes is determined using historical data for retired
meters and sampling results from previous years. Sampling and replacement requirements are
governed by Compliance Sampling Orders (CSOs) and Government Retest Orders (GROSs)
issued in accordance with regulations under the Electricity and Gas Inspection Act (Canada).

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Services (Pooled)

Project Cost:  $2,373,000

Project Description

This Distribution project involves the installation of service wires to connect new customers to
the electrical distribution system. Service wires are low voltage wires that connect the
customer’s electrical service equipment to the utility’s transformers. Also included in this
project is the replacement of existing service wires due to deterioration, failure or damage, as
well as the installation of larger service wires to accommodate customers’ additional load.

The proposed expenditures for new and replacement service wires are similar in nature. The
expenditures are therefore pooled for consideration as a single capital project.

Justification

The new component of this project is justified based on the need to address customers’ new
service requirements. The replacement component is justified on the basis of the obligation to
provide safe, reliable electrical service.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 714 - - -
Labour — Internal 1,317 - - -
Labour — Contract 115 - - ,
Engineering 199 - - -
Other 28 - - -
Total $2,373 $2,368 $6,853 $11,594
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Costing Methodology

Table 2 shows the annual expenditures and unit costs for new services for the most recent five-
year period, as well as a projected unit cost for 20009.

Table 2

Expenditure History and Unit Cost Projection
New Services

Year 2004 2005 2006 2007 2008F | 2009B
Total (000s) $1659 |$1894 |$1863 [$1,949 [$1,784 |$1,951
Adjusted Cost (000s)! [ $1,953 |$2,159 |$2,056 |$2,028 |$1,784 -
New Customers 4,294 4,149 3,952 3,941 3,827 3,962
Unit Cost ($/customer)! |$ 455 |$ 520 |$ 520 |[$ 515 |$ 571 |$ 489

1 2008 dollars.

The project cost for the connection of new customers is calculated on the basis of historical data.
For new services, historical annual expenditures over the most recent five-year period, including
the current year, are converted to current-year dollars (*Adjusted Cost™) using the Statistics
Canada Distribution Systems Price index. The Adjusted Costs are divided by the number of new
customers in each year to derive the annual services cost per customer in current-year dollars
(“Unit Cost”). The average of these unit costs, with unusually high and low data excluded, is
adjusted by the GDP Deflator for Canada before being multiplied by the forecast number of new
customers for the budget year to determine the budget estimate. The forecast number of new
customers is derived from economic projections provided by independent agencies.

Table 3 shows the annual expenditures and unit costs for replacement services for the most
recent five-year period, as well as a projected unit cost for 2009.

Table 3

Expenditure History and Average Cost Projection
Replacement Services

(000s)
Year 2004 2005 2006 2007 2008F | 2009B
Total $349 $339 $399 $472 $402 $422
Adjusted Cost* $411 $386 $440 $491 $402
! 2008 dollars.

The process of estimating the budget requirement for replacement services is similar to that for
new services, except the budget estimate is based on the historical average of the total cost of
replacement services, as opposed to a unit cost. To ensure consistency from year to year,
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expenditures related to planned service replacement programs are excluded from the calculation
of the historical average.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Street Lighting (Pooled)

Project Cost:  $1,646,000

Project Description

This Distribution project involves the installation of new lighting fixtures, the replacement of
existing fixtures, and the provision of associated overhead and underground wiring. A street
light fixture includes the light head complete with bulb, photocell and starter as well as the pole
mounting bracket and other hardware. The project is driven by customer requests and historical
levels of lighting fixtures requiring replacement.

The proposed expenditures for new and replacement street lights are similar in nature. The
expenditures are therefore pooled for consideration as a single capital project.

Justification

The new component of this project is justified based on the need to address customers’ new street
light requirements. The replacement component is justified on the basis of the obligation to
provide safe, reliable electrical service.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 891 - - -
Labour — Internal 586 - - -
Labour — Contract 127 - - -
Engineering 25 - - -
Other 17 - - -
Total $1,646 $1,623 $4,833 $8,102
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Costing Methodology

Table 2 shows the annual expenditures and unit costs for new street lights for the most recent
five-year period, as well as a projected unit cost for 2009.

Table 2

Expenditure History and Unit Cost Projection
New Street Lights

Year 2004 2005 2006 2007 | 2008F | 2009B
Total (000s) $1,020 [$1,363 |[$1,131 |$ 977 |$1,014 |$1,045
Exclusions® (000s) - |$ 380 - - 475 -
Adjusted Cost (000s)* | $1,251 | $1,164 |$1,286 |$1,026 |$ 985 -
New Customers 4294 | 4149 | 3952 | 3941 | 3827 | 3,962
Unit Cost ($/cust)® |$ 291 |$ 281 |$ 325 |$ 260 |$ 257 |$ 258

1 Exclusions in 2005 reflect the unusually high quantity of new Street Lights installed for the City of
St. John’s.

2 2008 dollars.

The project cost for the connection of new customers is calculated on the basis of historical data.
For new street lights, historical annual expenditures over the most recent five-year period,
including the current year, are expressed in current-year dollars (“Adjusted Cost”) using the
Statistics Canada Distribution Systems Price Index . The Adjusted Costs are divided by the
number of new customers in each year to derive the annual street light cost per customer in
current-year dollars (“Unit Cost”). The average of these unit costs, with unusually high and low
data excluded, is adjusted by the GDP Deflator for Canada before being multiplied by the
forecast number of new customers for the budget year to determine the budget estimate. The
forecast number of new customers is derived from economic projections provided by
independent agencies.

Table 3 shows the annual expenditures and unit costs for replacement street lights for the most
recent five-year period, as well as a projected unit cost for 2009.
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Table 3

Expenditure History and Average Cost Projection
Replacement Street Lights

(000s)
Year 2004 2005 2006 2007 2008F | 2009B
Total $379 $489 $451 | $1,112 | $446 $601
Exclusions® - 70 - 140 - -
Adjusted Cost® $465 $496 $513 $1,020 - -

1 Exclusions in 2005 & 2007 reflect the Company’s program replacement of underground wiring for
streetlights in the St. John’s area at a cost of $70,000 and $140,000 respectively.

2 2008 dollars.

The process of estimating the budget requirement for replacement street lights is similar to that
for new street lights, except the budget estimate is based on the historical average of the total cost
of replacement street lights, as opposed to a unit cost. The estimate is based on historical annual
expenditures for the replacement of damaged, deteriorated or failed street lights.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Replace Mercury Vapour Street Lights (Pooled)

Project Cost:  $806,000

Project Description

This Distribution project involves the replacement of existing Mercury Vapour (“MV”) street
light fixtures with the more energy efficient High Pressure Sodium (*HPS”) fixtures. There are
approximately 7,000 MV street lights in service. Collectively, they have the potential to reduce
the energy consumption attributable to street lighting by 2,184 MWh on an annual basis.

At the present time approximately 540 MV street lights fail in service each year, and are replaced
by HPS street lights. This project proposes to replace the 7,000 remaining MV street lights over
a 3-year period. The project is principally driven by the energy savings realized by the
replacement of the MV street light with a HPS street light.

Details on the proposed expenditures are included in 4.2 Energy Efficient Street Lights.
Justification

Replacing the 7,000 MV street lights over the 3 year period as proposed will reduce both power
purchase and maintenance cost associated with these street lights. The economic analysis
completed in report 4.2 Energy Efficient Street Lights indicates that the project as proposed
provides approximately $626,000 in net benefit over the next 20 years when compared to the
current practice of replacing street lights through normal attrition. The levelized cost of energy
for this project is 5.65 cents per kwh.*

1 Incremental energy from the Holyrood thermal generating station is estimated at 10.63 cents per kWh for 2009

(based upon $67.00 per barrel of No. 6 fuel from Hydro’s fuel price projection dated March 31, 2008), with
associated levelized cost of 12.84 cents per KWh over 25 years and 13.90 cents per kWh over 50 years.
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Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 385 - - -
Labour — Internal 387 - - -
Labour — Contract - - - -
Engineering 17 - - -
Other 17 - - -
Total $ 806 $581 $581 $1,968

Costing Methodology

The budget for this project is based on an engineering cost estimate.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Transformers (Pooled)

Project Cost:  $6,406,000

Project Description

This Distribution project includes the cost of purchasing transformers for customer growth and
the replacement or refurbishment of units that have deteriorated or failed.

Transformer requirements are similar in nature and justification. The expenditures are therefore
pooled for consideration as a single capital project.

Justification

This project is justified on the basis of the obligation to meet customers’ electrical service
requirements and the need to replace defective or worn out electrical equipment in order to
maintain a safe, reliable electrical system.

Projected Expenditures

Table 1 provides the breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $6,406 - _ ;
Labour — Internal - - - -
Labour — Contract - - - -
Engineering - - - -
Other - - - -
Total $6,406 $6,513 $20,156 $33,075
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Costing Methodology

Table 2 shows the annual expenditures for the most recent five-year period, as well as an
estimate for 20009.

Table 2
Expenditure History and Budget Estimate
(000s)
Year 2004 2005 2006 2007 2008F 2009B
Total $5,449 $4,976 $5,643 $6,992 $7,010 $6,406
Adjusted Cost! $7,046 $6,197 $5,866 $6,379 $6,010 -

! 2008 Dollars.

The process of estimating the budget requirement for transformers is based on a historical
average. Historical annual expenditures related to distribution transformers over the most recent
five-year period, including the current year, are expressed in current-year dollars (“Adjusted
Cost”) using the Statistics Canada Distribution Systems Price Index. The estimate for the budget
year is calculated by taking the average of the Adjusted Costs and inflating it using the GDP
Deflator for Canada to determine the budget estimate.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Reconstruction (Pooled)

Project Cost:  $3,229,000

Project Description

This Distribution project involves the replacement of deteriorated or damaged distribution
structures and electrical equipment. This project is comprised of smaller unplanned projects that
are identified during the budget year as a result of line inspections, or recognized during follow-
up on operational problems, including power interruptions and customer trouble calls. This
project consists of high priority projects that cannot be deferred to the next budget year.

Distribution Reconstruction requirements are similar in nature and justification. The
expenditures are therefore pooled for consideration as a single capital project.

This project differs from the Rebuild Distribution Lines project, which involves rebuilding
sections of lines that are identified and planned in advance of the annual capital budget
preparation.

Justification

This project is justified on the basis of the need to replace defective or deteriorated electrical
equipment in order to maintain a safe, reliable electrical system.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 764 - - -
Labour — Internal 1,300 - - -
Labour — Contract 729 - - -
Engineering 326 - - -
Other 110 - - -
Total $ 3,229 $4,612 $13,853 $21,694
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Costing Methodology

Table 2 shows the annual expenditures and costs in current dollars for the most recent five-year
period, as well as the projected expenditure for 2009.

Table 2
Expenditure History and Budget Estimate
(000s)
Year 2004 2005 2006 2007 2008F 2009B
Total $2,420 | $2,898 $2,989 | $3,563 $3,295 $3,229
Adjusted Cost! $2,841 | $3,291 $3,282 | $3,193 $3,129 -

12008 dollars.

The process of estimating the budget requirement for Reconstruction is based on a historical
average. Historical annual expenditures related to unplanned repairs to distribution feeders over
the most recent five-year period, including the current year, are expressed in current-year dollars
(“Adjusted Cost”) using the Statistics Canada Distribution Systems Price Index. The estimate
for the budget year is calculated by taking the average of the Adjusted Costs and inflating it
using the GDP Deflator for Canada to determine the budget estimate.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Rebuild Distribution Lines (Pooled)

Project Cost:  $3,541,000

Project Description

This Distribution project involves the replacement of deteriorated distribution structures and
electrical equipment that have been previously identified through ongoing line inspections,
engineering reviews, or day to day operations.

Distribution rebuild projects are preventative capital maintenance projects which are either the
complete rebuilding of deteriorated distribution lines or the selective replacement of various line
components based on inspections or engineering reviews. These typically include the
replacement of poles, crossarms, conductor, cutouts, surge/lightning arrestors, insulators and
transformers.

The work for 2009 includes feeder improvements on 43 of the Company’s 303 feeders.

While the various components of the project are not inter-dependent, they are similar in nature
and justification. The expenditures are therefore pooled for consideration as a single capital
project.

Justification

This project is justified on the basis of maintaining a safe, reliable electrical system.

The Company has over 8,600 kilometres of distribution lines in service and has an obligation to
maintain this plant in good condition to safeguard the public and its employees and to maintain
reliable electrical service. The replacement of deteriorated distribution structures and equipment
is an important element of this obligation.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $1,709 - - -
Labour — Internal 1,434 - - -
Labour — Contract 203 - - -
Engineering 27 - - -
Other 168 - - -
Total $3,541 $3,622 $11,363 $18,526

Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $3,382 $3,545 $2,811 $3,249 $3,385

Distribution feeders are inspected in accordance with Newfoundland Power’s distribution
inspection standards to identify:

a) Deficiencies that are a risk to public or employee safety, or that are likely to result in
imminent failure of a structure or hardware;

b) Locations where lightning arrestors are required as observed in the 2003 Lightning
Arrestor Review;!

C) Locations where CP8080 and 2-piece insulators still exist. These insulators have a
history of failure;?

d) Locations where current limiting fuses are required in accordance with the internal

memo dated January 11, 2000;* and

1 See the 2004 Capital Budget Application, Volume I, Distribution, Appendix 2, Attachment B for further detail
on lightning arrestor requirements.

2 See the 2004 Capital Budget Application, Volume 111, Distribution, Appendix 2, Attachment C for further detail
on problem insulators.

®  See the 2004 Capital Budget Application, Volume 111, Distribution, Appendix 2, Attachment D for further detail
on current limiting fuse requirements.
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e) Hardware for which a high risk of failure has been identified, such as automatic
sleeves and porcelain cutouts.*

The budget estimate is based on engineering estimates of individual rebuild requirements.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.

*  See the 2004 Capital Budget Application, Volume 111, Distribution, Appendix 2, Attachment E and Attachment
F for further detail on automatic sleeves and porcelain cutouts.
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Project Title: Relocate/Replace Distribution Lines for Third Parties (Pooled)

Project Cost:  $622,000

Project Description

This Distribution project is necessary to accommodate third party requests for the relocation or
replacement of distribution lines. The relocation or replacement of distribution lines results from
(1) work initiated by municipal, provincial and federal governments, (2) work initiated by other
utilities such as Aliant, Persona and Rogers Cable, or (3) requests from customers.

The Company’s response to requests for relocation and replacement of distribution facilities by
governments and other utility service providers is governed by the provisions of agreements in
place with the requesting parties.

While the individual requirements are not inter-dependent, they are similar in nature and
justification, and are therefore pooled for consideration as a single capital project.

Justification

This project is justified on the basis of the need to respond to legitimate requirements for plant
relocations resulting from third party activities.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 218 - - -
Labour — Internal 199 - - -
Labour — Contract 131 - - -
Engineering 63 - - -
Other 11 - - -
Total $ 622 $797 $2,518 $3,937
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Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History
(000s)

Year 2004 2005 2006 2007 2008F
Total $440 $630 $1,801 $1,604 $1,033
Adjusted Cost! $517 $715 $478? $593° $728*
' 2008 dollars.
2 Excludes $999,000 for Persona cross island project.
j Excludes $1,520,000 for Persona cross island project.

Excludes $305,000 for Persona cross island project.

The budget estimate is based on historical expenditures. Generally these expenditures are
associated with a number of small projects that are not specifically identified at the time the
budget is prepared. Historical annual expenditures related to distribution line relocations and
replacements over the most recent five-year period, including the current year, are expressed in
current-year dollars (“Adjusted Cost”) using the Statistics Canada Distribution Systems Price
Index. The estimate for the budget year is calculated by taking the average of the Adjusted
Costs and inflating it using the GDP Deflator for Canada to determine the budget estimate.

To ensure consistency from year to year, expenditures related to past extraordinary requirements
are excluded from the calculation. For example, three exclusions for work completed for
Persona are identified in the notes to Table 2. For these projects, costs less betterment was
recovered from Persona.

Estimated contributions from customers and requesting parties associated with this project have
been included in the contribution in aid of construction amount referred to in the Application.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Distribution Reliability Initiative (Pooled)

Project Cost:  $1,266,000

Project Description

This Distribution project involves the replacement of deteriorated poles, conductor and hardware
to reduce both the frequency and duration of power interruptions to the customers served by
specific distribution lines. The nature of the upgrading work follows from a detailed assessment
of past service problems, knowledge of local environmental conditions (such as salt
contamination and wind and ice loading), and engineering knowledge to apply location specific
design and construction standards. Options are evaluated to improve reliability performance and
project plans are subsequently developed from an engineering analysis.

The 2009 project involves continuation of work on 2 feeders included in the Distribution
Reliability Initiative (“DRI”) from 2006 and 2008, plus 1 feeder added to the DRI for the first
time in 2009."

Table 1 identifies the feeders where upgrading is proposed in 2009. It shows the number of
customers affected, and the average unscheduled distribution yearly interruption statistics for the
five-year period ending December 31, 2007. These SAIFI? and SAIDI? statistics exclude
planned power interruptions and interruptions due to all causes other than distribution system
failure. An analysis of each feeder to be upgraded is contained in report 4.1 Distribution
Reliability Initiative.

The DRI first included the Glovertown (GLV-02) and Lewisporte (LEW-02) projects in 2006 that were
originally planned to be completed over three years. The second year of these projects was postponed from
2007 to 2008 in light of the Rattling Brook Refurbishment project. The Northwest Brook (NWB-02) feeder
project is also of 3 years duration, commencing in 2009.

System Average Interruption Frequency Index (SAIFI) calculated by dividing the number of customers that
have experienced an outage by the total number of customers in an area. Distribution SAIFI records the
average number of outages related to distribution system failure.

System Average Interruption Duration Index (SAIDI) is calculated by dividing the number of customer-outage-
hours (e.g., a two hour outage affecting 50 customers equals 100 customer-outage-hours) by the total number of
customers in an area. Distribution SAIDI records the average hours of outage related to distribution system
failure.
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Table 1

Distribution Interruption Statistics
5-Years to December 31, 2007

Number of Distribution Distribution
Feeder Customers SAIFI SAIDI
Glovertown (GLV-02) 1,259 3.85 9.07
Lewisporte (LEW-02) 1,390 3.39 8.55
North West Brook (NWB-02) 1,050 3.04 6.58
Company Average - 1.68 2.13

While the work on different feeders is not inter-dependent, the various components of this
project are similar in nature and justification. The expenditures are therefore pooled for
consideration as a single capital project.

Justification

This project is justified on the basis of the obligation to provide reliable electrical service.
Customers supplied by these feeders experience power interruptions more often, or of longer
duration, than the Company average. Individual feeder projects have been prioritized based on
their historic SAIFI and SAIDI statistics.

The distribution reliability initiative project has had a positive impact on the reliability
performance of the feeders that have been upgraded.

Projected Expenditures

Table 2 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 2
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 611 - - -
Labour — Internal 513 - - -
Labour — Contract 73 - - -
Engineering 9 - - -
Other 60 - - -
Total $1,266 $1,431 $4,487 $7,184
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Cost Methodology

Table 3 shows the annual expenditures for this project for the most recent five-year period.

Table 3
Expenditure History
(000s)
Year 2004 2005 2006 2007* 2008F
Total $763 $1,065 $3,365 - $1,286

! The Distribution Reliability Initiative was suspended in 2007 in light of the Rattling Brook project.
The budget estimate is based on detailed engineering estimates of individual feeder upgrade
requirements.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Feeder Additions for Growth (Pooled)

Project Cost:  $244,000

Project Description

This Distribution project consists of load transfers from an existing feeder in one substation, to a
feeder in an adjacent substation, to accommodate load growth without the addition of
transformer capacity. There are typically 3 alternatives to deal with a substation transformer that
is approaching its design capacity. Alternative 1 is to replace the transformer with a larger
capacity unit. Alternative 2 is to add another transformer to the substation. Alternative 3 is to
transfer customer load to an adjacent substation that has available transformer capacity.

Alternative 3 is the least cost alternative as it defers the purchase of an additional transformer to
a future date.

The work for 2009 involves converting a section of a feeder at Broad Cove Substation from
12.5 kV to 25 kV to allow load transfers to a feeder at Hardwoods Substation.

Justification

The project is justified based on the obligation to provide safe, least cost reliable service.
Forecast and actual peak load conditions and customer growth indicate that this project is
warranted in order to maintain the electrical system within recommended guidelines. This project
IS required to maintain substation transformer loading at Broad Cove Substation within its
loading parameters thus deferring the need to replace the power transformer at Broad Cove
Substation.

Projected Expenditures

Table 1 provides the breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 51 - - -
Labour — Internal 89 - - -
Labour — Contract 88 - - -
Engineering 11 - - -
Other 5 - - -
Total $ 244 $ 282 $ 888 $ 1414

Cost Methodology

The budget estimate is based on detailed engineering estimates of individual feeder

requirements.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Allowance for Funds Used During Construction (Pooled)

Project Cost:  $132,000

Project Description

This Distribution project is an allowance for funds used during construction (“AFUDC”) which
will be charged on distribution work orders with an estimated expenditure of less than $50,000
and a construction period in excess of three months.

Effective January 1, 2008, the Company calculates AFUDC as approved in Order No. P.U. 32
(2007). This method of calculating the AFUDC is the mainstream practice of regulated
Canadian utilities and is consistent with the asset rate base method of accounting.

Justification

The AFUDC is justified on the same basis as the distribution work orders to which it relates.

Projected Expenditures

Table 1 provides the breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material - - - -
Labour — Internal - - - -
Labour — Contract - - - -
Engineering - - - -
Other 132 - - -
Total $132 $136 $423 $691
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Cost Methodology
Table 2 shows the annual expenditures for the most recent five-year period.
Table 2
Expenditure History and Budget Estimate
(000s)
Year 2004 2005 2006 2007 2008
Total $66 $73 $68 $72 $132

The increase in the 2008 forecast and the 2009 budget are based on the change in calculation as
approved in Order No. P.U. 32 (2007).

The budget estimate for AFUDC is based on an estimated $1.0 million monthly average of
distribution work in progress upon which the interest rate will be applied. The AFUDC rate is

applied each month in accordance with Order No. P.U. 32 (2007).

Future Commitments

This is not a multi-year project.
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Project Title: Tools and Equipment (Pooled)

Project Cost:  $691,000

Project Description

This General Property project is required to add or replace tools and equipment used in providing
safe, reliable electrical service. Users of tools and equipment include line staff, engineering
technicians, engineers and electrical and mechanical tradespersons. The majority of these tools
are used in normal day to day operations. As well, specialized tools and equipment are required
to maintain, repair, diagnose or commission Company assets required to deliver service to
customers.

Individual requirements for the addition or replacement of tools and equipment are not inter-
dependent. However, the expenditure requirements are similar in nature and justification. They
are therefore pooled for consideration as a single capital project.

All items within this project involve expenditures of less than $50,000. These items are
consolidated into the following categories:

1. Operations Tools and Equipment ($225,000): This is the replacement of tools and equipment
used by line and field technical staff in the day to day operations of the Company. These
tools are maintained on a regular basis. However, over time they degrade and wear out,
especially hot line equipment which must meet rigorous safety requirements. Where
appropriate, such tools will be replaced with battery and hydraulic alternatives to improve
productivity and working conditions.

2. Engineering Tools and Equipment ($400,000): This project includes engineering test
equipment, tools and substation portable grounds used by electrical and mechanical
maintenance personnel and engineering technicians. Engineering test equipment is required
to perform system calibration, commissioning and testing of power system facilities and
testing and analysis of associated data communications facilities.

3. Office Furniture ($66,000): This project is the replacement of office furniture that has
deteriorated. The Company has approximately 550 regular full time employees. The office
furniture utilized by these employees deteriorates through normal use and must be replaced.

Justification

Suitable tools and equipment in good condition enable staff to perform work in a safe, effective
and efficient manner.

Additional or replacement tools are purchased to either maintain or improve quality of work and
overall operational efficiency.
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Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 691 - - -
Labour — Internal - - - -
Labour — Contract - - - -
Engineering - - - -
Other - - - -
Total $ 691 $703 $2,180 $3,574

Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $570 $693 $659 $617 $690

The project cost is based on an assessment of historical expenditures for the replacement of tools
and equipment that become broken or worn out, and is adjusted for anticipated expenditure
requirements for extraordinary items.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Additions to Real Property (Pooled)

Project Cost:  $144,000

Project Description

This General Property project is required to ensure the continued safe operation of Company
facilities and workplaces. The Company has in excess of 20 office and other buildings. There is
an ongoing requirement to upgrade or replace equipment and facilities at these buildings due to
failure or normal deterioration. Past expenditures have included such items as emergency roof
repairs and correcting major drainage problems.

The individual budget items are less than $50,000 each and are not inter-dependent. However,
they are similar in nature and are therefore pooled for consideration as a single capital project.

Justification

This project is necessary to maintain buildings and support facilities and to operate them in a safe
and efficient manner.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 115 - - -
Labour — Internal 7 - - -
Labour — Contract 7 - - -
Engineering 8 - - -
Other 7 - - -
Total $ 144 $146 $452 $742
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Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $336 $334 $150 $165 $216
Exclusions 211 224° - - 85
Adjusted Cost $125 $110 $150 $165 $131

1 Includes roof repairs to offices in Gander and Stephenville.

2 Includes renovations to the Kenmount Road, Topsail Road and Duffy Place buildings.

The budget for this project is calculated on the basis of historical data as well as engineering
estimates for planned budget items as required. To ensure consistency from year to year,
expenditures related to large unplanned additions are excluded from the historical average

calculation.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Purchase Vehicles and Aerial Devices (Pooled)

Project Cost:  $2,255,000

Project Description
This Transportation project involves the necessary replacement of heavy fleet, passenger and off-
road vehicles. Detailed evaluation of the units to be replaced indicates they have reached the end
of their useful lives.

Table 1 lists the units to be acquired in 2009.

Table 1
2009 Proposed Vehicle Replacements
Category No. of Units
Heavy fleet vehicles® 3
Passenger vehicles® 38
Off-road vehicles® 8
Total 49

The Heavy Fleet vehicles category includes the purchase of replacement line trucks.
% The Passenger vehicles category includes the purchase of cars and light duty trucks.
® The Off-road vehicles category includes snowmobiles, ATVs and trailers.

The expenditures for individual vehicle replacements are not inter-dependent. However, they are
similar in nature and justification. The expenditures are therefore pooled for consideration as a
single capital project.

Justification

This project is justified on the basis of the need to replace existing vehicles and aerial devices
that have reached the end of their useful service lives.

Projected Expenditures

Table 2 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 2
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $2,193 - - -
Labour — Internal 52 - - -
Labour — Contract - - - -
Engineering - - - -
Other 10 - - -
Total $2,255 $2,467 $7,062 $11,784

Table 3 shows the expenditures for this project for the most recent five-year period.

Table 3
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $2,660 $2,838 $2,751 $2,231 $2,214

Costing Methodology

Newfoundland Power individually evaluates all vehicles considered for replacement according to
a number of criteria to ensure replacement is the least cost option.

Evaluation for replacement is initiated when individual vehicles reach a threshold age or level of
usage. Heavy fleet vehicles are considered for replacement at 10 years of age or usage of 250,000
kilometres. For passenger vehicles the guideline is five years of age or 150,000 kilometres.

Vehicles reaching the threshold are evaluated on a number of criteria, such as overall condition,
maintenance history and immediate repair requirements, to determine whether they have reached
the end of their useful service lives. Based on such evaluations, it has been determined that each
unit proposed for replacement has reached the end of its useful life.

New vehicles are acquired through competitive tendering to ensure the lowest possible cost
consistent with safe, reliable service.

Future Commitments

This is not a multi-year project.
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Project Title: Replace/Upgrade Communications Equipment (Pooled)

Project Cost:  $135,000

Project Description

This Telecommunications project involves the replacement and/or upgrade of communications
equipment, including radio communication equipment and communications equipment
associated with electrical system control.

The Company has approximately 340 pieces of mobile radio equipment in service. Each year
approximately 20 units break down and where practical, equipment is repaired and deficiencies
rectified. However, where it is not feasible to repair equipment or correct deficiencies,
replacement is required.

Newfoundland Power engages an engineering consultant to inspect radio towers. Deficiencies
identified through these inspections are addressed through this project.

Justification

Reliable communications equipment is essential to the provision of safe, reliable electrical
service. Communications towers must comply with safety codes and standards to ensure
employee and public safety.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 87 - - -
Labour — Internal 3 - - -
Labour — Contract - - - -
Engineering - - - -
Other 45 - - -
Total $135 $138 $ 426 $ 699

Newfoundland Power — 2009 Capital Budget Application Page 60 of 81



Schedule B
2009 Capital Projects — Normal Capital (Historical Pattern) NP 2009 CBA

Costing Methodology

Table 2 shows the annual expenditures and costs in current dollars for the most recent five-year
period, as well as the projected expenditure for 2008.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $150 $102 $173 $110 $104
Adjusted Cost* $167 $107 $182 $112 -

1 2008 dollars.

The process of estimating the budget requirement for communications equipment is based on a
historical average. Historical annual expenditures related to upgrading and replacing
communications equipment over the most recent five-year period, including the current year,
expressed in current-year dollars (*Adjusted Cost™) are modified by the Statistics Canada
Distribution Systems Price Index for the budget year to determine the budget estimate. The
estimate for the budget year is calculated by taking the average of the Adjusted Costs and
inflating it using the GDP Deflator for Canada to determine the budget estimate. To ensure
consistency from year to year, expenditures related to planned projects are excluded from the
calculation of the historical average.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Fibre Optic Circuit Replacement (Other)

Project Cost:  $215,000

Project Description

This Telecommunications project involves the replacement of leased and rented fibre optic
communication circuits with fibre optic cables owned and maintained by Newfoundland Power.

The Company has 32 fibre optic systems in service which are a mix of owned, leased and rented
facilities.

Newfoundland Power has completed an engineering review of these fibre optic communication
circuits. Over the next few years, lease agreements will expire and new agreements for ten year
terms will need to be established. Details of the engineering review are found in report 5.1 Fibre
Optic Circuit Replacement included in the 2008 Capital Budget Application.

Justification

Reliable communications equipment is essential to the provision of safe, reliable electrical
service. Replacement of rented facilities with Newfoundland Power owned fibre optic cables is
justified by the Net Present Value analysis provided in 5.1 Fibre Optic Circuit Replacement
included in the 2008 Capital Budget Application.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 180 - - -
Labour — Internal 35 - - -
Labour — Contract - - - -
Engineering - - - -
Other - - - -
Total $ 215 $ 244 $ 278 $ 737
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Costing Methodology
The budget estimate for this project is comprised of engineering estimates.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all material and contract labour will be obtained through competitive tendering.

Future Commitments

This is not a multi-year project.
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Project Title: Application Enhancements (Pooled)

Project Cost:  $1,438,000

Project Description

This Information Systems project is necessary to enhance the functionality of software
applications. The Company’s software applications are used to support all aspects of business
operations including provision of service to customers, ensuring the reliability of the electrical
system and compliance with regulatory and financial reporting requirements.

Of the software applications proposed to be enhanced in 2009, some, such as the Customer
Service Internet, are custom-developed while others, such as the Great Plains financial
management system, are vendor-provided.

The application enhancements proposed for 2009 are not inter-dependent. But, they are similar
in nature and justification and are therefore pooled for consideration as a single capital project.

Details on proposed expenditures are included in 5.1 2009 Application Enhancements.
Justification

Some of the proposed enhancements included in this project are justified on the basis of
improving customer service. Some will result in increased operational efficiencies. Some
projects will have a positive impact on both customer service and operational efficiency.

Cost benefit analyses, where appropriate, are provided in 5.1 2009 Application Enhancements.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 180 - - -
Labour — Internal 979 - - -
Labour — Contract - - - -
Engineering 34 - - -
Other 245 - - -
Total $1,438 $1,400 $4,360 $7,198

Costing Methodology
Table 2 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $1,313 $1,185 $1,540 $1,353 $1,393

The budget for this project is based on cost estimates for the individual budget items.

All materials and services for this project will be purchased after examining the competitive bids
of prospective suppliers. Where alternative suppliers do not exist, all materials and services will

be negotiated with a sole-source supplier to ensure least cost.

Future Commitments

This is not a multi-year project.
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Project Title: System Upgrades (Pooled)

Project Cost:  $679,000

Project Description

This Information Systems project involves necessary upgrades to the computer software
underlying the Company’s business applications. Most upgrades are required by software
vendors to address known software issues, to facilitate infrastructure upgrades or to maintain
vendor support.

For 2009, the project includes upgrades to database management system software, the Hand Held
Meter Reading System and the Avantis Asset Management System.

This project also includes the Microsoft Enterprise Agreement. This Agreement covers the
purchase of Microsoft software and provides access to the latest versions of each software
product purchased under this agreement. Details on Microsoft Enterprise Agreement are included
in Schedule D of the 2009 Capital Budget.

Details on 2009 proposed expenditures are included in 5.2 2009 System Upgrades.

Justification

This project is justified on the basis of maintaining current levels of customer service and
operational efficiency supported by the software.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 210 - - -
Labour — Internal 266 - - -
Labour — Contract - - - -
Engineering 13 - - -
Other 190 - - -
Total $ 679 $860 $2,850 $4,389
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Costing Methodology

Table 2 shows the annual expenditures and unit costs for this project for the most recent five-
year period.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $861 $779 $1,017 $679 $545

The budget for this project is based on cost estimates for the individual budget items.

All materials and services for this project will be purchased after examining the competitive bids
of prospective suppliers. Where alternative suppliers do not exist, all materials and services will
be negotiated with a sole-source supplier to ensure least cost.

Future Commitments

With the exception of the provision for the Microsoft Enterprise Agreement, this is not a multi-
year project. Under the terms of the Microsoft Enterprise Agreement, Newfoundland Power
would be required, upon termination of the arrangement prior to the end of a 3-year term, to pay
the remaining portion of the full 3-year software licensing fee. Approval is therefore requested
for the 3-year expenditure of $600,000 associated with the Microsoft Enterprise Agreement,
which covers the period 2009 through 2011 inclusive.
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Project Title: Personal Computer Infrastructure (Pooled)

Project Cost:  $409,000

Project Description

This Information Systems project is necessary for the replacement or upgrade of personal
computers (“PCs”), printers and associated assets that have reached the end of their useful lives.

In 2009, 128 PCs will be purchased consisting of 96 desktop computers and 32 laptop
computers. This project also covers the purchase of additional peripheral equipment such as
monitors, mobile devices, and printers to replace existing units that have reached the end of
useful life.

The individual PCs and peripheral equipment are not inter-dependent. However, they are similar
in nature and justification, and are therefore pooled for consideration as a single capital project.

Specifications for replacement PCs and peripheral equipment are reviewed annually to ensure the
personal computing infrastructure remains effective. Industry best practices, technology trends,
and the Company’s experience are considered when establishing specifications.

Newfoundland Power is currently able to achieve a four to six year life cycle for its PCs before
they require replacement. This is achieved through the Company’s practice of cascading PCs to
employees who do not require the computing power of newer PCs, thereby maximizing the asset
life of the PC.

Table 1 outlines the PC additions and retirements for 2007 and 2008, as well as the proposed
additions and retirements for 2009.

Table 1
PC Additions and Retirements
2007 — 2009
2007 2008F 2009B

Add | Retire | Total | Add | Retire | Total | Add | Retire | Total
Desktop 52 52 469 76 76 469 96 96 469
Laptop 40 13 156 28 38 146 32 32 146
Total 92 65 625 104 114 615 128 128 615
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Justification

This project is justified on the basis of the need to replace personal computers and associated
equipment that have reached the end of their useful life.

Projected Expenditures

Table 2 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 2
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $216 - - -
Labour — Internal 85 - - -
Labour — Contract - - - -
Engineering - - - -
Other 108 - - -
Total $409 $400 $1,200 $2,009

Costing Methodology

Table 3 shows the annual expenditures for this project for the most recent five-year period.

Table 3
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $424 $412 $380 $409 $408

The project cost for this project is calculated on the basis of historical expenditures and on cost
estimates for the individual budget items. Historical annual expenditures over the most recent
three-year period are considered and an approximate unit cost is determined based on historical
average prices and a consideration of pricing trends. These unit costs are then multiplied by the
quantity of units (i.e. desktop, laptop, printer, etc.) to be purchased. Quantities are forecast by
identifying the number of unit replacements resulting from lifecycle retirements and the number
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of new units required to accommodate new software applications or work methods. Once the unit
price estimates and quantities have been determined, the work associated with the procurement
and installation of the units is estimated based on experience and historical pricing.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all materials and services for this project will be purchased after examining the
competitive bids of prospective suppliers.

Future Commitments

This is not a multi-year project.
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Project Title: Shared Server Infrastructure (Pooled)

Project Cost:  $700,000

Project Description

This Information Systems project includes the procurement, implementation, and management of
the hardware and software relating to the operation of shared servers. Shared servers are
computers that support applications used by multiple employees. Management of these shared
servers, and their components, is critical to ensuring that these applications operate effectively at
all times.

This project is necessary to maintain current performance of the Company’s shared servers and to
provide the additional infrastructure needed to accommodate new and existing applications. This
involves the replacement and upgrade of servers, disk storage, as well as security upgrades.

For 2009, the project includes replacement of shared servers located in area offices across the
province; replacement of the Avantis Asset Management System shared servers; replacement of
the shared servers for the Handheld Meter Reading System; and purchase and implementation of
shared server infrastructure to ensure data security for mobile computing.

The shared server infrastructure requirements for 2009 are not inter-dependent. However, they
are similar in nature and justification, and are therefore pooled for consideration as a single
capital project.

Further details on shared server infrastructure requirements for 2009 are provided in 5.3 2009
Shared Server Infrastructure.

Justification

This project is justified on the basis of maintaining current levels of customer service and
operational efficiencies that are supported by the Company’s shared server infrastructure.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 387 - - -
Labour — Internal 233 - - -
Labour — Contract - - - -
Engineering - - - -
Other 80 - - -
Total $ 700 $725 $2,250 $3,675

Costing Methodology

Table 3 shows the annual expenditures for this project for the most recent five-year period.

Table 2
Expenditure History

(000s)

Year
Total

2004
$699

2005
$593

2006
$493

2007
$883

2008F
$889

The budget for this project is based on cost estimates for the individual budget items.

All materials and services for this project will be purchased after examining the competitive bids
of prospective suppliers. Where alternative suppliers do not exist, all materials and services will

be negotiated with a sole-source supplier to ensure least cost.

Future Commitments

This is not a multi-year project.
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Project Title: Network Infrastructure (Pooled)

Project Cost:  $149,000

Project Description

This Information Systems project involves the addition of network components that provide
employees with access to applications and data in order to provide service to customers and to
operate efficiently.

Network components such as routers and switches interconnect shared servers and personal
computers across the Company, enabling the transport of SCADA data, VHF radio
communications, corporate and customer service data. The Company has increased its use of
wireless communications technologies in recent years.

For 2009, this project includes the installation of wireless network equipment in the Company’s
area offices, and the purchase and implementation of network devices to provide network
redundancy to guard against hardware failures.

The individual network infrastructure requirements for 2009 are not inter-dependent. However,
they are similar in nature and justification, and are therefore pooled for consideration as a single
capital project.

Justification

The reliability and availability of the network infrastructure is critical to enabling the Company
to continue to provide least cost reliable service to customers. The addition of wireless network
components will enable employees in Company offices to connect securely to the corporate
network from locations anywhere within the building. For example a line crew can access the
corporate network from a line truck parked in the building’s service bay.

This project is necessary to ensure the continued integrity of Company and customer data. This,
in turn, allows the maintenance of acceptable levels of customer service and operational
efficiency.

Projected Expenditures

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.
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Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $ 105 - - -
Labour — Internal 34 - - -
Labour — Contract - - - -
Engineering - - - -
Other 10 - - -
Total $ 149 $150 $535 $834

Costing Methodology

Table 2 shows the annual expenditures for this project for the most recent five-year period. No
Network Infrastructure expenditures were required in 2006 and 2007.

Table 2
Expenditure History
(000s)
Year 2004 2005 2006 2007 2008F
Total $432 $286 - - $119

The budget for this project is based on cost estimates for the individual budget items based on
past experiences and pricing.

All materials and services for this project will be purchased after examining the competitive bids
of prospective suppliers. Where alternative suppliers do not exist, all materials and services will
be negotiated with a sole-source supplier to ensure least cost.

Future Commitments

This is not a multi-year project.
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Project Title: Vehicle Mobile Computing Infrastructure (Pooled)

Project Cost:  $350,000

Project Description

This Information Systems project is necessary to provide mobile computing infrastructure in
Company vehicles.

In 2009, 25 ruggedized laptop computers will be purchased and deployed in Company vehicles
used by field staff. This project also covers the supporting equipment required to properly install
the computers in the vehicles such as ergonomic mounting hardware, and communications
equipment.

The individual computers and supporting equipment are not inter-dependent. However, they are
similar in nature and justification, and are therefore pooled for consideration as a single capital
project.

Justification

This project will improve customer service and operational efficiency. As well, this project is
justified on the basis of ensuring compliance and ongoing adherence of safety and environmental
standards and processes in use by the Company.

Projected Expenditures

Table 2 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 2
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material $225 - - -
Labour — Internal 85 - - -
Labour — Contract - - - -
Engineering - - - -
Other 40 - - -
Total $350 $450 - $800
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Costing Methodology

The budget for this project is based on cost estimates for the individual budget items based on
past experiences and pricing.

To ensure this project is completed at the lowest possible cost consistent with safe and reliable
service, all materials and services for this project will be purchased after examining the
competitive bids of prospective suppliers.

Future Commitments

This is not a multi-year project.
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UNFORESEEN ALLOWANCE
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Project Title: Allowance for Unforeseen Items (Other)

Project Cost:  $750,000

Project Description

This Unforeseen Allowance project is necessary to cover any unforeseen capital expenditures
which have not been budgeted elsewhere. The purpose of the account is to permit the Company
to act expeditiously to deal with events affecting the electrical system in advance of seeking
specific approval of the Board. Examples of such expenditures are the replacement of facilities
and equipment due to major storm damages or equipment failure.

While the contingencies for which this budget allowance is intended may be unrelated, it is
appropriate that the entire allowance be considered as a single capital budget item.

Justification
This project provides funds for timely service restoration.

Projects for which these funds are intended are justified on the basis of reliability, or on the need
to immediately replace deteriorated or damaged equipment.

Costing Methodology

An allowance of $750,000 for unforeseen capital expenditures has been included in all of
Newfoundland Power’s capital budgets in recent years.

To ensure the projects to which the proposed expenditures are applied are completed at the
lowest possible cost consistent with safe and reliable service, all material and contract labour will
be obtained through competitive tendering.

Future Commitment

This is not a multi-year project.
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GENERAL EXPENSES CAPITALIZED

Newfoundland Power — 2009 Capital Budget Application Page 80 of 81



Schedule B
2009 Capital Projects — Normal Capital (Historical Pattern) NP 2009 CBA

Project Title: General Expenses Capitalized (Other)

Project Cost:  $2,800,000

Project Description

General Expenses Capitalized (“GEC”) are general expenses of Newfoundland Power that are
capitalized due to the fact that they are related, directly or indirectly, to the Company’s capital
projects. GEC includes amounts from two sources: direct charges to GEC and amounts allocated
from specific operating accounts.

Justification

Certain of Newfoundland Power’s general expenses are related, either directly or indirectly, to
the Company’s capital program. Expenses are charged to GEC in accordance with guidelines
approved by the Board in Order No. P.U. 3 (1995-96).

Costing Methodology

In Order No. P.U. 3 (1995-96), the Board approved guidelines to determine the expenses of the
Company to be included in GEC. The budget estimate of GEC is determined in accordance with
pre-determined percentage allocations to GEC based on the guidelines approved by the Board.

Future Commitment

This is not a multi-year project.
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Newfoundland Power Inc.
2009 Capital Budget

Leases
Lease Annual Cost Term
Postage Meter $11,000 60 Months
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Title: Postage Meter
Lease Cost: $11,000/Year

Project Description

This lease is for the replacement of a postage meter located at Newfoundland Power, 50 Duffy
Place. This unit is used to automatically place postage stamps on approximately 500 pieces of
Newfoundland Power mail per work day.

Justification

This project is justified on the need to provide employees with the ability to perform outgoing
mail services in a timely manner.

Projected Expenditures

The estimated annual cost for the lease of this meter is $11,000 per year for a five-year term. The
lease will end in 2013.

Table 1 provides a breakdown of the proposed expenditures for 2009 and a projection of
expenditures through 2013.

Table 1
Project Expenditures
(000s)

Cost Category 2009 2010 2011 - 2013 Total
Material - - -
Labour — Internal - - - -
Labour — Contract - - - -
Engineering - - - -
Other $11 $11 $33 $55
Total $11 $11 $33 $55

Future Commitments

This is multi-year project, with commitments expected for a lease term of 5 years.
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Newfoundland Power Inc.
2009 Capital Budget
Future Required Expenditures

Estimated Annual
Improvement to Property Expenditure Timing

Microsoft Enterprise Agreement* $200,000 3 Years: 2009 through 2011

! Detailed description provided in 5.2 2009 System Upgrades

Newfoundland Power — 2009 Capital Budget Application Page 1 of 1



Rate Base

Schedule E
NP 2009 CBA

Newfoundland Power Inc.
2009 Capital Budget

Rate Base
(000s)

Plant Investment

Deduct:
Accumulated Depreciation

Contributions in Aid of Construction
Weather Normalization Reserve

Purchase Power Unit Cost Variance Reserve

Add - Contributions Country Homes

Balance - Current Year

Balance - Previous Year

Average

Deferred Energy Replacement Cost

Deferred Regulatory Cost

Cash Working Capital Allowance

Materials and Supplies

Average Deferred Charges

Average Unrecognized 2005 Unbilled Revenue

Average Rate Base at Year End

Historical Data

2006 2007

$1,186,614 $ 1,239,186

494,851 516,478
23,142 24,217
(11,808) (10,516)

1,342 1,650
507,527 531,829
679,087 707,357

1,001 1,346
680,088 708,703
661,172 680,088
670,630 694,396

- 574

- 8,690

5,522 6,669
4,510 4,393
94,338 96,784
(21,396) (17,803)

$ 753604 $ 793,703
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1.0 Introduction

Newfoundland Power’s 2009 Capital Plan provides an overview of the Company’s 2009 Capital
Budget together with an outlook for capital expenditure through 2013.

Newfoundland Power’s 2009 Capital Budget totals $61,571,000.

Over the next five years, the Company plans to invest approximately $343 million in plant and
equipment. The impact of inflation on utility construction projects and the need for greater
transformer capacity over the next 5 years will increase the planned expenditures in generation,
transmission, substation and distribution assets through the 2009 to 2013 period.

Approximately 58% of planned expenditures through 2013 focus on the replacement of
deteriorated, defective or obsolete distribution, transmission, generation and substation electrical
equipment. Capital expenditures related to customer and sales growth is forecast to remain
relatively stable as a percentage of annual capital expenditure.
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2.0 2009 Capital Budget

Newfoundland Power’s 2009 capital budget is $61,571,000.

This section of the 2009 Capital Plan provides an overview of the 2009 capital budget by origin
(root cause) and asset class. In addition, this section summarizes 2009 capital projects by the
various categories set out in the Board’s October 2007 Capital Budget Application Guidelines.
2.1 2009 Capital Budget Overview

Newfoundland Power’s 2009 capital budget contains 34 projects totalling $61,571,000. Between
2004 to 2008, the Company’s annual capital program averaged $57.5 million in a range of

$48.9 million to $68.5 million.

Chart 1 shows the 2009 capital budget by origin, or root cause.

Chart1
14%- 2009 Capital Expenditures
1.0% by Origin

O Plant Replacement

B Customer/Sales Growth
O Information Systems
24.6% O System Additions

B General Expenses Capital

O Third Party Requirement

@ Financial

Approximately 62% of proposed 2009 capital expenditure is related to the replacement of plant.
A further 25% of proposed 2009 capital expenditure is required to meet the Company’s
obligation to provide service to new customers. The remaining 13% of forecast capital
expenditures for 2009 relate to information systems, system additions, capitalized general
expenses, third party requirements and financial carrying costs (allowance for funds used during
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construction). 2009 capital expenditures are broadly consistent with the allocation of the capital
budget in the past five years.

Chart 2 shows the 2009 capital budget by asset class.

Chart 2
45% 2009 Capital Expenditures
by Asset Class

O Generation
B Substations
O Transmission
11.6% M Distribution
M General Property
O Transportation
7.:3% W Telecommunications
O Information Systems

49.1% B Unforeseen Allowance

M General Expenses Capital

As in past years, Distribution capital expenditure accounts for the greatest percentage of overall
expenditure at $30.2 million, or 49% of the 2009 capital budget. Generation capital expenditures
account for $9.0 million, or 15% of the 2009 capital budget. Substations and Transmission
capital expenditures account for a further $11.7 million, or 19% of the 2009 capital budget.

In 2009, the Company plans to replace the Rocky Pond hydroelectric plant penstock, head gate
and main valve along with rewinding the generator stator at an estimated cost of $6.5 million. In
2008 Newfoundland Power has undertaken a study to identify opportunities for increasing
production at existing hydroelectric plants. The first of these projects, the Rose Blanche Spillway
project involves the raising of the spillway dam elevation to increase the storage capacity of the
watershed. The increased capacity translates into 900 MWhr of additional energy on an annual
basis.

The Horse Chops plant power transformer has reached the end of its service life and requires
replacement at a cost of $1.3 million.
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Rebuilds on two Bonavista Peninsula transmission lines that were damaged by the December 2,
2007 sleet storm are budgeted at $2.9 million for 2009. The total cost of all transmission line
rebuilds for 2009 is $4.5 million.

The replacement of the remaining mercury vapour street lights with high pressure sodium street
lights is planned over a three year period starting with a $0.8 million expenditure in 2009. This
project is justified by the energy savings resulting from reduced energy consumption associated
with more efficient high pressure sodium lamps. Details on this project are included in the report
4.2 Energy Efficient Street Lights.

2.2  The Capital Budget Application Guidelines

On October 29, 2007, the Board issued Policy No. 1900.6, referred to as the Capital Budget
Application Guidelines (“the CBA Guidelines”), providing definition and categorization of
capital expenditures for which a public utility requires prior approval of the Board.

Newfoundland Power’s 2009 capital budget application complies with the CBA Guidelines.

The 2009 capital budget application includes 34 projects as detailed in Schedule A. There are 30
pooled projects accounting for 92% of total expenditures. There are 31 normal projects
accounting for 96% of total expenditures.

2009 Capital Projects by Definition
Table 1 summarizes Newfoundland Power’s proposed 2009 capital projects by definition as set
out in the CBA Guidelines.

Table 1
2009 Capital Projects
By Definition
Definition No. ($000s)
Pooled 28 55,800
Clustered 0 0
Other 6 5,771
Total 34 61,571

2009 Capital Projects by Classification
Table 2 summarizes Newfoundland Power’s proposed 2009 capital projects by classification as
set out in the CBA Guidelines.
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Table 2
2009 Capital Projects
By Classification

Classification No. ($000s)

Mandatory 0 0
Normal 29 58,297
Justifiable 5 3,274
Total 34 61,571

2009 Capital Projects Costing
Table 3 summarizes Newfoundland Power’s proposed 2009 capital projects by costing method
(i.e., identified need vs. historical pattern) as set out in the CBA Guidelines.

Table 3
2009 Capital Projects
By Costing Method

Method No. ($000s)
Identified Need 20 31,001
Historical Pattern 14 30,570
Total 34 61,571

2009 Capital Projects Materiality
Table 4 segments Newfoundland Power’s proposed 2009 capital projects by materiality as set
out in the CBA Guidelines.

Table 4
2009 Capital Projects
Segmentation by Materiality

Segment No. ($0005s)
Under $200,000 5 660
$200,000 - $500,000 7 2,362
Over $500,000 22 58,549
Total 34 61,571
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3.0 5-Year Outlook

Newfoundland Power’s 5-year capital outlook for 2009 through 2013 includes average annual
capital expenditures forecast to be $68.7 million. Over the five year period 2004 through 2008,
the average annual capital expenditure is expected to be $57.5 million.

The increase in forecast capital expenditures is related to high levels of inflation for utility
equipment and the forecast requirement for additional power transformers for load growth,
mobile generation and portable substations.

3.1 Utility Infrastructure Cost

In recent years, Newfoundland Power has experienced increased cost in both material and
contract labour associated with constructing utility infrastructure. This experience is consistent
with national trends.

Graph 1 compares the cost of distribution conductor and distribution equipment to Canadian
gross domestic product (“GDP”) for the period 2001 through 2007*.

Graph 1
Statistics Canada
Electric Utility Distribution System Price Index
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Over the period 2001 through 2005, electrical distribution material costs were broadly consistent
with overall Canadian GDP. Since 2006, distribution material costs have increased at a
materially higher level than Canadian GDP.

! Distribution conductor and equipment cost data taken from the Electric Utility Construction Price Index by

Statistics Canada (Capital Expenditure Price Statistics catalogue 62-007-X).
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These material cost increases are driven largely by the increase in raw material prices used in the
manufacture of components required for utility infrastructure projects. Raw materials such as
copper and iron are important inputs into manufacturing processes for conductor, transformers
and other major equipment used in distribution, substation and transmission infrastructure
projects. Raw material prices are being driven by global demand for these commaodities, along
with rising energy and transportation costs.

Chart 3 compares inflation as reflected in Canadian GDP, the Distribution Price Index?, and
Newfoundland Power’s expenses during the period 2003 through 2007 for poles, conductor,
other standard material, and equipment used by Newfoundland Power.

Chart 3
Inflation 2003 - 2007
(not including labour)

60%
40% -
20%
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Poles Conductor Material Equipment

B GDP O Dist Price Index B NP Actual

Conductor, material and equipment require raw materials such as copper and iron in their
manufacture. For these items, inflation associated with the Company’s purchases has exceeded
the GDP deflator and more closely tracked the Distribution Price Index from Statistics Canada®.

Material cost inflation impacts Newfoundland Power’s capital budgeting. For 2009, costs
associated with distribution projects Extensions, Transformers, Services, Meters and Street
Lighting alone have been increased by approximately $2.1 million to better reflect inflationary
effects. This should improve the accuracy of these unit cost based estimates and result in actual
costs better reflecting budget estimates.

3.2 Capital Expenditures: 2004 - 2013
The Company plans to invest $344 million in plant and equipment during the 2009 through 2013

period. On an annual basis, capital expenditures are expected to average approximately $68.7
million and range from a low of $61.6 million in 2009 to a high of $72.2 million in 2011.

The Distribution Price Index is part of the Electric Utility Construction Price Index. See Footnote 1.

Variances between Newfoundland Power’s actual material cost inflation and the Distribution Price Index reflect
local factors such as transportation costs and the exclusive use of higher cost stainless steel pole-mounted
transformers.
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Graph 2 shows actual capital expenditures for the period 2004 through 2007 and forecast capital
expenditure for the period 2008 through 2013.

Graph 2
Capital Expenditures 2004 Actual - 2013 Plan
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Overall planned capital expenditures over the 5-year period from 2009 through 2013 are
expected to be greater than those in the 5-year period from 2004 through 2008. This is
principally the result of inflation in utility infrastructure construction costs; the inclusion of
power transformers for load growth; and forecast requirement for mobile generation and a
portable substation included in the 5 year plan.

For the 2004 through 2013 period, the replacement of plant has been, and will continue to be, the
dominant driver of Newfoundland Power’s capital budget, accounting for approximately 58% of
total expenditures.

Capital expenditures to meet increases in customer connections and sales will continue to
account for approximately 27% of total expenditures.
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3.3 2009 - 2013 Capital Expenditures

3.3.1 Overview

The origin of expenditures through the 2009 to 2013 period is broadly consistent with the 2003
through 2007 period.

Chart 4 shows aggregate forecast capital expenditures by origin for the period 2009 through 2013.

Chart 4
2009 - 2013 Capital Expenditures
by Origin

M Plant Replacement
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Plant replacement accounts for 58% of all planned expenditures over the next five years,
followed by customer and sales growth at 26%. The remaining 16% of total capital expenditures
for the 2009 through 2013 period relate to a variety of causes including information systems,
system additions, third party requirements and financial costs.
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Chart5
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Chart 5 shows aggregate forecast capital expenditures for the period 2009 through 2013 by asset
class. Distribution accounts for 46% of all planned expenditures over the next five years,
followed by Substations (17%), Generation (12%) and Transmission (10%). The remaining six
asset classes account for 15% of total capital expenditures for the 2009 through 2013 period.

A summary of planned capital expenditures for the period 2009 through 2013 by asset class
along with a breakdown by project is contained in Appendix A. Overall, planned expenditures
are expected to remain stable in all asset classes with the exception of substations and
transmission.

3.3.2 Generation
Generat