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120 Torbay Road 
St. John's, NL A l A  5B2 

Attention: G. Cheryl Blundon 
Director of Corporate Services 

and Board Secretary 

Ladies and Gentlemen: 

Re: 2010 General Rate Application 

1. Enclosures: 

On May 28, 2009, Newfoundland Power filed a general rate application for a review of 
Newfoundland Power's 2010 costs and customer rates (the "Application"). 

Enclosed are the original and eight copies each of: 

(a) an Amended Application; 

(b) Evidence (1'' Revision); 

(c) Exhibits (lS1 Revision); 

(d) Report on Other Post Employment Benefits (1'' Revision); 

(e) Customer, Energy and Demand Forecast (lS' Revision); and 

(f) Revised responses to Requests for Information ("RFIs") that 
are materially affected by the revisions filed today. 

For ease in identifying revisions, changes to items (b), (d), (e) and (f) are generally indicated on 
the revised documents with shading as follows on text or numbers to indicate changes and < > 
to indicate deletions. 
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For Exhibits (item (c) above) and for Attachment A to the Response to Request for Information 
CA-NP-43 (1'' Revision), which is a 5-year forecast, a note has been made at the bottom of the 
document to indicate the reason for the revision. 

2. Principal Revisions: 

The Amended Application seeks a 7.2% average increase in customer rates effective January 1,2010 

The Amended Application and revised Evidence primarily reflect changes to the Application that 
result from: 

(a) changes in customer rates resulting from the July 1,2009 Rate Stabilization 
Adjustment approved by the Board in Order No. P.U. 26 (2009); 

(b) revision of the discount rate used to estimate pension expense 
and other post employment benefits expense fiom 7.5% to 6.5% 
which reflects current financial market conditions; 

(c) revisions to the Customer, Energy and Demand Forecast; 

(d) revisions to reflect the effects of supplemental capital expenditures 
approved by the Board in Order Nos. P.U. 29 (2009) and P.U. 32 (2009); and 

(e) revisions that reflect a settlement agreement reached in relation to proposals contained 
in the Application. 

For convenience in reference, all Exhibits have been reproduced in full and included with the 
Amended Application and Evidence (ISt Revision) in a revised Volume 1. 

This filing includes the Report on Other Post Employment Benefits (1'' Revision) which has 
been revised to incorporate a forecast 6.5% discount rate. This is a revision to the Report on 
Other Post Employment Benefits filed in Volume 2, Tab 4 of the materials filed with the 
Application. 

This filing also includes the Customer, Energy and Demand Forecast (lS' Revision) which has 
been revised to incorporate the most recent forecast assumptions. This is a revision to the 
Customer, Energy and Demand Forecast filed in Volume 2, Tab 6 of the materials filed with the 
Application. 

Finally, this filing also includes a Table of Concordance for the current Requests for Information 
indicating which have been revised with this filing. 

Telephone: 709-737-5859 Website: http://www.newfoundlandpower,corn Fax: 709-737-2974 
polleen@ne~vfoundlandpower.corn 



Board of Commissioners 
of Public Utilities 

September 28,2009 
Page 3 of 3 

3. Concluding: 

A copy of this letter, together with a copy of the enclosures, has been forwarded directly to 
Geoffrey Young, Newfoundland & Labrador Hydro and Thomas Johnson, Consumer Advocate. 

We tmst the foregoing and enclosed are found to be in order, however, please feel free to contact 
the undersigned if you have any questions. 

Yours very truly, 

Peter Alteen 
Vice President, Regulatory Affairs 
& General Counsel 

Enclosures 

c. Geoffrey Young (4 copies) 
Newfoundland and Labrador Hydro 

Thomas Johnson (4 copies) 
Consumer Advocate 

Telephone: 709-737-5859 Website: h~~p://www.newfoundlandpower.com Fax: 709-737-2974 
palfeen@ewfoundlandpower.com 
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IN THE MATTER OF the Public 
Utilities Act, R.S.N.L. 1990, Chapter 
P-47, as amended, (the "Act"); and 

IN THE MATTER OF a general rate application (the 
"Application") by Newfoundland Power Inc. 
("Newfoundland Power") to establish 
customer electricity rates for 2010. 

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

THE AMENDED APPLICATION OF Newfoundland Power SAYS THAT: 

A. Background: 

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

2. The Act provides that the Board has the general supervision of public utilities and 
requires that a public utility, in effect, submit for the approval of the Board the rates, tolls 
and charges for the service provided by the public utility and the rules and regulations 
which relate to that service. 

3. By Order Nos. P.U. 16 (1998-99), P.U. 36 (1998-99) and P.U. 19 (2003), the Board 
ordered, in effect, that an automatic adjustment formula be established to set the electrical 
rates and allowed rates of return for Newfoundland Power based upon changes in long 
term Government of Canada bond yields (the "Formula"). 

4. By Order No. P.U. 32 (2007), the Board ordered, amongst other things, that: 

(a) the Formula be used to establish the rate of return on rate base for Newfoundland 
Power for three years subsequent to 2008 unless otherwise directed by the Board; 

(b) Newfoundland Power continue recognition of other post employment benefits 
expenses on a cash basis; 

(c) Newfoundland Power recover energy supply cost variances through its Rate 
Stabilization Account through the end of 2010 (the "Energy Supply Cost Variance 
clause"); 

(d) Newfoundland Power establish a Demand Management Incentive Account; and 

(e) Newfoundland Power file its next depreciation study relating to plant in service as 
of December 3 1,2010. 



5. By Order No. P.U. 13 (2009), the Board approved the creation of a Conservation Cost 
Deferral Account to provide for the deferred recovery, until a further Order of the Board, 
of 2009 costs related to the implementation of a Five-Year Energy Conservation Plan (the 
"Conservation Plan"). 

6. Since 2007, changes in financial markets, changes in Newfoundland Power's cost of 
service, and developments in accounting practice and standards have occurred, all as set 
out in the evidence filed in support of the Application and this Amended Application. 

7. On May 28'h 2009, Newfoundland Power filed an Application to establish customer 
electricity rates for 2010 together with evidence in support thereof. 

B. Newfoundland Power Proposals: 

8. Newfoundland Power proposes that the Board discontinue use of the Formula for setting 
the allowed rate of return on rate base for Newfoundland Power as set out in the evidence 
filed in support of the Application and this Amended Application. 

9. Newfoundland Power proposes that the Board approve, with effect from January 1,2010, 
the adoption of the accrual method of accounting for other post employment benefits and 
for income tax related to other post employment benefits as set out in the evidence filed 
in support of the Application and this Amended Application. 

10. Newfoundland Power proposes that the Board approve, with effect from January 1,2010, 
the Pension Expense Variance Deferral Account as set out in the evidence filed in support 
of the Application and this Amended Application. 

11. Newfoundland Power proposes that the Board approve amortizations, with effect from 
January 1,2010, to: 

(a) amortize the recovery over a four year period of certain 2009 conservation costs 
associated with implementation of the Conservation Plan; and 

(b) recover over one year an estimated $750,000 in Board and Consumer Advocate 
costs related to the Application; 

as set out in the evidence filed in support of the Application and this Amended 
Application. 

12. Newfoundland Power proposes that the Board approve that the next depreciation study 
relate to plant in service as of December 3 1,2009 as set out in the evidence filed in 
support of the Application and this Amended Application. 

13. Newfoundland Power proposes that the Board approve continued use of the Energy 
Supply Cost Variance clause beyond 2010, and the Demand Management Incentive 
Account until further Order of the Board as set out in the evidence filed in support of the 
Application and this Amended Application. 



14. Newfoundland Power proposes that the Board approve an overall average increase in 
current customer rates of 7.2 percent, with effect from January 1,2010, based upon: 

(a) a forecast average rate base for 2010 of $869,241,000; 

(b) a rate of return on average rate base for 2010 of 9.13 percent in a range of 8.95 
percent to 9.3 1 percent; and 

(c) a forecast revenue requirement for 2010 of $545,917,000 to be recovered from 
electrical rates; 

as set out in the evidence filed in support of this Amended Application. 

15. Newfoundland Power proposes that the Board approve rates, tolls and charges effective 
for service provided on and after January 1,2010, which result in average increases in 
current customer rates by class as follows: 

Rate Class Average Increase 

Domestic 7.9% 

General Service 0-lOkW 5.2% 

General Service 10-100 kW (1 10 kVA) 5.2% 

General Service 110-1000 kVA 6.2% 

General Service 1000 kVA and Over 7.2% 

Street and Area Lighting 7.2% 

as set out in Schedule A to this Amended Application. 

C. Order Requested: 

16. Newfoundland Power requests that the Board make an Order approving: 

(a) pursuant to Section 80 of the Act, the discontinuation of use of the Formula as set 
out in paragraph 8 of this Amended Application; 

(b) pursuant to Section 58 of the Act, the adoption of the accrual method of 
accounting for other post employment benefits and for income tax related to other 
post employment benefits as set out in paragraph 9 of this Amended Application; 

(c) pursuant to Sections 58 and 80 of the Act, the Pension Expense Variance Deferral 
Account as set out in paragraph 10 of this Amended Application; 

(d) pursuant to Sections 58 and 80 of the Act, the amortizations set out in paragraph 
11 of this Amended Application; 



(e) pursuant to Section 68 of the Act, that the next depreciation study relate to plant 
in service as of December 3 1,2009 as set out in paragraph 12 of this Amended 
Application; 

(0 pursuant to Sections 58 and 80 of the Act, continued use of the Energy Supply 
Cost Variance clause and the Demand Management Incentive Account until 
further Order of the Board as set out in 13 of this Amended 
Application; 

(g) pursuant to Sections 70 and 80 of the Act, rates, tolls and charges as set out in 
paragraphs 14 and 15 of this Amended Application subject to modification for 
any intervening Order of the Board affecting rates, tolls and charges; and 

(h) such other or alternate matters which may, upon hearing of this Amended 
Application, appear just and reasonable in the circumstances. 

D. Communications: 

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

DATED at St. John's, Newfoundland, this 2sth day of September, 2009. 

NEWFOUNDLAND POWER INC. 

t + 

Ian F. Kelly, Q. . arlu ukrard M. Hayes 
Newfoundland Power Inc. 
P.O. Box 8910 
55 Kenmount Road 
St. John's, NL A1B 3P6 

Telephone: (709) 737-5609 
Telecopier: (709) 737-2974 
Internet: ghayes@newfoundlandpower.com 



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

IN THE MATTER OF a general rate 
application (the "Application") by 
Newfoundland Power Inc. 
("Newfoundland Power") to establish 
customer electricity rates for 2010. 

AFFIDAVIT 

I, Peter Alteen, of St. John's in the Province of Newfoundland and Labrador, make oath and 

say as follows: 

1. That I am Vice-President, Regulatory Affairs, of Newfoundland Power. 

2. To the best of my knowledge, information and belief, all matters, facts and things set 

out in this Amended Application are true. 

SWORN at St. John's 

in the Province of Newfoundland and Labrador 

this 28" day of September, 2009, 

before me: 

z& Barrister Peter Alteen 
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NEWFOUNDLAND POWER INC. 
RATE #1.1 

DOMESTIC SERVICE 

Availability: 

For Service to a Domestic Unit or to buildings or facilities which are on the same Sewiced Premises 
as a Domestic Unit and used by the same Customer exclusively for domestic or household 
purposes, whether such buildings or facilities are included on the same meter as the Domestic Unit 
or metered separately. 

Rate: (Includes Municipal Tax and Rate Stabilization Adjustments in effect July 1, 2009) 

Basic Customer Charge: ............................................................................... $15.57 per month 

Energy Charge: 
All kilowatt-hours ......................................................................................... @ 9.7146 per kwh 

............................................................................. Minimum Monthly Charge $15.57 per month 

Discount: 

A discount of 1.5% of the amount of the current month's bill, but not less than $1.00, will be allowed 
if the bill is paid within 10 days after it is issued. 

General: 

Details regarding conditions of service are provided in the Rules and Regulations. This rate does 
not include the Harmonized Sales Tax (HST) which applies to electricity bills. 
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NEWFOUNDLAND POWER INC. 
RATE #2.1 

GENERAL SERVICE 0-10 kW 

Availability: 

For Service (excluding Domestic Service) where the maximum demand occurring in the 12 months 
ending with the current month is less than 10 kilowatts. 

Rate: (Includes Municipal Tax and Rate Stabilization Adjustments in effect July 1, 2009) 

Basic Customer Charge: ............................................................................... $17.86 per month 

Energy Charge: 
.............................................................. All kilowatt-hours .................... ... @ 11.607 $ per kwh 

Minimum Monthly Charge, Single Phase ........................ ... .................. $17.86 per month 
Three Phase ..................................................... $35.72 per month 

Discount: 

A discount of 1.5% of the amount of the current month's bill, but not less than $1.00, will be allowed 
if the bill is paid within 10 days after it is issued. 

General: 

Details regarding conditions of service are provided in the Rules and Regulations. This rate does 
not include the Harmonized Sales Tax (HST) which applies to electricity bills. 
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NEWFOUNDLAND POWER INC. 
RATE #2.2 

GENERAL SERVICE 10-100 kW (110 kVA) 

Availability: 

For Service (excluding Domestic Service) where the maximum demand occurring in the 12 months 
ending with the current month is 10 kilowatts or greater but less than 100 kilowatts (110 kilovolt- 
amperes). 

Rate: (Includes Municipal Tax and Rate Stabilization Adjustments in effect July 1, 2009) 

............................................................................... Basic Customer Charge: $20.57 per month 

Demand Charge: 
$8.63 per kW of billing demand in the months of December, January, February and March and 
$7.13 per kW in all other months. The billing demand shall be the maximum demand registered on the 
meter in the current month. 

Energy Charge: 
...................................... First 150 kilowatt-hours per kW of billing demand @ 9.051 $ per k w h  

All excess kilowatt-hours ........................................................................... @ 6.583 $ per k w h  

Maximum Monthly Charge: 

The Maximum Monthly Charge shall be 17.3 cents per k w h  plus the Basic Customer Charge, but 
not less than the Minimum Monthly Charge. 

Minimum Monthly Charge: 

Single Phase .................................................................................................. $20.57 per month 
Three Phase ........................ ... ................................................................... $35.72 per month 

Discount: 

A discount of 1.5% of the amount of the current month's bill, but not less than $1.00, will be allowed 
if the bill is paid within 10 days after it is issued. 

General: 

Details regarding metering [in particular Regulation 7 (n)], transformation [in particular 
Regulation 9(k)], and other conditions of service are provided in the Rules and Regulations. This 
rate does not include the Harmonized Sales Tax (HST) which applies to electricity bills. 
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NEWFOUNDLAND POWER INC. 
RATE #2.3 

GENERAL SERVICE 110 kVA (100 kW) - 1000 kVA 

Availability: 

For Service where the maximum demand occurring in the 12 months ending with the current month 
is 110 kilovolt-amperes (100 kilowatts) or greater but less than 1000 kilovolt-amperes. 

Rate: (Includes Municipal Tax and Rate Stabilization Adjustments in effect July 1, 2009) 

Basic Customer Charge: .............................................................................. $92.61 per month 

Demand Charge: 
$7.45 per kVA of billing demand in the months of December, January, February and March and 
$5.95 per kVA in all other months. The billing demand shall be the maximum demand registered on 
the meter in the current month. 

Energy Charge: 
First 150 kilowatt-hours per kVA of billing demand, 
up to a maximum of 30,000 kilowatt-hours ................................................ @ 8.982 $ per kwh 
All excess kilowatt-hours ................... .. ................................................... @ 6.475 $ per kwh  

Maximum Monthly Charge: 

The Maximum Monthly Charge shall be 17.4 cents per kwh  plus the Basic Customer Charge. 

Discount: 

A discount of 1.5% of the amount of the current month's bill, up to a maximum of $500.00 will be 
allowed if the bill is paid within 10 days after it is issued. 

General: 

Details regarding metering [in particular, Regulation 7(n)], transformation [in particular 
Regulation 9(k)], and other conditions of service are provided in the Rules and Regulations. This 
rate does not include the Harmonized Sales Tax (HST) which applies to electricity bills. 
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NEWFOUNDLAND POWER INC. 
RATE #2.4 

GENERAL SERVICE 1000 kVA AND OVER 

Availability: 

For Service where the maximum demand occurring in the 12 months ending with the current month 
is 1000 kilovolt-amperes or greater. 

Rate: (Includes Municipal Tax and Rate Stabilization Adjustments in effect July 1, 2009) 

Basic Customer Charge: ............................................................................... $185.23 per month 

Demand Charge: 
$7.04 per kVA of billing demand in the months of December, January, February and March and 
$5.54 per kVA in all other months. The billing demand shall be the maximum demand registered on 
the meter in the current month. 

Energy Charge: 
First 100,000 kilowatt-hours .......................................................................... @ 7.545 $ per kwh  
All excess kilowatt-hours .............................................................................. @ 6.390 $ per kwh  

Maximum Monthly Charge: 

The Maximum Monthly Charge shall be 17.4 cents per k w h  plus the Basic Customer Charge. 

Discount: 

A discount of 1.5% of the amount of the current month's bill, up to a maximum of $500.00 will be 
allowed if the bill is paid within 10 days after it is issued. 

General: 

Details regarding metering [in particular, Regulation 7(n)], transformation [in particular, 
Regulation 9(k)], and other conditions of service are provided in the Rules and Regulations. This 
rate does not include the Harmonized Sales Tax (HST) which applies to  electricity bills. 
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NEWFOUNDLAND POWER INC. 
RATE #4.1 

STREET AND AREA LIGHTING SERVICE 

Availability: 

For Street and Area Lighting Service where the electricity is supplied by the Company and all 
fixtures, wiring and controls are provided, owned and maintained by the Company. 

Monthly Rate: (Includes Municipal Tax and Rate Stabilization Adjustments in effect July 1, 2009) 

Sentinellstandard 
High Pressure Sodium* 

100W ( 8,600 lumens) 
150W (14,400 lumens) 
250W (23,200 lumens) 
400W (45,000 lumens) 
* For all new installations and replacements 

Mercury Vapour 

175W ( 7.000 lumens) 
250W ( 9,400 lumens) 
400W (1 7,200 lumens) 

Post Top 

Special poles used exclusively for lighting sewice** 

Wood $7.01 
30' Concrete or Metal, direct buried 10.17 
45' Concrete or Metal, direct buried 15.49 
25' Concrete or Metal, Post Top, direct buried 7.84 

Underground Wiring (per run)** 

All sizes and types of fixtures $12.39 

** Where a pole or underground wiring run serves two fixtures paid for by different parties, the above 
rates for such poles and underground wiring may be shared equally between the two parties. 

General: 

Details regarding conditions of service are provided in the Rules and Regulations. This rate 
does not include the Harmonized Sales Tax (HST) which applies to electricity bills. 
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NEWFOUNDLAND POWER INC. 
CURTAILABLE SERVICE OPTION 

(for Rates #2.3 and #2.4 only) 

Availability: 

For Customers billed on Rate #2.3 or #2.4 that can reduce their demand ("Curtail") by between 
300 kW (330 kVA) and 5000 kW (5500 kVA) upon request by the Company during the Winter Peak 
Period. The Winter Peak Period is between 8 a.m. and 9 p.m. daily during the calendar months of 
December, January, February and March. The ability of a Customer to Curtail must be 
demonstrated to the Company's satisfaction prior to the Customer's availing of this rate option. 

Credit for Curtailing: 

If the Customer Curtails as requested for the duration of a Winter, the Company shall credit to the 
Customer's account the Curtailment Credit during May billing immediately following that Winter. The 
Curtailment Credit shall be determined by one of the following options: 

Option 1: 
The Customer will contract to reduce demand by a specific amount during Curtailment periods 
(the "Contracted Demand Reduction"). The Curtailment Credit for Option 1 is determined as 
follows: 

Curtailment Credit = Contracted Demand Reduction x $29 per kVA 

Option 2: 
The Customer will contract to reduce demand to a Firm Demand level which the Customer's 
maximum demand must not exceed during a Curtailment period. The Curtailment Credit for Option 2 
is determined as follows: 

Maximum Demand Curtailed = (Maximum Winter Demand - Firm Demand) 

Peak Period Load Factor = kwh usaqe durina Peak Period 
(Maximum Demand during Peak Period x 1573 hours) 

Curtailment Credit = ((Maximum Demand Curtailed x 50%) + (Maximum Demand 
Curtailed x 50% x Peak Period Load Factor)) x $29 per kVA 

Limitations on Requests to  Curtail: 

Curtailment periods will: 
1. Not exceed 6 hours duration for any one occurrence. 
2. Not be requested to start within 2 hours of the expiration of a prior Curtailment period. 
3. Not exceed 100 hours duration in total during a winter period. 

The Company shall request the Customer to Curtail at least 1 hour prior to the commencement of the 
Curtailment period. 
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NEWFOUNDLAND POWER INC. 
CURTAILABLE SERVICE OPTION 

(for Rates #2.3 and #2.4 only) 

Failure t o  Curtail: 

Failure to Curtail under Option 1 occurs when a Customer does not reduce its demand by the 
Contracted Demand Reduction for the duration of a Curtailment period. Failure to Curtail under 
Option 2 occurs when a Customer does not reduce its demand to the Firm Demand level or below 
for the duration of a Curtailment period. 

The Curtailment Credit will be reduced by 50% as a result of the first failure to Curtail during a 
Winter. For each additional failure to Curtail, the Curtailment Credit will be reduced by a further 25% 
of the Curtailment Credit. If the Customer fails to Curtail three times during a Winter, the Customer 
forfeits 100% of the Curtailment Credit and the Customer will no longer be entitled to service under 
the Curtailable Service Option. 

Notwithstanding the previous paragraph, no Curtailment Credit will be provided if the number of 
failures to Curtail equals the number of Curtailment requests. 

TerminationlModification: 

The Company requires six months written notice of the Customer's intention to either discontinue 
Curtailable Service Option or to modify the Contracted Demand Reduction or Firm Demand level. 

General: 

Services billed on this Service Option will have approved load monitoring equipment installed. For 
a customer that Curtails by using its own generation in parallel with the Company's electrical 
system, all Company interconnection guidelines will apply, and the Company has the option of 
monitoring the output of the Customer's generation. All costs associated with equipment required to 
monitor the Customer's generation will be charged to the Customer's account. 



(1st Revision) 
Section 1:  Introduction  September 28, 2009 

Newfoundland Power – 2010 General Rate Application Page 1-1 

SECTION 1:  INTRODUCTION 1 

1.1 AMENDED APPLICATION BACKGROUND 2 

The business of Newfoundland Power (the “Company”) is principally electricity delivery and 3 

customer service.  Both the Company’s electricity system and the market it serves are relatively 4 

mature.   5 

 6 

Table 1-1 shows the number of customers served by Newfoundland Power and the annual 7 

weather adjusted sales of the Company for the period 2007 through 2009F.   8 

 9 
Table 1-1 10 

Customers and Sales:  2007 to 2009F 11 
 12 

 2007 2008 2009F 

Number of Customers  232,262  235,778  239,039 
Annual Sales (GWh)  5,093  5,208  5,266 

 13 

From 2007 through 2009F, the number of customers served by Newfoundland Power is 14 

increasing by an average of 1.4% per year and annual weather adjusted sales are increasing by an 15 

average of 1.7% per year.  Currently, the price of the electricity Newfoundland Power delivers to 16 

its customers is approximately 1.2% lower < > than it was at the end of 2006. 117 

                                                 
1  For 2007, a 2.8% decrease in Newfoundland Power’s customer rates was the combined result of a reduction due 

to operation of the automatic adjustment formula and an increase as a result of a Hydro General Rate 
Application and the operation of rate stabilization mechanisms.  For 2008, an 8.9% increase in Newfoundland 
Power’s customer rates was the combined result of increases resulting from a Newfoundland Power General 
Rate Application and the operation of rate stabilization mechanisms.  < > For 2009, a 6.6% decrease in 
customer rates occurred on July 1st < > as a result of the rate stabilization mechanisms. 
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Newfoundland Power’s primary source of electricity supply is Newfoundland and Labrador 1 

Hydro (“Hydro”) which generates approximately 93% of the electricity Newfoundland Power 2 

delivers to its customers. 3 

 4 

Electrical service delivery for Newfoundland Power is evolving.  There are a number of 5 

influences contributing to this.  One is the changing expectations of Newfoundland Power’s 6 

customers.  Another is the mix of costs required to maintain least cost reliable service.  A third 7 

influence is Newfoundland Power’s workforce demographics.  These influences are reflected in 8 

an increased focus on customer energy conservation programs and services; reduced levels of 9 

capital expenditure targeted at plant replacement and increased levels of capital expenditure to 10 

serve increased customer energy requirements; and a larger forecast workforce in the short term 11 

to ensure the continuity of the necessary skills required to serve customers over the long term.  12 

These influences affect the cost of the service Newfoundland Power provides to its customers. 13 

 14 

Market conditions also influence the cost of the service Newfoundland Power provides to its 15 

customers.  Financial market conditions affect the cost of the capital required by Newfoundland 16 

Power to fund the investment necessary for least cost reliable customer service.  Financial 17 

market conditions also affect Newfoundland Power’s costs directly, as in the case of the 18 

Company’s pension costs.  Commodity and foreign exchange market conditions determine the 19 

cost of No. 6 fuel used at Hydro’s Holyrood thermal generating station (“Holyrood”) which is 20 

the primary source of variability in Newfoundland Power’s electricity supply costs.21 
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Developments in accounting standards have the potential to materially impact Newfoundland 1 

Power’s financial reporting.  Important aspects of the proposed adoption of International 2 

Financial Reporting Standards (“IFRS”) in 2011 by rate-regulated enterprises such as 3 

Newfoundland Power are unlikely to be settled prior to June 2010.  Changes in accounting 4 

standards may not affect Newfoundland Power’s cost of providing service to customers in a 5 

direct way.  However, the uncertainty surrounding the future treatment of regulatory assets and 6 

liabilities under IFRS has regulatory implications. 7 

 8 

Since 2007, Newfoundland Power has experienced material changes in its costs.  Aggregate 9 

capital expenditure at year end 2010 is now forecast to be approximately $37 million higher than 10 

was expected in 2007.  For 2010, both conservation and pension costs are expected to materially 11 

increase.  While current short-term debt costs are at historic lows, the cost of long-term debt has 12 

increased.  These specific cost changes are integral to this Amended Application. 13 

 14 

1.2 THE AMENDED APPLICATION 15 

1.2.1 2010 Revenue Requirements 16 

In this Amended Application, Newfoundland Power is requesting an average increase in current 17 

customer rates of approximately 7.2% in 2010.  This increase results from four primary changes 18 

in Newfoundland Power’s 2010 cost of service. 19 

 20 

In order to sustain Newfoundland Power’s financial integrity in current market conditions, the 21 

Company is targeting a 2010 return on equity of 11%.  The return on equity currently reflected in 22 

customer rates is 8.95%.  An approximate 2.2% increase in current customer rates is required to 23 
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change the Company’s 2010 return on rate base to reflect a return on common equity of 11% as 1 

opposed to 8.95%. 2 

 3 

Increases in 2010 operating costs account for an approximate 1.9% increase in current customer 4 

rates for 2010.  The majority of the forecast 2010 operating cost increase relates to two specific 5 

items.  One is increased pension expense.  In 2010, Newfoundland Power’s pension expense is 6 

forecast to increase by approximately $2.5 million compared < > to 2007.  The second is 7 

increased costs associated with higher levels of customer energy conservation programming.  In 8 

2010, Newfoundland Power’s conservation costs are forecast to increase by over $2 million 9 

compared to 2007. 10 

 11 

Newfoundland Power is filing a 2010 test year in this Amended Application.  This requires 12 

forecast electricity supply costs to be balanced with forecast revenue from rates for 2010.  13 

Absent the filing of this Amended Application, electricity supply cost increases in 2010 would 14 

have been recovered through the existing energy supply cost variance mechanism in 2011.  The 15 

effect of balancing 2010 test year supply costs with revenue from rates accounts for an 16 

approximate 1.0% increase in current customer rates for 2010. 17 

 18 

In this Amended Application, Newfoundland Power proposes to commence recognizing other 19 

post employment benefits on an accrual basis in 2010.  This will result in Newfoundland Power’s 20 

accounting practice being consistent with current Canadian public utility practice.  Implementing 21 

this accounting change in 2010 accounts for an approximate 1.3% increase in current customer 22 

rates for 2010. 23 
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In addition to these four primary changes, other factors affect the proposed 2010 revenue 1 

requirements contained in this Amended Application. These include proposed amortizations of 2 

application process costs and 2009 conservation costs.  They also include increased finance and 3 

depreciation costs associated with rate base growth. 4 

 5 

1.2.2  Other Proposals 6 

The Company is proposing that Domestic customers receive an increase approximately 0.7% 7 

higher than the average increase in rates of 7.2%.  Most General Service customers are proposed 8 

to receive an increase 1% to 2% below the average increase in rates of 7.2%.  These proposals 9 

will ensure greater fairness in recovery of Newfoundland Power’s cost of service by customer 10 

class. 11 

 12 

In response to the current volatility in financial markets, this Amended Application also proposes 13 

discontinuing use of the automatic adjustment formula, and changes in annual pension expense 14 

recovery.  15 

 16 

Finally, Newfoundland Power proposes to complete its next depreciation study one year earlier 17 

than required by Order No. P.U. 32 (2007).  This is to facilitate the Company’s adoption of IFRS 18 

in 2011.  It is proposed that the next depreciation study relate to plant in service as at  19 

December 31, 2009.   20 
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SECTION 2:  CUSTOMER OPERATIONS 1 

2.1 OVERVIEW 2 

Current least cost customer service delivery for Newfoundland Power reflects the expectations 3 

of customers, the condition of the electrical system and workforce requirements.  4 

 5 

Customer energy conservation programming is becoming a more prominent component of 6 

Newfoundland Power’s service.  This is responsive to current customer expectations and 7 

electrical system economics. 8 

 9 

Reduced levels of capital expenditure to replace electrical system assets are expected.  This 10 

reflects the current condition of the electrical system.  However, increased capital expenditure 11 

to serve customers’ increasing electricity requirements is expected. 12 

 13 

Recruitment and training of the workforce necessary to ensure long term fulfilment of 14 

Newfoundland Power’s customer service obligations is increasing the cost of service delivery 15 

to customers.  This is necessary to address current workforce demographics. 16 

 17 

2.2 SERVING CUSTOMERS 18 

Customers’ satisfaction with Newfoundland Power’s service is consistent with recent 19 

experience.20 
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This section of evidence outlines how Newfoundland Power responds to evolving customer 1 

expectations. 2 

 3 

The number of customer initiated contacts with Newfoundland Power is growing, with 4 

customers increasingly choosing to interact with Newfoundland Power via electronic means.   5 

 6 

Customer energy conservation is becoming an increasingly prominent component of 7 

Newfoundland Power’s overall customer service mix. 8 

 9 

2.2.1   Responding to Customer Expectations 10 

Newfoundland Power’s customer satisfaction index was 88% in 2007 and 89% in 2008.1  This is 11 

consistent with customer satisfaction over the past decade.2 12 

 13 

As customers’ expectations evolve, Newfoundland Power’s response to those expectations also 14 

evolves.  A principal aspect of the evolution of customer expectations in recent years relates to 15 

how customers choose to interact with Newfoundland Power.16 

                                                 
1  Customer satisfaction surveys have been conducted by the Company on a quarterly basis since 1997.  The 

survey asks customers to rate their overall satisfaction level with the Company and its Customer Contact Centre 
and field service on a scale of 1 to 10 with 1 being “not at all satisfied” and 10 being “fully satisfied”.  A 90% 
customer satisfaction rating would reflect an overall weighted average satisfaction of 9 from survey 
respondents.  Responses are averaged and weighted for Domestic and General Service customer classes.  
Annual customer satisfaction statistics average the results of these quarterly surveys. 

2  Customer satisfaction has ranged from 84% in 1998 to 91% in 2002.  In the 5 years ending 2008, annual 
customer satisfaction has been consistent at 88% to 89%. 
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Table 2-1 shows the number of customer initiated contacts received by Newfoundland Power at 1 

the Customer Contact Centre, the website and the outage notification system (“ONS”) from 2006 2 

through < > June 30, 2009. 3 

 4 
Table 2-1 

Customer Initiated Contacts 
2006 to 2009 

(000s) 
 

 2006 2007 2008 20093 

Contact Centre Calls  520  541  495  245 
Website  355  393  470  275 
Email4  17  24  33  17 
ONS5  73  102  75  40 

Total  965  1,060  1,073  583 
 5 

The number of customer calls to the Customer Contact Centre decreased by 5% during this 6 

period.  However, customers’ website contact with Newfoundland Power has increased by 32% 7 

and email communication has increased by 94%.6   8 

 9 

Average call duration is increasing due to the changing nature of customer inquiries.  Customers 10 

are increasingly choosing to access the Company’s Customer Contact Centre for technical 11 

                                                 
3  January through June 2009 < >. 
4  Customer emails are predominately received via the website and the Customer Contact Centre, and are 

predominately responded to by Contact Centre staff.   
5  The Outage Notification System provides customers with an automated message containing the reason for a 

system outage together with estimated service restoration time.  The ONS can answer 256 simultaneous calls 
per minute for each of the Company’s eight operating areas.  

6  Customers are also increasingly choosing electronic means for bill presentment and payment.  From 2006 to 
2008, the number of customers participating in the Company’s eBills electronic bill presentment program 
increased from approximately 11,400 to 23,200, or 104%.   In 2008, over 68% of the Company’s customer bill 
payments were received electronically. 
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services and energy conservation information and initiatives.7 Customers are increasingly using 1 

electronic means for simpler inquiries such as account balances.8   2 

 3 

Newfoundland Power’s customers’ interest in energy conservation is increasing.9 In June 2008, 4 

Hydro and Newfoundland Power created a 5-year energy conservation plan (the “Conservation 5 

Plan”).10  The Conservation Plan responds to customer expectations regarding energy 6 

conservation information.11 The Conservation Plan also provides for specific customer energy 7 

conservation programming. 8 

 9 

In 2009, Hydro and Newfoundland Power < > commenced delivery of an expanded portfolio of 10 

customer energy conservation programs.  The conservation program portfolio < > now includes 11 

rebate and incentive programs to promote high efficiency windows, thermostats and insulation 12 

for Domestic customers, as well as high efficiency lighting for General Service customers.1213 

                                                 
7  In 2006 there were approximately 14,000 technical and field calls from customers and approximately 9,200 

energy conservation calls.  In 2008, the approximate numbers of these types of calls were 15,500 and 14,000, 
respectively.   Technical and energy conservation customer contacts tend to be the longest duration calls. 

8  Between 2006 and 2008 approximately 90% of customers who contacted the Customer Contact Centre to 
ascertain their account balance chose the self-serve interactive voice response option to access this information 
rather than speak to a call centre agent.  In addition, approximately 182,000 visits per year to Newfoundland 
Power’s website accessed customer account information.  

9   Total energy conservation calls to the Customer Contact Centre increased by over 50% between 2006 and 2008.    
10 This plan was filed with the Board in June, 2008.  In Order No. P.U. 13 (2009), the Board approved the creation 

of an account to permit deferred recovery of Newfoundland Power’s costs associated with 2009 implementation 
of customer energy conservation programming outlined in the plan.  

11    Approximately 64% of Newfoundland Power’s customers indicate their preferred source of information on 
energy efficiency is their electric utility.  Customer Energy Efficiency Attitude Survey, May 2008. 

12  The Conservation Plan, including the specific programs, was before the Board in Newfoundland Power’s 2009 
Conservation Cost Deferral Application which was filed October 29, 2008 and approved in 
Order No P.U. 13 (2009).  Hydro filed a complementary application with the Board on November 21, 2008. 
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Newfoundland Power’s primary responsibility under the Conservation Plan is the development 1 

and delivery of programs for the residential and commercial sectors, while Hydro is focused on 2 

programs for the industrial sector.  This division of primary responsibilities reasonably reflects 3 

utility responsibilities on the province’s electrical system.13 4 

 5 

The joint efforts of Hydro and Newfoundland Power in developing the Conservation Plan and 6 

providing customer energy conservation programs are consistent with least cost service delivery.  7 

They are also consistent with the coordinated approach indicated in the Energy Plan.14 8 

 9 

The Conservation Plan is aimed at energy conservation and responds to the high marginal cost of 10 

energy on the electrical system.15  Delivery of the programs under the Conservation Plan will 11 

reduce energy consumption and electricity bills for customers who choose to participate in the 12 

programs.  Customers who choose not to participate in the programs will also benefit in terms of 13 

reduced long-term system supply costs.  Program delivery will increase Newfoundland Power’s 14 

costs.  The economic benefits for customers are, however, expected to be materially greater than 15 

the additional costs.16  16 

                                                 
13  Execution of the Conservation Plan is a joint Hydro and Newfoundland Power initiative.  Accordingly, while 

Newfoundland Power is primarily responsible for development and delivery of residential and commercial 
programs, Hydro actively participates in program development and is responsible for delivery of programs to its 
customers. 

14  See Government of Newfoundland and Labrador’s 2007 Energy Plan, p.58. 
15  In the near-term, the benefits associated with implementing these programs will be principally reflected in 

reduced fuel consumption at Hydro’s Holyrood thermal generating station.   
16  It is expected that Newfoundland Power’s implementation of customer energy conservation programs in 2009 

will result in energy savings of 15 GWh per year by 2013.  The portfolio Total Resource Cost test result of 2.7 
for Newfoundland Power’s programming indicates that implementation will yield a benefit to cost ratio for 
customers in the order of 2.7 to 1.  The aggregate Ratepayer Impact Measure of 1.28 for the residential and 
commercial components of the portfolio indicates that their implementation should not result in non-participants 
bearing additional cost.   



(1st Revision) 
Section 2:  Customer Operations  September 28, 2009 

Newfoundland Power – 2010 General Rate Application Page 2-6 

Customer energy conservation will tend to yield peak demand reductions over time.17  1 

Newfoundland Power also takes measures to reduce peak demand on the electrical system.   2 

 3 

Newfoundland Power coordinates generation dispatch with Hydro as required to meet demand 4 

on the Island interconnected grid.18  Newfoundland Power also has a Curtailable Service Option 5 

for its customers, which incents customers to reduce demand at the Company’s request when 6 

peak demand is forecast.  In addition, Newfoundland Power has approximately 2.5 MW of 7 

curtailable load from its own facilities, and has a limited ability to control system voltages to 8 

reduce peak demand.19 9 

 10 

Demand management is consistent with the continued least cost reliable operation of the Island 11 

interconnected grid and provides benefits to Newfoundland Power’s customers.20  12 

 13 

2.2.2   The Electrical System 14 

Newfoundland Power’s service reliability performance is currently satisfactory on a system 15 

wide basis. 16 

                                                 
17  These benefits are recognized in the results of the economic analyses referred to in footnote 16. 
18  Hydro requests Newfoundland Power’s dispatch of its generation facilities as needed to meet the requirements 

of the Island interconnected grid.  While these requests can occur at any time in a year, they tend to be more 
frequent in the winter season (i.e., between December and March) when demand on the Island interconnected 
grid is highest.  In the December 2008 through March 2009 winter season, Hydro made 4 requests for 
Newfoundland Power to dispatch its generation.   

19  Newfoundland Power’s use of any or all of these alternatives is typically coordinated with Hydro’s overall 
system control of the Island interconnected grid. 

20  There are transparent economic benefits for Newfoundland Power’s customers from their reduced aggregate 
demand.  Between 2005 and 2008, there have been approximately $3.2 million of demand related wholesale 
supply cost reductions credited to customers’ benefit as a result of supply cost recovery mechanisms approved 
by the Board.  See Section 5: Customer Rates, 5.4.1 Demand Management Incentive Account at p.5-12.  For 
customers who elect to be served under the Curtailable Service Option, the benefits also include reduced 
electricity rates. 
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This section of evidence reviews Newfoundland Power’s electrical system performance. 1 

 2 

Reduced levels of capital expenditure aimed at replacement of electrical system assets are 3 

reflective of current system reliability. The costs necessary to serve growth in the number of 4 

customers have been increasing in recent years.  This has been primarily reflected in increased 5 

capital expenditure to connect additional customers.  In the future, increased costs associated with 6 

additional capacity to meet growing customer electricity requirements are expected. 7 

 8 

Electrical System Reliability 9 

Graph 2-1 shows SAIDI, or system average interruption duration index, and SAIFI, or system 10 

average interruption frequency index, for the years 1999 through 2008.  Graph 2-1 has been 11 

adjusted to remove the effects of severe weather events.21 12 

 13 
Graph 2-1 14 
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21  Adjustments exclude 1999 Burin and 2007 Bonavista severe weather events.  If these were included, 1999 

SAIDI and SAIFI would be 9.37 and 5.28, respectively; and 2007 SAIDI and SAIFI would be 5.94 and 2.46, 
respectively.  
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The overall trend in SAIDI and SAIFI indicates improved electrical system reliability.  In 2008, 1 

the average number of customer hours of outage was approximately one half of that in 1999.22  2 

Similarly, in 2008 the average number of customer outages was approximately one half of that in 3 

1999.23   4 

 5 

Newfoundland Power considers current levels of service reliability to be satisfactory.  This 6 

reflects the current condition of Newfoundland Power’s electrical system assets.24 7 

 8 

The majority of Newfoundland Power’s annual capital expenditure is focused on the replacement 9 

and refurbishment of deteriorated assets.25  This improves the condition of the electrical system.  10 

The improved condition of the electrical system has resulted in lower levels of operating cost.26  11 

Plant replacement is expected to continue to be the primary focus of Newfoundland Power’s 12 

capital expenditures although at slightly reduced levels.27  13 

                                                 
22  In 1999, SAIDI was 5.7 hours.  In 2008, SAIDI was 2.7 hours (2.7 / 5.7 = 0.47).  
23  In 1999, SAIFI was 4.7 outages.  In 2008, SAIFI was 2.4 outages (2.4 / 4.7 = 0.51). 
24  It is a generally accepted engineering observation that electrical system reliability is primarily influenced by the 

condition of the electrical system assets. 
25  In the five years ending 2009, asset replacement accounted for approximately 57% of Newfoundland Power’s 

capital expenditure. 
26  The strengthening of the electrical system has been key to Newfoundland Power’s ability to reduce the size of 

its workforce through a series of early retirement programs over the past decade or so.  This workforce 
reduction resulted in a sustained period of flat operating costs during which service to customers improved.  It 
was improved reliability associated with better plant condition that largely enabled the reduction in workforce 
without compromising service to customers. 

27  In the five years to 2014, asset replacement is forecast to account for approximately 51% of Newfoundland 
Power’s capital expenditure. 
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Newfoundland Power specifically targeted improvement in radial distribution system 1 

performance over the past decade.28  In the ten years ending in 2008, Newfoundland Power 2 

invested a total of $14 million in the Distribution Reliability Initiative (“DRI”), which focused 3 

on rebuilding the worst performing feeders in the system.29  Reduced DRI expenditure is 4 

expected in the future. 5 

 6 

Serving Customer Growth 7 

The portion of Newfoundland Power’s annual capital investment related to customer growth 8 

(“Customer Growth Capital”) is increasing.30  The level of Customer Growth Capital reflects a 9 

number of factors.  One is an increase in the number of customers that Newfoundland Power 10 

serves.  Another is an increase in the amount of electricity delivered by Newfoundland Power to 11 

its customers.12 

                                                 
28 Rural areas are typically served by radial distribution systems, while urban areas are typically served by looped 

systems.  Looped distribution systems are not feasible in rural areas principally for geographic and economic 
reasons. 

29  D. G. Brown, P.Eng in his 1998 report Newfoundland Light & Power Co. Limited Quality of Service and 
Reliability of Supply, prepared for the Board of Commissioners of Public Utilities, identified the need for 
Newfoundland Power to improve reliability. 

30  In the five years ending 2009, approximately 28% of Newfoundland Power’s capital investment was Customer 
Growth Capital.  In the five years ending 2014, approximately 36% of Newfoundland Power’s annual capital 
investment is forecast to be Customer Growth Capital. 
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Graph 2-2 shows Newfoundland Power’s Customer Growth Capital for the years 2005 through 1 

2014F. 2 

 3 
Graph 2-2 4 
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 8 

Customer Growth Capital in the five years ending in 2009F consists largely of the cost of 9 

connecting additional customers.31   10 

 11 

In the five years ending 2014, the cost of connecting customers will continue to be a significant 12 

component of Customer Growth Capital.  However, during the period, Customer Growth Capital is 13 

forecast to include significant investment to serve increasing customer electricity requirements.  14 

This investment will be required to increase system capacity, particularly power transformation 15 

capacity.32 16 

                                                 
31  Over the five years ending in 2008, growth in the number of Newfoundland Power customers was 

approximately 41% higher than that in the five years ending in 2003. 
32 Transformation of voltage is an essential aspect of electrical system operations.  Each distribution power 

transformer has a specified capacity to transform voltage.  Capacity is measured in megawatts (“MW”) and is 
the maximum sustained power output of the electrical device.  As customer load on a circuit connected to a 
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Graph 2-3 shows power transformer capacity utilization on peak for power transformers located in 1 

the St. John’s CMA33 for each of 1998, 2003, and 2008. 2 

 3 
Graph 2-3 4 
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 8 

In 1998, approximately 27% of distribution power transformers in the St. John’s CMA had 9 

capacity utilization on peak of 80% or greater.34  By 2008, the proportion of distribution power 10 

transformers in the St. John’s CMA with capacity utilization on peak of 80% or greater had 11 

grown to approximately 66%.3512 

                                                                                                                                                             
transformer increases, the capacity of the transformer is utilized.  A key component of electrical power system 
planning relates to ensuring future transformer capacity is sufficient to meet future customer load requirements. 

33 The St. John’s Census Metropolitan Area (CMA) as defined by Statistics Canada. 
34 In 1998, 10 of a total of 37 distribution power transformers in the St. John’s CMA had capacity utilization on 

peak of 80% or greater.  (10 / 37 = 0.27). 
35   In 2008, 25 of a total of 38 distribution power transformers in the St. John’s CMA had capacity utilization on 

peak of 80% or greater.  (25 / 38 = 0.66). 
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The increase in capacity utilization of distribution power transformers in the St. John’s CMA 1 

reflects growth trends over the decade ended in 2008.36  Growth in capacity utilization of 2 

distribution power transformers in the remainder of the Company’s service territory has been less 3 

dramatic.37 4 

 5 

Forecast increases in customers’ electricity requirements are expected to increase Customer 6 

Growth Capital in the future.38 7 

 8 

2.2.3   Workforce Management 9 

Workforce management for Newfoundland Power has both a short term and a long term 10 

perspective.  In the short term, the Company matches its workforce with year to year 11 

requirements.  To be prepared for the long term, the Company seeks to ensure sufficient 12 

workforce development to maintain least cost reliable service for its customers. 13 

 14 

This section of evidence reviews Newfoundland Power’s workforce management. 15 

 16 

Demographics are a prominent feature of workforce management at Newfoundland Power.  17 

Management of workforce demographics is increasing the cost of service delivery to customers. 18 

                                                 
36  Over the 5 years ended 2008, the amount of energy consumed by Newfoundland Power customers increased by 

306 GWh.  Approximately 76% of this increase, or 234 GWh, occurred in the St. John’s CMA.  Customers in 
the St. John’s CMA also accounted for the majority of energy growth in the previous 5 years. 

37 In 1998, 14 of a total of 93, or 15%, of distribution power transformers outside of the St. John’s CMA had 
capacity utilization on peak of 80% or greater.  In 2008, 24 of a total of 96, or 25%, of distribution power 
transformers outside of the St. John’s CMA had capacity utilization on peak of 80% or greater. 

38 In the 15 years ending 2008, Newfoundland Power installed 5 distribution power transformers to serve 
increasing customer demand and energy requirements.  Of these, 2 serve the St. John’s CMA.  In the 5 years 
ending 2013, Newfoundland Power forecasts a requirement for 7 additional distribution power transformers.  Of 
these, 4 are forecast to be required to serve the St. John’s CMA. 
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Table 2-2 shows Newfoundland Power’s workforce as expressed in full-time equivalents 1 

(“FTEs”) for the period 2007 through 2010F. 2 

 3 
Table 2-2

Newfoundland Power Workforce 
FTEs 

 
 2007 2008 2009F 2010F39 

Regular  555  551  574  579
Temporary  72  77  67  72

Total  627  628  641  651
 4 

Part of the forecast increase in Newfoundland Power’s workforce through 2010 reflects changes 5 

in the work requirements of the Company.  For example, 6 additional hires are necessary in 2009 6 

to implement the Conservation Plan.  It also reflects adjustments required to address the specific 7 

composition of forecast 2010 work requirements.40 For example, in 2008 the Company hired 4 8 

Technologists on a temporary basis to accommodate an increase in engineering design work 9 

related to the Company’s capital program.41 10 

 11 

Part of the forecast increase in Newfoundland Power’s workforce through 2010 is attributable to 12 

the need to address workforce demographics, primarily the aging workforce.42   13 

                                                 
39  An explanation of the method used to forecast 2010 FTEs and labour expense together with an explanation of 

assumptions concerning forecast vacancies is found in Labour Forecast 2009-2010, Volume 2: Supporting 
Materials, Tab 1. 

40  This includes both capital and operating work requirements.  In fulfilling these requirements, the Company’s 
choices include its regular workforce, its temporary workforce, and contractors.  At any point in time, these 
choices will be influenced by the specific work requirements. 

41 The alternative to retaining temporary technical staff for capital work is to contract this work to a consulting 
engineering firm.  If the work was performed by a consulting engineering firm, there would be no impact on the 
Company’s workforce (FTEs).  Retaining technologists is lower cost in circumstances where the volume of 
work is relatively high.  Retaining staff on a temporary basis also permits the Company a better opportunity to 
meaningfully assess longer-term employment potential within the context of broader workforce demographics. 

42 The average age of Newfoundland Power’s current workforce is 47.9 years of age.  Approximately 46% of the 
workforce is 50 years of age or older.   
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Skilled and technical labour is at the core of Newfoundland Power’s capability to provide service 1 

to its customers.  Skilled tradespersons account for approximately 33% of Newfoundland 2 

Power’s current workforce.43  Technologists and Engineers account for a further 19%.44  3 

Newfoundland Power’s management of workforce demographics is focused on ensuring 4 

continuity in its skilled and technical workforce. 5 

 6 

Table 2-3 shows the number of Powerline Technicians employed by the Company at year end 7 

2007 through 2010F. 8 

 9 
Table 2-3

Powerline Technicians 
 

 2007 2008 2009F 2010F 

Journeypersons  128  124  123  123 
Apprentices  11  19  24  26 
Total  139  143  147  149 

 10 

Between 2007 and 2010, the number of Apprentice Powerline Technicians is forecast to increase 11 

from 11 to 26.  Apprentice Powerline Technicians are expected to account for approximately 12 

17% of the total number of Powerline Technicians by year end 2010.  Apprentice employment at 13 

this level will be necessary for the foreseeable future to ensure continuity in this skilled trade.4514 

                                                 
43  Of the 660 persons (as opposed to FTEs) employed by Newfoundland Power, 219 held the qualifications of 

Powerline Technicians, Apprentice Powerline Technicians or other skilled trades.  (219 / 660  = 0.33) 
44  Of the 660 persons (as opposed to FTEs) employed by Newfoundland Power, 124 held the qualifications of 

Technologists or Engineers. (124 / 660 = 0.19)  
45  While the Apprentice Powerline Technician program provides for 5 years’ education and training to achieve 

Journeyperson qualification, full development of a Powerline Technician typically requires more experience.  
For example, the International Brotherhood of Electrical Workers has observed that it takes 10 years to become 
a well-rounded Powerline Technician. 
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The employment and development of these additional Apprentice Powerline Technicians will 1 

tend to add cost.46  This dynamic will apply in varying degrees to Newfoundland Power’s overall 2 

management of workforce demographics.47   3 

 4 

2.3 2010 OPERATING AND CAPITAL COSTS 5 

To establish 2010 customer rates, the Board must consider Newfoundland Power’s 2010 6 

operating and capital costs. 7 

 8 

This section of the evidence reviews the forecast 2010 operating and capital costs for 9 

Newfoundland Power and provides analysis of material cost changes for the period 2007 10 

through 2010F.11 

                                                 
46   The work performed by Newfoundland Power’s Powerline Technicians is predominantly distribution operations 

and capital work.  Therefore, increased costs associated with their development will tend to be reflected in 
distribution operating and capital costs.  Because new apprentices are principally engaged in capital work, the 
costs associated with an increased number of apprentices will initially tend to be reflected more in capital costs.  
As their training progresses, the cost of apprentices will tend to be reflected more in operating costs. 

47  This dynamic reflects implicit and explicit costs of training new employees.  In some cases, these additional costs 
are effectively reduced by differences in compensation (i.e., a junior engineer is typically paid less than a senior 
engineer). 
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2.3.1   Operating Costs  1 

General 2 

Operating costs are those costs over which Newfoundland Power has the greatest degree of 3 

management control.  Operating costs represent approximately 10% of the Company’s forecast 4 

2010 revenue requirement.48 5 

 6 

An understanding of Newfoundland Power’s operating costs can be gained by examination of the 7 

costs on both a functional and a breakdown basis. 8 

 9 

The functional classification focuses on the underlying reason for incurring a cost.  The 10 

breakdown classification focuses on the nature of the cost.  For example, the Company classifies 11 

the salary of a Customer Contact Centre employee in two ways: 1) by function, as a customer 12 

service cost; and 2) by breakdown, as a labour cost. 13 

 14 

Exhibit 1 (1st Revision) and Exhibit 2 (1st Revision) show operating costs from 2007 to 2010F by 15 

function and by breakdown, respectively.16 

                                                 
48    Exhibit 7 (1st Revision) contains the proposed revenue requirements for 2010. 
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Table 2-4 shows operating costs from 2007 actual to 2010 forecast. 1 

 2 
Table 2-4 

Operating Costs49 
2007 to 2010F 

($000s) 
 

 2007 2008 2009F 2010F 

Operating Costs 48,104 47,146 50,990 52,758 
 3 

Total operating costs for 2010 are forecast to increase by approximately 10% over 2007. 4 

 5 

By Function  6 

Table 2-5 summarizes operating costs by 3 functional categories: electricity supply, customer 7 

service and general for 2007 to 2010F.50 8 

 9 
Table 2-5 

Operating Costs by Function 
2007 to 2010F 

($000s) 
 

Function 2007 2008 2009F 2010F 

Electricity Supply 21,015 20,945 21,519 22,265 
Customer Service 10,273 10,405 12,335 13,017 
General 16,816 15,796 17,136 17,476 
Total 48,104 47,146 50,990 52,758 

10 

                                                 
49  These amounts are found in Exhibit 1 (1st Revision), line 25 and Exhibit 2 (1st Revision), line 30.  They exclude 

pension costs, deferred costs, and General Expenses Capitalized. 
50 Newfoundland Power has historically categorized its functional operating costs in this way to permit ease of 

explanation. 
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Table 2-6 shows the operating costs associated with the electricity supply category broken out by 1 

function for 2007 to 2010F. 2 

 3 
Table 2-6 

Operating Costs – Electricity Supply 
2007 to 2010F 

($000s) 
 

Function 2007 2008 2009F 2010F 

Distribution  6,575  6,683  7,068  7,365 
Transmission  587  585  569  585 
Substations  2,311  2,123  2,319  2,432 
Power Produced  2,480  2,586  2,652  2,723 
Administration & Engineering   5,585  5,604  5,734  5,879 
Telecommunications  1,399  1,394  1,387  1,380 
Environment  581  398  398  409 
Fleet Operations & Maintenance  1,497  1,572  1,392  1,492 

Electricity Supply  21,015  20,945  21,519  22,265 
 4 

Electricity supply costs for 2010 are forecast to increase 6%, or approximately $1.3 million, 5 

compared to 2007. 6 

 7 

Electricity supply costs include electrical system operations and maintenance activity and reflect 8 

increases in costs for labour and materials.  Distribution operating costs reflect system maintenance, 9 

including increased trouble response, to address equipment failure.51  They also include increased 10 

labour costs associated with skilled trades and apprenticeship development.  Substations operating 11 

costs reflect ongoing system maintenance costs.52  Power produced operating costs reflect increased 12 

                                                 
51  In the two year period ending in 2008, trouble calls responded to by the Company increased 3.4%.  
52  2008 substation costs were lower due to unanticipated 2008 capital requirements associated principally with the 

connection of two wind generating facilitates to the Island interconnected grid.  To accommodate connection of 
the wind generation facilities in a timely way, the Company was required to redirect labour forces originally 
scheduled for maintenance activities to the connection work. 2009 and 2010 forecast substation costs are 
reflective of long term maintenance needs of the Company. 
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fees related to water use licence renewals associated with the Company’s hydroelectric plants.  Fleet 1 

operations and maintenance costs reflect year over year variations in fuel prices. 2 

 3 

Table 2-7 shows costs associated with the customer service category broken out by function for 4 

2007 to 2010F. 5 

 6 
Table 2-7 

Operating Costs – Customer Services 
2007 to 2010F 

($000s) 
 

Function 2007 2008 2009F 2010F 

Customer Services  9,180  9,571  8,921  9,077 
Conservation53 - -  2,451  2,977 
Uncollectible Bills  1,093  834  963  963 
Customer Services  10,273  10,405  12,335  13,017 

 7 

Customer service operating costs for 2010 are forecast to increase 27%, or approximately $2.7 8 

million, compared to 2007.9 

                                                 
53 Prior to 2009, conservation costs were not classified separately by function and were principally reflected in the 

customer services functional class.  For comparative purposes Table 2-8 below shows estimated conservation 
costs from 2007 through 2008 together with forecast 2009 and 2010 costs. 

Table 2-8 
Conservation Costs 

2007 to 2010F 
 

 2007 2008 2009F 2010F 

General 469 581    915   1,108 
Customer Programs 175 170 1,536    1,869 
Total 644 751 2,451  2,977 
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Customer service operating costs are increasing principally due to conservation initiatives, 1 

including increased customer energy conservation programming undertaken by Newfoundland 2 

Power.54 3 

 4 

Table 2-9 shows the costs associated with the general category broken out by function for 2007 to 5 

2010F. 6 

 7 
Table 2-9 

Operating Cost – General 
2007 to 2010F 

($000s) 
 

Function 2007 2008 2009F 2010F 

Information Systems  2,752  2,487  2,736  2,817 
Financial Services  1,646  1,502  1,571  1,658 
Corporate & Employee Services  10,777  10,463  11,729  11,901 
Insurances  1,641  1,344  1,100  1,100 
General  16,816  15,796  17,136  17,476 

 8 

General costs for 2010 are forecast to increase 4%, or approximately $0.7 million, compared to 9 

2007. 10 

 11 

Information systems and corporate & employee services costs were lower in 2008 as a result of 12 

one-time changes in accounting treatment for software fees and Public Utilities Board 13 

assessment, respectively.  Accordingly, 2009F information systems and corporate & employee 14 

services costs are approximately $300,000 and $600,000 higher, respectively, as a result of the 15 

one-time nature of the 2008 accounting treatment changes.  2009F and 2010F corporate & 16 

                                                 
54  Deferred recovery of Newfoundland Power’s 2009 customer conservation programming costs was approved by 

the Board in Order No. P.U. 13 (2009).  
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employee services costs reflect increased other company fees.55  Insurance costs reflect a 1 

combination of insurance market conditions and the benefits of the Company’s participation in 2 

the Fortis group insurance program. 3 

 4 

By Breakdown 5 

The primary breakdowns of Newfoundland Power’s operating costs are labour costs and other 6 

costs. 7 

 8 

Table 2-10 provides the breakdown of operating costs for 2007 to 2010F. 9 

 10 
Table 2-10 

Operating Cost by Breakdown 
2007 to 2010F 

($000s) 
 

Breakdown 2007 2008 2009F 2010F 

Labour 28,262 28,454 29,601 30,749 
Other 19,842 18,692 21,389 22,009 
Total 48,104 47,146 50,990 52,758 

11 

                                                 
55   Other company fees are further described at p.2-23, lines 8 to 9 and footnote 61.  
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Table 2-11 provides the breakdown of labour costs for 2007 to 2010F. 1 

 2 
Table 2-11 

Labour Cost by Breakdown 
2007 to 2010F 

($000s) 
 

Breakdown 2007 2008 2009F 2010F 

Regular and Standby  24,371  24,485  26,105  27,486 
Temporary    2,303  2,335  1,860  1,623 
Overtime  1,588  1,634  1,636  1,640 
Total Labour  28,262  28,454  29,601  30,749 

 3 

Labour costs for 2010 are forecast to increase 9%, or approximately $2.5 million, compared to 4 

2007.  This primarily reflects conservation related costs, costs associated with management of 5 

workforce demographics, and labour rate increases. 56 6 

 7 

Regular and standby labour costs for 2010 are forecast to increase by approximately 13%, or 8 

$3.1 million, over 2007.  This increase includes $806,000 related to the change in status of 9 

employees from temporary to regular in 2009.57 10 

 11 

Temporary labour costs for 2010 are forecast to decrease by approximately 30%, or $680,000, 12 

compared to 2007.  This also reflects the change in status referred to above.  In addition, 13 

temporary labour costs include the operating costs associated with Apprentices.14 

                                                 
56  Negotiated wage rate increases for skilled trades total 5.1% in 2009, 5% in 2010, and 5% in 2011.   Negotiated 

wage rate increases for the remainder of the unionized workforce were 3% in 2009, 3% in 2010 and 3.5% in 
2011.  For 2010, a salary increase of 4% is forecast for management employees. 

57  As a result of collective agreements signed early in 2009, 17 employees were transferred from temporary to 
regular employment status.  All transferred employees had in excess of 10 years employment with the 
Company.  If this change is excluded, the change in regular and standby labour is approximately 10% or $2.3 
million over the period.  
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Overtime labour costs for 2010 are forecast to be consistent with previous years on an overall 1 

basis.  Overtime labour costs are mostly influenced by unplanned outage response. 2 

 3 

Other costs for 2010 are forecast to increase 11%, or approximately $2.2 million, compared to 4 

2007.58 5 

 6 

The increase in other costs for 2010 compared to 2007 principally reflects forecast cost increases 7 

related to advertising ($1,040,000),59 conservation rebates ($452,000)60, other company fees 8 

($360,000),61 vegetation management ($210,000),62 and tools and clothing ($232,000),63 offset by 9 

a forecast decrease in the cost of insurance ($541,000).  10 

 11 

2.3.2   Capital Costs 12 

Newfoundland Power’s annual capital budget reflects a large number of assets spread over a broad 13 

geographic area that make up the electrical system.  For ratemaking purposes, a capital forecast for 14 

the 2010 test year must be considered and approved by the Board.6415 

                                                 
58  Excluding additional conservation costs totalling approximately $1.6 million, Other costs are forecast to 

increase by approximately $0.6 million, or 3%, in 2010F compared to 2007. 
59  Of the $1.040 million forecast increase in Advertising costs in 2010F compared to 2007, $900,000 is 

attributable to customer conservation programming. 
60  Conservation rebates are forecast to be $581,000 in 2010 compared to $129,000 in 2007. 
61  The $360,000 forecast increase in other company fees in 2010F compared to 2007 is principally attributable to 

increased fees associated with IFRS ($135,000), litigation ($100,000), and dam and surge tank safety 
inspections ($100,000). 

62  Increased vegetation management costs principally reflect increased contractor costs in the period 2007 through 
forecast 2010. 

63  The $232,000 forecast increase in tools and clothing costs in 2010 over 2007 is principally attributable to the 
Company’s 2008 adoption of a fire retardant clothing standard for an expanded group of field employees. 

64  Newfoundland Power’s 2010 Capital Budget is < > the subject of a separate Application to the Board,< > and is 
consistent with the forecast contained in this evidence. 
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Table 2-12 shows capital expenditures for 2007 to 2010F. 1 

 2 
Table 2-12 

Capital Expenditures 
2007 to 2010F 

($000s) 
 

Function 2007 2008 2009F65 2010F 

Generation  18,15066  3,920  8,999  5,429 
Substations  5,077  7,063  7,501  10,218 
Transmission  4,440  5,316  4,507  5,915 
Distribution  30,429  35,485  32,614  31,965 
General Property  1,675  1,073  835  1,381 
Transportation  2,231  2,384  2,255  2,352 
Telecommunications  110  266  350  379 
Information Systems  3,523  3,734  3,725  3,490 
Unforeseen Allowance  0  400  1,460  750 
GEC  2,850  2,765  2,800  2,800 
Total  68,485  62,406  65,046  64,679 

  3 

While the 2010 capital forecast is broadly consistent on a functional basis with expenditures since 4 

2007, trends in certain functions reflect changes in the overall focus of the Company’s capital 5 

expenditure program.  Substations and distribution expenditures reflect the need to expand 6 

capacity related to aggregate increases in customer load.  At the same time, distribution 7 

expenditures related to plant refurbishment are declining. 8 

 9 

Variations in transmission and generation expenditures over the period reflect specific project 10 

related fluctuations in these functions. 11 

                                                 
65  The Company’s 2009 Capital Budget was approved in Order No. P.U. 27 (2008). Forecast 2009 expenditures 

also include approximately $1.6 million in supplemental capital expenditures approved in Order Nos. P.U. 18 
(2008) and P.U. 19 (2008) carried over from 2008 and $1.9 million in supplemental capital expenditures 
approved in Order Nos. P.U. 29 (2009) and P.U. 32 (2009).   

66  Includes approximately $17 million associated with Rattling Brook Hydro Plant Refurbishment. 
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SECTION 3:  FINANCE 1 

3.1 OVERVIEW 2 

From 2007 through 2009 forecast, Newfoundland Power’s achieved rate of return on rate 3 

base will have been below the midpoint used for ratemaking purposes.  Achieved rates of 4 

return on equity, however, will have been consistent with those allowed for ratemaking 5 

purposes.   6 

 7 

For 2010, Newfoundland Power forecasts deterioration of its credit metrics as a result of a 8 

decline in its forecast return on equity to approximately 6.5%.  Accordingly, additional 9 

revenue will be necessary to provide the Company with an opportunity to maintain its 10 

creditworthiness and earn a just and reasonable return in 2010.   11 

 12 

In this Amended Application, Newfoundland Power seeks a return on equity for ratemaking 13 

purposes of 11% for 2010.  In addition, the Company proposes discontinuing use of the 14 

automatic adjustment formula due to changed financial market conditions.   15 

 16 

The volatility of current financial market conditions has increased the unpredictability of 17 

Newfoundland Power’s annual pension expense.  This Amended Application proposes a 18 

means to address this increased unpredictability.  Newfoundland Power also proposes to 19 

commence accrual accounting for other post-employment benefits in 2010.   20 

 21 

To facilitate the adoption of International Financial Reporting Standards in 2011, 22 

Newfoundland Power proposes to advance the timing of its next depreciation study.23 
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Finally, this section of the evidence reviews proposals for recovery of deferred 2009 1 

conservation costs and third party costs associated with this Amended Application.  2 

 3 

3.2 FINANCIAL PERFORMANCE:  2007 to 2010 4 

Sound financial performance is essential to the maintenance of Newfoundland Power’s 5 

financial integrity.   6 

 7 

This section of the evidence reviews the Company’s actual financial performance for 2007 and 8 

2008, and its forecast financial performance for 2009 and 2010.  Exhibit 3 (1st Revision) shows 9 

Newfoundland Power’s actual financial performance for 2007 and 2008 and forecast financial 10 

performance for 2009 and 2010, excluding the effects of proposals made in this Amended 11 

Application. 12 

 13 

For the period 2007 through 2009, Newfoundland Power’s financial performance will have 14 

been consistent with the continued financial integrity of the Company.   15 

 16 

For 2010, forecast financial performance is not consistent with the maintenance of 17 

Newfoundland Power’s financial integrity. 18 
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3.2.1 Revenue 1 

Table 3-1 shows electricity sales and revenue from 2007 to 2010E.1 2 

 3 
Table 3-1 

Electricity Sales and Revenue:  2007 to 2010E 
 2007 2008 2009F 2010E 

Electricity Sales (GWh)  5,093  5,208  5,266  5,373 
Sales Growth (%)  2.0  2.3  1.1  2.02 
Electricity Revenue ($000s)     

Revenue from Rates  474,054  497,360  502,925  509,992 
2005 Unbilled Revenue3  2,714  7,210  4,618  4,618 
RSA Transfers4  3,044  (948)  1,746  5,346 

Total  479,812  503,622  509,289  519,956 
 4 

Newfoundland Power’s electricity sales reflect economic conditions, population and 5 

demographic changes and customer usage patterns.   6 

 7 

Electricity sales growth in 2007 and 2008 was 2.0% and 2.3%, respectively.5  Sales growth for 8 

2009 and 2010E is forecast to moderate somewhat to 1.1% and 2.0%, respectively.6  Electricity 9 

sales growth from 2007 through 2010E reflects increases in the number of customers served by 10 

                                                 
1  References to 2010 with the notation ‘E’ (i.e., 2010E) are intended to indicate forecast results in the absence of the 

proposals contained in this Amended Application.  This includes the forecast effects of operation of the Formula on 
January 1, 2010 at an average observed ask yield for long-term Government of Canada bonds of 3.90% and a 
corresponding forecast cost of equity of 8.39% (see footnote 38).  It excludes the proposals contained in this 
Amended Application.   

2    2009 and 2010 electricity sales are forecast to be 5,266.2 GWh and 5,373.1 GWh, respectively. 
3  In Order Nos. P.U. 39 (2006) and P.U. 32 (2007), the Board approved amortizations of the 2005 unbilled revenue as 

current revenue for the years 2007 through 2010.  The 2005 unbilled revenue arose as a result of the Company’s 
adoption of the accrual method of revenue recognition as of January 1, 2006 pursuant to Order No. P.U. 40 (2005). 

4  RSA transfers reflect: a 2007 flow through related to a Hydro rate change as approved in Order No. P.U. 42 (2006); 
a 2008 flow through related to a 2008 income tax true up approved in Order No. P.U. 10 (2008); and flow throughs 
related to operation of the Energy Supply Cost Variance clause approved in Order No. P.U. 32 (2007), for 2008 and 
forecast for 2009 and 2010.  

5    In the Supplemental Evidence filed in Newfoundland Power’s 2008 General Rate Application, electricity sales 
for 2007 and 2008 were forecast to be 5,112 GWh and 5,215 GWh, respectively.  Actual electricity sales for 
2007 and 2008 were 5,093 GWh and 5,208 GWh, respectively. 

6  If the rate increase proposed in this Amended Application is approved by the Board, the 2010 forecast sales 
growth will be reduced from 2.0% to 1.2%.  This is a result of elasticity effects.  See Section 5.2.2, The 
Forecast, p. 5-3 to 5-5. 
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Newfoundland Power, and a continuing high proportion of electric heating in new home 1 

construction.7   2 

 3 

Forecast electricity sales and electricity revenue for 2009 and 2010E are based on the Company’s 4 

September 2009 sales forecast.8   5 

 6 

Table 3-2 shows other revenue from 2007 to 2010E. 7 

 8 
Table 3-2  

Other Revenue:  2007 to 2010E 
($000s) 

 2007 2008 2009F 2010E 

Pole Attachment  8,568  8,861  9,217  9,385 
Amortization of Municipal Tax (“MTA”) Liability9  -  1,362  1,362  1,362 
Customer Account Interest10  1,477  1,155  930  1,222 
Miscellaneous11  1,852  1,889  2,136  1,679 

Total  11,897  13,267  13,645  13,648 
 9 

Pole attachment charges are the largest component of other revenue.  The increase in pole 10 

attachment charges principally reflects increased joint-use of poles.1211 

                                                 
7   The proportion of new housing using electric heating was 83% in 2007 and 88% in 2008; and is forecast to be 

87% in 2009 and 88% in 2010.   
8   The Customer, Energy, and Demand Forecast (1st Revision) of September 2009 is found in Volume 2: 

Supporting Materials, Tab 6. 
9   The MTA is a 3-year amortization of a regulatory liability associated with timing differences in the recovery 

and payment of municipal taxes.  It was approved in Order No. P.U. 32 (2007). 
10   Customer account interest is interest received on overdue electricity accounts.  Prior to 2008, this interest was 

recorded as a reduction in finance charges.  Commencing in 2008, customer account interest has been recorded 
as other revenue.  For comparative purposes, 2007 customer account interest has been included as other revenue 
in Table 3-2. 

11  Miscellaneous revenue includes customer jobbing charges, wheeling charges, fees charged pursuant to the 
Company’s regulations governing service, and other revenue amounts.  For 2009, it also includes a $345,000 
gain on the sale of property.    

12   In 2007, a total of 196,984 utility poles were jointly used by Newfoundland Power and telecommunications 
service providers.  In 2010, a total of approximately 205,000 utility poles are forecast to be jointly used.   
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3.2.2 Power Supply Cost  1 

Table 3-3 shows power supply cost from 2007 to 2010E. 2 

 3 
Table 3-3 

Power Supply Cost: 2007 to 2010E 
($000s) 

 
 2007 2008 2009F 2010E 

Purchases from Hydro (Normalized) 326,359 334,006 340,660  351,188
Replacement Energy Cost13  (1,795)  598  598  598
Weather Normalization Reserve14  1,732  2,101  2,101  2,101 
DMI Account15  -  641  -  - 
Unit Cost Variances16  482  (688)  (688)  (688) 

Power Supply Cost  326,778 336,658 342,671 353,199
 4 

Increases in power supply cost reflect increased purchases from Hydro to meet Newfoundland 5 

Power’s customers’ requirements.  A portion of annual variances in power supply cost for the 6 

period 2008 through 2010E are deferred for recovery via operation of the Energy Supply Cost 7 

Variance clause.17  8 

                                                 
13 In Order No. P.U. 39 (2006), the Board approved the deferred recovery of $1.8 million in replacement energy 

costs related to the Rattling Brook Hydro Plant refurbishment project.  In Order No. P.U. 32 (2007) the Board 
approved amortization of this deferral in equal amounts over the period 2008 through 2010.   

14  In Order No. P.U. 19 (2003) the Board approved amortization of a $5.6 million non-reversing balance (on an 
after tax basis) in the Hydro Production Equalization component of this reserve over the period 2003 through 
2007.  In Order No. P.U. 32 (2007) the Board approved the amortization of a $6.8 million (on an after tax basis) 
non-reversing balance in the Degree Day component of this reserve over the period 2008 through 2012.  

15  The Demand Management Incentive (“DMI”) account was approved by the Board in Order No. P.U. 32 (2007).  
In 2008, an amount of $641,000 reflecting reduced demand costs accrued to the DMI account.  In Order No. 
P.U. 21 (2009), the Board approved refund of this amount to customers via the July 1, 2009 Rate Stabilization 
Adjustment.   

16  In Order No. P.U. 44 (2004) the Board approved the creation of the Purchased Power Unit Cost Variance 
Reserve.  In Order No. P.U. 6 (2008) the Board approved the refund to customers, via the July 1, 2008 Rate 
Stabilization Adjustment, of a $482,000 balance accrued in the reserve for 2007.  In Order No. P.U. 32 (2007), 
the Board approved the amortization of $2.1 million ($1.3 million on an after-tax basis) accrued in the reserve 
up to December 31, 2006, over the period 2008 to 2010.   

17  The Energy Supply Cost Variance clause effectively provides that annual variations from test year in the energy 
portion of power supply cost are deferred for recovery via the Rate Stabilization Adjustment in the succeeding 
years.  This was approved by the Board in Order No. P.U. 32 (2007) in response to marginal supply cost 
dynamics on the Island interconnected grid.   
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3.2.3 Pension Costs 1 

Table 3-4 shows Newfoundland Power’s pension and early retirement program (“ERP”) costs 2 

from 2007 to 2010E. 3 

 4 
Table 3-4 

Pension Costs: 2007 to 2010E 
($000s) 

 
 2007 2008 2009F 2010E 

Pension  5,701 3,040 2,70318 8,196 
 5 

Pension costs decreased from 2007 to 2008 principally due to growth in pension plan assets in 6 

previous years, and a 0.25% increase in the discount rate used to value defined benefit pension 7 

obligations.19 8 

 9 

Newfoundland Power pension costs are forecast to decrease from 2008 to 2009 principally due to a 10 

2% increase in the discount rate used to value defined benefit pension obligations.20  Pension costs in 11 

2010E are forecast to increase over 2009 as a result of a combination of a forecast 1% reduction in 12 

the discount rate used to value defined benefit pension obligations;21 and pension plan asset value 13 

                                                 
18  The increase in forecast 2009 pension expense, relative to that indicated in the Application, reflects an increase 

in the number of employees participating in the Defined Contribution Pension Plan. 
19  The discount rate is used to determine the present value of obligations related to the defined benefit pension plan.  

The discount rate increased from 5.25% in 2007 to 5.50% in 2008. This served to reduce pension expense in 2008 
by approximately $0.7 million. 

20 The increase in discount rate for 2009 served to reduce 2009 pension expense; however the pension expense 
reduction was partly offset by lower expected returns on pension plan assets during the year.  For further 
information on discount rates and pension plan asset performance see Section 3.4.2 Pension Plans, p. 3-21 et. seq.   

21  The forecast 1% reduction in the discount rate for 2010 served to increase forecast 2010 pension expense by 
approximately $3 million. 
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losses experienced in 200822, offset by higher forecast returns on pension plan assets in 2009.23 1 

 2 

3.2.4 Depreciation  3 

Table 3-5 shows depreciation and related cost recovery deferrals from 2007 to 2010E. 4 

 5 
Table 3-5 

Depreciation Expense: 2007 to 2010E 
($000s) 

 
 2007 2008 2009F 2010E 

Depreciation24 39,955  40,649  41,872  43,378
Cost Recovery Deferrals25  (5,793)  -  -  -
Amortization of Deferred Cost Recoveries26  -  3,862  3,863  3,861 

Net Depreciation Expense 34,162 44,511  45,735  47,239
 6 

Changes in net depreciation expense reflect a combination of continued investment in the 7 

electricity system; a decline in the composite depreciation rate from 3.5% to 3.4% commencing 8 

in 2008; and changes in deferrals and associated cost recoveries.9 

                                                 
22   The defined benefit pension plan assets experienced a loss in value of approximately $41 million in 2008 due to 

market conditions.  The difference between the expected return on pension plan assets and the actual return 
experienced in 2008 will be reflected in asset values over the period 2009 through 2011, and will serve to 
increase pension expense.  The 2008 loss in asset value is not fully reflected in 2009 pension expense due to 
Newfoundland Power’s use of the market-related method of valuing pension assets for the purposes of 
determining pension expense.  Use of the market-related method creates a smoothing impact on pension 
expense, and thereby reduces the volatility caused by changing market conditions.  The Company’s use of the 
market-related method was approved by the Board in Order No. P.U. 19 (2003).   

23  The higher forecast returns on pension plan assets in 2009 served to reduce forecast 2010 pension expense by 
approximately $600,000. 

24  Newfoundland Power’s depreciation expense reflects depreciation rates for 2008 and subsequent years, as 
approved by the Board in Order No. P.U. 32 (2007).  Newfoundland Power’s depreciation expense for 2008 
through 2010E is reduced by $174,000 annually as a result of a 4-year amortization of a depreciation true-up of 
$695,000 approved by the Board in Order No. P.U. 32 (2007).  

25  The cost recovery deferral in 2007 related to the 2005 expiration of a depreciation true up approved in Order 
No. P.U. 19 (2003).  The cost recovery deferral was approved in Order No. P.U. 39 (2006). 

26  In Order No. P.U. 32 (2007), the Board approved a 3-year amortization of $11.6 million in cost deferrals related 
to depreciation over the period 2008 to 2010. 
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3.2.5 Finance Charges 1 

Table 3-6 shows average debt, finance charges and average cost of debt for 2007 to 2010E. 2 

 3 
Table 3-6 

Finance Charges:  2007 to 2010E 
 

 2007 2008 2009F 2010E 

Average Debt ($000s) 430,924 440,841 456,032 483,532 
Finance Charges ($000s)  33,462  33,507  34,841  36,162 
Average Cost of Debt (%)  7.77  7.60  7.64  7.48 

Finance charges are the cost of debt used to finance investment in regulated assets.  Finance 4 

charges are composed primarily of interest on first mortgage sinking fund bonds (“First 5 

Mortgage Bonds”) and short-term borrowings.27  6 

 7 

Newfoundland Power’s average debt increases in the period from 2007 to 2010E due to 8 

continued investment in the electricity system required to provide service to customers. 9 

 10 

The average cost of debt from 2007 through 2010E is relatively stable.  Lower 2008 average cost 11 

of debt was a result of refinancing First Mortgage Bonds and a reduction in short-term interest 12 

rates.28  The average cost of debt is forecast to increase in 2009 primarily due to a May 2009 13 

                                                 
27  Finance charges also reflect amounts related to amortization of debt issue costs and allowance for funds used 

during construction. 
28 Newfoundland Power repaid approximately $4.6 million of outstanding long-term debt in each of 2007 and 

2008 in accordance with the sinking fund provisions associated with outstanding First Mortgage Bonds.  In 
addition, approximately $31.5 million in 11.9% First Mortgage Bonds were refinanced in the third quarter of 
2007 with proceeds from a 5.9% First Mortgage Bond issue.  The Company’s average short-term borrowing 
rates in 2008 were approximately 3.8%, as compared to 5% in 2007. 
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issuance of $65 million of First Mortgage Bonds.29  For 2010, the lower average cost of debt 1 

principally reflects forecast higher short term debt balances.30 2 

 3 

3.2.6 Income Taxes 4 

Table 3-7 shows the Company’s income taxes from 2007 to 2010E. 5 

 6 
Table 3-7 

Income Taxes:  2007 to 2010E31 
 

 2007 2008 2009F 2010E 

Income Taxes32 ($000s)  12,668  19,677  16,150  12,403 
Effective Income Tax Rate33(%)  28.6  36.8  32.8  32.9 

 7 

Newfoundland Power’s effective income tax rate increased from 2007 to 2008 principally due to 8 

tax effects associated with regulatory amortizations and cost deferrals, and the adoption of the 9 

accrual method of accounting for income tax related to pension costs starting in 2008.34  10 

                                                 
29  The $65 million in First Mortgage Bonds were issued at 6.61%.  Forecast average short-term borrowing rates 

for 2009 are 1.27%.   
30  The Company’s forecast average short-term interest rate for 2010 is 2%.  Forecast year-end short-term 

borrowings are approximately $32.2 million for 2010E, compared to approximately $8.0 million for 2009. 
31  Income taxes exclude the effect of non-regulated operating costs.  These tax effects were $492,000 in 2007 and 

$531,000 in 2008.  They are forecast to be $513,000 in 2009 and $548,000 in 2010.   
32  Income taxes in 2007 include $2.7 million related to the 2005 tax settlement.  Income taxes in 2008 include $2.5 

million related to the 2005 tax settlement.  In Order Nos. P.U. 39 (2006) and P.U. 32 (2007) the Board 
authorized Newfoundland Power to recognize an amount of 2005 unbilled revenue equal to the forecast taxes 
payable pursuant to the 2005 tax settlement in 2007 and 2008, respectively.   

33  Includes the effects of 2005 tax settlement.  Excluding the effects of the 2005 tax settlement, the effective 
income tax rates would be 23.7% in 2007 and 33.6% in 2008.  

34   In Order No. P.U. 32 (2007) the Board approved the adoption of the accrual method of accounting for income 
tax related to pension costs.  Prior to 2008, the difference between pension funding and pension expense served 
to reduce income taxes in that year.  Adopting accrual accounting for income tax relating to pension costs for 
regulatory purposes resulted in recognizing both the costs of the benefits and the related income tax effects of 
those costs in the same period. 
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The Company’s effective income tax rate is forecast to decrease in 2009 and 2010E due to 1 

reductions in the statutory corporate income tax rate and the 2008 conclusion of payments 2 

required under the 2005 income tax settlement.35 3 

 4 

3.2.7 Returns  5 

Table 3-8 shows the Board approved rates of return on rate base, the actual and forecast rates of 6 

return on rate base, and the actual and forecast rates of return on common equity for the period 7 

2007 to 2010E.   8 

 9 
Table 3-8 

Rates of Return: 2007 to 2010E 
(%)  

 
 2007 2008 2009F 2010E 

Return on Rate Base     
Midpoint (Approved)  8.47  8.37  8.37  8.12 
Actual / Forecast  8.07  8.20  8.00  7.04 

Return on Common Equity  8.66  9.13  8.62  6.45 
 10 

Newfoundland Power’s actual rates of return on rate base for 2007 and 2008 are below the 11 

Board-approved midpoint used for rate setting purposes. 36  The actual rates of return achieved 12 

were lower principally due to a combination of higher than forecast rate base growth and lower 13 

than forecast short-term interest costs.  The Company’s return on rate base for 2009 is also 14 

forecast to be below the Board-approved midpoint used for rate setting purposes.3715 

                                                 
35  The statutory tax rate in 2009 is 33% and in 2010 is 32%.  In 2008, Newfoundland Power paid the final 

instalment of $2.5 million related to the 2005 tax settlement. 
36  Newfoundland Power’s midpoint (approved) rate of return on rate base for 2007 and 2008 were set by the 

Board in Order Nos. P.U. 40 (2006) and P.U. 32 (2007), respectively.  
37  The midpoint (approved) rate of return on rate base for 2009F reflects operation of the automatic adjustment 

formula, as approved by the Board in Order No. P.U. 35 (2008).  The operation of the formula for 2009 resulted 
in a calculated return on rate base of 8.25%, which is within the range of return on rate base approved by the 
Board in Order No. P.U. 32 (2007).  As a result, there was no change to Newfoundland Power’s approved rate 
of return on rate base for 2009. 
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The forecast midpoint rate of return on rate base for 2010E reflects forecast operation of the 1 

Formula for 2010E, based on averaging observed ask yields for the three most recent series of 2 

long-term Government of Canada bonds as at September 11, 2009 < >.38   3 

 4 

Newfoundland Power’s 2010E rate of return on rate base is forecast to be 7.04% and its rate of 5 

return on equity is forecast to be 6.45%.   6 

 7 

3.3 CREDITWORTHINESS 8 

The maintenance of public utility creditworthiness is one of the policy objectives set out in the 9 

Electrical Power Control Act, 1994.  Continued creditworthiness is consistent with the least 10 

cost provision of service to customers.  11 

 12 

This section of the evidence reviews Newfoundland Power’s sources of credit, credit ratings, 13 

and credit metrics.  It also reviews the financial targets necessary to maintain the Company’s 14 

current investment grade credit ratings. 15 

 16 

In this Amended Application, Newfoundland Power is proposing a common equity component 17 

of capital structure of 45% and a rate of return on common equity of 11% for ratemaking 18 

purposes in 2010.  These proposals should maintain the Company’s current investment grade 19 

                                                 
38  The average observed ask yield as at September 11, 2009 < > was 3.90% based on the following observations: (i) 

3.87% (Government of Canada 4.0% Series due 2041); (ii) 3.86% (Government of Canada 5.0% Series due 2037); 
and (iii) 3.98% (Government of Canada 5.75% Series due 2033).  Operation of the automatic adjustment formula 
based on an average long-term Government of Canada bond yield of 3.90% results in a rate of return on equity of 
8.39%.  Using this 8.39% cost of common equity, and the average capital structure approved by the Board in Order 
No. P.U. 32 (2007), results in a calculated rate of return on rate base (weighted average cost of capital) of 8.12%. 
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credit ratings.  The increased rate of return on common equity of 11% will require an increase 1 

of approximately 2.2% in 2010 customer rates. 2 

 3 

In this Amended Application, Newfoundland Power is also proposing discontinuing use of the 4 

automatic adjustment formula (the “Formula”) for establishing its annual rate of return on 5 

rate base in years subsequent to a test year.  This is in response to materially changed 6 

financial market conditions. 7 

 8 

3.3.1 Sources of Credit 9 

Newfoundland Power has two primary sources of credit.  They include First Mortgage Bonds and 10 

short-term credit facilities. 11 

 12 

As of year-end 2008, Newfoundland Power had approximately $409 million of First Mortgage 13 

Bonds outstanding.39  The Company’s ability to issue First Mortgage Bonds is dependent on the 14 

availability of earnings to pay interest on any additional bonds.40 15 

 16 

The Company has a stand-alone, 3-year $100 million committed credit facility agreement with a 17 

syndicate of Canadian banks.41  Committed credit facilities provide greater certainty of credit 18 

                                                 
39 The $409 million in First Mortgage Bonds mature over the period 2014 through 2037.  Accordingly, no 

requirement for Newfoundland Power to refund existing First Mortgage Bonds exists until 2014. 
40  The Company’s Trust Deed that secures its First Mortgage Bonds requires, in effect, a Trust Deed interest 

coverage of 2.0 times or higher for the Company to issue additional bonds to finance its rate base.  The 
Company’s 2010E Trust Deed interest coverage is 2.1 times.  This is near the bottom of the range at which the 
Company can issue additional First Mortgage Bonds. 

41  The current maturity date of this facility is August 29, 2011.  The Company was originally authorized to enter 
into this facility by Order No. P.U. 1 (2005).  Further amendments to extend the term of the facility were 
authorized by Order Nos. P.U. 4 (2006) and P.U. 22 (2008).  
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availability for the Company.  The Company also has a $20 million demand facility to support 1 

short-term cash requirements.42 2 

 3 

On May 25, 2009, Newfoundland Power issued $65 million in First Mortgage Bonds at an interest 4 

rate of 6.61%.  The credit spread associated with this issue of First Mortgage Bonds was materially 5 

higher than previous issues.43  The 6.61% interest rate was based on a credit spread of 2.75% over 6 

30-year Government of Canada bonds.  This compares to credit spreads associated with First 7 

Mortgage Bond issues of 1.40% in 2007 and 1.06% in 2005.  The 2009 increased credit spread 8 

reflects current financial market conditions.  9 

 10 

3.3.2 Credit Ratings 11 

An investment grade credit rating allows Newfoundland Power to have access to capital markets 12 

at reasonable cost. 13 

 14 

The most recent credit rating reports from Dominion Bond Rating Service (“DBRS”) and 15 

Moody’s Investors Services (“Moody’s”) are found in Exhibit 4 (1st Revision).  Both DBRS and 16 

Moody’s assess the Company’s creditworthiness on a stand-alone basis.17 

                                                 
42  This facility effectively supports very short-term (i.e., day-to-day) credit requirements.  
43  First Mortgage Bond issues are priced based upon a 30-year Government of Canada bond yield plus an 

additional amount, or credit spread, to compensate debt holders for the additional risk in holding a 
Newfoundland Power bond.  The credit spread is dependent on many factors, including credit quality of the 
issuer and prevailing market conditions at the time of sale.    
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Table 3-9 shows DBRS and Moody’s current credit ratings for Newfoundland Power.   1 

 2 
Table 3-9 

Credit Ratings 
 

Rating Agency Rating 

DBRS A, Stable 
Moody’s44 Baa1, Stable 

 3 

Newfoundland Power’s current credit ratings are investment grade. 4 

 5 

Moody’s and DBRS evaluate qualitative and quantitative data including a number of credit 6 

metrics in establishing the Company’s credit rating.  The key credit metrics are pre-tax interest 7 

coverage,45 cash flow interest coverage46 and cash flow debt coverage.47 8 

 9 

Pre-tax interest coverage measures the Company’s ability to meet its interest obligations through 10 

its reported earnings.  Traditionally, the Board has considered pre-tax interest coverage to be a 11 

primary indicator of creditworthiness in evaluating the relationship between capital structure, 12 

rate of return on common equity and interest coverage.48  13 

                                                 
44  In August 2009, Moody’s upgraded the Company’s First Mortgage Bond rating to A2 from Baa1.  This was 

primarily due to a change in Moody’s rating policy, which also affected the majority of senior secured debt 
ratings of investment-grade regulated utilities internationally.  Moody’s continues to assign Newfoundland 
Power a Baa1 issuer rating, with a stable rating outlook.  Moody’s August 3, 2009 media releases are found in 
Exhibit 4 (1st Revision). 

45 Pre-tax interest coverage is earnings before interest and income taxes, divided by interest. Interest includes the 
amortization of deferred debt issue costs. 

46 Cash flow interest coverage is cash flow from operations, divided by interest.  Cash flow from operations is the 
amount shown on the Company’s statements of cash flows excluding the change in non-cash working capital, 
less (i) dividends on preferred shares, and (ii) the difference between pension expense and pension funding for 
current service costs. 

47 Cash flow debt coverage is cash flow from operations, divided by the sum of total debt and preferred shares. 
48  See, for example, Order No. P.U. 16 (1998-99) at p.40-41, Order No. P.U. 36 (1998-99) at p.44,84-85 and 

Order No. P.U. 19 (2003) at p.53-54. 
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In recent years, credit rating agencies have placed more emphasis on cash flow metrics in their 1 

assessment of regulated utilities.49  This is because principal and interest obligations can only be 2 

paid from cash flows.  Regulated earnings will not always fully mirror cash flows.50 3 

 4 

Table 3-10 shows the Company’s credit metrics from 2007 to 2010E. 5 

 6 
Table 3-10 

Credit Metrics:  2007 to 2010E 
 

 2007 2008 2009F 2010E 

Pre-tax Interest Coverage (times)  2.2 2.5  2.3  2.0 
Cash Flow Interest Coverage (times)  2.6 3.1  3.1  2.8 
Cash Flow Debt Coverage (%)  12.6 15.8  15.4  13.1 

 7 

The Company’s credit metrics are expected to deteriorate in 2010E. 8 

 9 

Pre-tax interest coverage is forecast to decline from 2.5 times in 2008 and 2.3 times in 2009, to 10 

2.0 times in 2010E.  Cash flow interest coverage is forecast to decline from 3.1 times in 2008 11 

and 2009, to 2.8 times in 2010E.  Cash flow debt coverage is expected to decline from 15.8% in 12 

2008 and 15.4% in 2009, to 13.1% in 2010E. 51 13 

 14 

The forecast deterioration in credit metrics in 2010E is a result of declining forecast returns.15 

                                                 
49  For example, cash flow interest coverage and cash flow debt coverage are central in the Moody’s March 6, 2009 

credit opinion of Newfoundland Power. 
50  For example, in 2010 the Company will recognize $4.6 million in 2005 unbilled revenue.  However, because 

the 2005 unbilled revenue is an accounting accrual as opposed to cash, the impact of the 2010 accrual will be 
reflected in Newfoundland Power’s 2010 earnings but not in its 2010 cash flows. 

51 In its March 6, 2009 Credit Opinion, Moody’s indicated that Newfoundland Power’s credit metrics were 
slightly weaker than those of its Baa1-rated peers.  Moody’s anticipated Newfoundland Power’s cash flow 
interest coverage would stay above 3 times going forward and cash flow debt coverage would remain in the 
15% to 16% range. (See Exhibit 4 (1st Revision)). 
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3.3.3 Financial Targets  1 

Capital Structure and Rate of Return on Common Equity 2 

Capital structure is the mix of debt and equity invested in a company, with debt representing the 3 

investment of bondholders, or other debt holders, and equity representing the investment of 4 

shareholders. 5 

 6 

Table 3-11 shows the targeted capital structure of Newfoundland Power. 7 

 8 
Table 3-11 

Targeted Capital Structure 
 

Debt  54% 
Preferred Equity  1% 
Common Equity  45% 

 9 

Credit rating agencies have consistently cited Newfoundland Power’s capital structure, which 10 

includes 45% common equity, as a major strength that mitigates the risk associated with its small 11 

size and relatively low forecast growth estimates.52  The Company’s target of 45% common 12 

equity in its capital structure is consistent with Board orders since 1990.53 13 

 14 

In this Amended Application, Newfoundland Power is targeting a 2010 rate of return on 15 

common equity of 11% for ratemaking purposes. 54  A 2010 increase in the rate of return on 16 

                                                 
52  See, for example, the DBRS Credit Rating Report (May 1, 2008), p. 1-2 provided in Exhibit 4 (1st Revision). 
53  See Order Nos. P.U. 1 (1990), P.U. 6 (1991), P.U. 7 (1996-97), P.U. 16 (1998-99), P.U. 19 (2003), and  

P.U. 32 (2007). 
54  See Opinion on Capital Structure and Fair Return on Equity, found in Volume 2: Supporting Materials, Tab 10. 
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common equity for ratemaking purposes from current levels to 11% will require an increase of 1 

approximately 2.2% in 2010 customer rates.55 2 

 3 

A common equity component of capital structure of 45%, together with a rate of return on 4 

common equity of 11%, will provide Newfoundland Power the opportunity to improve its 5 

forecast 2010 credit metrics and maintain its investment grade credit ratings. 6 

 7 

Forecast 2010 Credit Metrics 8 

The relationship between capital structure and rate of return on common equity is arithmetic.  As 9 

the common equity component of capital structure varies, the rate of return on common equity 10 

required to reach investment grade credit metrics will correspondingly vary. 11 

 12 

Exhibit 5 (1st Revision) shows the relationship between the Company’s capital structure, the rate of 13 

return on common equity and credit metrics on a forecast 2010 basis.   14 

 15 

In this Amended Application, Newfoundland Power is proposing to commence recognition of 16 

other post employment benefits (“OPEBs”) on an accrual basis commencing in 2010.56  This 17 

proposal has an impact on the Company’s forecast 2010 credit metrics.  Accordingly, Exhibit  5 18 

(1st Revision) illustrates the relationship between the Company’s capital structure, the rate of 19 

                                                 
55  11% minus 8.95% (2009 ratemaking return) equals 2.05%.  2.05% times $384,377,000 (2010 average book 

equity) equals $7,879,729.  $7,879,729 divided by 0.68 percent (1 – tax rate) equals $11,587,836.  $11,587,836 
divided by $529,079,000 (2010E customer charges from Exhibit 10 (1st Revision)) equals 2.2%. 

56  The Company’s OPEBs proposal is reviewed in Section 3.4.3 Other Post-Employment Benefits at  
 p. 3-28 to p. 3-30. 
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return on common equity and credit metrics for 2010 on both the cash basis and accrual basis of 1 

accounting for OPEBs.57   2 

 3 

The adoption of accrual accounting for OPEBs will increase the Company’s cash flow from 4 

operations, thereby improving its credit metrics, particularly cash flow metrics.  The 5 

improvement in metrics reflects the fact that OPEBs costs will be recovered from customers in 6 

advance of the Company’s requirement to pay for the related benefits.  This recovery also serves 7 

to reduce the Company’s financing requirements.58 8 

 9 

Table 3-12 shows forecast 2010 credit metrics under three scenarios.  They include: (i) the 10 

Company’s existing scenario; (ii) approval of the proposals contained in this Amended 11 

Application, including adoption of accrual accounting for OPEBs in 2010; and (iii) approval of 12 

the proposals in this Amended Application except adoption of accrual accounting for OPEBs in 13 

2010 (called “Cash OPEBs”).     14 

 15 
Table 3-12 

Impact of OPEBs  
Forecast 2010 Credit Metrics 

 
 2010E 2010F 

  Accrual OPEBs Cash OPEBs 

Pre-tax Interest Coverage (times)  2.0 2.7  2.7 
Cash Flow Interest Coverage (times)  2.8 3.6  3.5 
Cash Flow Debt Coverage (%)  13.1 19.5  18.4 

 16 

                                                 
57  Page 1 of Exhibit 5 (1st Revision) indicates the relationship assuming no change in OPEBs accounting in 2010.  

Page 2 of Exhibit 5 (1st Revision) indicates the relationship assuming the adoption of the accrual method of 
accounting for OPEBs in 2010. 

58  The cumulative difference between the costs recovered from customers and the actual OPEBs payments will be 
treated as a reduction in rate base.  This will reduce the rate base financing costs required from customers. 
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Forecast 2010 cash flow credit metrics will improve as a result of the Company’s adoption of 1 

accrual accounting treatment for OPEBs. 2 

 3 

3.3.4 The Automatic Adjustment Formula 4 

The Formula is used to adjust the Company’s rate of return on rate base and customer rates in 5 

years subsequent to a test year.59 6 

 7 

In Order No. P.U. 32 (2007), the Board approved continued use of the Formula for not more than 8 

three years following 2008, with modifications to reflect adoption of the Asset Rate Base 9 

Method for calculating rate base.  Since Order No. P.U. 32 (2007), financial market conditions 10 

have materially changed.  These changing conditions have, in turn, affected the fairness of the 11 

returns on equity yielded by use of the Formula.60 12 

 13 

In this Amended Application, Newfoundland Power seeks a return on equity for ratemaking 14 

purposes of 11% for 2010.  This compares to a forecast 2010 return on equity for ratemaking 15 

purposes of 8.39% resulting from continued use of the Formula.61  16 

 17 

Given current financial market conditions, this Amended Application proposes discontinuing use 18 

of the Formula for the adjustment of the Company’s rate of return on rate base and customer 19 

rates in years subsequent to the 2010 test year.20 

                                                 
59  The Formula was originally established pursuant to Order Nos. P.U. 16 (1998-99) and P.U. 36 (1998-99). 

Continued use of the Formula was approved in Order Nos. P.U. 19 (2003) and P.U. 32 (2007).  
60  This matter is considered fully in the Opinion on Capital Structure and Fair Return on Equity, found in Volume 

2: Supporting Materials, Tab 10. 
61  See footnote 38. 
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3.4 EMPLOYEE FUTURE BENEFITS 1 

Newfoundland Power has pension and other post employment benefit plans that provide its 2 

employees with benefits upon retirement. 3 

  4 

This section of the evidence provides an overview of the Company's employee future benefit 5 

plans and accounting policies for those plans.  It also reviews how recent financial market 6 

conditions have affected the costs associated with Newfoundland Power’s defined benefit 7 

pension plan. 8 

 9 

In this Amended Application, Newfoundland Power is proposing the creation of a regulatory 10 

mechanism to ensure the fair recovery of pension expense in current financial market 11 

conditions. 12 

 13 

In this Amended Application, Newfoundland Power is proposing to commence the accrual 14 

method of accounting for other post employment benefits in 2010.  To implement this proposal 15 

for accounting for employee future benefits will require a customer rate increase of 16 

approximately 1.3 % in 2010. 17 

 18 

3.4.1 Newfoundland Power Employee Future Benefits 19 

Newfoundland Power maintains plans for its employees which provide for benefits upon 20 

retirement.  These plans fall into two broad categories: pension plans and other post employment 21 

benefit plans.22 
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The Company maintains both defined benefit and defined contribution pension plans.  Defined 1 

benefit plans typically provide retirement income based upon an employees’ pay and years of 2 

service at the time of retirement.62  Defined contribution plans provide retirement income based 3 

upon the contributions made by the Company and the employee together with accrued returns on 4 

those contributions.63  Since May 2004, Newfoundland Power’s defined benefit pension plan has 5 

been closed to new entrants. 6 

 7 

The OPEBs provided by the Company to its employees include retirement allowances payable 8 

on retirement64 and health, medical and life insurance for retirees and their dependents. 9 

 10 

3.4.2 Pension Plans 11 

Market Conditions  12 

Financial market conditions affect defined benefit pension plans in two fundamental ways.  The 13 

first relates to the actual value of assets held in a plan.  Changes in asset values resulting from 14 

market conditions impact both the funding obligations and the accounting for the expense 15 

associated with defined benefit pension plans.  The second relates to the valuation of future 16 

obligations in accounting for the expense associated with defined benefit pension plans.  17 

                                                 
62    Newfoundland Power’s principal pension plan is its defined benefit pension plan, which was created in 1984.  

There are currently 489 active employees participating in this plan.  In addition, at December 31, 2008 the 
defined benefit pension plan provided retirement income to a total of 660 retirees and their survivors. 

63  Defined contribution pension arrangements have become more common in recent years as defined benefit 
pension arrangements have become less common.  This development results in a shift of pension investment 
return risk from employers (in defined benefit plans) to employees (in defined contribution plans).  It also 
results in increased pension portability as defined contribution plans typically have segregated employee benefit 
accounts. 

64  Retirement allowances are 1 week’s salary per year of service up to a maximum of 23 weeks allowance. 
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Discount rates used to present value future plan obligations are required by accounting standards 1 

to reflect prevailing financial market conditions.65   2 

 3 

Like virtually all Canadian defined benefit pension plans, Newfoundland Power’s plan 4 

experienced a material loss in asset value in 2008 as a result of market conditions.  This loss in 5 

asset value will impact both Newfoundland Power’s future funding obligations for the defined 6 

benefit pension plan and future pension expense. 7 

 8 

The financial market conditions which commenced in 2008 have also given rise to increased 9 

volatility in the discount rate used to present value future plan obligations for accounting 10 

purposes.  This increased volatility has increased the uncertainty associated with forecasting 11 

future pension expense. 12 

 13 

Pension Plan Asset Performance 14 

At December 31, 2008, Newfoundland Power’s defined benefit pension plan held assets of 15 

approximately $213 million.  This reflects a loss in asset value of approximately $41 million or 16 

16% of total fund assets in 2008.  This loss has an effect on both Newfoundland Power’s 17 

accounting for pension expense and its plan funding obligations.18 

                                                 
65  Accounting standards governing the discount rate to be used to present value future plan obligations effectively 

requires the discount rate to reflect market conditions at the end of a fiscal year. This differs from actuarial 
practice which governs pension plan funding.  The discount rates used to present value future plan obligations 
for purposes of funding reflect assumptions prescribed by actuarial practice. 
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Table 3-13 shows Newfoundland Power’s defined benefit and defined contribution pension 1 

expense from 2007 to 2011F.66 2 

 3 
Table 3-13 4 

Pension Expense 5 
2007 to 2011F 6 

($000s) 7 
 8 

 2007 2008 2009F 2010F 2011F 

Defined Benefit Pension Plans67  4,550  2,045  1,505  6,986 9,704 
Defined Contribution Pension Plans  1,151  995  1,198  1,210 1,258 

Total Pension Expense  5,701  3,040  2,703  8,196 10,962 
 9 

Newfoundland Power’s pension expense is expected to increase to approximately $8.2 million in 10 

2010 compared to $2.7 million in 2009.  The Company’s 2011 pension expense is expected to 11 

increase further to approximately $11.0 million.  These increases primarily reflect the increase in 12 

pension expense resulting from the 2008 loss in asset value experienced in the Company’s 13 

defined benefit pension plan.68   14 

 15 

Newfoundland Power’s future pension funding obligations are also impacted by the loss in 16 

pension plan asset value in 2008.  Funding requirements for the Company’s defined benefit 17 

pension plan is an actuarially determined amount that, when combined with employee 18 

                                                 
66  Pension expense for Newfoundland Power’s defined benefit pension plans reflects estimates with respect to 

matters such as the expected performance of pension plan assets, future salary escalation and the retirement 
ages of employees.  Newfoundland Power recognizes pension expense on an accrual basis.   

67  Includes amounts under the Company’s legacy pension uniformity plan which has no active members. 
68  The 2008 loss in asset value is not fully reflected in 2009 pension expense due to Newfoundland Power’s use of 

the market-related method of valuing pension assets for the purposes of determining pension expense.   See 
footnote 22.  The increases in pension expense forecast for 2010 and 2011 also reflect a change in discount rate 
used to value the Company’s pension obligations for expense purposes.  See footnote 76. 
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contributions, is expected to be sufficient to satisfy future benefit payments as they become due.  1 

The two components of pension funding are current service funding and special funding.69   2 

 3 

Newfoundland Power’s actuaries completed an actuarial valuation of the Company’s defined 4 

benefit pension plan as at December 31, 2008 (the “2008 Pension Valuation”).70  The 2008 5 

Pension Valuation is found in Volume 2: Supporting Materials, Tab 3.   6 

 7 

The 2008 Pension Valuation indicates that as of December 31, 2008 the defined benefit pension 8 

plan had a funding excess of approximately $10.4 million on a going-concern basis,71 and a 9 

funding deficiency of approximately $6.9 million on a solvency basis.72  As a result of the 2008 10 

Pension Valuation, Newfoundland Power expects to make annual special funding payments of 11 

approximately $1.5 million from 2009 through 2013.73  12 

                                                 
69  Current service funding is related to service rendered by active employees in the current year.  Special funding 

represents additional funding required to satisfy additional pension costs related to unfunded pension liabilities 
such as those associated with early retirement programs or the solvency deficiency identified in the 2008 
Pension Valuation. 

70   Pension legislation requires that funding be based on actuarial valuations that are to be conducted, at a 
minimum, once every three years.  The most recent actuarial valuation of Newfoundland Power’s defined 
benefit pension plan was as of December 31, 2008.  The previous actuarial valuation was as of December 31, 
2005. 

71  Valuation of a defined benefit pension plan on a going-concern basis values the plans assets and liabilities as 
though the plan would be maintained until all retirement benefit obligations have been met.   

72  Valuation of a defined benefit pension plan on a solvency basis values the plans assets and liabilities as though 
the plan were wound up and settled on the valuation date.  For the purposes of Newfoundland Power’s defined 
benefit pension plan, the circumstances in which the plan wind-up is assumed to take place is Newfoundland 
Power ceasing to operate. 

73  This is required to fund the identified solvency deficiency.  The solvency deficiency of $6,933,000 divided by 5 
years plus interest of $161,000 per year.  
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Table 3-14 compares pension expense and pension funding associated with Newfoundland 1 

Power’s defined benefit pension plan for the period 2009 through 2011F.74 2 

 3 
Table 3-14 4 

Pension Expense and Pension Funding 5 
2009 to 2011F 6 

($000s) 7 
 8 

 2009F 2010F 2011F 

Pension expense 1,505 6,986 9,704 
Pension funding 4,866 4,999 5,137 

 9 

Forecasting Pension Expense 10 

A principal variable in determining pension expense is the discount rate used to value future 11 

pension obligations.  This discount rate reflects year end financial market conditions.75   12 

 13 

Table 3-15 shows the discount rate used to calculate the pension expense associated with 14 

Newfoundland Power’s defined benefit pension plan for 2006 through 2009. 15 

 16 
Table 3-15 

Defined Benefit Pension Discount Rate 
2006 to 2009 

 
 2006 2007 2008 2009 

Discount Rate (%) 5.25 5.25 5.50 7.50 
 17 

                                                 
74  Differences between annual pension expense and annual pension funding are reflected in deferred assets.  In 

Order No. P.U. 19 (2003) the Board ordered that deferred assets be included in the Company’s rate base.  In 
years where pension funding exceeds pension expense, the difference serves to increase rate base.  Conversely, 
in years where pension expense exceeds pension funding, the difference serves to reduce rate base. 

75   The discount rate used to value pension obligations is prescribed by accounting standards.  The discount rate for 
pension expense purposes for Newfoundland Power is the trading yield, as at December 31 of the previous year, 
of high quality bonds with cash flows that match the timing and amount of expected pension benefit payments.  
As at December 31, 2008, the average duration of these bonds was approximately 14 years and the trading yield 
was approximately 7.5%. 
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Changes in the discount rate can result in large differences in pension expense from year to year 1 

and can result in material differences from forecast.  In general, for a defined benefit pension 2 

plan, a higher discount rate tends to lower pension expense and a lower discount rate tends to 3 

increase pension expense. 4 

 5 

From 2006 through 2008, the discount rate used to value the Company’s pension obligations for 6 

expense purposes was relatively stable.  From 2008 to 2009, the discount rate increased by 2%.  7 

This increase was reflective of the volatile market conditions which also impacted asset values.76 8 

 9 

Table 3-16 shows the estimated pension expense associated with Newfoundland Power’s defined 10 

benefit pension plan for 2010 through 2012, calculated based on a range of discount rates from 11 

5.50% to 8.50%.  12 

 13 
Table 3-16 

Defined Benefit Pension Expense 
2010E to 2012E 

($000s) 

Discount 
Rate (%) 2010E 2011E 2012E 

5.50%  10,849  14,147  13,941 
6.00%  9,117  12,426  12,215 
6.50%  7,411  10,863  10,611 
7.00%  5,852  9,295  9,035 
7.50%  4,424  7,858  7,589 
8.00%  3,117  6,540  6,263 
8.50%  2,173  5,306  5,020 

 14 

15                                                  
76  In the Amended Application, the discount rate used to value the Company’s pension obligations for expense 

purposes has decreased by 1% from 7.5% for 2009 to 6.5% for 2010 and beyond.  The impact of the 1% 
reduction in discount rate has been an increase in forecast 2010 pension expense of approximately $3 million.  
This has been somewhat offset by pension plan asset growth in 2009, which has reduced forecast 2010 pension 
expense by approximately $600,000. 
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A change in the discount rate used to value pension obligations of +/- 1% will vary 1 

Newfoundland Power’s pension expense in the next year by approximately +/- $2.3 to $3.4 2 

million.77   3 

 4 

The variability of pension expense is not reasonably predictable in current volatile financial 5 

market conditions.78  The discount rate that will be used to determine actual pension expense for 6 

2010 will not be known until the end of 2009.79  As a result, the actual pension expense for 2010 7 

may differ materially from that estimated < > several months prior to year end.80 8 

 9 

The uncertainty of pension expense forecasting in current financial market conditions presents 10 

potential risks for both the Company and its customers.  On one hand, a 1% increase in the 11 

discount rate used to calculate pension expense could result in the Company achieving earnings 12 

in excess of its allowed return solely due to fluctuations in pension expense.81  On the other 13 

hand, a 1% decrease in the discount rate could result in the Company not having a reasonable 14 

opportunity to earn its allowed return solely due to fluctuations in pension expense.82   15 

                                                 
77 By comparison, a 2010 allowed range of return on rate base of +/- 18 basis points is approximately +/- $2.3 

million before tax.  
78 This lack of predictability was particularly evident in the fourth quarter of 2008.  At September 30, 2008, the 

observed trading yield of high quality bonds prescribed by accounting standards for calculating 2009 pension 
expense was 6.75%.  At December 31, 2008, the observed trading yield was 7.50%. The variability in discount rates 
experienced in the fourth quarter of 2008 was reflective of the financial market conditions that contributed to a 2% 
overall increase in the discount rate in 2008 to 2009.  By comparison, the average year-over-year change in discount 
rate from 2000 (the 1st year to which the current accounting standards applied) through 2008 was +/- 0.32%.   

79  This is because the discount rate used in the pension expense calculation is an observed year-end trading yield. 
80  In this Amended Application, the Company has used a forecast discount rate of 6.5% to calculate the estimate of 

2010 pension expense.  This is based on the indicative discount rate observed at August 31, 2009.  The 1% decrease 
in the discount rate during 2009 indicates continued lack of predictability of annual pension expense.   

81  This result reflects that the impact of a 1% increase in the discount rate would reduce pension expense by 
approximately $2.3 to $3.4 million.  This amount meets or exceeds the historical +/- 18 basis points allowed range 
of return on rate base, which translates into approximately +/- $2.3 million in 2010.   

82  This result reflects that the impact of a 1% decrease in the discount rate would increase pension expense by 
approximately $2.3 to $3.4 million. 
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In these circumstances, the creation of a regulatory mechanism to ensure the reasonable recovery 1 

of actual pension expense is justified.  In this Amended Application, Newfoundland Power 2 

proposes the creation of a Pension Expense Variance Deferral Account to effectively provide for 3 

the recovery of only that pension expense actually incurred by the Company.83 4 

 5 

The proposed Pension Expense Variance Deferral Account is provided in Exhibit 9 (1st Revision).  6 

 7 

3.4.3 Other Post-Employment Benefits  8 

Currently, Newfoundland Power recognizes costs associated with OPEBs on a cash basis as 9 

opposed to an accrual basis.84  The cash cost of OPEBs in 2010 is forecast to be $1.7 million.  10 

The accrued cost of OPEBs in 2010 is forecast to be $8.4 million.85   11 

 12 

In Order No. P.U. 19 (2003), the Board ordered the Company to file a report with its next general 13 

rate application which addresses the use of the accrual method as an alternative to the existing 14 

accounting treatment for OPEBs.86  A current report on Employee Future Benefits, including a 15 

                                                 
83  Adjustment for variations between estimated test year pension expense and actual pension expense is proposed to be 

achieved through the Rate Stabilization Account (“RSA”).  Section II 6 of the RSA, which provides that “The RSA 
shall be adjusted by any other amount as ordered by the Board”, would permit such an adjustment were the Board to 
order it.  

84  Practically, this means the Company only recognizes as a cost, the actual amount paid for OPEBs each year.  
Recognizing OPEBs costs on an accrual basis means recognizing as a cost in a year all current and future 
obligations accrued in that year, as estimated by the Company’s actuary. 

85  The current actuarial valuation of the Company’s OPEBs obligations on an accrual basis is found in Volume 2: 
Supporting Materials, Tab 5.  As at December 31, 2008, Newfoundland Power’s OPEBs obligations to 
employees were valued at $59.6 million on an accrual basis. 

86  In Order No. P.U. 19 (2003), the Board stated its concern about the potential liability for OPEBs and was of the 
view that Newfoundland Power should explore using the accrual method of accounting for these benefits.  In its 
2008 General Rate Application, Newfoundland Power originally proposed to adopt the accrual method of 
accounting for OPEBs in 2008.  As a result of the settlement agreement reached on issues in the 2008 General 
Rate Application, it was agreed that Newfoundland Power continue using the cash basis of accounting for 
OPEBs.  This was approved by the Board in Order No. P.U. 32 (2007).  In the settlement agreement it was 
specifically provided that the matter of OPEBs accounting would be further considered by the Board at 
Newfoundland Power’s next General Rate Application.   
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proposal for the adoption of the accrual method of accounting for OPEBs commencing in 2010 is 1 

found in Volume 2: Supporting Materials, Tab 4.  Accrual accounting for OPEBs costs is the 2 

mainstream regulatory practice in Canada.87  Accrual accounting for OPEBs is also consistent 3 

with the Company’s accounting for pensions. 4 

 5 

In this Amended Application, Newfoundland Power proposes to adopt the accrual method of 6 

accounting for OPEBs costs for regulatory purposes effective January 1, 2010.   7 

Table 3-17 shows forecast 2010 OPEBs costs calculated on the cash basis and accrual basis of 8 

accounting.  9 

 10 
Table 3-17 

2010 OPEBs Costs 
($000,000s) 

 

Cash Method   1.7 
Accrual Method   8.4 

Difference    6.7 
 11 

OPEBs costs will increase by $6.7 million in 2010 if the Company adopts the accrual method of 12 

accounting for OPEBs as proposed in this Amended Application.88 13 

 14 

Transitional Matters 15 

There are significant transitional obligations associated with this change in accounting policy.  In 16 

2003, the Board directed the Company to propose a plan to move to the accrual method of 17 

accounting for OPEBs that addresses the transitional obligations with a view to fulfilling 18 

                                                 
87  Based upon the results of the survey, 22 utilities use the accrual method, including Hydro. 
88  The 2010 revenue requirement impact of the proposal is $6.8 million.  The difference relates to a combination 

of tax and rate base effects.  See Report on Other Post Employment Benefits (1st Revision), Volume 2: 
Supporting Materials, Tab 4, at p.13, Table 8.  
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Newfoundland Power’s obligation to its employees while at the same time moderating its impact 1 

on customer rates. 89 2 

 3 

The transitional obligation associated with the Company’s adoption of the accrual method of 4 

accounting for OPEBs in 2010 is $46.2 million.90 5 

 6 

Newfoundland Power is proposing that the disposition of this legacy transitional obligation be 7 

addressed at a future Company general rate proceeding.  This will allow for an effective phasing 8 

in of the recovery of accrued OPEBs liabilities which, in turn, will help to moderate the 9 

immediate impact of the accounting change on customer rates.91 10 

 11 

Newfoundland Power’s OPEBs proposal, if approved by the Board, will result in current 12 

recovery of accrued OPEBs costs commencing in 2010.  Addressing the legacy transitional 13 

obligation at a future time is a measured overall approach to dealing with this matter.9214 

                                                 
89  See Order No. P.U. 19 (2003) at p.82-83.   
90  If the Company adopts the accrual method of accounting for OPEBs in 2010 as proposed in this Amended 

Application, this $46.2 million legacy transitional obligation will not change.  Effective January 1, 2000, the 
Canadian Institute of Chartered Accountants recommended the adoption of the accrual method of accounting 
for OPEBs.  $46.2 million represents, in effect, the difference between use of the cash and accrual methods of 
accounting for OPEBs for the period 2000 to 2009. 

91  For Newfoundland Power to fully address its OPEBs obligations, including the legacy transitional obligation in 
2010, would result in an increase in 2010 revenue requirements of approximately 2.2% (see: Report on Other 
Post Employment Benefits (1st Revision), Volume 2:  Supporting Materials, Tab 4, p.2).  Implementing 
Newfoundland Power’s employee future benefits proposals in this Amended Application will result in an 
increase in 2010 revenue requirements of approximately 1.3%.   

92  While the impact of the recovery of the legacy transitional obligation on customer rates will only be 
determinable at the time the matter is addressed, the approximate rate impacts can be estimated.  For example, 
for a 5-year amortization of the $46.2 million, the estimated rate impact (based on 2010E forecast revenue from 
rates of $529,079,000) would be approximately 1.7 %.  A 10-year amortization would result in an estimated rate 
impact of approximately 0.9%.  In 1992, the U.S. Financial Accounting Standards Board considered that the 
appropriate limits for (i) adopting accrual accounting should not exceed approximately 5 years, and (ii) deferred 
recovery of transitional amounts should not exceed approximately 20 years. 
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3.5 INTERNATIONAL FINANCIAL REPORTING STANDARDS 1 

Effective January 1, 2011, it is expected that Newfoundland Power will be required to comply 2 

with International Financial Reporting Standards (“IFRS”) 3 

 4 

This section of the evidence reviews the current status of IFRS transition, including the 5 

preeminent outstanding issue which relates to the future accounting treatment of regulatory 6 

assets and liabilities.   7 

 8 

In this Amended Application, Newfoundland Power is seeking the Board’s approval that its 9 

next depreciation study relate to plant in service as at December 31, 2009.  This will facilitate 10 

Newfoundland Power’s transition to IFRS. 11 

 12 

3.5.1  General 13 

IFRS is a collection of financial reporting standards developed by the International Accounting 14 

Standards Board (“IASB”), an independent accounting standards-setting organization.93  In 2006, 15 

the Canadian Accounting Standards Board (“AcSB”) announced that, effective January 1, 2011, 16 

all publicly accountable enterprises would be required to comply with IFRS.94  Newfoundland 17 

Power is one of the approximately 4,500 publicly accountable enterprises in Canada affected by 18 

this change.  19 

                                                 
93  IFRS have been adopted by over 100 countries including all those of the European Union.  The U.S. has not 

adopted IFRS. 
94   The AcSB is the Canadian functional equivalent of the IASB.  The AcSB establishes Canadian Generally 

Accepted Accounting Principles (“GAAP”). 
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The adoption of IFRS will be the most fundamental change in accounting standards in Canadian 1 

history.  Once IFRS has been adopted, it will effectively be Canadian Generally Accepted 2 

Accounting Principles (“Canadian GAAP”).  Accordingly, the transition involves a detailed 3 

review of both the accounting standards which currently apply to Newfoundland Power and 4 

those that will apply in the future.95   5 

 6 

For regulated utilities in Canada, the preeminent outstanding issue associated with the transition 7 

to IFRS is the future accounting treatment of regulatory assets and liabilities. 8 

 9 

3.5.2 Regulatory Assets and Liabilities 10 

Regulatory Assets and Liabilities Generally 11 

Regulatory assets and liabilities are typically created in cost of service regulation by timing 12 

differences that reflect the economic impact of regulatory decision making. 13 

 14 

A regulatory asset typically arises as a result of a timing difference between incurrence of a cost 15 

by a utility and the recovery of that cost through customer rates.  Conceptually, a regulatory asset 16 

represents revenues that are expected to be recovered from customers in future periods.  For 17 

example, in Order No. P.U. 13 (2009), the Board established a deferral account for 18 

Newfoundland Power’s 2009 costs of customer energy conservation programming.  The costs of 19 

this programming will be incurred in 2009; however, they will not be recovered from customers 20 

                                                 
95   The IFRS continue to evolve.  As of January 1, 2008, IFRS included 37 separate standards.  It was expected that 

19 of these would change through the Canadian transition.  This evolutionary feature adds a level of 
complication to the overall transition.  See: The CICA’s Guide to IFRS in Canada. 
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until after 2009.  At year end 2009, the balance in this deferral account will be shown in 1 

Newfoundland Power’s financial statements as a regulatory asset. 2 

 3 

A regulatory liability typically arises as a result of a timing difference between recognition or 4 

receipt of an amount by a utility and the reflection of that amount in customer rates.  5 

Conceptually, a regulatory liability represents a reduction in revenue in future periods.  For 6 

example, in Order No. P.U. 40 (2005), the Board approved Newfoundland Power’s adoption of 7 

the accrual method of revenue recognition for regulatory purposes beginning in 2006.  This 8 

approval had the effect of creating a liability of approximately $24.3 million in unbilled revenue 9 

as at year end 2005.96  This liability was applied to reduce future revenue required by 10 

Newfoundland Power over the five years ending 2010.97  At year end 2005, the balance of 11 

unbilled revenue was shown in Newfoundland Power’s financial statements as a regulatory 12 

liability. 13 

 14 

The creation of regulatory assets and liabilities is an accepted feature of current Canadian 15 

regulatory practice.  The recognition of regulatory assets and liabilities is currently permitted 16 

under Canadian GAAP. 98 17 

                                                 
96   The $24.3 million was, in effect, an accounting accrual representing revenue associated with power deliveries 

up to December 31, 2005 which would not be billed to customers until January 2006. 
97  As part of the Board’s approval of Newfoundland Power’s adoption of the accrual method of revenue 

recognition, consideration of disposition of this amount was required.  The Board considered this matter in 
Order Nos. P.U. 40 (2005), P.U. 39 (2006), and P.U. 32 (2007). 

98  Prior to 2009, Canadian GAAP contained guidance that effectively permitted the recognition of regulatory 
assets and liabilities.  Effective 2009, the AcSB removed from Canadian GAAP the guidance that permitted 
recognition of regulatory assets and liabilities.  For 2009 and 2010, Canadian regulated utilities effectively rely 
on U.S. GAAP (particularly, Statement of Financial Accounting Standards No. 71 Accounting for the Effects of 
Certain Types of Regulation) which permits recognition of regulatory assets and liabilities on a conceptually 
similar basis to that allowed under Canadian GAAP prior to 2009.  Commencing in 2011, the recognition of 
regulatory assets and liabilities will be governed by IFRS. 
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As of March 31, 2009, Newfoundland Power had regulatory assets of approximately $207 1 

million and regulatory liabilities of approximately $85 million recorded in its financial 2 

statements.99  Each of the regulatory assets and liabilities reflects a decision or decisions of the 3 

Board.100  IFRS currently contains no guidance on the recognition of regulatory assets and 4 

liabilities.   5 

 6 

IASB’s Rate-regulated Project 7 

Regulatory decision-making has, and is intended to have, economic impacts for regulated 8 

utilities.  This has historically been reflected in the application of Canadian GAAP to regulated 9 

utilities.  The absence of guidance on the recognition of regulatory assets and liabilities in IFRS 10 

has therefore created uncertainty for Canadian regulated utilities which are affected by the 2011 11 

transition to IFRS.101  This uncertainty has broader potential regulatory impacts.10212 

                                                 
99  Approximately 66% or $137 million, of Newfoundland Power’s regulatory assets relate to future income taxes.  

Approximately 29% or $24 million of Newfoundland Power’s regulatory liabilities relate to future income 
taxes.  Commencing in 2009, Newfoundland Power is required by Canadian GAAP to recognize future income 
tax assets and liabilities arising from Board orders as regulatory assets and liabilities in its financial statements.  
Prior to this, future income tax assets and liabilities arising from Board orders were referred to in notes to the 
financial statements.  There is no impact on customers from this change in presentation. 

100  For a regulatory asset such as amortization true up deferral, the relationship to Board decision-making is 
explicit (see, for example, Order Nos. P.U. 39 (2006) and P.U. 32 (2007)).  For a regulatory liability such as 
future removal and site restoration provision, the relationship to Board decision-making is less explicit.  Board 
orders approving Newfoundland Power’s depreciation rates effectively authorize the recovery of estimated 
future removal and restoration costs in depreciation rates applied during the useful life of the asset. This is 
consistent with the cost of service standard.  However, financial presentation under Canadian GAAP requires 
that the future removal and site restoration costs be segregated from accumulated depreciation and shown as a 
liability.  There is no impact on customers from this change in presentation. 

101  This uncertainty is unlikely to be resolved prior to June 2010,  however, some regulators are already 
considering transitional issues.  In May 2009, the Alberta Utilities Commission developed Draft Rule 026 Rule 
Regarding Regulatory Account Procedures Pertaining to the Implementation of the International Financial 
Reporting Standards to clarify accounting procedures and reporting requirements resulting from the 
implementation of IFRS by Alberta utilities.  

102  Changes in financial information contained in audited financial statements could have impacts on regulators’ 
reliance upon that information.  Changes in accounting treatment of regulatory assets and liabilities could 
impact regulatory decision-making which effectively creates them.  The Canadian Association of Members of 
Public Utility Tribunals (“CAMPUT”) has expressed these concerns to the International Financial Reporting 
Interpretations Committee of the IASB. 
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In December 2008, the IASB initiated a project on rate-regulated activities.  In February and 1 

April 2009, the IASB considered the scope of the project.103  The IASB < > published an 2 

exposure draft concerning the recognition and measurement criteria for regulatory assets and 3 

liabilities < > in July 2009.104  A final standard is currently expected to be published by the IASB 4 

in June 2010. 5 

 6 

< > The IASB accepts in principle that rate regulation may create assets and liabilities 7 

recognizable under IFRS. < > 105  However, in the absence of a final standard indicating the 8 

details of recognition and measurement criteria, uncertainty will persist surrounding the 9 

treatment of regulatory assets and liabilities upon adoption of IFRS in 2011. 10 

 11 

3.5.3 IFRS Transition at Newfoundland Power 12 

Commencing in 2011, Newfoundland Power’s financial statements must comply with IFRS, and 13 

must include comparative financial results for 2010.106  This requires Newfoundland Power to 14 

                                                 
103  The IASB decided that the two criteria which should define rate-regulated activities are (i) an authorized body 

empowered to establish rates that bind customers, and (ii) the rate regulation is cost of service regulation.  IASB 
Meeting Staff Paper on Rate-regulated activities, April 2009.   

104  An exposure draft is a proposed accounting standard issued by a standards setting organization for the purposes 
of eliciting comment prior to finalizing the standard. 

105  As of February, 2009 the IASB “…generally agreed with the analysis supporting the staff’s conclusion that 
cost-of-service regulation gives rise to items that meet the definition of an asset or a liability…”  IASB 
February, 2009 Meeting Summary and Observer Notes.  In its April 2009 meeting, the IASB “…generally 
agreed that the primary driver for recognition of assets and liabilities is the existence of future economic 
benefits or obligations.” IASB Update, April 2009.  The July 2009 Exposure Draft: Rate-Regulated Activities 
proposes specific criteria which define rate-regulated activities, as well as measurement and reporting 
requirements for qualifying regulatory assets and liabilities. 

106  Both current Canadian GAAP and IFRS require the presentation of comparative financial information for the 
current and previous reporting period. 
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assemble financial information during 2010 that complies with current Canadian GAAP and with 1 

IFRS.107 2 

 3 

Newfoundland Power’s plans for IFRS transition are focused upon being prepared to adopt IFRS 4 

in 2011.  The transition to IFRS will be a material focus for the Company in 2009 and 2010. 108 5 

 6 

Newfoundland Power has reviewed all of the IFRSs.109  For the IFRSs that have application to 7 

Newfoundland Power, the impacts have been assessed on a preliminary basis.  Because the 8 

majority of IFRSs are expected to be modified between 2008 and 2011, the assessments are 9 

subject to change.110  10 

 11 

Newfoundland Power has identified and assessed those IFRSs that have the greatest potential 12 

impact on the Company’s current financial statements.111  For example, IFRS differs from current 13 

Canadian GAAP regarding several aspects of measurement and recognition of property, plant and 14 

equipment, such as disposition or retirement of capital assets, general expenses capitalized 15 

                                                 
107  Newfoundland Power’s current financial information systems can be configured to capture and report two sets 

of financial information for 2010.  Accordingly, the additional costs associated with assembling two sets of 
financial information for 2010 are not currently expected to be material.   

108  Newfoundland Power assesses the IFRSs as part of a working group that includes all Canadian operating 
subsidiaries of Fortis Inc. that are affected by IFRS transition.  The working group has retained the services of 
Deloitte LLP as independent consultants for IFRS issues.  Ernst & Young LLP, the Company’s external auditor, 
is also actively engaged in IFRS transition, which is overseen by the Audit and Risk Committee of 
Newfoundland Power’s Board of Directors. 

109  Of the 37 IFRSs, approximately 15 do not appear to have any material application to Newfoundland Power’s 
financial statements.  Examples of these include IFRS 6: Exploration for and evaluation of Mineral Resources; 
IFRS 8: Operating Segments; IAS 11: Construction Contracts; and IAS 21: The Effects of Changes in Foreign 
Exchange Rates.   

110  See Footnote 91.  A change to a current standard under IFRS before 2011 could change the impact of transition 
on Newfoundland Power.  In addition, developments with respect to the IASB’s Rate-regulated activities 
project could have the effect of altering the application of a current standard to Newfoundland Power.   

111  These standards are IAS 12: Income Taxes; IAS 16: Property, Plant and Equipment; IAS 19: Employee Benefits; 
IAS 23: Borrowing Costs; IAS 36: Impairment of Assets; IAS 37: Provisions, Contingent Liabilities and 
Contingent Assets; IAS 38: Intangible Assets; and IFRS 1: First Time Adoption of IFRS. 
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(“GEC”), and capitalization policy regarding transformers, meters and standby equipment. The 1 

practical impact of differences between IFRS and current Canadian GAAP may be affected by the 2 

treatment of regulatory assets and liabilities under IFRS.  For example, GEC may not be 3 

recognized as property, plant and equipment under IFRS, but may ultimately be appropriately 4 

recognized as a regulatory asset under IFRS.  In such a circumstance, the differences between 5 

IFRS and current Canadian GAAP are effectively minimized.112 6 

 7 

In Order No. P.U. 32 (2007), the Board ordered Newfoundland Power to file its next depreciation 8 

study relating to plant in service as of December 31, 2010.  In light of Newfoundland Power’s 9 

requirement to file IFRS compliant financial statements in 2011, which include comparative results 10 

for 2010 and 2011, it would be more appropriate that the next depreciation study relate to plant in 11 

service as of December 31, 2009.  A depreciation study as of December 31, 2009 will provide 12 

detailed information concerning the Company’s property, plant and equipment to be used in 13 

comparative financial statements for 2010 and 2011.113   14 

 15 

In this Amended Application, Newfoundland Power seeks the Board’s approval that its next 16 

depreciation study relate to plant in service as of December 31, 2009.17 

                                                 
112  In this circumstance, the difference would relate to presentation of GEC in financial statements.  Current 

Canadian GAAP permits GEC to be included in property, plant and equipment.  If IFRS were to permit 
recognition of GEC as a regulatory asset, then it would no longer be included in property, plant and equipment, 
but instead reflected as a regulatory asset.  There would be no impact on customers from this change in 
presentation.   

113  The IFRS requirement to file comparative financial statements for 2010 and 2011 effectively makes December 
31, 2009 the transition point for collection of financial information required for IFRS compliance.  
Newfoundland Power currently expects that IFRS will require more detailed financial statement disclosure 
relating to property, plant and equipment than required by current Canadian GAAP. 
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3.6 REGULATORY DEFERRALS 1 

This section of the evidence reviews the amortization of regulatory deferrals through 2013.   2 

 3 

In this Amended Application, Newfoundland Power is proposing amortization of 2009 4 

conservation costs associated with customer programming under the 5-year Energy 5 

Conservation Plan over the remaining 4 years of the Plan, and amortization of third party costs 6 

related to this Amended Application in 2010. 7 

 8 

3.6.1  2009 Conservation Costs 9 

2009 conservation costs associated with customer programming under the 5-year Energy 10 

Conservation Plan are forecast to be approximately $1.5 million.114  2009 is the first year of the 11 

5-year Energy Conservation Plan. 12 

 13 

In this Amended Application, Newfoundland Power is proposing to recover the 2009 customer 14 

energy conservation programming costs, as charged to the Conservation Cost Deferral Account, 15 

over the remaining 4 years of the 5-year Energy Conservation Plan. 16 

 17 

3.6.2   Amended Application Costs 18 

Newfoundland Power estimates that approximately $750,000 will be incurred by the Board and 19 

the Consumer Advocate as a result of this Amended Application.20 

                                                 
114  Deferred recovery of these costs through the Conservation Cost Deferral Account was authorized by Order No. 

P.U. 13 (2009). 
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Newfoundland Power is proposing that these costs be recovered in 2010 customer rates.115 1 

 2 

3.6.3   Summary of Regulatory Deferrals 3 

Table 3-18 summarizes current amortizations of regulatory deferrals approved by the Board 4 

together with those proposed in this Amended Application.   5 

 6 
Table 3-18 

Amortization of Regulatory Deferrals 
Pro forma Revenue Requirement Impact 

2009 to 2013 
($000s) 

 
 2009 2010 2011 2012 2013 

Revenue Deferrals      
 2005 Unbilled Revenue116  (6,893)  (6,791) - - - 
 Municipal Tax Liability117  (1,362)  (1,362) - - - 
 
Cost Recovery Deferrals 

     

 Depreciation116  5,764  5,679 - - - 
 Replacement Energy117  598  598 - - - 
 Purchased Power Unit Cost Reserve117      (688)      (688) - - - 
 Weather Normalization Reserve117    2,101     2,101 2,101 2,101 - 
 Conservation Cost Deferrals118 (1,516)     379    379   379 379 
 Application Costs118 -     750 - - - 

Revenue Requirement Impacts (1,996)    666 2,480 2,480 379 
 7 

                                                 
115  In the past, the Board has ordered recovery of Application costs over a 3 year period (see Order Nos. P.U. 7 

(1996-1997), P.U. 36 (1998-1999), P.U. 19 (2003), and P.U. 32 (2007)).  In each of these cases it was expected 
that the rates determined in the Applications would be in effect for multiple years.  It is not currently expected 
that the rates set as a result of this Amended Application will be in effect beyond 2010. 

116 Approved in Order No. P.U. 32 (2007).  For revenue requirement purposes, the amortizations of the 2005 
unbilled revenue and deferred costs related to depreciation include income tax effects. 

117 Approved in Order No. P.U. 32 (2007). 
118 As proposed in this Amended Application. 
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SECTION 4:  2010 RATE BASE & REVENUE REQUIREMENTS 1 

4.1 OVERVIEW 2 

This section of the evidence addresses the Company’s forecast 2010 average rate base and 3 

forecast 2010 revenue requirements.   4 

 5 

4.2 FORECAST 2010 RATE BASE 6 

Based on the Company’s proposals in this Amended Application, forecast 2010 average rate 7 

base is approximately $869 million. 8 

 9 

In Order No. P.U. 19 (2003), the Board ordered that the Asset Rate Base Method (“ARBM”) 10 

should be used to calculate Newfoundland Power’s rate base.  In Order No. P.U. 32 (2007), the 11 

Board approved a test year rate base for Newfoundland Power that was calculated in accordance 12 

with the ARBM.   13 

 14 

Newfoundland Power’s forecast 2010 average rate base, as set out in this Amended Application, 15 

including rate base allowances, is calculated in accordance with Board orders and regulatory 16 

practice.1 17 

 18 

The Company’s forecast 2010 average rate base is approximately $869 million. 19 

 20 

Exhibit 6 (1st Revision) shows the 2010 forecast average rate base.21 

                                                 
1  A report on 2010 Rate Base Allowances is found in Volume 2: Supporting Materials, Tab 2.   
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Changes to the Company’s average rate base are principally the result of two factors: 1) plant 1 

investment, which includes annual capital expenditures2 and 2) depreciation expense.3   2 

 3 

The forecast 2010 average rate base includes the Company’s forecast capital expenditures for 4 

2009 which were approved in Order No. P.U. 27 (2008).  The calculation of the Company’s 5 

forecast 2010 average rate base also reflects the forecast 2010 capital expenditures of $64.7 6 

million. 7 

 8 

4.3 FORECAST 2010 REVENUE REQUIREMENTS 9 

Based upon the Company’s proposals in this Amended Application, forecast 2010 revenue 10 

requirements are approximately $564.1 million. 11 

 12 

The increase in revenue required in 2010 will result in an average increase in current 13 

customer rates of 7.2%.14 

                                                 
2 Each year, the Company’s capital expenditures for the following year are considered and approved by the 

Board.  Further detail on the capital forecast is provided in Section 2.3.2 Capital Costs. 
3 Annual depreciation expense is calculated using the composite depreciation rates approved by the Board in 

Order No. P.U. 32 (2007). 
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4.3.1 Summary of Revenue Requirements  1 

The revenue requirements used to establish electrical rates are forecast to be $545.9 million in 2 

2010.   3 

 4 

Exhibit 7 (1st Revision) shows the forecast 2010 revenue requirements.4 5 

 6 

Table 4-1 shows a summary of the 2010 revenue requirements including the revenue required to be 7 

recovered from customer rates. 8 

 9 
Table 4-1 

Summary of 2010 Revenue Requirements 
($000s) 

 
Power Supply Cost  349,009 
Operating Costs (including OPEBs)5  67,226 
Depreciation & Related Amortization6  47,244 
Income Taxes  21,300 
Return on Rate Base  79,361 
  
2010 Revenue Requirement  564,140 
  
Deductions7  (18,223) 
  

2010 Revenue Requirements from Rates  545,917 
10 

                                                 
4  Exhibit 7 (1st Revision) compares the 2010 forecast in the absence of the proposals contained in this Amended 

Application to the revenue requirements proposed in this Amended Application. 
5  For revenue requirement purposes, operating costs is the total of Exhibit 7 (1st Revision), lines 5, 6 and 7, 

Proposed.  
6  For revenue requirement purposes, depreciation and related amortization is the total of Exhibit 7 (1st Revision), 

lines 8 and 9, Proposed. 
7  See Exhibit 7 (1st Revision), line 19. 
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4.3.2 Costs and Depreciation 1 

Table 4-2 shows forecast 2010 power supply cost. 2 

 3 
Table 4-2 

2010 Power Supply Cost 
($000s) 

 
Purchases from Hydro    351,188 
Amortizations  
 Weather Normalization Reserve  2,101 8 
 Replacement Energy Cost  598 9
 Unit Cost Reserve  (688) 10 
Elasticity Impact  (4,190) 11 

Proposed  349,009 
 4 

Table 4-3 shows forecast 2010 operating costs.12 5 

 6 
Table 4-3 

2010 Operating Costs (including OPEBs) 
($000s) 

 
Existing13  59,256 
Amortization of CDM Costs  379 14 
Increased OPEB Costs  6,841 15 
Hearing Costs  750 16 

Proposed  67,226 
7 

                                                 
8 In Order No. P.U. 32 (2007), the Board approved a 5-year amortization of a $6.8 million balance (net of tax) in 

the degree day component of the Weather Normalization Reserve.  This amortization will conclude in 2012. 
9  In Order No. P.U. 32 (2007), the Board approved a 3-year amortization of $1.1 million (net of tax) of 2007 

replacement energy costs.  This amortization will conclude in 2010.  
10  In Order No. P.U. 32 (2007), the Board approved a 3-year amortization of a $1.3 million balance (net of tax) in 

the Purchased Power Unit Cost Variance Reserve.  This amortization will conclude in 2010. 
11 Newfoundland Power’s methodology for forecasting elasticity effects is consistent with that used for the 

customer and energy forecast accepted by the Board in Order No. P.U. 32 (2007). 
12  Exhibits 1 (1st Revision) and 2 (1st Revision) show the forecast operating costs for 2010.  These are reviewed in 

detail in Section 2.3.1 Operating Costs. 
13  For revenue requirement purposes, existing operating costs is the total of Exhibit 7 (1st Revision), lines 5, 6 and 

7, Existing. 
14  The Company’s proposal regarding the amortization of CDM costs is reviewed in Section 3.6.1 2009 

Conservation Costs. 
15  The Company’s proposal regarding OPEBs are reviewed in Section 3.4.3 Other Post Employment Benefits.  See 

footnote 2 to Exhibit 7 (1st Revision).  
16  The Company’s proposal regarding the amortization of the Amended Application costs is reviewed in Section 

3.6.2 Amended Application Costs. 
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Table 4-4 shows forecast 2010 depreciation and related amortizations. 1 

 2 
Table 4-4 

2010 Depreciation Cost and Related Amortization 
($000s) 

 
Depreciation  43,383 
Amortization of Cost Recovery Deferral  3,861 17 

Depreciation and Related Amortization  47,244 
 3 

Table 4-5 shows forecast 2010 income taxes. 4 

 5 
Table 4-5 

2010 Income Taxes 
($000s) 

 
Existing  12,405 
Tax Effects of Amended Application Proposals  8,895 18 

Proposed  21,300 
 6 

7 

                                                 
17  In Order No. P.U. 32 (2007), the Board approved a 3-year amortization of deferred 2006 and 2007 depreciation 

costs.  This amortization will conclude in 2010. 
18  The tax effects of the Amended Application proposals are as follows: 
 

 ($000s) 

Increase in Forecast Revenue from Rates, Exhibit 7 (1st Revision), line 27  35,925  
Transfers to the RSA Included in Existing Rates, Exhibit 7 (1st Revision), line 21  (5,346)  
Increase in Taxable Revenue  30,579  
Reduction in Tax Deductible Expenses (purchased power, operating, interest)  3,284  
Increase in Taxable Income  33,863  
Tax Rate  32.0% 
Increase in Cash Income Taxes  10,836 
Decrease in Future Income Taxes  (1,941)  
Increase in Total Income Taxes  8,895 
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4.3.3 Return on Rate Base 1 

Exhibit 8 (1st Revision) presents proposed 2010 return on rate base. 2 

 3 

Table 4-6 summarizes the proposed 2010 return on rate base and rate of return on rate base. 4 

 5 
Table 4-6 

2010 Return on Rate Base 
($000s) 

 
Forecast Average Rate Base  869,24119 
Forecast Regulated Returns  

Debt  35,852 
Preferred Equity  568 
Common Equity  42,941 

Return on Rate Base  79,361 

Rate of Return on Rate Base (%)  9.13 20 
 6 

4.3.4 Deductions and Revenue Amortizations 7 

Table 4-7 shows forecast 2010 deductions from revenue requirements. 8 

 9 
Table 4-7 

2010 Deductions 
($000s) 

 
Other Revenue   (13,692) 21 
2005 Unbilled Revenue  (4,618) 22 
Other Adjustments  87 

Proposed  (18,223) 
10 

                                                 
19  Forecast average rate base is shown in Exhibit 6 (1st Revision), line 27. 
20  The rate of return on rate base is calculated as ($79,361,000 divided by $869,241,000) equals 9.13%, as shown 

in Exhibit 8 (1st Revision).  The range of return on rate base proposed in this Amended Application is 8.95% to 
9.31% based upon a 36 basis point range.  A 36 basis point range of return on rate base was approved by the 
Board in Order Nos. P.U. 36 (1998-99), P.U. 19 (2003) and P.U. 32 (2007). 

21  Composed of $13,644,000 (existing other revenue) plus $48,000 (interest on rate stabilization account). 
22  The amortization of 2005 Unbilled Revenue reflects the Board’s approval in Order No. P.U. 32 (2007) of a 3-

year amortization of $13.9 million in revenue.  This amortization will conclude in 2010.   
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4.3.5  Required Revenue Increase 1 

Table 4-8 shows the forecast increase in revenue from rates of $36.7 million required to meet the 2 

Company’s proposed 2010 revenue requirement. 3 

 4 
Table 4-8 

2010 Required Revenue Increase 
($000s) 

 
2010 Proposed Revenue From Rates   545,917 
Revenue From Existing Rates  (512,989) 
Elasticity Impacts  3,786 23 

Required Increase in Revenue from Rates  36,714 
 5 

The increase in revenue from rates for 2010 requires an average increase in current customer 6 

rates of 7.2%, effective January 1, 2010. 7 

 8 

Exhibit 10 (1st Revision) shows the 2010 average rate change. 9 

                                                 
23  See Exhibit 10 (1st Revision), line 1.  
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SECTION 5:  CUSTOMER RATES 1 

5.1 OVERVIEW 2 

Based upon the proposals in this Amended Application, Newfoundland Power forecasts that in 3 

2010 the number of customers it serves will increase by 1.1%, energy sales will increase by 4 

1.2% and peak demand will increase by 1.2%. 5 

 6 

An average increase in customer rates of 7.2% is required to provide the proposed 2010 test 7 

year revenue requirement.  The Company is proposing that customers served under the 8 

Domestic rate receive an increase 0.7% higher than average and that customers served under 9 

General Service rates 2.1, 2.2 and 2.3 receive an increase 1% to 2% lower than average. 10 

 11 

This Amended Application proposes no changes to the existing mechanisms that provide 12 

Newfoundland Power a reasonable opportunity to recover its supply costs in customer rates. 13 

 14 

5.2 CUSTOMER, ENERGY AND DEMAND FORECAST 15 

The forecast of customers and their load requirements is a primary input to determine 16 

customer rates. 17 

 18 

This section of evidence reviews Newfoundland Power’s 2010 customer, energy and demand 19 

forecast.20 
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5.2.1   The Customers Served 1 

Newfoundland Power is the largest distributor of electricity on the Island interconnected grid and 2 

is responsible for retail pricing for its approximately 240,000 customers.1 3 

 4 

Table 5-1 provides the percent of customers and sales by class. 5 

 6 
Table 5-1 

Customers Served 
2010 Forecast 

 
 

Rate 
 

Class of Service 
% of Total 
Customers 

 % of Total  
Energy Sales 

1.1 Domestic  86.6   60.3 
2.1 General Service 0-10 kW  5.0   1.7 
2.2 General Service 10-100 kW (110 kVA)  3.7   12.2 
2.3 General Service 110-1000 kVA   0.5   16.9 
2.4 General Service 1000 kVA and Over  -2   8.2 
4.1 Street and Area Lighting Service  4.2   0.7 

  Total  100.0   100.0 
 7 

The customers served by Newfoundland Power are predominantly Domestic customers.  8 

Approximately 60% of Newfoundland Power’s annual energy sales are to Domestic customers.9 

                                                 
1  Hydro serves approximately 23,000 rural customers on the Island interconnected grid.  Hydro’s rural customers 

on the Island interconnected grid pay rates that are the same as those of Newfoundland Power’s customers.  The 
Company’s rate design practices, therefore, affect all retail electricity customers on the Island interconnected 
grid. 

2  The 69 customers in Rate 2.4 comprise less than 0.03% of Newfoundland Power’s total customers. 
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5.2.2   The Forecast 1 

The Company’s customer, energy and demand forecast reflects the impact of the rate proposals 2 

in this Amended Application.3  The forecast number of customers and their load requirements is 3 

a primary input used to determine revenue from customer rates. 4 

 5 

Table 5-2 shows the Company’s forecast number of customers for 2009 and 2010. 6 

 7 
Table 5-2 

Forecast Number of Customers 
2009 to 2010 

 
 2009F 2010F 

Domestic  206,907  209,273 
   
General Service   
 0-10 kW  12,179  12,122 
 10-100 kW (110 kVA)  8,812  8,995 
 110-1000 kVA  1,064  1,071 
 1000 kVA and Over  68  69 
Total General Service  22,123   22,257 
   
Street and Area Lighting  10,009  10,104 
   

Total   239,039   241,634  
 8 

The number of customers served by Newfoundland Power is forecast to increase by 9 

approximately 1.1% from 2009 to 2010.10 

                                                 
3  See Appendices B and C to the Customer, Energy and Demand Forecast (1st Revision) found in Volume 2: 

Supporting Materials, Tab 6. 
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Table 5-3 shows the Company’s forecast energy sales for 2009 and 2010. 1 

 2 
Table 5-3 

Forecast Energy Sales 
2009 to 2010 

(GWh) 
 

 2009F 2010F 

Domestic  3,179.8   3,215.1  
   
General Service   
 0-10 kW  89.1  89.5 
 10-100 kW (110 kVA)  641.2  651.2 
 110-1000 kVA  885.3  898.7 
 1000 kVA and Over  434.4  437.6 
Total General Service  2,050.0   2,077.0  
   
Street and Area Lighting  36.4  36.0 
   

Total   5,266.2   5,328.1  
 3 

Newfoundland Power’s energy sales are forecast to increase by approximately 1.2% from 2009 4 

to 2010.45 

                                                 
4  This reflects 2010 elasticity effects of 45.0 GWh directly resulting from the proposed 2010 customer rate 

increase.  It also reflects a sales reduction of 0.4 GWh in 2009 and 3.3 GWh in 2010 as a result of customer 
energy conservation programming. 
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Table 5-4 shows the Company’s forecast energy and peak demand supply requirements for 2009 1 

and 2010. 2 

 3 
Table 5-4 

Forecast Supply Requirements5 
2009 to 2010 

 
 

 2009F 2010F 
Energy (GWh)   
Produced6   426.3 428.8 
Purchased  5,152.9 5,215.8 
Total  5,579.2 5,644.6 
   
Peak Demand (MW)   
Produced7  117.93 117.93 
Purchased  1,135.85 8 1,150.68 
Total 1,253.78 9 1,268.61 

 4 

Newfoundland Power’s energy purchases from Hydro are forecast to increase by 1.2% from 5 

2009 to 2010.  Purchased peak demand is forecast to increase by approximately 1.3% from 2009 6 

to 2010.  7 

 8 

Newfoundland Power’s Customer, Energy and Demand Forecast (1st Revision) is found in 9 

Volume 2: Supporting Materials, Tab 6.10 

                                                 
5  The forecast supply requirement for 2010 assumes approval of the rate increase proposed in this Amended 

Application. 
6  The produced energy reflects the normalized production of Newfoundland Power’s hydro generating facilities. 
7  Produced demand is the generation credit provided for in Hydro’s wholesale rate structure. 
8  The purchased demand for 2009 reflects the forecast purchased demand from Hydro for the winter period of 

December 2009 to March 2010.  This amount is Newfoundland Power’s forecast billing demand from Hydro 
for 2010. 

9  The total represents the maximum demand forecast to be served by Newfoundland Power for the winter period 
of December 2009 to March 2010. 
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5.3 RATE CHANGE PLAN 1 

An average increase in customer rates of 7.2% is required to provide the proposed 2010 2 

revenue requirement. 3 

 4 

This section of the evidence reviews the current status of Newfoundland Power’s 5 

comprehensive assessment of retail rate designs which is ongoing.  It also reviews the 2010 6 

customer rate proposals in this Amended Application. 7 

 8 

For 2010, the Company is proposing to (i) recover the required increase in revenue from rates 9 

through increases in energy charges and (ii) vary the rate increase by customer rate class to 10 

continue progress towards target revenue to cost ratios of 90% to 110% for each rate class. 11 

 12 

5.3.1 The Retail Rate Review 13 

Newfoundland Power’s Domestic and General Service Rates are currently being assessed as part 14 

of a comprehensive retail rate review (the “Retail Rate Review”).10  The objectives of the Retail 15 

Rate Review include: (i) to facilitate the exchange of information necessary to conduct a review 16 

of customer rate designs; (ii) to provide a mechanism for the participation of other interested 17 

parties in the process; and (iii) where appropriate, to recommend new rate designs for 18 

implementation.  The new rate designs will focus on providing a price signal to customers that 19 

better reflects marginal costs. 20 

                                                 
10  The Retail Rate Review was provided for as part of the settlement agreement reached in respect of 

Newfoundland Power’s 2008 General Rate Application (the “Settlement Agreement”).  In Order No. P.U. 32 
(2007), the Board observed that the proposed scope, objectives and processes will provide an open and 
transparent process to evaluate the designs of Newfoundland Power’s rates (see p. 52). 
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The Retail Rate Review has proceeded substantially in accordance with its original plan.11 1 

 2 

A report on customer feedback obtained on alternative rate designs was < > filed with the Board 3 

in June 2009.  It is expected that this information, together with that generated to date in the 4 

processes associated with the Retail Rate Review, will be inputs for assessing rate design 5 

alternatives in a Technical Conference, < > likely in 2010.  < >. 6 

 7 

The Retail Rate Review includes consideration of a number of changes in the customer charges 8 

that apply in each class.  These include new customer charges that better reflect differing 9 

customer cost attributes within a class and reduction in customer charges for the larger General 10 

Service customers to better reflect current metering practices. 11 

 12 

Given the potential for changes to customer charges that may result from the Retail Rate Review, 13 

the Company is proposing to maintain its current customer charge levels in this Amended 14 

Application.  The current relationship of demand and energy charges to marginal costs indicates 15 

that an emphasis on increasing energy charges is reasonable at this time.12  Accordingly, the 16 

required increase in revenue from rates resulting from this Amended Application for the 17 

Domestic and General Service classes, is proposed to be recovered through increases in energy 18 

                                                 
11  The Settlement Agreement indicated a proposed timeline for the Retail Rate Review.  A scope document 

outlining the purpose, scope and analysis criteria for a comprehensive Rate Design Report was filed with the 
Board on February 12th, 2008.  A Rate Design Report study plan was filed with the Board on May 14th, 2008.  
The Rate Design Report was filed with the Board on January 28th, 2009.   During the period March to April 
2009, an independent market research firm conducted focus group sessions to gather information on Domestic 
customer views on alternative rate designs. 

12  See Rate Design Report, Section 4.1.3 Demand Charges, p.64. 
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charges.  This approach is broadly consistent with the marginal cost focus of the Retail Rate 1 

Review. 2 

 3 

5.3.2 Revenue to Cost Ratios 4 

Newfoundland Power assesses the fairness of its rates by comparing the revenue collected from 5 

each class with the cost to serve each class, as determined through an embedded cost of service 6 

study (i.e., the “revenue to cost ratio”). 7 

 8 

The Company has updated the embedded cost of service study to reflect 2008 results (the “Cost 9 

of Service Study”).   The Cost of Service Study is provided in Volume 2: Supporting Materials, 10 

Tab 7. 11 

 12 

Table 5-5 shows the current revenue to cost ratios from the Cost of Service Study for each rate 13 

class. 13 14 

 15 
Table 5-5

Cost of Service Study Results 
 

 
Class of Service 

 
Rate Code 

Revenue to  
Cost Ratios % 

Domestic 1.1  94.3 
General Service 0-10 kW 2.1  115.8 
General Service 10-100 kW (110 kVA) 2.2  114.9 
General Service 110-1000 kVA 2.3  110.3 
General Service 1000 kVA and Over 2.4  104.4 
Street and Area Lighting 4.1  103.2 

16 
                                                 
13  The cost recovery results by class from the Cost of Service Study are not materially different than the cost 

recovery by class used in the rate evaluation presented in the Rate Design Report.  The cost recovery by class 
used in the Rate Design Report was based on the results of the 2006 embedded cost of service study 
incorporating the 2007 wholesale purchased power rate, the results of the most recent depreciation study and the 
reflection of revenues based on customer rates in effect July 1st, 2008. 



(1st Revision) 
Section 5:  Customer Rates  September 28, 2009 

Newfoundland Power – 2010 General Rate Application Page 5-9 

Maintaining revenue to cost ratios for each class within the range of 90% to 110% has been an 1 

accepted approach to ensure that there is no undue cross-subsidization among the various 2 

classes.14 3 

 4 

The revenue to cost ratios for the General Service 0-10 kW class (Rate 2.1) and 10-100 kW (110 5 

kVA) class (Rate 2.2) are materially greater than 110%, while the General Service 110-1000 6 

kVA class (Rate 2.3) is slightly above 110%.  Rates should change to reduce the revenue to cost 7 

ratios for these classes.15  8 

 9 

In 2007, Newfoundland Power indicated it intended to bring all customer classes within the 10 

target revenue to cost ratio range at its next general rate proceeding.16  The customer rates 11 

proposed in this Amended Application achieve continued progress towards the target 90% to 12 

110% cost recovery range in 2010.  However, the customer rates proposed in this Amended 13 

Application do not achieve the target revenue to cost ratios for Rates 2.1 and 2.2.  The Company  14 

is now proposing to complete the cost recovery adjustments to achieve the target revenue to cost 15 

                                                 
14  This is consistent with the views of the Board as expressed in Order No. P.U. 7 (1996-97), where the Board 

stated: “The Board agrees with the philosophy that it is not necessary to achieve a 100% revenue to cost ratio 
for all classes and takes no exception to a variance of up to 10%, …”. 

15  To provide for recovery of total revenue requirement effectively requires that another class, or classes, receive 
an above average rate increase.  Since the Domestic class is the only class with a revenue to cost ratio less than 
100%, it is practically required that the Domestic class receive an above average increase if the over-recovery in 
classes General Service 0-10 kW, 10-100 kW and 110-1000 kVA classes is to be addressed. 

16  In Order No. P.U. 32 (2007), the Board accepted that this approach was reasonable (See p.28).  
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ratios for Rates 2.1 and 2.2 coincident with implementation of the rates that result from the Retail 1 

Rate Review.17 2 

 3 

Table 5-6 provides the 2010 proposed relative rate change by class and the resulting pro forma 4 

revenue to cost ratios. 5 

 6 
Table 5-6 

Proposed Relative Rate Changes by Class 
 

 

Rate 

 

Class 
Relative to 

Average 
Pro forma Revenue 

to Cost Ratios 

1.1 Domestic 0.7% above18  94.8 
2.1 General Service 0-10 kW 2% below   113.6 
2.2 General Service 10-100 kW (110 kVA) 2% below  112.8 
2.3 General Service 110-1000 kVA 1% below  109.3 
2.4 General Service 1000 kVA and Over Equal  104.4 
4.1 Street and Area Lighting Equal  103.1 

 7 

The proposed changes in customer rates will result in reduced revenue to cost ratios for Rates 8 

2.1, 2.2 and 2.3 and an increased revenue to cost ratio for Rate 1.1.  9 

                                                 
17  The Rate Design Report considers a rate design change for Rate 2.1 and Rate 2.2 to eliminate the material 

change in average price for customers that move between these classes. (See Rate Design Report, Section 4.1.6 
Blocking Structures, at p.70 through 75). Implementing this rate design change will result in increases in cost 
for a material number of customers.  By achieving the target revenue to cost ratios coincident with 
implementation of the rate design change described in the Rate Design Report, as proposed in this Amended 
Application, the Company will effectively reduce the rate increases that would be experienced by this group of 
affected customers. 

18  The Domestic class increase relative to average will vary slightly from 0.7% to ensure matching of revenue 
from rates to revenue requirement.  The Domestic class is used to ensure matching since it is the largest class, 
and such reconciling adjustments will have the least impact on the Domestic class. 
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5.3.3 The Proposed Rates 1 

An average increase in customer rates of 7.2% is required to provide the proposed 2010 revenue 2 

requirement. 3 

 4 

Exhibit 10 (1st Revision) provides the computation of the proposed 7.2% average increase in 5 

customer rates. 6 

 7 

The proposed rates for all classes of service, excluding Street and Area Lighting, were derived by 8 

recovering the required increase in revenue from rates through increased energy charges. 9 

 10 

The energy component of the Maximum Monthly Charge applicable to General Service Rates 2.2, 11 

2.3, and 2.4 is proposed to increase by the overall average increase in customer rates. 12 

 13 

The Street and Area Lighting rates were derived, consistent with past practice, so that the prices 14 

of fixtures, poles and wiring vary in a manner reflective of the differences in fixed costs and 15 

variable operating costs. 16 

 17 

It is proposed that the availability of the Curtailable Service Option for General Service 18 

customers be maintained based on the current credit of $29 per kVA. 19 

 20 

Exhibit 12 (1st Revision) provides a comparison of existing and proposed customer rates.19 21 

                                                 
19  The existing and proposed rates reflect the Rate Stabilization and Municipal Adjustment Factors 

effective July 1, 2009. 
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5.4 SUPPLY COST RECOVERY MECHANISMS 1 

Newfoundland Power currently has regulatory mechanisms which permit reasonable recovery 2 

of wholesale demand and energy supply costs in customer rates. 3 

 4 

This section of the evidence reviews the operation of these supply cost recovery mechanisms 5 

which have yielded benefits to customers totaling approximately $3.6 million between 2005 6 

and 2008. 7 

 8 

No changes to these mechanisms are proposed in this Amended Application. 9 

 10 

5.4.1 Demand Management Incentive Account 11 

Hydro’s demand and energy wholesale supply rate provides an incentive to Newfoundland 12 

Power to take reasonable actions to minimize the peak demand requirements of its customers.20  13 

Hydro and Newfoundland Power have agreed on a weather normalization mechanism for use in 14 

the application of the demand and energy wholesale energy supply rate.  While this weather 15 

normalization mechanism generally provides reasonable estimates of adjustments related to 16 

                                                 
20    The peak is the maximum amount of customer energy usage required during any 15-minute time period during 

the year (including Company usage and energy losses). 
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weather, it does not (and cannot) eliminate volatility associated with changes in Newfoundland 1 

Power’s customers’ peak demand.21 2 

 3 

In Order No. P.U. 44 (2004), the Board approved the establishment of a reserve as part of its 4 

approval of the demand and energy wholesale rate.22  The effect of the reserve is to limit the 5 

impact on the Company of variability in demand supply costs to 1% of test year demand supply 6 

costs. 23  In Order No. P.U. 32 (2007), the Board approved the establishment of the Demand 7 

Management Incentive Account (the “DMI Account”) to replace the reserve established by Order 8 

No. P.U. 44 (2004).   9 

                                                 
21 The 95% statistical confidence of the weather normalization mechanism is approximately ± 20%.  (see: Hydro’s 

Newfoundland Power Demand and Energy Rate Implementation, July 2004, p.10).  With this level of 
confidence, material demand volatility remains.  In the 2004-2005 winter season, peak occurred on December 6, 
2004.  Weather conditions on that day were unusual.  Calculations under the weather normalization mechanism 
indicated that peak demand should be increased by approximately 40 MW to reflect normal peak day 
conditions.  Following a review of the matter, Hydro and Newfoundland Power agreed that a peak demand 
adjustment of 14 MW was a more appropriate reflection of the weather’s impact upon the December 6, 2004 
peak.  The 26 MW difference in normalization adjustments would have translated into approximately $1.45 
million in additional supply costs for Newfoundland Power in 2005 (26,000 kW times $4.65 per kW demand 
charge times 12 months). 

22  In Order No P.U. 35 (2005), the Board approved the definition of the Purchased Power Unit Cost Variance 
Reserve Account (the “PPUCVR Account”) for inclusion in the Company’s System of Accounts.  The 
PPUCVR Account defined the mechanics of the reserve mechanism contemplated by Order No. P.U. 44 (2004). 

23 A 1% variance in billing demand currently causes a variance in purchased power costs from that reflected in 
customer rates by approximately $529,000 based on the current wholesale demand charge of $4 per kW per 
month. 
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From 2005 through 2008, there has been approximately $3.2 million of demand related 1 

wholesale supply cost reductions credited to customers’ benefit as a result of the operation of the 2 

DMI Account and its predecessor reserve.24  This reflects the aggregate reduced peak demand of 3 

Newfoundland Power’s customers. 4 

 5 

A report on the performance of the Demand Management Incentive Account is provided in 6 

Volume 2, Supporting Documents, Tab 8. 25 7 

 8 

No changes are proposed for the DMI Account in this Amended Application. 9 

 10 

5.4.2 Energy Supply Cost Recovery 11 

Load requirements on the system increase annually, principally as a result of the addition of new 12 

customers.  Changes in Hydro’s wholesale rate in 2007 resulted in a dramatic increase in the cost 13 

to Newfoundland Power to supply increases in customer load (the “Marginal Supply Cost”).26  14 

The increased Marginal Supply Cost is the result of higher fuel costs related to production at 15 

Holyrood.27  Marginal Supply Costs currently exceed the average supply costs which are 16 

embedded in Newfoundland Power’s Customer Rates.28  17 

                                                 
24  In 2006, approximately $2.1 million in supply cost reduction associated with reduced demand costs were 

credited to the reserve.  This amount was credited to be amortized to customers’ benefit over 3 years by Order 
No. P.U. 32 (2007), p.60.  Approximately $500,000 in supply cost reductions credited to the reserve in 2007 
were amortized to customers benefit through the RSA by Order No. P.U. 6 (2008).  Approximately $600,000 in 
supply cost reductions were credited to the DMI Account in 2008 and will be amortized to customers’ benefit 
through the RSA in accordance with Order No. P.U. 21 (2009).  

25  This report is filed in accordance with Order No. P.U. 32 (2007) (See p.61).  
26 In January 2007, the 2nd block of the wholesale energy rate from Newfoundland Hydro increased from 4.7¢ per 

kWh to 8.805¢ per kWh. The wholesale rate effective January 1st, 2007 remains the wholesale rate for 
forecasting supply costs for 2010.  

27   The fuel cost at Holyrood is reflected in Hydro’s wholesale supply rate 2nd block energy charge. 
28  This difference relates to energy supply costs as shown in Table 5-7. 
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In Order No. P.U. 32 (2007), the Board approved the inclusion of a clause in the Rate 1 

Stabilization Account (the “RSA”) to ensure reasonable recovery of prudently incurred energy 2 

supply costs.  The amount charged to the RSA is the difference between the marginal energy 3 

supply cost and the average energy supply cost (the “Energy Supply Cost Variance”). 4 

 5 

A report on the current practice of recovery of the Energy Supply Cost Variance through the 6 

RSA is provided in Volume 2, Supporting Documents, Tab 9.29 7 

 8 

Table 5-7 provides the computation of the current Energy Supply Cost Variance on a ¢ per kWh 9 

basis. 10 

 11 
Table 5-7 

Energy Supply Cost Variance 
¢ per kWh 

Difference in energy costs  
Average Test Year Energy Supply Cost30   5.535  ¢/kWh (A) 
Wholesale rate 2nd Block price   8.805  ¢/kWh (B) 
Energy Supply Cost Variance   3.270  ¢/kWh (C = B – A) 

 12 

For 2008, the transfer to the RSA resulting from the Energy Supply Cost Variance provided a 13 

benefit to customers of approximately $400,000.  This occurred because Newfoundland Power’s 14 

energy purchases from Hydro in 2008 were lower than the 2008 test year forecast. 15 

                                                 
29  In Order No. P.U. 32 (2007), the Board indicated they would carry out a review of the recovery of the Energy 

Supply Cost Variance through the RSA at the next general rate proceeding.  
30  The average cost of energy was determined by applying the current wholesale demand and energy supply rate  to the 

forecast 2009 energy purchases. 
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For 2009, there is forecast to be a $1.7 million Energy Supply Cost Variance transfer to be 1 

recovered through the RSA.31  The Energy Supply Cost Variance results from the addition of 2 

new customers.  It can be expected to continue for so long as load growth continues and the 3 

Marginal Supply Cost remains higher than the average supply cost included in customer rates. 4 

 5 

There continues to be a requirement for the provision for the recovery of the Energy Supply Cost 6 

Variance through the RSA to permit Newfoundland Power the opportunity to recover prudently 7 

incurred energy supply costs. 8 

 9 

In this Amended Application, no changes are proposed for the Energy Supply Cost Variance 10 

clause in the RSA. 11 

                                                 
31  As a result of this Amended Application, forecast 2010 wholesale supply costs will be rebalanced with 

customer rates.  Accordingly, no Energy Supply Cost Variance is forecast for year-end 2010.  In the absence of 
this Amended Application, a forecast Energy Supply Cost Variance of $5.3 million would be recovered in the 
July 1, 2011 RSA adjustment. 



Operating Costs by Function: 2007 to 2010F

Actual Actual Forecast Forecast
Function 2007 2008 2009 2010

1 Distribution 6,575            6,683            7,068            7,365            
2 Transmission 587               585               569              585              
3 Substations 2,311            2,123            2,319            2,432            
4 Power Produced 2,480            2,586            2,652            2,723            
5 Administrative & Engineering Support 5,585            5,604            5,734            5,879            
6 Telecommunications 1,399            1,394            1,387            1,380            
7 Environment 581               398               398              409              
8 Fleet Operations & Maintenance 1,497            1,572            1,392            1,492            
9
10 Electricity Supply 21,015          20,945          21,519          22,265          
11
12 Customer Services 9,180            9,571            8,921            9,077            
13 Conservation -               -               2,451            2,977            
14 Uncollectible Bills 1,093            834               963              963              
15
16 Customer Services 10,273          10,405          12,335          13,017          
17
18 Information Systems 2,752            2,487            2,736            2,817            
19 Financial Services 1,646            1,502            1,571            1,658            
20 Corporate & Employee Services 10,777          10,463          11,729          11,901          
21 Insurances 1,641            1,344            1,100            1,100            
22
23 General 16,816          15,796          17,136          17,476          
24
25 Sub-Total 48,104          47,146          50,990          52,758          
26
27 Deferred CDM costs -               -               (1,516)          379              
28 Deferred Regulatory Costs -               199               199              951              
29 Pension Costs 5,701            3,040            2,703            8,196            
30
31 Total Gross Operating Cost 53,805          50,385          52,376          62,284          
32
33 Transfer to GEC (1,966)          (1,797)          (1,900)          (1,900)          
34 51,839        48,588        50,476         60,384         

1st Revision Note:  Updated for revised forecast of Pension Costs for 2009 and 2010.
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Operating Costs by Breakdown: 2007 to 2010F

Actual Actual Forecast Forecast
Breakdown 2007 2008 2009 2010

1 Regular and standby 24,371$  24,485$  26,105$  27,486$  
2 Temporary 2,303      2,335      1,860      1,623      
3 Overtime 1,588      1,634      1,636      1,640      
4 Total Labour 28,262    28,454    29,601    30,749    
5
6 Vehicle Expenses 1,495      1,569      1,392      1,492      
7 Operating Materials 1,060      957         1,063      1,082      
8 Inter-Company Charges 103         37           40           40           
9 Plants, Subs, System Oper & Bldgs 1,915      1,782      1,930      1,952      
10 Travel 1,081      1,290      1,139      1,160      
11 Tools and Clothing Allowance 876         1,168      1,088      1,108      
12 Miscellaneous 1,179      1,039      1,082      1,146      
13 Conservation - - 295         581         
14 Taxes and Assessments 663         (10)          750         750         
15 Uncollectible Bills 1,093      834         963         963         
16 Insurance 1,641      1,344      1,100      1,100      
17 Retirement Allowance 212         308         285         325         
18 Education, Training, Employee Fees 193         265         265         270         
19 Trustee and Directors' Fees 380         411         408         394         
20 Other Company Fees 1,544      1,469      2,000      1,904      
21 Stationery & Copying 320         204         332         337         
22 Equipment Rental/Maintenance 671         708         708         721         
23 Telecommunications 1,562      1,622      1,532      1,521      
24 Postage 1,371      1,312      1,372      1,397      
25 Advertising 391         531         1,379      1,431      
26 Vegetation Management 1,340      1,377      1,495      1,550      
27 Computing Equipment & Software 752         475         771         785         
28 Total Other 19,842    18,692    21,389    22,009    
29
30 Sub-Total 48,104    47,146    50,990    52,758    
31
32 Deferred CDM costs -          -          (1,516)     379         
33 Deferred Regulatory Costs -          199         199         951         
34 Pension Costs 5,701      3,040      2,703      8,196      
35
36 Total Gross Operating Cost 53,805    50,385    52,376    62,284    
37
38 Transfer to GEC (1,966)     (1,797)     (1,900)     (1,900)     
39 51,839  48,588  50,476  60,384  

1st Revision Note:  Updated for revised forecast of Pension Costs for 2009 and 2010.
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Financial Performance: 2007 to 2010E

2007 2008 2009 2010E

1 Revenue From Rates 474,054 497,360 502,925 509,992 
2   Amortization of 2005 Unbilled Revenue 2,714     7,210     4,618     4,618     
3   Transfers from (to) the RSA 3,044     (948)       1,746     5,346     
4 479,812 503,622 509,289 519,956
5
6 Purchased Power Expense 326,359 334,006 340,660 351,188 
7   Deferred Replacement Energy Costs (1,795)    598        598        598        
8   Amortization of Weather Normalization Reserve 1,732     2,101     2,101     2,101     
9   Demand Management Incentive Account Adjustments -         641        -         -         
10   Amortization of Purchased Power Unit Cost Variance Reserve 482        (688)       (688)       (688)       
11 326,778 336,658 342,671 353,199 
12
13 Contribution 153,034 166,964 166,618 166,757 
14
15 Other Revenue 10,420   13,267   13,645   13,648   
16
17 Other Expenses:
18   Operating Expenses1 47,501   47,132   50,844   52,774   
19   Pension Costs 5,701     3,040     2,703     8,196     
20   Deferred Costs (5,793)    -         (1,516)    -         
21   Amortization of Deferred Cost Recoveries -         3,862     3,863     3,861     
22   Depreciation 39,955   40,649   41,872   43,378   
23   Finance Charges 33,462   33,507   34,841   36,162   
24 120,826 128,190 132,607 144,371 
25
26 Income Before Income Taxes 42,628   52,041   47,656   36,034   
27 Income Taxes 12,176   19,146   15,637   11,855   
28
29 Net Income 30,452   32,895   32,019   24,179   
30 Preferred Dividends 586        554        574        568        
31
32 Earnings Applicable to Common Shares 29,866   32,341   31,445   23,611   
33
34 Rate of Return and Credit Metrics
35     Rate of Return on Rate Base (percentage) 8.07% 8.20% 8.00% 7.04%
36     Regulated Return on Book Equity (percentage) 8.66% 9.13% 8.62% 6.45%
37     Return on Book Equity (percentage) 8.62% 8.86% 8.34% 6.14%
38     Interest Coverage (times) 2.2          2.5          2.3          2.0          
39     CFO Pre-W/C + Interest  / Interest (times) 2.6          3.1          3.1          2.8          
40     CFO Pre-W/C / Debt (percentage) 12.6% 15.8% 15.4% 13.1%

1 Operating expenses shown are before adjustment for non-regulated expenses.
1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Financial Performance: 2007 to 2010E

2007 2008 2009 2010E

1 Balance - Beginning 265,566    286,350    303,417    309,681    
2 Net Income for the Period 30,452      32,895      32,019      24,179      
3 296,018    319,245    335,436    333,860    
4
5 Dividends
6   Preference Shares 586           554           574           568           
7   Common Shares 9,082        15,274      25,181      14,861      
8 9,668        15,828      25,755      15,429      
9 Balance - End of Period 286,350    303,417    309,681    318,431    

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Financial Performance: 2007 to 2010E

2007 2008 2009 2010E

1 Assets
2 Current assets
3   Cash 1,067$         629$             -$              -$             
4   Accounts Receivable 70,792         63,508          69,500           72,837          
5   Materials and Supplies 5,248           5,391            5,500             5,597            
6   Prepaid Expenses 1,190           1,292            1,269             1,293            
7   Regulatory Assets 7,086           9,426            10,044           4,557            
8   Income Tax Receivable 1,780           -                -                -               
9 87,163         80,246          86,313           84,284          
10
11 Capital assets 746,474       770,581        799,134         827,001        
12 Deferred charges 88,674         93,273          97,841           97,117          
13 Regulatory assets 61,808         55,988          191,624         200,197        
14 Customer Finance Plans 1,811           1,776            1,714             1,714            
15 985,930$     1,001,864$   1,176,626$    1,210,313$   
16
17
18 Liabilities and Shareholders' Equity
19 Current Liabilities
20   Short-term borrowings -$            10$               -$              -$             
21   Accounts payable and accrued charges 68,685         65,547          62,184           62,463          
22   Regulatory Liabilities 9,332           6,428            9,569             -               
23   Current Installments of long-term debt 4,550           4,550            5,200             5,200            
24   Future Income Taxes 134                974               
25   Income Tax Payable -              7,633            -                -               
26 82,567         84,168          77,087           68,637          
27
28 Regulatory liabilites 60,281         54,817          73,319           80,785          
29 Other liabilities 38,082         45,001          50,156           57,113          
30 Long-term debt 438,977       433,604        468,709         487,955        
31
32 Future Income Taxes -              1,184            118,240         117,958        
33
34 Shareholders' Equity
35   Common shares 70,321         70,321          70,321           70,321          
36   Preference shares 9,352           9,352            9,113             9,113            
37   Retained earnings 286,350       303,417        309,681         318,431        
38 366,023       383,090        389,115         397,865        
39 985,930$     1,001,864$   1,176,626$    1,210,313$   

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Financial Performance: 2007 to 2010E

2007 2008 2009 2010E
1 Cash From (Used In) Operating Activities
2 Net Earnings 30,452$     32,895$     32,019$     24,179$     
3
4 Items not affecting cash:
5   Amortization of capital assets 39,955       40,649       41,872       43,378       
6   Amortization of deferred charges 318            298            269            222            
7   Change in regulatory assets and liabilities (6,180)        305            962            (2,831)        
8   Future income taxes -             1,184         1,858         (351)           
9   Accrued employee future benefits (7,407)        (4,471)        (4,415)        943            
10   Change in non-cash working capital (7,887)        14,191       (17,072)      (2,978)        
11 49,251       85,051       55,493       62,562       
12
13 Investing Activities
14   Capital expenditures (net of salvage) (72,167)      (67,333)      (68,290)      (68,194)      
15   Long-term portion of finance programs (84)             35              62              -             
16   Contributions from customers and security deposits 2,580         3,227         2,538         2,000         
17 (69,671)      (64,071)      (65,690)      (66,194)      
18
19 Financing Activities
20   Change in short-term borrowings (320)           -             -             -             
21   Proceeds from long-term debt 70,000       33,500       65,000       24,261       
22   Proceeds from related party loan -             32,500       -             -             
23   Repayment of long-term debt (37,851)      (39,050)      (29,201)      (5,200)        
24   Repayment of related party loan -             (32,500)      -             
25   Payment of debt financing costs (273)           (50)             (227)           -             
26   Redemption of preference shares (1)               -             (239)           -             
27   Dividends
28     Preference Shares (586)           (554)           (574)           (568)           
29     Common Shares (9,082)        (15,274)      (25,181)      (14,861)      
30 21,887       (21,428)      9,578         3,632         
31
32 Change in Cash 1,467         (448)           (619)           -             
33 Cash (Bank Indebtedness), Beginning of Year (400)           1,067         619            -             
34 Cash (Bank Indebtedness), End of Year 1,067$       619$          -$           -$           

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

Financial Performance
2007 to 2010E

Statements of Cash Flows
($000s)

Actual



Financial Performance: 2007 to 2010E

2007 2008 2009 2010E

1 Net Plant Investment 683,556      709,493      732,271      755,455      
2
3 Add:
4     Deferred Charges 96,784        98,787        102,342      102,935      
5     Weather Normalization Reserve 11,162        8,214          5,485          4,377          
6     Deferred Energy Replacement Costs 574             957             575             192             
7     Cost Recovery Deferrals 8,690          9,655          6,551          3,447          
8     Customer Finance Programs 1,174          1,794          1,745          1,714          
9 118,384      119,407      116,698      112,665      
10
11 Deduct:
12     2005 Unbilled Revenue 17,803        12,841        6,927          2,309          
13     Accrued Pension Liabilities -             3,043          3,261          3,511          
14     Municipal Tax Liability -             3,408          2,046          683             
15     Future Income Taxes -             593             2,113          2,866          
16     Demand Management Incentive Account -             213             213             -             
17     Purchased Power Unit Cost Reserve 1,496          1,272          671             224             
18     Customer Security Deposits -             697             694             602             
19     19,299        22,067        15,925        10,195        
20
21 Average Rate Base Before Allowances 782,641      806,833      833,044      857,925      
22
23 Cash Working Capital Allowance 6,669          9,716          9,786          10,142        
24
25 Materials and Supplies Allowance 4,393          4,327          4,430          4,505          
26
27 Average Rate Base At Year End 793,703      820,876      847,260      872,572      
28

1 All numbers shown are averages.

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Financial Performance: 2007 to 2010E

2007 2008 2009 2010E

1 Average Capitalization
2   Debt 430,924     440,841     456,032     483,532     
3   Preference Shares 9,353         9,352         9,233         9,113         
4   Common Equity 346,279     365,205     376,870     384,377     
5 786,556     815,398     842,135     877,022     

6 Average Capital Structure
7   Debt 54.79% 54.06% 54.15% 55.13%
8   Preference Shares 1.19% 1.15% 1.10% 1.04%
9   Common Equity 44.02% 44.79% 44.75% 43.83%
10 100.00% 100.00% 100.00% 100.00%
11
12
13 Cost of Capital
14   Debt 7.88% 1 7.72% 7.70% 7.54%
15   Preference Shares 6.27% 5.92% 6.22% 6.23%
16   Common Equity 8.66% 9.13% 8.62% 6.45%
17
18
19 Weighted Average Cost of Capital
20   Debt 4.32% 4.17% 4.17% 4.16%
21   Preference Shares 0.07% 0.07% 0.07% 0.06%
22   Common Equity 3.81% 4.09% 3.86% 2.83%
23 8.20% 8.33% 8.10% 7.05%

1 The cost of debt based upon ARBM would be 8.29%.  See Return 25 in the 2008 Annual Report to the P.U.B. 

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

Financial Performance
2007 to 2010E



Financial Performance: 2007 to 2010E

2007 2008 2009 2010E

1 Regulated Return on Equity 29,977        33,336        32,485        24,777        
2 Return on Preferred Equity 586             554             574             568             
3 30,563        33,890        33,059        25,345        
4
5 Finance Charges
6     Interest on Long-term Debt 33,718        32,334        34,548        35,849        
7     Other Interest 1,525          1,456          341             419             
8     Amortization of Bond Issue Expenses 256             235             232             185             
9     Amortization of Capital Stock  Issue Expenses 62               -              -              -              
10     Interest Earned (1,477)         -              -              -              
11     AFUDC (622)            (618)            (369)            (377)            
12 33,462        33,407        34,752        36,076        
13
14 Return on Rate Base 64,025        67,297        67,811        61,421        
15
16 Average Rate Base 793,703      820,876      847,260      872,572      
17
18 Rate of Return on Rate Base 8.07% 8.20% 8.00% 7.04%

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Financial Performance: 2007 to 2010E

1 Energy Forecasts : Energy forecasts are based on economic indicators taken from the Conference Board of 
2 Canada, Provincial Outlook Summer 2009, Economic Forecast, dated July 16, 2009.
3
4 Revenue Forecast : The revenue forecast is based on the Customer, Energy and Demand forecast dated September 2009.
5
6 Forecast revenues reflect the (i) amortization of the 2005 Unbilled Revenue, (ii) amortization of the 
7 municipal tax liability, (iii) the reclassification of interest on overdue accounts  from finance charges, 
8 and (iv) recovery through the RSA of amounts associated with the Energy Supply Cost Variance  
9 Adjustment Clause for the period 2008 through 2010, all of which were approved by the Board in 
10 Order No. P.U. 32 (2007) resulting from the 2008 GRA.
11
12 The Energy Supply Cost Variance Adjustment has been approved by the Board for use through 2010.
13
14 Purchased Power Expense : Purchased Power expense reflects Newfoundland  & Labrador Hydro's rates approved by the P.U.B. 
15 and the Customer, Energy and Demand Forecast dated September 2009.
16
17 Purchased Power Expense for 2008 to 2010 includes a Board approved $0.6 million per year
18 amortization related to the replacement energy costs associated with the Rattling Brook project 
19 and ($0.7) million per year amortization related to the disposition of the Purchased Power Unit
20 Cost Variance Reserve.
21
22 Purchased Power Expense for 2008 to 2010 also includes a Board approved $2.1 million per year
23 amortization of the non-reversing balance in the Weather Normalization Reserve. 
24
25 Purchased Power Expense for the 2008 to 2010 also reflects the operation of the Demand 
26 Management Incentive Account approved by the Board in Order No. P.U. 32 (2007).  This 
27 mechanism provides for recovery of demand costs that are in excess of unit cost demand costs 
28 included in the 2008 test year.
29
30 Employee Future Benefit Pension costs related to the 2005 Early Retirement Program are being amortized over 
31 Costs : a 10-year period from 2005 to 2015 as approved in Order No. P.U. 49 (2004).
32
33 Pension funding is based on the actuarial valuation dated December 31, 2008 filed with 
34 this Application.
35
36 Pension expense discount rate is 5.25% for 2007, 5.50% for 2008, 7.50% for 2009 and 6.50% for 2010.
37
38 Forecast return on pension assets is assumed to be 12.0% for 2009 and 7.0% for 2010. 
39
40 The 2010 forecast assumes that the accounting for OPEBs is on the Cash Basis. The increase
41 in 2010 employee future benefit expense due to the adoption of the accrual method is $6.8 million.
42
43 Pension funding is forecast based on the latest actuarial information and assumes special 
44 funding payments of $1.5 milllion per year for 2009 and 2010. 

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

Financial Performance
2007 to 2010E

Inputs and Assumptions

1 Cost Recovery Deferral: In Order No. P.U. 39 (2006), the Board approved the deferred recovery of $5.8 million in 
2 2007 costs related to the conclusion of the depreciation true up in 2005.  
3
4 2008 to 2010 costs include $3.9 million per year related to the amortization over a three-year
5 period of cost recovery deferrals related to depreciation.
6
7 2009 includes a $1.5 million deferral of Conservation Program costs approved by the Board in 
8 Order No. P.U. 13 (2009).
9
10 Depreciation Rates : Depreciation rates for 2008 and 2010 are based on the 2006 depreciation study.
11
12 Depreciation costs for 2008 and 2010 reflect a Board approved $0.2 million per year amortization 
13 of a $0.7 million depreciation true up resulting from the 2006 depreciation study.
14
15 Operating Costs : Operating forecasts for 2009 and 2010 reflect the evidence filed in this Amended Application.
16
17 Capital Expenditure : Capital Expenditures for 2009 are based on the Board approved 2009 capital budget and reflect
18 supplemental expenditures approved in Order No. P.U. 29 (2009) and Order No. P.U. 32 (2009).
19 Capital Expenditures for 2010 reflect what is included in this Amended Application.
20
21 Short-Term Interest Rates : Average short-term interest rates are assumed to be 1.27% for 2009 and 2.0% for 2010.
22
23 Long-Term Debt : A $65.0 million long-term debt issue was completed on May 25, 2009.  
24 The debt is forecast for 30 years at a coupon rate of 6.606 %.  Debt repayments will be 
25 in accordance with the normal sinking fund provisions for existing outstanding debt.
26
27 Dividends : Common dividend payouts are forecast based on maintaining a target common equity 
28 component of 45%. 
29
30 Income Tax : Income tax expense reflects a statutory income tax rate of 33% in 2009,
31 and 32% in 2010.
32
33 Effective July 1, 2008, the Board approved a reduction in customer rates of 0.18% to 
34 reflect the 2008 test year income tax true-up adjustment resulting form a reduction in federal
35 tax rates for 2008.
36
37 Income tax expense for 2009 to 2010 reflects the tax effecting of pension costs as approved
38 by the Board in Order No. P.U. 32 (2007).

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Rating Rationale 

  

The Company 
Newfoundland Power 

Inc. generates, 

transmits and 

distributes electricity.

DBRS has confirmed the ratings of the First Mortgage Bonds and the Preferred Shares of Newfoundland 
Power Inc. (Newfoundland Power or the Company) at “A” and Pfd-2, respectively; the trends remain Stable. 
The rating confirmations reflect Newfoundland Power’s low business risk stemming from the regulated 
nature of its operations and supportive regulatory environment, its strong balance sheet, its stable operating 
results and its financial profile, as well as its stable customer base, which is composed entirely of residential 
and commercial customers.  

 

The Company has 

approximately 

233,000 customers 

throughout the island
 

 The Company continues to benefit from the following characteristics: (1) a favourable deemed equity ratio of 
45%; (2) a weather normalization reserve (WNR) account that is used to stabilize earnings during extreme 
weather conditions; and (3) a rate stabilization account (RSA) that absorbs fluctuations in purchased power 
costs relating primarily to the cost of fuel oil for the Company’s primary electricity supplier. These features, 
combined with a stable and supportive regulatory environment that provides for a strong cost-of-service/rate-
of-return rate-setting methodology, with a pass-through of all power-generation and procurement-related 
costs, and a full recovery of all prudently incurred operating expenses and capital expenditures within a 
reasonable time frame, contribute to the Company’s favourable financial profile. 

portion of the 

province of 

Newfoundland and 

Labrador. It 

purchases more than 

90% of its electricity 

needs from 

government-owned 

Newfoundland and 

Labrador Hydro and 

generates the 

balance from its own 

generation facilities 

(139 megawatts). 

Newfoundland Power 

Inc. is a wholly 

owned subsidiary of 

Fortis Inc., a 

Canadian public 

holding company 

focused primarily on 

electric and gas 

utility operations in 

Canada, the 

Caribbean and

United States. 
 
 
 
 

 

 
Newfoundland Power continues to demonstrate stable operating results reflective of its expanding customer 
base and rate base, despite declining regulatory-approved return on common equity (ROE). The prevailing 
low interest rate environment continues to have a negative impact on the approved ROE, but the impact on 
earnings and cash flows has been more than offset by the growth in the rate base. During the last 12 months 
(LTM) ended March 31, 2008, operating results were affected by the change in the seasonality of purchased 
power costs relative to revenue. Compared with 2007, 2008 interim earnings will be lower in the first (winter) 
and fourth (fall) quarters and higher in the second (spring) and third (summer) quarters. Annual earnings and 
annual and quarterly cash flows will be unaffected by this shift. (Continued on page 2.) 
 
Rating Considerations 

 
Strengths  Challenges 
(1) Stable and supportive regulatory environment 
(2) Strong balance sheet and favourable financial 

profile 
(3) Stable customer base 
(4) Limited competition from alternative fuels  

 (1) Reliance on Newfoundland and Labrador Hydro 
(NLH) for majority of power supply  

(2) Allowed returns are sensitive to interest rates 
(3) Managing forecast risk 
(4) Limited growth potential 

 the 

 
Financial Information 

 
For the 12-month periods ended

($ millions) Mar. 31/08 Dec. 31/07 Dec. 31/06 Dec. 31/05 Dec. 31/04 Dec. 31/03
EBIT 70.4 76.1 77.0 76.0 77.7 75.1
Free cash flow (34.5) (30.0) (18.8) (10.9) (12.9) (23.6)
Total debt in the capital structure (1) 56.1% 55.1% 55.0% 54.7% 54.7% 55.1%
Cash flow/total debt (1) 11.1% 11.6% 12.7% 14.2% 14.9% 14.0%
Fixed-charges coverage  (times) 1.96 2.11 2.20 2.27 2.40 2.33
Dividend payout ratio 41.5% 30.4% 60.4% 78.8% 45.7% 32.2%
(1) Total debt adjusted for preferred shares.
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Capital expenditures prior to 2007 were relatively stable as a result of a multi-year capital investment 
program that was launched in 2002 with the primary focus of replacing and refurbishing aging infrastructure. 
The substantially higher capital expenditure witnessed in 2007 is primarily due to the successful 
refurbishment of the Rattling Brook Hydroelectric Plant, which resulted in improved plant capacity and 
production. The manageable free cash flow deficit stemmed from the elevated capital expenditure levels and 
dividend payments. The Company has historically utilized its credit facilities to finance the free cash flow 
shortfalls as a bridge to the issuance of First Mortgage Bonds. The Company manages the level of its 
dividends in order to maintain its long-term capital structure of 55% debt to 45% equity, as approved by the 
regulator. DBRS notes that while the Company’s credit metrics appear weaker than those of its peers in the 
same rating category, this is offset by the Company’s very stable levels of EBITDA and cash flow. 
 
In December 2007, the Company received an order from its regulator, the Newfoundland and Labrador Board 
of Commissioners of Public Utilities (the PUB), on its 2008 General Rate Application (the 2008 GRA Order), 
which proposed an average increase in customer rates of 2.8% effective January 1, 2008. The rate increase is 
based upon a 2008 rate of return on common equity of 8.95% as opposed to the 8.60% for 2007. The 2008 
GRA Order also provides for the amortization of certain regulatory assets and liabilities (e.g., unbilled 
revenue liability and true-up deferrals) over periods of three to five years beginning in 2008. The rate increase 
is expected to yield EBITDA and cash flows that will have a positive impact on the financial profile and 
credit metrics of the Company.  
 
Pending PUB approval on July 1, 2008, there will be an overall average increase in electricity rates charged 
to customers of approximately 6%. The increase is a result of the normal annual operation of NLH’s RSA. 
This increase in customer rates will have no impact on earnings and cash flows for Newfoundland Power. 
 
Although Newfoundland Power does have strong parentage through Fortis Inc. (Fortis, rated BBB (high) with 
a Stable trend; see the November, 30, 2007, DBRS rating report), the Company is largely rated on a stand-
alone basis. Fortis is a large, integrated electric and gas utility holding company that has the financial 
wherewithal to provide equity support if required by Newfoundland Power.  
 
Rating Considerations Details 

 
Strengths 
(1) Newfoundland Power operates in a stable and supportive regulatory environment that is based on a cost-
of-service recovery regime. The PUB allows for the pass-through of purchased power costs, and in addition, a 
RSA is in place that absorbs fluctuations in purchased power costs relating primarily to the cost of fuel oil 
used by NLH to generate electricity. The Company has a PUB-approved WNR account that stabilizes 
earnings by adjusting revenue and purchased power expenses for variances in weather and stream flow when 
measured against long-term averages.  
 
(2) The Company has a strong balance sheet with a capital structure based on the 45% equity component 
allowed by the PUB for rate-setting purposes. The Company’s financial profile is strong, with manageable 
free cash flow deficits as the Company invests to upgrade its infrastructure. Key credit ratios have modestly 
trended downward in recent years; however, they remain in line with the current rating category. Given the 
Company’s January 1, 2008, rate increase, the metrics are expected to improve over the medium term. 
Furthermore, the Company has shown that it will manage its dividend policy as necessary in order to 
maintain its approved capital structure, as evidenced by the scaling back of dividends in several of the last 
five years. 

http://www.dbrs.com/intnlweb/document?docId=216590
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(3) Newfoundland Power also has a very stable customer base, with 100% of power sales to the residential 
and commercial segments. The large industrial customers are served primarily by NLH. Sales growth is 
modest, reflecting slow growth in customers as well as increasing conservation efforts. However, 
approximately 83% of new home construction installed electric heat in 2007. 
 
(4) The lack of availability of natural gas, due to geographic isolation and the lack of related infrastructure, 
also limits competitive pressures. More than 50% of the Company’s current customers utilize electric space 
heating, causing electricity sales to be much higher during the winter months than in the summer. 
 
Challenges 
(1) Newfoundland Power relies heavily on NLH (rated A (low) with a Positive trend; see the November 16, 
2007, DBRS rating report) for its power supply, purchasing more than 90% of its power requirements. The 
cost of power purchased from NLH is influenced by, among other things, the market price of bunker C fuel 
oil used for thermal generation. Oil-driven changes in the cost of power are passed onto Newfoundland 
Power’s customers through the RSA. However, higher rates, including increases driven by the rising cost of 
oil in recent years, may lead to energy conservation by customers, which could have a negative impact on 
sales volumes and ultimately earnings. Furthermore, higher NLH rates could make it more difficult for the 
Company to get approval for its own rate increases. 
 
(2) Under the current regulatory regime, the rate-setting ROE, and hence earnings, are sensitive to interest 
rates. Between test years, the rate-setting ROE is set by an automatic-adjustment formula and based on a ten-
day average (calculated in November) yield on long-term Government of Canada bonds, which does not 
capture any expected upward trend in interest rates (as would be the case with utilizing a consensus forecast 
interest rate). The prevailing low interest rate environment continues to affect approved ROEs. Lower ROEs 
have a negative impact on earnings and cash flows. Pursuant to the 2008 GRA Order, the rate-setting ROE 
for 2008 increased modestly to 8.95% from 8.60% in 2007. DBRS estimates this, along with rate base 
growth, will positively affect after-tax earnings by approximately $1.3 million for 2008. 
 
(3) The key challenge with respect to the Demand Management Incentive Account (DMIA) will be the 
Company’s ability to accurately and consistently forecast electricity demand going forward. However, 
through this account, variations in the unit cost of purchased power related to demand are limited, at the 
discretion of the PUB, to 1% of demand costs ($529,000 for 2008). The disposition of the excess balances, 
which would be determined by a further order of the PUB, will consider the merits of the Company’s 
conservation and demand management activities. The Company is required to make an application no later 
than March 1 each year for the disposition of any balance in the DMIA. (See the Regulation section for more 
information on the DMIA.) 
 
(4) The Newfoundland economy is heavily dependant on the more volatile natural resources sectors. Over the 
medium term, natural resources development (which has been highly favourable up until now) will continue 
to have a major impact on economic growth. However, the Company expects that service sector growth, 
which is the primary influence on sales growth for the Company, will grow by 1.9% and contribute to an 
electricity consumption growth of 2.4% in 2008. Additionally, rural out-migration has caused the population 
of Newfoundland and Labrador to decline by more than 11.5% since 1992, and declining birth rates, coupled 
with increasing death rates associated with an aging population, continue to have a negative impact on the 
Company’s customer and energy sales growth. 

http://www.dbrs.com/intnlweb/document?docId=216402
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Earnings 

For the 12-month periods ended
($ millions) Mar. 3/08 Dec. 31/07 Dec. 31/06 Dec. 31/05 Dec. 31/04 Dec. 31/03
Revenues 500.3 490.2 421.3 417.9 404.5 384.2
EBITDA 104.4 110.3 110.1 108.1 108.7 104.4
EBIT 70.4 76.1 77.0 76.0 77.7 75.1
Gross interest expense 35.1 35.2 34.1 32.6 31.4 31.3
Core net income 26.1 30.5 30.7 29.9 31.8 30.1
Net income (reported) 25.6 29.9 30.1 30.7 31.2 29.5
Return on average common equity 7.3% 8.8% 9.3% 9.3% 10.3% 10.4%

Rate base 812 794 753 745 715 676
Growth in rate base 2.3% 5.4% 1.0% 4.3% 5.8% 18.0%
Rate setting common equity 45% 45% 45% 45% 45% 45%
Rate setting ROE 8.95% 8.60% 9.24% 9.24% 9.75% 9.75%  
 
Summary 
LTM March 31, 2008, operating results were affected by the change in the seasonality of purchased power 
costs relative to revenue. Compared with 2007, 2008 interim earnings will be lower in the first (winter) and 
fourth (fall) quarters and higher in the second (spring) and third (summer) quarters. Annual earnings and 
annual and quarterly cash flows will be unaffected by this shift.  
 
Newfoundland Power has historically demonstrated strong and stable EBITDA and EBIT, reflective of its 
expanding customer base and rate base, despite declining rate-setting ROEs. Its operations are 100% 
regulated, providing strong stability to earnings, which is further increased due to a favourable customer base 
composed entirely of residential and commercial customers. The large industrial customers in the province 
are served by NLH.  
 
The prevailing low interest rate environment continues to have a negative impact on the rate-setting ROEs, 
but the impact on earnings and cash flows have been more than offset by the growth in the rate base. The 
impact of power price volatility on earnings is limited as costs related to power procurement are passed on to 
customers, albeit with some regulatory lag.  
 
Interest expenses have increased over time as a result of increased borrowings to finance the Company’s 
capital expenditure programs.  
 
Outlook 
Pursuant to the 2008 GRA Order, the Company’s rate-setting ROE was increased from 8.60% to 8.95%. 
DBRS believes that the increase in rate-setting ROE, coupled with the growth in rate base, will have a 
positive impact on the after-tax earnings by approximately $1.3 million. DBRS anticipates EBITDA and net 
income to grow over the medium term, primarily driven by the growth in rate base related to the ongoing 
capital projects, as well as economic expansion in the Company’s service area and modest housing starts, 
somewhat tempered by the declining population within the rural portion of the service territory. As such, key 
credit metrics are expected to improve along with earnings.  
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($ millions) For the 12-month periods ended
Cash Flow Statement Mar. 31/08 Dec. 31/07 Dec. 31/06 Dec. 31/05 Dec. 31/04 Dec. 31/03
Core net income 26.1 30.5 30.7 29.9 31.8 30.1
Depreciation and amortization 32.4 35.1 34.6 34.3 31.6 28.9
Other non-cash adjustments (6.6) (13.8) (12.1) (7.6) (5.3) (6.3)
Cash Flow from Operations 51.9 51.8 53.1 56.6 58.1 52.7
Dividends (11.2) (9.7) (18.8) (23.7) (14.8) (10.1)
Capital expenditures (1) (70.0) (69.6) (57.1) (53.7) (58.9) (63.0)
Free Cash Flow before W/C Changes (29.3) (27.5) (22.7) (20.8) (15.6) (20.4)
Net changes in working capital (5.2) (2.6) 3.9 9.8 2.7 (3.3)
Net Free Cash Flow (34.5) (30.0) (18.8) (10.9) (12.9) (23.6)
Other investing activities (0.2) (0.1) (0.3) (0.4) 0.2 (0.1)
Other & adjustments 0.0 0.0 0.0 1.4 0.0 0.0
Amount to be Financed (34.7) (30.1) (19.0) (9.9) (12.7) (23.7)
Net debt financing 35.4 31.6 19.5 8.7 14.6 20.3
Net preferred financing (0.0) (0.0) (0.1) (0.0) (0.0) (0.3)
Net common equity 0.0 0.0 0.0 0.0 0.0 0.0
Net Change in Cash 0.7 1.5 0.4 (1.2) 1.8 (3.7)

% adjusted debt in capital structure 56.1% 55.1% 55.0% 54.7% 54.7% 55.1%
Fixed-charges coverage (times) 1.96 2.11 2.20 2.27 2.40 2.33
Cash flow/adjusted debt 11.1% 11.6% 12.7% 14.2% 14.9% 14.0%
Adjusted debt-to-EBITDA (times) 4.47 4.05 3.80 3.69 3.58 3.60
Dividend payout ratio 41.5% 30.4% 60.4% 78.8% 45.7% 32.2%
(1) Net of contributions from customers and security deposits.  
 
Summary 
Newfoundland Power has maintained a strong financial profile, reflecting solid balance sheet and credit 
metrics. Cash flows from operations have historically displayed the same underlying stability as EBITDA, 
reflecting the regulated nature of the Company’s operations with modest variability due to annual regulatory 
deferrals. While the Company’s credit metrics appear weaker than those of its peers in the same rating 
category, this is offset by the Company’s more stable credit metrics and business risk profile. 
 
Capital expenditures, although elevated in 2007, have been relatively stable since 2002 as a result of a multi-
year capital investment program that was launched in that year with the primary focus of refurbishing and 
replacing aging and deteriorated infrastructure. The elevated level of capital expenditures in 2007 is primarily 
due to the refurbishment of the Rattling Brook Hydroelectric Plant. The Company successfully completed 
that project in November 2007, which resulted in improved plant production of 9%, from 69.8 to 76.0 
gigawatt hours (GWh) and improved plant capacity of 26%, from 11.2 to 14.1 megawatts (MW). 
 
Although the Company continues to maintain strong and stable cash flow from operations, capital 
investments continue to cause free cash flow deficits. The Company has historically utilized its credit 
facilities to finance the free cash flow shortfalls as a bridge to the issuance of First Mortgage Bonds. The 
Company manages the level of its dividends in order to maintain a long-term capital structure of 55% debt 
and 45% equity, as approved by the PUB for rate-setting purposes. Although leverage has remained relatively 
unchanged at approximately 55% since the beginning of the capital program, coverage ratios have trended 
downward in recent years due to lower rate-setting ROEs and increased debt levels, which were needed to 
fund the ongoing capital expenditure program. 

 
Outlook 
The January 1, 2008, rate increase is expected to have a positive impact on the cash flow from operations. 
However, fairly modest free cash flow deficits are expected to persist over the 2008–2010 period, reflecting 
the ongoing capital investment program.  



 
 
 
 

 
 

 

The Company’s PUB-approved capital budget for F2008 is approximately $51 million. The focus will be on 
the replacement of aging infrastructure to strengthen the electricity system and the Company’s obligation to 
meet the demands of customer and electricity sales growth. Capital expenditures over the 2008–2010 period 
are expected to be between $55 million and $60 million annually. DBRS expects the Company to continue 
funding cash flow shortfalls with borrowings under its credit facilities, with long-term debt issuances and 
through the management of dividends. 
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DBRS expects the growth in earnings and cash flows from operations to have a positive impact on the key 
credit metrics and the Company’s financial profile over the 2008–2010 period. However, the Company’s 
credit profile beyond 2010 is expected to largely depend on its future rate applications to the PUB. 
Newfoundland Power’s financial profile is considered to be favourable, with reasonable leverage in line with 
the regulatory-approved capital structure and key credit ratios in line with the current rating. 
 
Long-Term Debt Maturities and Liquidity 

 
($ millions) 2008 2009 2010 2011 2012 Thereafter Total
Long-term bonds 4.6 4.6 4.6 4.6 4.6 391 414
Credit facilities 0 53.0 0 0 0 0 53
as at Mar. 31, 2008 4.6 57.6 4.6 4.6 4.6 390.9 467  
 
Debt Chart
Securities outstanding Mar. 31, '08
First mortgage sinking fund bonds:

2014 10.55% 31.4
2016 10.90% 33.6
2022 10.13% 34.0
2020 9.00% 34.8
2026 8.90% 35.6
2028 6.80% 45.5
2032 7.52% 71.3
2035 5.44% 58.2
2037 5.90% 69.3

414
Credit facilities 53

Subtotal 467
Less: current portion 58

409  
 
Newfoundland Power’s debt consists of $414 million in First Mortgage Bonds and $53 million in unsecured 
credit facilities. The First Mortgage Bonds are secured by a first fixed and specific charge on property, plant 
and equipment owned or to be acquired by the Company and by a floating charge on all other assets. 
 
Newfoundland Power has the following credit facilities available: 
• A three-year $100 million syndicated, committed revolving unsecured credit facility expiring in January 

2009.  
• A $20 million uncommitted demand facility. 
 
As at March 31, 2008, $53 million was outstanding on the Company’s $100 million credit facility. The credit 
facilities contain a covenant that provides that the Company shall not declare or pay any dividends or make 
any other restricted payments if immediately thereafter the debt-to-capitalization exceeds 65%.  



 
 
 
 

 
 

 

The Company is also restricted under its Trust Deed to meet specific tests when it intends to issue additional 
long-term bonds. The Company must meet an Earnings Test where the net earnings, in a period of any 12 
consecutive months terminating within 24 months preceding the delivery of such additional bonds, are at least 
two times the annual interest charges on all bonds outstanding after any proposed additional bond issue. 
Secondly, the Company must meet the Additional Property Test, whereby the additional bonds must not 
exceed 60% of the fair value of the additional property.  

7 Corporates: Energy 

Newfoundland 
Power Inc. 
 
Report Date: 

May 5, 2008 

 

  
Outlook 
The debt-repayment schedule is very modest, with the exception of the $53 million under the bank credit 
facility that matures along with the facility in January 2009. The Company has indicated that it will extend or 
replace the facility before the expiry in January 2009. The $53 million outstanding under the credit facilities 
is expected to be refinanced with long-term financing during future periods. Given funds available under the 
credit facilities and stable cash flows from operations, liquidity remains more than adequate to fund both 
working capital requirements and cash flow deficits.  
 

Description of Operations 
 

Newfoundland Power generates, transmits and distributes electricity. The Company has approximately 
233,000 customers throughout the island portion of the province of Newfoundland and Labrador; 
approximately 60% of electricity sales are to the residential segment, with the remainder sold to commercial 
customers and for street lighting. As a result, total sales have shown strong stability, with modest growth year 
over year.  
 
The Company’s generating capacity consists of 23 hydroelectric stations and seven thermal plants, with a 
total installed capacity of 139 MW. Approximately 90% of power requirements are sourced from NLH. The 
principal terms of the supply agreement are regulated by the PUB on a similar basis to that of the Company’s 
customers. 
 
Regulation 

 
Regulatory Overview 
Newfoundland Power is regulated by the PUB, which is authorized to set electricity rates and the capital 
structure and ROE for rate-setting purposes, as well as approve capital expenditures. Rates are based on a 
cost-of-service/rate-of-return methodology. Newfoundland Power has a favourable rate-setting equity 
component of 45%. 
 
An automatic-adjustment formula, applied annually between test years in November, is used to determine 
customer rates, effective January 1 of the following year, by adjusting the allowed return-on-rate base to 
reflect changes in the allowed ROE attributable to movements in long-term Government of Canada bond 
yields. The Company’s allowed ROE is based on a ten-day average of the three most recent series of long-
term Government of Canada bonds plus the test-year risk premium. The allowed return-on-rate base and 
customer rates are adjusted if the rate of return-on-rate base indicated by the formula falls outside the 
approved range (+/- 18 basis points). Pursuant to the 2008 GRA Order, the PUB approved continued use of 
the automatic-adjustment formula for setting rates in 2009, 2010 and 2011. 
 
Pursuant to the 2008 GRA Order, customer rates increased by an average of approximately 2.8% effective 
January 1, 2008. This increase reflects an increase of the Company’s ROE for the purpose of setting rates 
from 8.60% in 2007 to 8.95% in 2008. The 2008 GRA Order also provides for the amortization of certain 
regulatory assets and liabilities. The rate increase is expected to yield EBITDA and cash flows that will have 
a positive impact on the financial profile and credit metrics of the Company. The Company does not expect to 
file its next GRA until at least 2010 to set customer rates for 2011.  
 
Given that the Company’s rates are based on estimates of several items, such as electricity sales volumes and 
the cost of purchasing electricity, in order to manage the risks associated with some of these estimates, a 
number of deferral accounts are in place.  
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and • Weather Normalization Reserve (WNR): The WNR reduces earnings volatility by adjusting electricity 
purchases and sales to eliminate variances caused by the difference between normal weather conditions, 
based on long-term averages, and actual weather conditions. 

 

• Rate Stabilization Account (RSA): The RSA flows amounts related to changes in the cost and quantity of 
fuel burned by NLH to produce the electricity sold to the Company through to the Newfoundland Power’s 
customers. On July 1 of each year, customer rates are re-calculated in order to amortize over the subsequent 
12 months the balance in the RSA as of March 31 of the previous year. In the 2008 GRA Order, the PUB 
approved the recovery of energy-supply cost variances through the RSA until the end of 2010. The energy-
supply cost variance is the difference between the incremental rate the Company pays for purchasing 
energy and the average supply cost reflected in rates. The incremental cost to purchase energy currently 
exceeds the revenue the Company can expect to receive on incremental sales above the forecast used to set 
customer rates. Recovery of the energy-supply cost variance provides the Company a reasonable 
opportunity to recover supply costs without requiring a GRA. The recovery of the energy-supply cost 
variance through the RSA is complimentary to the DMIA. 

• Demand Management Incentive Account (DMIA): In December 2005, the PUB approved the creation of 
a Purchased Power Unit Cost Variance Reserve (PPUCVR) in association with the implementation of the 
demand and energy rate structure for the energy Newfoundland Power purchases from NLH. The PPUCVR 
was approved as a temporary reserve to limit the volatility on purchased power costs caused by variances 
between the actual unit cost of purchased power (per kilowatt hour) and the forecast unit cost of purchased 
power (per kilowatt hour) during the three-year phase-in of the new purchased power rate structure 
beginning in 2005. The Company will apply to the PUB in 2008 to dispose of the amount owed to 
customers resulting from operation of the PPUCVR for 2007. Effective January 1, 2008, the PUB has 
ordered the discontinuance of the PPUCVR and the creation of the DMIA. Through this account, variations 
in the unit cost of purchased power related to demand are limited, at the discretion of the PUB, to 1% of 
demand costs ($529,000 for 2008) reflected in customer rates. Balances in this account will be shown as a 
regulatory asset or liability on Newfoundland Power’s balance sheet. The disposition of balances in this 
account, which would be determined by a further order of the PUB, will consider the merits of the 
Company’s conservation and demand management activities. The Company is required to make an 
application no later than March 1 of each year for the disposition of any balance in the DMIA. The 
elimination of PPUCVR and the creation of the DMIA are not expected to have a material impact on the 
Company’s earnings and cash flows. 



 
 
 
 

 
 

 
Newfoundland Power Inc.

Balance Sheet As at As at
($ millions) Mar. 31/08 Dec. 31/07 Dec. 31/06   Liabilities & Equity Mar. 31/08 Dec. 31/07 Dec. 31/06
Assets   Short-term debt -              -              0.7            
Cash + equivalents 0.9                1.1                -                Debt due one yr. 57.6          4.6            35.7          
Accounts receivable 87.5              70.8              61.6            A/P + accr'ds 66.1          68.7          65.2          
Inventories 5.7                5.2                4.9              Other 8.4            9.3            3.0            
Prepaids & other 9.9                10.1              6.7              Current Liabilities 132.1        82.6          104.6        
Current Assets 104.0            87.2              73.3            Long-term debt 406.0        439.0        378.8        
Net fixed assets 750.0            746.5            717.1          Deferred & other 99.2          98.4          100.5        
Regulatory assets 59.0              61.8              52.9            Preferred equity 9.4            9.4            9.4            
Deferred charges & other 92.7              90.5              85.9            Shareholders' equity 359.1        356.7        335.9        
Total 1,005.7         985.9            929.2          Total 1,005.7     985.9        929.2        
 

9 Corporates: Energy 

Ratio Analysis For the 12-month periods ended
Liquidity Ratios Mar. 31/08 Dec. 31/07 Dec. 31/06 Dec. 31/05 Dec. 31/04 Dec. 31/03
Current ratio 0.79 1.06 0.70 1.00 0.59 0.44
Acc. depreciation/gross fixed assets 36.2% 36.2% 36.0% 40.0% 40.0% 40.4%
Cash flow / adjusted debt (1) 11.1% 11.6% 12.7% 14.2% 14.9% 14.0%
Cash flow / CAPEX 74.2% 74.4% 93.1% 105.5% 98.7% 83.7%
(Cash flow - Dividends) / CAPEX 58.2% 60.6% 60.2% 61.3% 73.5% 67.7%
% debt in capital structure 55.7% 54.8% 54.6% 54.3% 54.3% 54.7%
% adjusted debt in capital structure (1) 56.1% 55.1% 55.0% 54.7% 54.7% 55.1%
Max. equity for rate setting purposes 45% 45% 45% 45% 45% 45%
Common dividend payout ratio 41.5% 30.4% 60.4% 78.8% 45.7% 32.2%

Coverage Ratios
EBIT interest coverage 2.00 2.16 2.26 2.33 2.47 2.40
EBITDA interest coverage 2.97 3.13 3.23 3.32 3.46 3.34
Fixed-charges coverage 1.96 2.11 2.20 2.27 2.40 2.33
Adjusted debt / EBITDA (1) 4.47 4.05 3.80 3.69 3.58 3.60

Earnings Quality/Operating Efficiency
Power purchases/revenues 68.6% 66.7% 61.0% 61.3% 61.7% 60.6%
EBIT margin 14.1% 15.5% 18.3% 18.2% 19.7% 20.0%
Net margin  (before extras) 5.2% 6.2% 7.3% 7.2% 8.0% 8.0%
Return on avg. equity  (bef. extras) 7.3% 8.8% 9.3% 9.3% 10.3% 10.4%
Allowed ROE – mid-point 8.95% 8.60% 9.24% 9.24% 9.75% 9.75%
Growth of customer base 1.7% 1.2% 1.0% 1.3% 1.3% 1.2%
Rate base ($ millions) 812 794 753 745 715 676
Growth in rate base 2.3% 5.4% 1.0% 4.3% 5.8% 18.0%
(1) Preferred shares are considered to be 70% equity, 30% debt
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For the 12-month periods ended
Electricity Sales - Breakdown (GWh) Mar. 31/08 Dec. 31/07 Dec. 31/06 Dec. 31/05 Dec. 31/04 Dec. 31/03
Residential 60% 3,081 3,044 2,981 2,987 2,972 2,909
General service 40% 2,066 2,049 2,014 2,017 2,007 1,973
Total sales 5,147 5,093 4,995 5,004 4,979 4,882
Growth in volume throughputs 1.1% 2.0% -0.2% 0.5% 2.0% 2.5%

Customers
Residential 87% 201,815        201,045    198,568 196,412 193,912 191,314
Commercial 13% 31,421          31,217      30,932 30,889 30,552 30,339
Total 233,236 232,262 229,500 227,301 224,464 221,653

0.4% 1.2% 1.0% 1.3% 1.3% 1.2%

For the 12-month periods ended
Energy Generated (GWh) Mar. 31/08 Dec. 31/07 Dec. 31/06 Dec. 31/05 Dec. 31/04 Dec. 31/03
Energy generated 7% 383 381 417 426 424 425
Energy purchased 93% 5,067 5,013 4,876 4,873 4,841 4,725
Energy generated + purchased 5,450 5,394 5,293 5,299 5,265 5,150
Less: transmission losses + internal use 304 301 298 295 286 268
Total sales 5,146 5,093 4,995 5,004 4,979 4,882
System losses and internal use 5.9% 5.9% 6.0% 5.9% 5.7% 5.5%

Installed Generation Capacity (MW)
Hydroelectric 96 96 92 95 95 9
Gas turbine 37 37 37 44 44 4
Diesel 7 7 7 7 7
Total 139 139 136 146 146 144
Peak demand  (MW) 1,188 1,142 1,166 1,124 1,167 1,118

5
4
6
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[1] CFO pre-W/C, which is also referred to as FFO in the Global Regulated Electric Utilities Rating Methodology, is
equal to net cash flow from operations less net changes in working capital items [2] Interest includes implied
interest on operating leases and capital interest. [3] In 2005, NPI's defined benefit plan underfunding resulted in
Moody's standard balance sheet adjustments which reduced its capitalization by approximately $58 million, leading
to an increase in the Debt/ Book Capitalization ratio. In the absence of any adjustments, Debt/Book Capitalizaton
would have been 54.2%

Note: For definitions of Moody's most common ratio terms please see the accompanying User's Guide.

Rating Drivers

Low-risk regulated electric utility operating in a relatively supportive regulatory environment.

Credit metrics expected to strengthen but continue to remain somewhat weaker than those of other Baa1-rated,
lower risk utilities.

Relatively moderate capital expenditures and dividends resulting in modest negative free cash flow deficits.

Strong liquidity arrangements for a company of its rate base and current level of capital spending.

Company Profile

Headquartered in St. John's, Newfoundland, Newfoundland Power Inc. (NPI) is a vertically integrated electric utility
that operates under cost of service regulation as administered by the Newfoundland and Labrador Board of
Commissioners of Public Utilities (PUB) under the Public Utilities Act (the Act). NPI is a wholly-owned subsidiary of
Fortis Inc. (FTS), a diversified electric and gas utility holding company also based in St. John's, Newfoundland.
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Key Indicators

Newfoundland Power Inc.
2008 2007 2006 2005 2004

(CFO Pre-W/C + Interest Expense) / Interest Expense
(x) [1][2]

3.1x 2.6x 2.7x 2.9x 3.0x

(CFO Pre-W/C) / Debt (%) [1] 15.8% 12.6% 13.9% 15.7% 16.0%
(CFO Pre-W/C - Dividends) / Debt (%) [1] 12.4% 10.6% 9.6% 10.1% 12.5%
Debt / Book Capitalization (%) 54.4% 55.9% 55.8% [3]63.18% 55.5%

Opinion



SUMMARY RATING RATIONALE

The Baa1 rating of NPI's senior secured First Mortgage Bond (FMB) debt reflects the company's relatively low
business risk as a cost-of-service regulated, predominately transmission and distribution (T&D) utility with no
unregulated business activities. Approximately 92% of NPI's power requirements are purchased from provincially-
owned Newfoundland & Labrador Hydro (Hydro), the cost of which are passed through to ratepayers. The balance
is produced by NPI's own generation assets which are regulated and represent less than 15% of NPI's property,
plant and equipment. Accordingly, Moody's considers NPI's business risk profile to be more like that of a
transmission and distribution utility than a vertically integrated utility.

The improvement in NPI's credit metrics that occurred during 2008 is expected to be sustainable although the
company's metrics remain somewhat weaker than those of other Baa1-rated low risk regulated utilities. Moody's
believes that NPI's somewhat weaker metrics are balanced by NPI's supportive regulatory environment. Moody's
considers the PUB to be one of the more supportive regulators in Canada and notes that NPI's 45% deemed
equity component is among the highest for Moody's-rated electric utilities in Canada and that its 2009 allowed ROE
is 8.95%.

NPI's capital spending is forecasted to remain relatively moderate for the next several years resulting in only
modest free cash flow deficits. While NPI has ongoing sinking fund requirements, these are considered
manageable and the company has no scheduled FMB maturities until 2014. In this context, NPI's liquidity is
considered to be relatively strong.

DETAILED RATING CONSIDERATIONS

LOW-RISK BUSINESS MODEL LOCATED IN A SUPPORTIVE REGULATORY AND BUSINESS ENVIRONMENT

NPI's rating reflects the company's low business risk as a cost of service-regulated monopoly utility. NPI owns and
operates a vertically integrated electric utility located on the island portion of Newfoundland and dominates that
market, serving roughly 85% of the electricity customers on the island. The market is geographically isolated and
effectively insulated from potential competition. As well, the market is mature and has tended to grow at a relatively
low and predictable rate of about 1 to 2% annually. Historically, growth has therefore not taxed NPI either
operationally or financially. Although NPI is notionally vertically integrated, it is predominantly a transmission and
distribution utility since its generation assets provide only about 8% of the electricity that NPI delivers. Moody's
considers the T&D segment to be a relatively lower risk segment of the electric utility industry since it is typically
not exposed to commodity price and volume risks or the operational, financial and environmental risks associated
with electricity generation.

All of NPI's operations are located in Canada whose regulatory and business environments Moody's considers to
be relatively supportive. Moody's considers the PUB to be one of the more supportive regulators in Canada and
notes that NPI's 45% deemed equity component is among the highest for Moody's-rated electric utilities in Canada
and that its 2009 allowed ROE remains at 8.95%. The Baa1 rating assigned to NPI's FMB debt also reflects the
first mortgage security over NPI's property, plant and equipment. All assets are pledged as security and all current
and future FMB issuances must be in support of prudently-incurred costs and must be pre-approved by the PUB.

IMPROVEMENT OF CREDIT METRICS EXPECTED TO BE SUSTAINABLE BUT METRICS REMAIN SLIGHTLY
WEAKER THAN THOSE OF Baa1-RATED PEERS

NPI's credit metrics in 2008 demonstrated improvement primarily as a result of a 2.8% average rate effective
January 1, 2008. However, NPI's ratios generally continue to be somewhat weaker than those of other Baa1-rated
peers predominantly engaged in T&D such as Atlantic City Electric Company (ACE), Connecticut Light and Power
Company (CLP) and FortisAlberta Inc. (FAB, a sister company). ACE and FAB have reported CFO pre-WC to debt
in the 15 to 20% range versus NPI's roughly 15% level. Similarly, ACE, CLP and FAB have reported CFO pre-WC
interest coverage in the range of 4x versus NPI's sub-3x range in recent years. In general, Moody's anticipates that
NPI's CFO pre-WC to debt will remain in the 15 to 16% range while its CFO pre-WC interest coverage stays above
3x going forward.

NPI's relatively weaker financial profile is offset by the company's location in a supportive regulatory environment
with a regulatory construct that permits it to over or under earn within a band of plus or minus 18 basis points of its
allowed return on ratebase. Historically, NPI has been able to achieve returns in excess of its allowed ROE. Two
key features of NPI's regulatory regime which facilitate timely recovery of the company's costs are the rate
stabilization clause which includes 1) a mechanism for tracking energy supply cost variances and 2) a demand
management incentive account which includes a mechanism for tracking demand supply cost variances. Together,
these mechanisms limit NPI's ultimate exposure to fluctuations in purchased power costs related to volatility in
commodity prices and variations in customer demand to approximately $500,000 annually. In the absence of the
rate stabilization mechanism, NPI would be exposed to, among other things, volatility in the price of power
purchased from Hydro due principally to fluctuations in the price of fuel oil burned at Hydro's Holyrood thermal
generating station. Among other things, the rate stabilization clause permits NPI to recover or refund variations in
the energy component of power purchased from Hydro on a lagged basis. Recognizing that purchased power is
NPI's single largest expense, the rate stabilization and demand management incentive mechanisms are significant
risk mitigants. Moody's notes, however, that the energy supply cost variance mechanism is approved to the end of
2010 at which time NPI will have to apply for an extension or request an alternative mechanism.



MODEST CAPITAL EXPENDITURE PROGRAM AND BENIGN DEBT MATURITY PROFILE NOT EXPECTED TO
TAX LIQUIDITY RESOURCES

Unlike many utilities, NPI's future capital spending requirements are relatively modest as growth within its franchise
is relatively low and predictable. In addition, the company has no scheduled FMB maturities until 2014 and
required sinking fund payments of roughly $4.5 million annually are relatively minor. Like most utilities, NPI is
expected to be free cash flow negative in most years but given its modest capital spending forecast and benign
maturity profile, the company's financing requirements are not expected to be stressful.

Moody's believes that the PUB's review and approval of NPI's capital spending plans and long-term debt issuances
significantly limits the possibility of cost disallowances or the inability to fully recover costs on a timely basis. NPI
submits its proposed capital plan for PUB approval annually. Furthermore, NPI is required to obtain PUB pre-
approval for the issuance of any FMBs or the incurrence of credit facilities with maturities exceeding one year

NPI IS OPERATIONALLY AND FINANCIALLY INDEPENDENT OF FTS AND ITS SUBSIDIARIES

While NPI is one of a number of utility operating companies owned by Fortis, Moody's considers NPI, like sister
companies FortisAlberta Inc., FortisBC Inc., Terasen Gas Inc. and Terasen Gas (Vancouver Island) Inc., to be
operationally and financially independent from Fortis. Fortis has consistently demonstrated good management and
support of its subsidiaries and Moody's considers NPI's access to the executive and strategic support of Fortis to
be a credit positive.

Liquidity Profile

NPI's liquidity arrangements are considered strong in the context of its modest capital spending plans and limited
sinking fund requirements. In evaluating a company's liquidity, Moody's typically assumes that the company loses
access to new debt capital, other than credit available under its committed credit agreements, for a period of 12
months. In this context, we then evaluate the company's various sources and uses of cash including the flexibility
to defer or reduce uses of cash such as capital expenditures and dividends.

The company's core liquidity facility is a $100 million syndicated committed revolving credit facility that is
scheduled to mature on August 29, 2011. This facility provides NPI with the ability to request on the first
anniversary date, an extension of the then-current maturity date by an additional 364 days or on the second
anniversary date, an extension of the then-current maturity date by what amounts to an additional two years. Any
such extensions are subject to the consent of the banks. While the credit agreement contains a covenant that NPI
maintains its debt to capitalization ratio at or below 65%, the credit agreement no longer includes funding inhibiting
language such as a material adverse change (MAC) default or representation and warranty prior to drawdowns. At
December 31, 2008, NPI appeared to have sufficient headroom under the debt to capitalization covenant since its
actual debt to capitalization was approximately 53%. As of December 31, 2008, approximately $68 million was
available to NPI under its committed credit facility.

NPI is expected to generate approximately $70 million of adjusted funds from operations (FFO) in 2009. After
dividends in the range of $25 million and capital expenditures plus working capital changes of approximately $65
million, Moody's expects NPI to be free cash flow (FCF) negative by approximately $20 million in 2009. The
majority of NPI's long-term debt is in the form of FMBs and Moody's expects that NPI will periodically issue
additional FMBs to reduce outstandings under its bank credit facility and to refinance scheduled debt maturities.
NPI has indicated in its 2008 financial statements that it expects to issue FMBs during 2009. While NPI has $4.5
million of sinking fund requirements during 2009, the next scheduled FMB maturity is not until 2014. Accordingly,
we expect that the amounts available to NPI under its committed bank facility will be more than sufficient to meet
its funding requirements during 2009 if it decides not to issue additional FMBs.

In the event that NPI encountered an unforeseen cash flow constraint, Moody's notes that NPI has some flexibility
to manage capital outflows as we understand that a majority of its planned capital expenditures are maintenance
related and therefore could be deferred for a period of time. Furthermore, as a privately-owned entity, NPI has
more flexibility than an investor-owned utility to curtail its dividend payments.

Rating Outlook

The rating outlook is stable based on the expectation that the improvement in NPI's key cash flow metrics that
occurred in 2008 will be sustainable. Moody's anticipates that NPI will continue to generate CFO pre-WC to debt of
approximately 15% or more and CFO pre-WC interest coverage of approximately 3.0x or more.

What Could Change the Rating - Up

NPI's long-term ratings could be positively impacted if NPI could demonstrate sustainable improvement in financial
ratios, such as CFO pre-WC interest coverage above 4.0x and CFO pre-WC to debt in the high teens. This level of
improvement in NPI's credit metrics could result from further rate increases, coupled with either an increase in
equity in the capital structure or a higher equity risk premium utilized by the regulator to automatically adjust the
allowed rate of return on rate base between full cost of capital hearings.



What Could Change the Rating - Down

Moody's considers a downward revision in NPI's rating to be unlikely in the near term. However, NPI's long-term
ratings could be negatively impacted to the extent that Moody's perceived a reduction in the level of regulatory
support combined with weaker liquidity and a sustained deterioration in NPI's credit metrics such as CFO pre-WC
to interest coverage of less than 2.5x, CFO pre-WC to debt in the low teens and debt to capitalization in excess of
55%.
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NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
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2010 Credit Metrics

1 Allowed
2 Common 
3 Equity 11.25% 11.00% 10.75% 10.50% 10.25% 10.00% 9.75% 9.50% 9.25% 9.00% 8.75% 8.50%
4 45% 2.77      2.73      2.69      2.65      2.61      2.57      2.53      2.49      2.45      2.41         2.37      2.33      
5 44% 2.73      2.69      2.65      2.61      2.57      2.53      2.49      2.45      2.42      2.38         2.34      2.30      
6 43% 2.68      2.64      2.60      2.57      2.53      2.49      2.45      2.42      2.38      2.34         2.30      2.26      
7 42% 2.63      2.60      2.56      2.52      2.49      2.45      2.41      2.38      2.34      2.30         2.27      2.23      
8 41% 2.59      2.55      2.52      2.48      2.45      2.41      2.37      2.34      2.30      2.27         2.23      2.20      
9 40% 2.54      2.51      2.47      2.44      2.40      2.37      2.33      2.30      2.27      2.23         2.20      2.16      
10
11
12
13
14
15 Allowed
16 Common 
17 Equity 11.25% 11.00% 10.75% 10.50% 10.25% 10.00% 9.75% 9.50% 9.25% 9.00% 8.75% 8.50%
18 45% 3.49      3.47      3.44      3.41      3.38      3.36      3.33      3.30      3.27      3.25         3.22      3.19      
19 44% 3.46      3.43      3.40      3.38      3.35      3.32      3.30      3.27      3.24      3.22         3.19      3.16      
20 43% 3.42      3.39      3.37      3.34      3.32      3.29      3.26      3.24      3.21      3.19         3.16      3.13      
21 42% 3.38      3.36      3.33      3.31      3.28      3.26      3.23      3.21      3.18      3.16         3.13      3.11      
22 41% 3.35      3.32      3.30      3.27      3.25      3.22      3.20      3.17      3.15      3.13         3.10      3.08      
23 40% 3.31      3.29      3.26      3.24      3.22      3.19      3.17      3.14      3.12      3.10         3.07      3.05      
24
25
26
27
28
29 Allowed
30 Common 
31 Equity 11.25% 11.00% 10.75% 10.50% 10.25% 10.00% 9.75% 9.50% 9.25% 9.00% 8.75% 8.50%
32 45% 18.9% 18.7% 18.5% 18.3% 18.1% 17.9% 17.7% 17.5% 17.3% 17.1% 16.9% 16.7%
33 44% 18.1% 17.9% 17.7% 17.5% 17.3% 17.1% 16.9% 16.7% 16.5% 16.3% 16.2% 16.0%
34 43% 17.3% 17.1% 16.9% 16.7% 16.5% 16.4% 16.2% 16.0% 15.8% 15.6% 15.5% 15.3%
35 42% 16.5% 16.4% 16.2% 16.0% 15.8% 15.7% 15.5% 15.3% 15.2% 15.0% 14.8% 14.6%
36 41% 15.8% 15.7% 15.5% 15.3% 15.2% 15.0% 14.8% 14.7% 14.5% 14.4% 14.2% 14.0%
37 40% 15.2% 15.0% 14.9% 14.7% 14.5% 14.4% 14.2% 14.1% 13.9% 13.8% 13.6% 13.5%

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

Credit Metrics - OPEBS on Cash Basis

Page 1 of 2

Pre-tax Interest Coverage (times)

Allowed Return On Equity

Cash Flow Interest Coverage (times)

Allowed Return On Equity

Cash Flow to Debt (percentage)

Allowed Return On Equity



2010 Credit Metrics

1 Allowed
2 Common 
3 Equity 11.25% 11.00% 10.75% 10.50% 10.25% 10.00% 9.75% 9.50% 9.25% 9.00% 8.75% 8.50%
4 45% 2.78      2.74      2.70      2.66      2.62      2.58      2.54      2.50      2.46      2.42         2.38      2.34      
5 44% 2.73      2.69      2.66      2.62      2.58      2.54      2.50      2.46      2.42      2.38         2.35      2.31      
6 43% 2.69      2.65      2.61      2.57      2.54      2.50      2.46      2.42      2.39      2.35         2.31      2.27      
7 42% 2.64      2.60      2.57      2.53      2.49      2.46      2.42      2.38      2.35      2.31         2.27      2.24      
8 41% 2.60      2.56      2.52      2.49      2.45      2.42      2.38      2.35      2.31      2.27         2.24      2.20      
9 40% 2.55      2.52      2.48      2.45      2.41      2.38      2.34      2.31      2.27      2.24         2.20      2.17      
10
11
12
13
14
15 Allowed
16 Common 
17 Equity 11.25% 11.00% 10.75% 10.50% 10.25% 10.00% 9.75% 9.50% 9.25% 9.00% 8.75% 8.50%
18 45% 3.62      3.59      3.57      3.54      3.51      3.49      3.46      3.43      3.40      3.38         3.35      3.32      
19 44% 3.58      3.56      3.53      3.50      3.48      3.45      3.42      3.40      3.37      3.35         3.32      3.29      
20 43% 3.55      3.52      3.50      3.47      3.44      3.42      3.39      3.37      3.34      3.31         3.29      3.26      
21 42% 3.51      3.49      3.46      3.43      3.41      3.38      3.36      3.33      3.31      3.28         3.26      3.23      
22 41% 3.47      3.45      3.42      3.40      3.38      3.35      3.33      3.30      3.28      3.25         3.23      3.20      
23 40% 3.44      3.41      3.39      3.37      3.34      3.32      3.29      3.27      3.25      3.22         3.20      3.18      
24
25
26
27
28
29 Allowed
30 Common 
31 Equity 11.25% 11.00% 10.75% 10.50% 10.25% 10.00% 9.75% 9.50% 9.25% 9.00% 8.75% 8.50%
32 45% 20.0% 19.8% 19.6% 19.4% 19.2% 19.0% 18.8% 18.6% 18.4% 18.2% 18.0% 17.8%
33 44% 19.1% 18.9% 18.7% 18.5% 18.3% 18.1% 17.9% 17.8% 17.6% 17.4% 17.2% 17.0%
34 43% 18.3% 18.1% 17.9% 17.7% 17.5% 17.4% 17.2% 17.0% 16.8% 16.6% 16.4% 16.3%
35 42% 17.5% 17.3% 17.1% 17.0% 16.8% 16.6% 16.4% 16.3% 16.1% 15.9% 15.8% 15.6%
36 41% 16.7% 16.6% 26.4% 16.3% 16.1% 15.9% 15.8% 15.6% 15.4% 15.3% 15.1% 15.0%
37 40% 16.1% 15.9% 15.7% 15.6% 15.4% 15.3% 15.1% 15.0% 14.8% 14.7% 14.5% 14.4%

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Credit Metrics - OPEBS on Accrual Basis

Newfoundland Power Inc.
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Cash Flow to Debt (percentage)

Allowed Return On Equity

Pre-tax Interest Coverage (times)

Allowed Return On Equity

Cash Flow Interest Coverage (times)

Allowed Return On Equity



2010 Forecast Average Rate Base

Forecast2

1 Plant Investment 755,649      
2
3 Add:
4     Deferred Charges 102,935      
5     Weather Normalization Reserve 4,377          
6     Deferred Energy Replacement Costs 192             
7     Cost Recovery Deferral - Depreciation 3,257          
8     Customer Finance Programs 1,714          
9 112,475      
10
11 Deduct:
12     2005 Unbilled Revenue 2,309          
13     Accrued Pension Liabilities 3,511          
14     Accrued OPEBS Liability 3,350          
15     Municipal Tax Liability 683             
16     Future Income Taxes 1,895          
17     Purchased Power Unit Cost Reserve 224             
18     Customer Security Deposits 602             
19     12,574        
20
21 Average Rate Base Before Allowances 855,550      
22
23 Cash Working Capital Allowance 9,230          
24
25 Materials and Supplies Allowance 4,461          
26
27 Average Rate Base At Year End 869,241      

1 All amounts shown are averages.
2 Based upon proposed rates. 

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

2010 Forecast Average Rate Base1

($000s)
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(1st Revision)

September 28, 2009



2010 Revenue Requirements

Existing Changes Proposed 

1 Return on Rate Base 64,416          14,945          79,361          
2
3 Other Costs
4   Power Supply Cost 353,199        (4,190)          349,009        
5   Operating Costs 51,059          1,130            52,189          
6   Pension 8,196            -                8,196            
7   Additional OPEBs Expense2 -                6,841            6,841            
8   Amortization of Depreciation Cost Recovery Deferral 3,861            -                3,861            
9   Depreciation3 43,378          5                   43,383          
10   Income Taxes 12,405          8,895            21,300          
11 472,098        12,681          484,779        
12
13 2010 Revenue Requirement 536,514        27,626          564,140        
14
15 Deductions
16   Other Revenue (13,648)        (44)               (13,692)        
17   2005 Unbilled Revenue (4,618)          -                (4,618)          
18   Other Adjustments4 87                 -                87                 
19 (18,179)        (44)               (18,223)        
20
21 Energy Supply Cost Variance Adjustments (5,346)          5,346            -                
22
23 2010 Revenue Requirement from Rates5 512,989        32,928          545,917        
24
25 Forecast Operation of the Formula for 2010 (2,997)          2,997            -                
26
27 Forecast Revenue From Rates 509,992      35,925        545,917       

1 See Section 4.3, Forecast 2010 Revenue Requirements for a summary of the Company's 2010 Revenue Requirements proposals.
2 $6,841,000 represents the increase in 2010 OPEB operating costs resulting from adoption of the accrual method of accounting, as 

included in the 2010 test year.  This reflects $8,037,000 (the operating cost portion of $8,440,000 in OPEB costs on an accrual basis)
minus $1,196,000 (the operating cost portion of $1,740,000 in OPEB costs on a cash basis).

3 Reflects impacts of recognition of OPEBs costs on an accrual basis. 
4 Includes $37,000 related to the amortization of capital stock issue expenses and $50,000 related to customer security deposits.
5 Excludes price elasticity impacts related to revenue of $3,786,000.  The required revenue increase in 2010 of $36,714,000

(See Exhibit 10, line 1, Column E) is comprised of $32,928,000 and price elasticity impacts of $3,786,000 
(See Exhibit 10, line 1, Column D).
1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

2010 Revenue Requirements1

($000s)
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2010 Forecast Capital Structure and Return on Rate Base

Existing Changes Proposed
1
2 Average Capitalization 
3 Debt 483,532       (9,366)         1 474,166       
4 Preference Shares 9,113           -               9,113           
5 Common Equity 384,377       5,985           2 390,362       
6 877,022       (3,381)         873,641       
7
8 Average Capital Structure
9 Debt 55.13% -0.86% 1 54.27%
10 Preference Shares 1.04% 0.00% 1.04%
11 Common Equity 43.83% 0.85% 2 44.68%
12 100.00% -0.01% 99.99%
13
14 Cost of Capital
15 Debt 7.54% 0.11% 1 7.65%
16 Preference Shares 6.23% 0.00% 6.23%
17 Common Equity 6.45% 4.55% 2 11.00%
18
19 Weighted Average Cost of Capital
20 Debt 4.16% -0.01% 4.15%
21 Preference Shares 0.06% 0.00% 0.06%
22 Common Equity 2.83% 2.08% 4.91%
23 7.05% 2.07% 9.12%
24
25 Return on Rate Base
26 Return on Debt 36,074         (222)            1 35,852         
27 Return on Preference Shares 568              -               568              
28 Return on Common Equity 27,774         15,167         2 42,941         
29 64,416         14,945         79,361         

1 Reflects reduced borrowing requirements resulting from the proposed increase in cash revenue.
2 Reflects the Company's proposed return on common equity of 11.0 percent in 2010

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

2010 Return on Rate Base
($000s)
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(1st Revision)

September 28, 2009
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Pension Expense Variance Deferral Account  September 28, 2009 

Newfoundland Power – 2010 General Rate Application Page 1 of 1 

 
 

Newfoundland Power Inc. 
 

Pension Expense Variance Deferral Account 
 
 

Proposed Definition 1 

Pension Expense Variance Deferral Account 2 

This account shall be charged or credited with the amount by which the annual pension expense computed 3 
in accordance with generally accepted accounting principles for any year differs from the annual pension 4 
expense approved most recently for the establishment of revenue requirement from rates for a test year. 5 
 6 
Disposition of any Balance in this Account  7 
Newfoundland Power shall charge or credit any amount in this account to the Rate Stabilization Account 8 
as of the 31st day of March in the year in which the difference arises. 9 
 10 
If there is an application before the Board for rates based on a new test year that is anticipated to be 11 
outstanding as of the 31st day of March in a year in which the new rates are expected to become effective, 12 
then Newfoundland Power shall apply to the Board for determination of the amount to be charged or 13 
credited to the account for that year and the timing thereof. 14 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
1st Revision Note:  Updated to reflect revisions that result from a settlement agreement reached in relation to 
proposals contained in the Application. 



2010 Average Rate Change

Existing2 Proposed3 Difference Price Elasticity4
Proposed 
Increase5

A B C D E

1 Revenue From Rates 512,989         545,917         32,928            3,786                 36,714           
2
3 RSA Charges 3,531             3,502             (29)                  29                      -
4
5 MTA Charges 12,559           13,359           800                 93                      893                
6
7 Total 529,079         562,778         33,699            3,908                 37,607           
8
9 Customer Rate Change6 7.2%
10
11
12
13     (i.e., effective July 1, 2009).  The RSA and MTA billings included in the rate change calculation are the RSA and MTA Factors in effect at time 
14     of filing  (i.e. effective July 1, 2009).
15
16 3   Revenue from proposed rates, reflecting elasticity effects of proposed increase, from Exhibit 7 (1st Revision). 

17 4    Elasticity impacts represent revenue reductions from reduced customer usage as a result of the proposed rate increase. 

18
19     (Column C plus Column D).
20

   
1st Revision Note:  Updated for revised revenue requirement from rates for 2010.

Newfoundland Power - 2010 General Rate Application Page 1 of 1

2    2010 Revenue from existing rates based on base rates effective July 1, 2008.  

5   Difference between existing and proposed forecasts plus additional revenue requirement to offset price elasticity impact

6     Total of Column E expressed as percentage of (Column A less Column D).

2010 Average Rate Change1

Newfoundland Power Inc.

         Exhibit 10
(1st Revision)

September 28, 2009

1    The average rate change provides the estimated proposed change relative to customer rates in effect at time of filing the Amended Application 

($000s)



2010 Comparative Financial Forecasts: Existing vs. Proposed

Existing Proposed

1 Electricity Sales (GWh) 5,373               5,328               
2
3 Revenue From Rates 509,992           545,917           
4   Amortization of 2005 Unbilled Revenue 4,618               4,618               
5    Transfers from (to) the RSA 5,346               -                   
6 519,956           550,535           
7
8 Purchased Power Expense 351,188           346,998           
9   Deferred Replacement Energy Costs 598                   598                   
10   Amortization of Weather Normalization Reserve 2,101               2,101               
11   Amortization of Purchased Power Unit Cost Variance Reserve (688)                 (688)                 
12 353,199           349,009           
13
14 Contribution 166,757           201,526           
15
16 Other Revenue 13,648             13,692             
17
18 Other Expenses:
19   Operating Expenses1 52,774             53,903             
20   Employee Future Benefit Costs 8,196               15,037             
21   Amortization of Deferred Cost Recoveries 3,861               3,861               
22   Depreciation 43,378             43,383             
23   Finance Charges 36,162             35,940             
24 144,371           152,124           
25
26 Income Before Income Taxes 36,034             63,094             
27 Income Taxes 11,855             20,751             
28
29 Net Income 24,179             42,343             
30 Preferred Dividends 568                   568                   
31
32 Earnings Applicable to Common Shares 23,611             41,775             
33
34
35 Rate of Return and Credit Metrics
36     Rate of Return on Rate Base (percentage) 7.04% 9.13%
37     Regulated Return on Book Equity (percentage) 6.45% 11.00%
38     Return on Book Equity (percentage) 6.14% 10.70%
39     Interest Coverage (times) 2.0                    2.7                    
40     CFO Pre-W/C + Interest  / Interest (times) 2.8                    3.6                    
41     CFO Pre-W/C / Debt (percentage) 13.1% 19.5%

1 Operating expenses shown are before the adjustment for non-regulated expenses.

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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2010 Comparative Financial Forecasts 
Statements of Income

($000s)
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2010 Comparative Financial Forecasts: Existing vs. Proposed

Existing Proposed

1 Balance - Beginning 309,681     309,681     
2 Net Income for the Period 24,179       42,343       
3 333,860     352,024     
4
5 Dividends
6   Preference Shares 568            568            
7   Common Shares 14,861       21,053       
8 15,429       21,621       
9
10 Balance - End of Period 318,431     330,403     

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

2010 Comparative Financial Forecasts 
Statements of Retained Earnings

($000s)



2010 Comparative Financial Forecasts: Existing vs. Proposed

Existing Proposed
1 Assets
2 Current assets
3   Accounts Receivable 72,837$      75,704$     
4   Materials and Supplies 5,597          5,597         
5   Prepaid Expenses 1,293          1,293         
6   Regulatory Assets 4,557          2,419         
7 84,284       85,013       
8
9 Capital assets 827,001     827,403     
10 Deferred charges 97,117       97,117       
11 Regulatory assets 200,197     189,912     
12 Customer Finance Plans 1,714          1,714         
13 1,210,313$ 1,201,159$ 
14
15
16
17 Liabilities and Shareholders' Equity
18 Current Liabilities
19   Accounts payable and accrued charges 62,463$      62,011$     
20   Current Installments of long-term debt 5,200          5,200         
21   Future Income Taxes 974             974            
22 68,637       68,185       
23
24 Regulatory liabilites 80,785       80,785       
25 Other liabilities 57,113       57,113       
26 Long-term debt 487,955     469,223     
27
28 Future Income Taxes 117,958     116,016     
29
30 Shareholders' Equity
31   Common shares 70,321       70,321       
32   Preference shares 9,113          9,113         
33   Retained earnings 318,431     330,403     
34 397,865     409,837     
35 1,210,313$ 1,201,159$ 

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

2010 Comparative Financial Forecasts
Balance Sheets

($000s)
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2010 Comparative Financial Forecasts: Existing vs. Proposed

Existing Proposed

1 Cash From (Used In) Operating Activities
2 Net Earnings 24,179$    42,343$    
3
4 Items not affecting cash:
5   Amortization of capital assets 43,378      43,383      
6   Amortization of deferred charges 222           222           
7   Change in regulatory assets and liabilities (2,831)       2,892        
8   Future income taxes (351)          (2,292)       
9   Accrued employee future benefits 943           7,643        
10   Change in non-cash working capital (2,978)       (6,298)       
11 62,562      87,893      
12
13 Investing Activities
14   Capital expenditures (net of salvage) (68,194)     (68,600)     
15   Contributions from customers and security deposits 2,000        2,000        
16 (66,194)     (66,600)     
17
18 Financing Activities
19   Proceeds from long-term debt 24,261      5,528        
20   Repayment of long-term debt (5,200)       (5,200)       
21   Dividends
22     Preference Shares (568)          (568)          
23     Common Shares (14,861)     (21,053)     

3,632        (21,293)     

Change in Cash -            -            
Cash (Bank Indebtedness), Beginning of Year -            -            
Cash (Bank Indebtedness), End of Year -$          -$          

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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2010 Comparative Financial Forecasts: Existing vs. Proposed

Existing Proposed

1 Net Plant Investment 755,455            755,649            
2
3 Add:
4     Deferred Charges 102,935            102,935            
5     Weather Normalization Reserve 4,377                4,377                
6     Deferred Energy Replacement Costs 192                   192                   
7     Cost Recovery Deferrals 3,447                3,257                
8     Customer Finance Programs 1,714                1,714                
9 112,665            112,475            
10
11 Deduct:
12     2005 Unbilled Revenue 2,309                2,309                
13     Accrued Pension Liabilities 3,511                3,511                
14     Accrued OPEBS Liability -                    3,350                
15     Municipal Tax Liability 683                   683                   
16     Future Income Taxes 2,866                1,895                
17     Purchased Power Unit Cost Reserve 224                   224                   
18     Customer Security Deposits 602                   602                   
19     10,195              12,574              
20
21 Average Rate Base Before Allowances 857,925            855,550            
22
23 Cash Working Capital Allowance 10,142              9,230                
24
25 Materials and Supplies Allowance 4,505                4,461                
26
27 Average Rate Base At Year End 872,572            869,241            

1  All numbers shown are averages.

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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2010 Comparative Financial Forecasts: Existing vs. Proposed

Existing Proposed

1 Average Capitalization
2   Debt 483,532         474,166         
3   Preference Shares 9,113             9,113             
4   Common Equity 384,377         390,362         
5 877,022         873,641         

6 Average Capital Structure
7   Debt 55.13% 54.27%
8   Preference Shares 1.04% 1.04%
9   Common Equity 43.83% 44.69%
10 100.00% 100.00%
11
12
13 Cost of Capital
14   Debt 7.54% 7.65%
15   Preference Shares 6.23% 6.23%
16   Common Equity 6.45% 11.00%
17
18
19 Weighted Average Cost of Capital
20   Debt 4.16% 4.15%
21   Preference Shares 0.06% 0.06%
22   Common Equity 2.83% 4.92%
23 7.05% 9.13%

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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2010 Comparative Financial Forecasts: Existing vs. Proposed

Existing Proposed

1 Regulated Return on Equity 24,777      42,941      
2 Return on Preferred Equity 568           568           
3 25,345      43,509      
4
5 Finance Charges
6     Interest on Long-term Debt 35,849      35,849      
7     Other Interest 419           226           
8     Amortization of Bond Issue Expenses 185           185           
9     AFUDC (377)          (408)          
10 36,076      35,852      
11
12 Return on Rate Base 61,421      79,361      
13
14 Average Rate Base 872,572    869,241    
15
16 Rate of Return on Rate Base 7.04% 9.13%

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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2010 Comparative Financial Forecasts: Existing vs. Proposed

1 Energy Forecasts : Energy forecasts are based on economic indicators taken from the Conference Board of 
2 Canada forecast, Provincial Outlook Summer 2009, Economic Forecast, dated July 16, 2009.
3
4 Revenue Forecast : The revenue forecast is based on the Customer, Energy and Demand forecast dated September 2009
5
6 Forecast revenues reflect the (i) amortization of the 2005 Unbilled Revenue, (ii) amortization of the municipal
7 tax liability, (iii) the reclassification of interest on overdue accounts  from finance charges, and (iv) recovery
8 through the RSA of amounts associated with the Supply Cost Variance Adjustment Clause for 2010 Existing
9
10 Supply cost variances for 2010 Proposed are reflected in the 2010 Test Year Revenue Requirement
11
12 Purchased Power Expense : Purchased Power expense reflects Hydro's Board approved rates and the Customer, Energy and
13 Demand Forecast dated September 2009.
14
15 Purchased Power Expense for 2010 includes a Board approved $0.6 million per year
16 amortization related to the replacement energy costs associated with the Rattling Brook project
17 and $0.7 million per year amortization related to the disposition of the Purchased Power Uni
18 Cost Variance Reserve.
19
20 Purchased Power Expense for 2010 also includes a Board approved $2.1 million per year
21 amortization of the non-reversing balance in the Weather Normalization Reserve
22
23 Employee Future Benefit Pension costs related to the 2005 Early Retirement Program are being amortized over
24 Costs : a 10-year period from 2005 to 2015 as approved in Order No. P.U. 49 (2004).
25
26 Pension funding is based on the actuarial valuation dated December 31, 2008 filed with 
27 this Application.
28
29 Pension expense discount rate is assumed to be 6.50% in 2010.
30
31 Expected return on pension assets is assumed to be 7.0% for 2010. 
32
33 The 2010 forecast assumes that the accounting for OPEBs is on the Accrual Basis. The increase
34 in 2010 employee future benefit expense due to the adoption of the accrual method is $6.8 million
35
36 Pension funding is forecast based on the latest actuarial information and assumes special
37 funding payments of $1.5 milllion in 2010. 
38
39
40
41
42

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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2010 Comparative Financial Forecasts: Existing vs. Proposed

Exhibit 11
(1st Revision)

September 28, 2009

Newfoundland Power Inc.

2010 Comparative Financial Forecasts
Inputs and Assumptions

1 Cost Recovery Deferral: In Order No. P.U. 39 (2006), the Board approved the deferred recovery of $5.8 million in 
2 2007 costs related to the conclusion of the depreciation true up in 2005.  
3
4 2010 costs include $3.9 million per year related to the amortization over a three-year
5 period of cost recovery deferrals related to depreciation.
6
7 Depreciation Rates : Depreciation rates for 2010 are based on the 2006 depreciation study.
8
9 Depreciation costs for 2010 reflect a Board approved $0.2 million per year amortization 
10 of a $0.7 million depreciation true up resulting from the 2006 depreciation study.
11
12 Operating Costs : Operating forecasts for 2010 reflect the evidence filed in this Amend Application.
13
14 Deferred CDM costs of $1.5 million are being amortized on a straight-line basis over a
15 4-year period beginning in 2010.
16
17 Operating costs in 2010 also include $750,000 in external regulatory costs related
18 to the 2010 general rate application.
19
20 Capital Expenditure : Capital Expenditures for 2010 reflect what is included in this Amended Application.
21
22 Short-Term Interest Rates : Average short-term interest rates are assumed to be 2.0% for 2010.
23
24 Long-Term Debt : A $65.0 million long-term debt issue was completed on May 25, 2009.  
25 The debt is forecast for 30 years at a coupon rate of 6.606%.  Debt repayments will be 
26 in accordance with the normal sinking fund provisions for existing outstanding debt.
27
28 Dividends : Common dividend payouts are forecast based on maintaining a target common equity 
29 component of 45%. 
30
31 Income Tax : Income tax expense reflects a statutory income tax rate of 32% in 2010.
32
33 Effective July 1, 2008, the Board approved a reduction in customer rates of 0.18% to 
34 reflect the 2008 test year income tax true-up adjustment resulting form a reduction in federal
35 tax rates for 2008.
36
37 Income tax expense for 2010 reflects the tax effecting of pension costs as approved
38 by the Board in Order No. P.U. 32 (2007) and the tax effecting of OPEB costs.

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power – 2010 General Rate Application Page 1 of 3 

 
Newfoundland Power Inc.1 

 
Summary of Existing and Proposed Customer Rates  

 
 
 July 1, 2009 January 1, 2010 1 

Existing Rates Proposed Rates 2 
Domestic - Rate #1.1   3 

Basic Customer Charge (B.C.C.) $15.57/month $15.57/month 4 
 5 
Energy Charge - All kilowatt hours 8.916 ¢/kWh 9.714 ¢/kWh 6 
 7 
Minimum Monthly Charge $15.57/month $15.57/month 8 
 9 
Prompt Payment Discount 1.5% (min. $1) 1.5% (min. $1) 10 

 11 
General Service 0-10 kW - Rate #2.1   12 

Basic Customer Charge (B.C.C.) $17.86/month $17.86/month 13 
 14 
Energy Charge - All kilowatt hours 10.896¢/kWh 11.607¢/kWh 15 
 16 
Minimum Monthly Charge 17 
  - single phase $17.86/month $17.86/month 18 
  - three phase $35.72/month $35.72/month 19 
 20 
Prompt Payment Discount 1.5% (min. $1) 1.5% (min. $1) 21 

 22 
General Service 10-100 kW - Rate #2.2   23 

Basic Customer Charge (B.C.C.) $20.57/month $20.57/month 24 
 25 
Demand Charge $8.63/kW – winter $8.63/kW – winter 26 

$7.13/kW – other $7.13/kW – other 27 
Energy Charge 28 
  First 150 kWh/kW of billing demand 8.448 ¢/kWh 9.051 ¢/kWh 29 
  All Excess kWh 6.146 ¢/kWh 6.583 ¢/kWh 30 
 31 
Maximum Monthly Charge 16.3 ¢/kWh + B.C.C. 17.4 ¢/kWh + B.C.C.  32 
 33 
Minimum Monthly Charge  34 
  - single phase $20.57/month $20.57/month 35 
  - three phase $35.72/month $35.72/month 36 

 37 
Prompt Payment Discount 1.5% (min. $1) 1.5% (min. $1) 38 

 39 
1 Customer rates reflect Rate Stabilization & Municipal Tax Adjustments July 1, 2009. 40 
 41 
1st Revision Note: Updated for revised revenue requirement from rates for 2010.   42 
  43 
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 1 
Newfoundland Power Inc. 2 

 3 
Summary of Existing and Proposed Customer Rates1 4 

 5 
 6 
 July 1, 2009 January 1, 2010 7 

Existing Rates Proposed Rates 8 
General Service 110-1000 kVA - Rate #2.3   9 

Basic Customer Charge (B.C.C.) $92.61/month $92.61/month 10 
 11 
Demand Charge $7.45/kVA-winter $7.45/kVA-winter 12 

$5.95/kVA-other $5.95/kVA-other 13 
 14 

Energy Charge 15 
  First 150 kWh/kVA 16 
    of billing demand (max. 30,000 kWh) 8.317 ¢/kWh 8.982 ¢/kWh 17 
  All Excess kWh 5.997 ¢/kWh 6.475 ¢/kWh 18 
 19 
Maximum Monthly Charge 16.3 ¢/kWh + B.C.C. 17.4 ¢/kWh + B.C.C. 20 
 21 
Minimum Monthly Charge $92.61/month $92.61/month 22 

 23 
Prompt Payment Discount 1.5% (max. $500) 1.5% (max. $500) 24 

  25 
General Service 1000 kVA and Over - Rate #2.4   26 

Basic Customer Charge (B.C.C.) $185.23/month $185.23/month 27 
 28 
Demand Charge $7.04/kVA-winter $7.04/kVA-winter 29 

$5.54/kVA-other $5.54/kVA-other 30 
 31 
Energy Charge 32 
  First 100,000 kWh 6.933 ¢/kWh 7.545 ¢/kWh 33 
  All Excess kWh 5.872 ¢/kWh 6.390 ¢/kWh 34 

 35 
Maximum Monthly Charge 16.3 ¢/kWh + B.C.C. 17.4 ¢/kWh + B.C.C. 36 
 37 
Minimum Monthly Charge $185.23/month $185.23/month 38 

 39 
Prompt Payment Discount 1.5% (max. $500) 1.5% (max. $500) 40 

 41 
 42 
 43 

1 Customer rates reflect Rate Stabilization & Municipal Tax Adjustments July 1, 2009. 44 
 45 
1st Revision Note: Updated for revised revenue requirement from rates for 2010.   46 

 47 
48 
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 1 
Newfoundland Power Inc. 2 

 3 
Summary of Existing and Proposed Customer Rates1 4 

 5 
 6 

 July 1, 2009 January 1, 2010 7 
Existing Rates Proposed Rates 8 

Street and Area Lighting 9 
Sentinel/Standard Fixtures 10 
 11 

High Pressure Sodium - 100W $15.07 $16.09 12 
- 150W $18.98 $20.63 13 
- 250W $25.09 $27.83 14 

 - 400W $34.24 $38.61 15 
 16 
Mercury Vapour - 175W $15.07 $16.09 17 

- 250W $18.98 $20.63 18 
- 400W $25.09 $27.83 19 
 20 

Post Top Fixtures 21 
 22 

Mercury Vapour - 175W $15.89 $17.28 23 
 24 
High Pressure Sodium - 100W $15.89 $17.28 25 

 26 
Poles 27 
 28 

Wood   $6.28 $7.01 29 
30' Concrete or Metal, 30 
        direct buried   $9.27 $10.17 31 
45' Concrete or Metal, 32 
        direct buried   $14.68 $15.49 33 
25' Concrete or Metal, 34 
        Post Top, direct buried  $7.38 $7.84 35 

 36 
Underground Wiring (per run)  37 
 38 

All sizes and types of fixtures  $12.37 $12.39 39 
 40 
 41 
 42 
 43 
 44 

1 Customer rates reflect Rate Stabilization & Municipal Tax Adjustments July 1, 2009. 45 
 46 
1st Revision Note: Updated for revised revenue requirement from rates for 2010.   47 
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1.0 INTRODUCTION 
 
1.1 Background 
 
Newfoundland Power provides defined benefit and defined contribution pension plans and other 
post employment benefits (“OPEBs”) for its employees.  Newfoundland Power’s OPEBs are 
composed of retirement allowances for retiring employees as well as health, medical and life 
insurance for retirees and their dependents.  Pensions and OPEBs together represent 
Newfoundland Power’s total employee future benefits. 
 
Newfoundland Power effectively recognizes OPEBs costs on a cash basis whereby the annual 
expense is equal to the retirement allowances and insurance premiums actually paid in the year 
(the “Cash Method”).1  Newfoundland Power recognizes pension costs using the accrual method 
(the “Accrual Method”).  
 
In the 2008 General Rate Application (“GRA”), the Company filed a report to address the use of 
the Accrual Method of recognizing OPEBs as an alternative to the Cash Method. 2 
 
In Order No. P.U. 32 (2007), the Board approved Newfoundland Power to continue using the 
Cash Method for OPEBs until the matter is given further consideration by the Board at the next 
GRA.3 
 
1.2 Regulatory Context 
 
Newfoundland Power has assessed its OPEBs obligations, including the transitional obligations 
associated with moving to the Accrual Method and the customer rate implications of this change 
in accounting policy.    

                                                 
1  The Income Tax Act (Canada) requires that the computation of current income tax reflect the Cash Method of 

accounting for OPEBs, i.e. only retirement allowances and insurance premiums actually paid are tax deductible. 
2  This report was filed in accordance with Order No. P.U. 19 (2003).  Page 83 of the Order stated “The Board is 

concerned about the potential liability for employee future benefits and is of the view that NP should explore 
using the accrual method of accounting for these benefits.  The Board recognizes that there are significant 
transitional obligations associated with this change in accounting policy but once the transitional obligation has 
been met these costs should decrease.  NP should continue to monitor its obligations with respect to employee 
future benefits and corresponding regulatory practice.  The Board will direct NP to propose a plan at its next 
general rate application for moving towards the accrual method of accounting for employee future benefits as 
recommended by CICA.  The Board emphasizes such a plan should be presented to the Board as an alternative 
to the existing method and should address the transitional impact with a view to fulfilling NP’s obligation to its 
employees while at the same time moderating its impact on rates.  The Board will then be in a position to 
consider this alternative accrual method and its specific impacts at the next hearing.” 

3  Order No. P.U. 32 (2007), page 18. 
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An actuarial valuation determined the present value of Newfoundland Power’s total OPEBs 
obligation, as of December 31, 2008, to be approximately $59.6 million on an accrual basis.4   
 
Table 1 shows the projected growth in Newfoundland Power’s total OPEBs obligations over the 
period 2008 to 2012. 
 
 

Table 1 
Total OPEBs Obligation 

Accrual Basis 
As of December 31 

($millions) 
 

2008 2009 2010 2011 2012 

59.6 74.6 79.1 84.2 88.8 
 
 

As employees accumulate service with the Company, the value of Newfoundland Power’s 
OPEBs obligations will continue to increase. 
 
There are significant transitional obligations associated with moving from the Cash Method to 
the Accrual Method (i.e., the “Transitional Obligation”).5   
 
Fully recognizing Newfoundland Power’s total OPEBs obligations, including the Transitional 
Obligation, through adoption of the Accrual Method commencing in 2010 would result in an 
increase in 2010 revenue requirements of approximately $11.4 million or 2.2%.6 
 
1.3 Newfoundland Power’s Proposal 
 
Based on its assessment, the Company is proposing a measured transition to the Accrual Method.  
The proposal in the Amended Application includes features that reasonably mitigate the impact 
on customer rates of the proposed change.  

                                                 
4  The current actuarial valuation of the Company’s OPEBs obligations on an accrual basis is found in Volume 2: 

Supporting Documents, Tab 5. 
5  In accordance with GAAP requirements, Newfoundland Power recorded a regulatory asset of $41.1 million 

associated with the Transitional Obligation on its December 31, 2008 balance sheet.  The Transitional 
Obligation represented by this regulatory asset is projected to grow to approximately $46.2 million by 
December 31, 2009. 

6  The $11.4 is comprised of $6.8 million to move to the Accrual Method on a tax-effected basis  (see Table 8) 
and $4.6 million for the Transitional Obligation.  This assumes the Transitional Obligation is recovered over a 
10 year period. The 2.2% customer rate impact equals $11.4 million divided by $529.1 million total customer 
charges under existing rates from Exhibit 10 (1st Revision). 
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In this Amended Application, Newfoundland Power proposes to: 
 

1. adopt the Accrual Method of accounting for OPEBs costs for regulatory purposes 
commencing in 2010; 

2. tax-effect employee future benefits costs related to OPEBs expense for regulatory 
purposes commencing in 2010;7 and  

3. defer consideration of the Transitional Obligation of $46.2 million until a further 
hearing to be determined by the Board.8 

The Company’s proposals, if approved by the Board, will result in an increase in 2010 revenue 
requirements of approximately 1.3%. 
 
2.0 OPEBs ACCOUNTING POLICY 
 
2.1 The Accrual Method 
 
Under the Accrual Method, OPEBs costs are recognized as an expense as employees earn the 
benefits that they will receive after retirement.  Therefore, OPEBs costs are “accrued” rather than 
being recognized when benefits are paid. 
 
Conceptually, OPEBs costs are no different than pension costs attributable to defined benefit 
pension plans.  Both are costs of employee future benefits. 
 
Newfoundland Power uses the Accrual Method to recognize pension expense attributable to its 
defined benefit pension plans for both financial reporting and regulatory purposes.  Pension 
expense is actuarially determined and reflects management’s best estimates with respect to 
matters such as the expected performance of pension plan assets, future salary escalation and the 
retirement ages of employees.  Under the Accrual Method, OPEBs expense would be calculated 
in a similar manner.   
 
Newfoundland Power proposes to adopt the Accrual Method of accounting for OPEBs costs on a 
prospective basis for regulatory purposes in 2010. 
 
2.2 Canadian Standards and Practice 
 
2.2.1 Financial Reporting Standards 
 
Canadian generally accepted accounting principles (“GAAP”) with respect to the recognition of 
both defined benefit pension costs and OPEBs costs for financial reporting purposes are set out 
in section 3461 of the Canadian Institute of Chartered Accountants (“CICA”) Handbook.

                                                 
7  Tax-effecting employee future benefits costs mitigates the impact on revenue requirement of adopting the 

Accrual Method of recognizing OPEBs costs for regulatory purposes.  In Order No. P.U. 32 (2007), the Board 
approved the tax effecting of future benefit costs related to pensions. 

8  If the Company adopts the accrual method of accounting for OPEBs in 2010 as proposed in the Amended 
Application, the $46.2 million Transitional Obligation will not change. 
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Pursuant to section 3461, defined benefit pension costs and OPEBs costs would normally be 
recognized under the Accrual Method for financial reporting purposes.9  
 
Prior to 2009, Canadian GAAP contained guidance that effectively permitted the recognition of 
regulatory assets and liabilities.10  This effectively allowed Newfoundland Power to continue to 
recognize OPEBs costs using the Cash Method rather the Accrual Method as required under 
section 3461.  
 
Effective 2009, the AcSB removed from Canadian GAAP the guidance that permitted 
recognition of regulatory assets and liabilities.  For 2009 and 2010, Canadian regulated utilities 
effectively rely on U.S. GAAP (particularly, Statement of Financial Accounting Standards No. 
71 Accounting for the Effects of Certain Types of Regulation) which permits recognition of 
regulatory assets and liabilities on a conceptually similar basis to that allowed under Canadian 
GAAP prior to 2009.  Commencing in 2011, the recognition of regulatory assets and liabilities 
will be governed by IFRS.11   
 
The accumulated OPEBs expense of $41.1 million, as of December 31, 2008, has been recorded 
as a regulatory asset.  This Transitional Obligation represents the amount of incurred OPEBs 
expense for which recognition, and recovery from customers, has effectively been deferred until 
future periods. 
 
The Transitional Obligation is forecast to increase to approximately $46.2 million by December 
31, 2009. 
 
2.2.2 Financial Reporting and Regulatory Practice 
 
During the 2008 GRA, the Company surveyed regulated Canadian utilities with respect to their 
OPEBs accounting policy for financial reporting and regulatory purposes.  The results of the 
survey showed that only 6 of 24 Canadian utilities used the Cash Method of accounting for 
OPEBs.   
 
The Company has surveyed 24 regulated Canadian utilities with respect to accounting for 
OPEBs.  Appendix A provides a list of the surveyed utilities.  

                                                 
9  Section 3461 of the CICA Handbook became effective on January 1, 2000. 
10  CICA accounting guideline AcG-19 titled disclosures by entities subject to rate regulation effectively required 

rate-regulated entities like Newfoundland Power to record regulatory assets and regulatory liabilities on their 
balance sheets. In compliance with AcG-19, Newfoundland Power reported a regulatory asset (the “Transitional 
Obligation”) and a GAAP liability of $41.1 million with respect to its OPEBs on its December 31, 2008 balance 
sheet.  This actuarially determined amount represents the amount of Newfoundland Power’s accumulated 
benefit obligation for OPEBs that would have been recorded as both an expense and a liability by December 31, 
2008 pursuant to section 3461 of the CICA Handbook. 

11  In December 2008, the IASB initiated a project on rate-regulated activities.  The IASB < > published an 
exposure draft concerning the recognition and measurement criteria for regulatory assets and liabilities < > in 
July 2009. A final standard is currently expected to be published by the IASB in June 2010.   
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Table 2 provides the updated survey results.   
 
 

Table 2 
Survey Results 

OPEBs Accounting Policy 
Financial Reporting and Regulatory Purposes 

 

 Number of  
Regulatory Jurisdictions 

Number of 
Utilities 

Accrual Method  10  2212 
Cash Method  2   2 
    24 

 
 
The Accrual Method is the mainstream accounting policy for regulated Canadian utilities.  Based 
upon the results of the survey, 22 or 92% use the accrual basis of accounting for the recognition 
of OPEBs costs.13  Compared to the survey completed in 2007, the number of utilities using the 
Cash Method has reduced from 6 to 2. 
 
2.3 Impact of Adopting the Accrual Method 
 
2.3.1 Impact of Accrual Method on Net OPEBs Expense 
 
The forecast impact of adopting the Accrual Method on Newfoundland Power’s net OPEBs costs 
for 2010 is summarized in Table 3. 14 
 
 

Table 3 
OPEBs Accrual Method 

Forecast Impact on Net OPEBs Costs 
($millions) 

 

 2010 
Cash Method   1.7 
Accrual Method   8.4 
Increase    6.7 

 
                                                 
12  Includes Newfoundland and Labrador Hydro (“Hydro”).  Two utilities, Northwest Territories Power Corp and 

Pacific Northern Gas Ltd., use variations of the accrual/cash methods for the recognition of OPEBs and are not 
reflected in Table 2. 

13  The utilities surveyed that use the Cash Method of accounting for OPEBs are FortisAlberta and Gaz Metro 
Limited Partnership. 

14  The forecast amounts in Table 3 are based on the OPEB Actuarial Valuation and, in the case of the Accrual 
Method, GAAP as set out in section 3461 of the CICA Handbook.  The calculation of net OPEBs expense under 
the Accrual Method is consistent with the calculation of net pension expense for the Company’s defined benefit 
pension plans. 
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Table 3 shows that in 2010 net OPEBs costs under the Accrual Method would be approximately 
$6.7 million higher than that calculated under the Cash Method.   
 
2.3.2 Impact of Accrual Method on Rate Base 
 
Actual OPEBs payments made by Newfoundland Power in any period is the total of the 
insurance premiums and retirement allowances paid in the period. 
 
Under the Accrual Method, the excess of OPEBs expense recognized in any period over OPEBs 
payments made in the period would, in accordance with accounting guidelines, be recorded as a 
net liability on Newfoundland Power’s balance sheet.  This net liability (the “Accrued OPEBs 
Liability”) represents, at any date, the amount by which cumulative OPEBs expense recognized 
to that date has exceeded cumulative OPEBs payments to that date.15 
 
Because OPEBs expense under the Cash Method is equal to OPEBs payments, the Accrued 
OPEBs Liability is also equal to the cumulative difference between (i) OPEBs expense under the 
Cash Method and (ii) OPEBs expense under the Accrual Method. 
 
Under the asset rate base method (“ARBM”), the Accrued OPEBs Liability serves to decrease 
Newfoundland Power’s rate base.  Consistent with the ARBM methodology16, Newfoundland 
Power proposes that the Accrued OPEBs Liability be deducted from its rate base commencing in 
2010 upon the adoption of the Accrual Method of accounting for OPEBs.17 
 
Essentially, the Accrued OPEBs Liability is conceptually similar to the Company’s future 
income tax liability.  Both represent expenses recognized in the current period or in prior periods 
for which payment will not occur until future periods, i.e. both are deferred liabilities.  
Newfoundland Power’s future income tax liability is subtracted from its rate base.18 

                                                 
15  The recognition of OPEBs expense increases the Accrued OPEBs Liability.  The OPEBs payments decrease the 

Accrued OPEBs Liability. 
16  In Order No. P.U. 19 (2003), the Board found that the ARBM should replace the invested capital method in 

determining the rate base for Newfoundland Power.  
17  The treatment of Newfoundland Power’s Accrued OPEBs Liability as a reduction in rate base would be 

conceptually consistent with the treatment of the deferred pension asset relating to its defined benefits pension 
plans.  The inclusion of Newfoundland Power’s deferred pension asset in its rate base was approved by the 
Board in Order No. P.U. 19 (2003). 

18  See Return 3 in Newfoundland Power’s 2008 Annual Report to the Board. 
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Table 4 provides the forecast impact on 2010 average rate base of the adoption of the Accrual 
Method. 

 
 

Table 4 
OPEBs Accrual Method 

Forecast Impact on Average Rate Base 
($millions) 

 
 2010 

Accrued OPEBs Liability, Beginning of the Year   - 
Net OPEBs Expense, Accrual Method19   8.4 
Net OPEBs Expense, Cash Method20     (1.7) 
Accrued OPEBs Liability, End of the Year   6.7 

Reduction in Average Rate Base21   3.4 
 
 
The reduction in average rate base shown in Table 4 will reduce Newfoundland Power’s 
permitted return and revenue requirement.  In this way, the cash flow benefits associated with the 
increased net OPEBs expense under the Accrual Method are passed on to customers. 
 
The reduction in rate base that will result from the adoption of the Accrual Method for OPEBs 
tends to offset the deferred pension asset included in rate base. The deferred pension asset 
reflects the fact that, under the Accrual Method of pension accounting, pension funding for the 
defined benefit plans has exceeded pension expense.22  The cumulative difference is recorded as 
a deferred asset until it is recognized as pension expense in future periods. 
 
Under the Accrual Method, the opposite is true for OPEBs.  The expense is recognized and 
recovered through customer rates prior to the cash disbursements. The resultant Accrued OPEBs 
Liability is recorded as a deferred liability until it is extinguished through the payment of OPEBs 
costs in future periods. 
 
These underlying, and offsetting, dynamics serve to limit the overall rate base impacts relating to 
the Company’s employee future benefits programs when the Accrual Method is used to account 
for both OPEBs and pension costs.  

                                                 
19  As per Table 3. 
20  OPEBs payments related to insurance premiums and retirement allowances. 
21  Equals (Accrued OPEBs Liability, Beginning of the Year plus Accrued OPEBs Liability, End of the Year) divided 

by 2. 
22  Pension funding is actuarially determined.  Pension expense is determined in accordance with accounting 

standards and reflects both the actuary’s calculations and management’s best estimates.  The differences in 
methodologies result in ongoing differences between pension funding and pension expense. 
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2.3.3 Impact of Accrual Method on Revenue Requirement 
 
Table 5 sets out, on a forecast basis for 2010, the impact of the Accrual Method on the revenue 
requirement attributable to OPEBs. 
 
 

Table 5 
OPEBs Accrual Method 

Forecast Impact on Revenue Requirement 
($millions) 

 

 2010 
Operating Expenses  
 Increase in Net OPEBs Expense23  6.7 
 Tax Effects24  3.2 
 Increase in Revenue Requirement  9.9 
  
Return on Rate Base  
 Rate Base Effects25  (0.3) 
 Tax Effects  (0.1) 
 Decrease in Revenue Requirement   (0.4) 
  
Increase in Revenue Requirement   9.5 

 
 
Table 5 shows that the forecast impact of the Accrual Method on revenue requirement in 2010 is 
$9.5 million. 
 
2.4 Transitional Obligation 
 
Newfoundland Power proposes that the Transitional Obligation, shown as a regulatory asset on 
its December 31, 2008 balance sheet, be addressed at a further hearing to be determined by the 
Board. 
 
The Transitional Obligation is the actuarially determined difference between (i) the total OPEBs 
expense that would have been recognized by the Company pursuant to the Accrual Method since 
January 1, 2000,26 and (ii) the total OPEBs expense recognized since that date under the Cash 
Method.  It represents legacy OPEBs costs that have not yet been recovered from customers. 
 
As at the proposed January 1, 2010 adoption date for the Accrual Method of accounting for 
OPEBs, the forecast Transitional Obligation is approximately $46.2 million. 

                                                 
23  As per Table 3. 
24  Based on Newfoundland Power’s marginal income tax rate of 32 percent for 2010. 
25  Equals (Reduction in Rate Base as per Table 4) times (Return on Rate Base) or ($3.4 million times 9.13 %). 
26  This is the effective date for Newfoundland Power of the Accrual Method of accounting for OPEBs for 

financial reporting purposes pursuant to section 3461 of the CICA Handbook. 
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The manner in which the Transitional Obligation is recognized as an expense for regulatory 
purposes is to be determined by the Board.  Current accounting guidelines, under U.S. Financial 
Accounting Standards No. 71 Accounting for the Effects of Certain Types of Regulation, 
effectively require the treatment for financial reporting purposes to match the regulatory 
treatment.27 
 
Given the impact on revenue requirement of Newfoundland Power’s proposal to adopt the 
Accrual Method of accounting for OPEBs costs, the Company proposes that the disposition of 
the Transitional Obligation be addressed at a subsequent hearing to be determined by the Board. 
 
Newfoundland Power’s proposals would effectively result in a two stage approach to addressing 
the Company’s OPEBs accounting policy.  The first stage would be the adoption of the Accrual 
Method of accounting on a prospective basis commencing January 1, 2010.  The second stage 
would be addressing, at a later date, the legacy OPEBs costs represented by the Transitional 
Obligation. 
 
A two stage approach benefits customers by reducing the immediate impacts on revenue 
requirement and customer rates that would otherwise be associated with the adoption of the 
Accrual Method of accounting for OPEBs costs for regulatory purposes 
 
3.0 TAX-EFFECTING EMPLOYEE FUTURE BENEFITS EXPENSE 
 
Newfoundland Power proposes to tax-effect employee future benefits expense through the 
adoption of the asset and liability method of income tax accounting for regulatory purposes 
commencing in 2010. 28 
 
3.1 Tax-Effecting Generally 
 
The timing of the recognition of an expense for income tax purposes is determined by federal 
and provincial tax laws.  The timing of the recognition of an expense for financial reporting and 
regulatory purposes is determined by GAAP or the regulator. 
 
The period in which an expense is recognized for income tax purposes may, therefore, differ 
from the period in which it is recognized for financial reporting and regulatory purposes.  When 
this happens, the income tax effects of an expense and the expense itself are not recognized in 
the same period. 
 
To “tax-effect” an expense means to recognize the income tax effects of the expense in the 
period in which the expense itself is recognized for financial reporting and regulatory purposes.  

                                                 
27  Prior to 2009, Canadian GAAP contained guidance that effectively permitted the recognition of regulatory 

assets and liabilities.  Effective 2009, the AcSB removed from Canadian GAAP the guidance that permitted 
recognition of regulatory assets and liabilities.  For 2009 and 2010, Canadian regulated utilities effectively rely 
on U.S. GAAP (particularly, Statement of Financial Accounting Standards No. 71 Accounting for the Effects of 
Certain Types of Regulation) which permits recognition of regulatory assets and liabilities on a conceptually 
similar basis to that allowed under Canadian GAAP prior to 2009.  Commencing in 2011, the recognition of 
regulatory assets and liabilities will be governed by IFRS. 

28  The treatment for regulatory purposes will effectively result in an identical treatment for financial reporting 
purposes. 
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This is accomplished through the recognition of future income tax for financial reporting and 
regulatory purposes. 
 
3.2 Current and Future Income Tax 
 
Current income tax expense (recovery) is the amount of income tax actually paid (recovered) in 
the current period, i.e., “cash taxes”. 29 
 
Future income tax expense is the reduction in cash taxes in the current period that is attributable 
to expenses that will be recognized in future periods for financial reporting and regulatory 
purposes. 
 
Future income tax recovery is the reduction in cash taxes that is expected to occur in future 
periods that is attributable to expenses recognized in the current period for financial reporting 
and regulatory purposes. 
 
When an entity’s accounting policy for financial reporting and regulatory purposes is to 
recognize only current income taxes, it is said to follow the “Flow-through Method”. 
 
When an entity’s accounting policy for financial reporting and regulatory purposes is to 
recognize both current and future tax, it is said to use the “Asset and Liability Method”.  In order 
to tax-effect OPEBs expense an entity would follow the Asset and Liability Method with respect 
to that expense. 
 
Newfoundland Power’s income tax accounting policy for financial reporting and regulatory 
purposes is a hybrid of these two methods.  The Company recognizes future income tax 
liabilities in connection with: (i) temporary timing differences between depreciation expense and 
capital cost allowance; and (ii) temporary timing differences between pension funding and 
expense.30  It also tax-effects its regulatory reserves, such as the weather normalization reserve.  
Otherwise, it follows the Flow-through Method. 
 
3.3 Regulatory Standards 
 
Tax-effecting OPEBs partially mitigates the impact on customer rates of adopting the Accrual 
Method of accounting for OPEBs.  
 
The excess of OPEBs expense determined using the Accrual Method over that determined using 
the Cash Method is not deductible in determining current income tax expense for the period.  
Rather, this additional amount of OPEBs expense becomes tax deductible in future years when 
the insurance premiums and retiring allowances that it represents are actually paid.  
 
By tax-effecting OPEBs, these future income tax impacts are recognized in the same period as 
the associated expense.  This is consistent with the principle of intergenerational equity.  To do 
otherwise would result in one generation of customers bearing the cost and another generation 
receiving the tax benefits. 
                                                 
29  An income tax recovery is effectively a reduction in income tax expense. 
30  The tax effecting of timing differences between pension funding and pension expense was approved by the 

Board in Order No. P.U. 32 (2007). 
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Tax-effecting OPEBs expense is accomplished by recognizing a net future income tax recovery 
and a net future income tax asset in an amount equal to the net reduction in cash taxes that is 
expected to occur in future periods when the expense effectively becomes tax deductible.  This 
serves to offset a portion of the additional OPEBs expense recognized under the Accrual Method 
of accounting, thereby reducing revenue requirement. 
 
The immediate result of tax-effecting is a reduction in the impact on customers of a switch from 
the Cash Method to the Accrual Method of accounting for OPEBs.  The long-term impact is to 
smooth fluctuations in net OPEBs expense and the resultant revenue requirement.   
 
3.4 Impact of Tax-Effecting on Revenue Requirement 
 
Table 6 provides the forecast impacts that tax-effecting OPEBs would have on Newfoundland 
Power’s future income tax recoveries, future income tax asset and rate base for 2010. 
 
 

Table 6 
Tax-Effecting OPEBs  

2010 Forecast Future Income Tax and Rate Base Impacts 
(millions) 

   
Future Income Tax Asset, Beginning of the Year  $ - 
Future Income Tax Recovery31   1.9 
Future Income Tax Asset, End of the Year32  $ 1.9 
   
Increase in Rate Base (Average Future Income Tax 
Asset)33 

    
$ 1.0 

 
 
The future income tax recovery of $1.9 million shown in Table 6 reduces revenue requirement.  
The increase in rate base of $1.0 million shown in Table 6 increases revenue requirement.  The 
net impact is a reduction in revenue requirement.    

                                                 
31  Represents the reduction in income tax expense that would be shown on Newfoundland Power’s statement of 

income. 
32  Represents the future income tax asset that would be shown on Newfoundland Power’s balance sheet. 
33  Equals (Future Income Tax Asset, Beginning of the Year plus Future Income Tax Asset, End of the Year) 

divided by 2.   
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Table 7 shows the 2010 forecast impact on revenue requirement. 
 
 

Table 7 
Tax-Effecting OPEBs 

2010 Forecast Impact on Revenue Requirement 
($millions) 

 
Income Tax Recovery   

Future Income Tax Recovery   (1.9) 
Tax Effects34    (0.9) 
Change in Revenue Requirement   (2.8) 

   
Return on Rate Base   

Rate Base Effects    0.1 
Tax Effects    - 
Change in Revenue Requirement   0.1 

   
Change in Revenue Requirement   (2.7) 

 
 
Table 7 shows, on a forecast basis, that tax-effecting OPEBs would reduce the impact on 
customers of the proposed adoption of the Accrual Method of accounting for OPEBs. 
 
 
4.0 CONCLUSION 
 
In this Amended Application, Newfoundland Power proposes to: 
 

(i) adopt the Accrual Method of accounting for OPEBs costs for regulatory purposes 
commencing in 2010; 

(ii) tax-effect employee future benefits costs related to OPEBs expense for regulatory 
purposes commencing in 2010; and  

(iii) defer consideration of the Transitional Obligation of $46.2 million until a further 
hearing to be determined by the Board.  

                                                 
34  Equals $1.9 million future income tax recovery times (the 32% corporate income tax rate divided by (1 minus 

the 32% income tax rate)). 
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Table 8 provides the impacts of Newfoundland Power’s proposals on 2010 revenue requirement.  
 
 

Table 8 
Forecast Impacts of Proposals 

2010 Test Year Revenue Requirement 
($millions) 

 
OPEBs Accrual Method35  9.5 
Tax-Effecting of OPEBs36    (2.7) 
Increase in Revenue Requirement   6.8 

 
 
Newfoundland Power’s accounting proposals for OPEBs would increase 2010 test year revenue 
requirement by approximately $6.8 million, or 1.3%.37 
 
The adoption of the Accrual Method of accounting for OPEBs expense on a prospective basis 
will bring Newfoundland Power’s OPEBs accounting policy into the mainstream of Canadian 
regulated utility practice commencing in 2010.  It will also align the accounting for OPEBs with 
that of the Company’s defined benefit pension plans and with the accounting practice for OPEBs 
followed by Hydro.  The Accrual Method is consistent with GAAP, the cost of service standard 
and the principle of intergenerational equity. 
 
Addressing the disposition of the Transitional Obligation of $46.2 million at a subsequent 
hearing reduces the impact on customer rates that would otherwise be associated with the 
adoption of the Accrual Method. 
 
Tax-effecting OPEBs expense is consistent with the principles of intergenerational equity and 
rate stability.  As well, tax-effecting OPEBs expense reduces the impact on customers of the 
proposed adoption of the Accrual Method of accounting for OPEBs costs. 

                                                 
35  From Table 5. 
36  From Table 7 
37  1.3% customer rate impact equals $6.8 million from Table 8 divided by $529.1 million total customer charges 

under existing rates from Exhibit 10 (1st Revision). 
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 The Surveyed Utilities

Utility Regulatory Jurisdiction 
Altalink Alberta 
Atco Electric Alberta 
Atco Gas Alberta 
B.C. Hydro British Columbia 
Enbridge Gas Ontario 
Enersource Hydro Ontario 
FortisAlberta Alberta 
FortisBC British Columbia 
FortisOntario Ontario 
Gaz Metro Quebec 
Hydro One Ontario 
Hydro Ottawa Ontario 
Hydro Quebec Quebec 
Manitoba Hydro Manitoba 
Maritime Electric Prince Edward Island 
New Brunswick Power New Brunswick 
Newfoundland & Labrador Hydro Newfoundland 
Northwest Territories Power Corp. Northwest Territories 
Nova Scotia Power Nova Scotia 
Ontario Power Generation Ontario 
Pacific Northern Gas British Columbia 
Saskatchewan Power Saskatchewan 
Terasen British Columbia 
Toronto Hydro Ontario 
Union Gas Ontario 
Yukon Electrical Company Yukon 
  
Total Utilities 26 Total Regulatory Jurisdictions 12 
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1.0 INTRODUCTION 
 
The Customer, Energy and Demand forecast, which is prepared annually, forms the foundation 
of Newfoundland Power’s planning process.  The forecast is a key input in developing estimates 
of capital expenditures required to ensure the electrical system can meet the increasing demands 
associated with both customer and energy sales growth.  The forecast also directly impacts the 
forecast of both revenue from electrical sales and the Company’s single largest expenditure, 
purchased power.  These items are key components of the Company’s financial planning 
process. 
 
2.0 FORECAST METHODOLOGY 
 
Newfoundland Power provides electrical service to three distinct categories of customers: 
domestic; general service; and, street and area lighting.  In 2008, domestic accounted for 60% of 
total energy sales while general service and street and area lighting represent 39% and 1%, 
respectively. 
 
The domestic category, Rate 1.1, primarily refers to residential dwellings such as single detached 
homes, single attached homes, apartments and mobile homes.  This category also includes non-
residential services such as cottages, personal use garages and other metered services that qualify 
for the domestic rate category.  Residential customers use electricity primarily for space and 
water heating, and the operation of miscellaneous appliances and lighting.  In this category a 
customer/average use methodology is employed where customer growth is primarily based on 
the housing starts while average use is forecast using an end-use/econometric model that 
includes the market share for electric space heating, personal disposable income and the 
marginal price of electricity in the current and previous year. 
 
The general service category primarily refers to commercial, institutional and industrial 
customers.  Unlike the domestic category which represents a homogenous group of customers, 
the general service category represents a very diverse group whose activities include, trade, 
finance, real estate, public administration, health, education, commercial services, transportation, 
manufacturing, mining, fishing, forestry and construction.  These customers provide goods and 
services to the local market as well as for export.  In 2008, approximately 85% of energy sales in 
this category were to customers in the service producing sector of the economy while only 15% 
were in the goods producing sector. 
 
From a forecasting perspective the general service category is divided into small general service 
which includes Rate 2.1 0 - 10 kW and Rate 2.2 10 – 100 kW (110 kVA) and large general 
service which includes Rate 2.3 110 kVA (100 kW) – 1000 kVA and Rate 2.4 1000 kVA and 
Over.  In the small general service category a customer/average use methodology is employed 
where the number of customers is primarily based on the number of domestic customers while 
average use is forecast using an econometric model that includes the Gross Domestic Product 
(”GDP”) for the service sector per small general service customers and the average price of 
electricity in the current year.   
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Given the relatively small number of customers in the large general service category, an 
informed opinion methodology is employed and energy sales are forecast on an individual 
customer basis. 
 
Street and area lighting energy sales are primarily related to the number of fixtures required to 
meet the lighting needs of both municipalities and unincorporated communities.  At the end of 
2008 approximately 57,000 fixtures were installed with high pressure sodium fixtures accounting 
for 88% of these fixtures and mercury vapour accounting for the remainder.  Given the nature of 
this category, an end use forecasting methodology is employed.  The street and area lighting 
sales forecast is determined by multiplying the forecast quantity of fixtures by the amount of 
electricity consumed for each fixture type and wattage. 
 
Total energy sales are calculated by adding domestic, general service, and street and area 
lighting sales.  Company use, system losses and wheeled energy are then added to total energy 
sales to obtain total produced, purchased and wheeled.  Company use includes all electricity 
consumed in facilities owned by Newfoundland Power and used in the delivery of service to 
customers.  System losses refer to energy that is lost during the transmission and distribution of 
energy between the source of supply and delivery to customers.  Wheeled information is 
provided by Newfoundland and Labrador Hydro. 
 
Purchased energy is calculated by subtracting normal hydro production (“Normal Production”) 
from the forecast of total produced and purchased.  Each year Normal Production is adjusted to 
reflect plant availability and any modifications to plants that may impact production.   
 
Newfoundland Power’s native peak is determined using a load factor based methodology.  The 
load factor used in the calculation is the average of 15 years of normalized annual load factors.  
Native peak is calculated by applying the average load factor to total produced and purchased 
power.  This peak is adjusted to reflect the impact of load curtailment by Newfoundland Power 
customers and at company owned facilities.  Purchased power demand is calculated by 
subtracting the generation credit from native peak. 
 
3.0 KEY FORECAST ASSUMPTIONS 
 
The forecasting process relies on a wide range of information related to the economy, energy 
prices, conservation and demand management activities, and other resource based developments 
within Newfoundland Power’s service territory. 
 
3.1 Economic Outlook 
 
While the Company monitors forecasts from various banks and financial institutions, the 
Conference Board of Canada is the Company’s primary provider of economic information.  The 
economic assumptions used in preparing the customer, energy and demand forecasts are based 
on the Conference Board of Canada, Provincial Outlook Summer 2009, Economic Forecast, 
dated July 16, 2009.  A table summarizing the key economic indicators contained in this forecast 
for 2009 and 2010 is shown in Appendix A.  A copy of the Conference Board of Canada’s 
economic forecast is enclosed as Attachment A. 
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Since 1996, large resource based projects such as Hibernia, Terra Nova, White Rose and 
Voisey’s Bay have reshaped the economy of Newfoundland and Labrador.  The mining sector 
has experienced average annual growth of 18% per year and in 2008 accounted for 
approximately 30% of the total economy.  Consequently, over the past 10 years the 
Newfoundland and Labrador economy has increased at an average annual growth of 4.6% per 
year, the highest growth of any Province.  Despite the moratorium on cod, the fishing sector 
contributed to economic growth with increased landings of both crab and shrimp.  The 
development of these resource based projects has positively impacted other key economic 
indicators such as personal income, unemployment rates and service sector growth.  On the 
downside problems in the newsprint industry forced the closure of the mill in Stephenville in 
2005 negatively impacting the manufacturing sector. 
 
Economic performance will continue to be driven by large resource based projects.  In 2008 
economic performance was constrained by lower oil production with the mining sector 
contracting by 6.1%.  With the major offshore oil fields reaching peak production in 2007 it is 
expected that production will continue to fall until the satellite oil fields come online.   
 
Newfoundland and Labrador will not escape the impact of the global recession.  With 
commodity prices plummeting from record levels, metal mining companies such as Wabush 
Mines, the Iron Ore Company of Canada and the Voisey’s Bay nickel mine have cut production 
and announced layoffs.  In March 2009 the newsprint mill at Grand Falls – Windsor operated by 
AbitibiBowaters closed resulting in the direct loss of 755 jobs.  The operator of the remaining 
newsprint operation in the province at Corner Brook has also announced production cuts. As 
expected, declining production at offshore oil fields will significantly impact economic growth 
in 2009.  On a positive note the investment outlook is promising.  Construction of a US$2.2 
billion nickel processing facility at Long Harbour is scheduled to start in the spring of 2009, the 
continued development of the offshore satellite oil fields and government infrastructure spending 
will boost economic growth.   
 
With the global recession expected to ease in the latter part of 2009 the outlook for the 
Newfoundland and Labrador economy in 2010 is expected to improve.  Higher commodity 
prices will result in a recovery in mineral production and manufacturing will rebound as the 
global economy improves.  Construction on the nickel processing facility at Long Harbour will 
continue and oil production levels will stabilize as the first of the offshore satellite fields start 
production.  Based on these assumptions GDP is forecast to decrease 3.4% in 2009 and remain 
flat <> in 2010.  
 
Given Newfoundland Power’s customer base, energy sales growth is primarily influenced by the 
domestic economy.  More specifically, growth in the service sector, changes in employment levels, 
personal income, energy prices and population demographics in the Company’s service territory are 
more determinative of sales growth than resource industry production levels. 
 
Economic growth will not be uniform across Newfoundland Power’s service territory.  In the 
Northeast Avalon, growth will continue to be strong principally due to activities related to the 
offshore oil industry.  In contrast much of rural Newfoundland and Labrador is expected to continue 
the trend of economic stagnation. 



(1st Revision) 
6.  Customer, Energy and Demand Forecast   September 28, 2009 

Newfoundland Power – 2010 General Rate Application Page 4 

3.2 Energy Prices Outlook 
 
Changes in energy prices have a direct impact on energy sales growth through the inclusion of 
price elasticity effects in the various models.  Overall, analysis of customer response to changes 
in the price of electricity is relatively inelastic.  That is to say a 1% change in the price of 
electricity will result in a change in energy sales of less than 1%.  The current model indicated 
that a 1% increase in the price of electricity will result in a 0.25% decrease in energy sales.  The 
model also indicates the response will vary depending on the time frame and rate category.  In 
addition, changes in oil prices can impact the market share of electricity in the competitive space 
heating market. 
 
The energy sales forecast is impacted by changes in the price of electricity during the past two 
years as well as forecast changes in the price of electricity.  Electricity price forecasts are 
developed based on information available internally and provided by Newfoundland and 
Labrador Hydro.  The annual review of the rate stabilization account resulted in an increase in 
the price of electricity of 5.9% on July 1, 2008 and a decrease of 6.6% on July 1, 2009 < >.  As 
proposed in Newfoundland Power’s application, a 7.2% increase in current customer rates < > 
effective January 1, 2010 has been included in the energy sales forecast under proposed rates. 
 
Due to a collapse in the world price of oil in late 2008, furnace oil prices are forecast to decline 
significantly in 2009.  With the world price of oil forecast to partially recover from its collapse, 
furnace oil prices are forecast to increase in 2010.  This projection is consistent with the fuel 
forecast used in the calculation of the rate stabilization account. 
 
3.3  Conservation and Demand Management Impacts 
 
The energy sales forecast includes the impact of conservation and demand management.  The 
adjustments to the forecast are consistent with the Five-Year Energy Conservation Plan: 2008 – 
2013.  In the domestic category the forecast includes the impact of the Insulation Program, 
Thermostat Program and the Energy Star Windows Program while the general service category 
has been adjusted for the Lighting Rebate Program. 
 
3.4 Other Inputs 
 
Information from a number of other sources is also used in preparing the forecast.  Each year 
Newfoundland Power surveys approximately 150 customers representing approximately 600 
accounts requesting information with respect to future load requirements.  This information 
along with information gathered from Newfoundland Power’s regional operations, the St. John’s 
Board of Trade, various other trade organizations, and the provincial and federal governments is 
also incorporated into the large general service forecast.  In addition, information from Canada 
Mortgage and Housing with respect to housing starts is combined with information received 
from the Conference Board of Canada in preparing the domestic customer forecast.
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4.0 CUSTOMER AND ENERGY FORECAST 
 
Appendix B shows the customer and energy forecasts for the 2009 - 2010 period under both 
existing and proposed rates.  Under both scenarios the total number of customers is forecast to 
increase by 1.4% in 2009 and 1.1% in 2010.  Energy sales under existing rates are forecast to 
increase by 1.1% in 2009 and 2.0% in 2010.  Energy sales under proposed rates are forecast to 
increase by 1.1% in 2009 and 1.2% in 2010.   
 
Domestic customer growth is largely a result of housing starts.  The Conference Board of 
Canada forecasts housing starts of 2,788 units in 2009 and 1,868 in 2010 while Canada 
Mortgage and Housing is projecting 2,950 units in 2009 and 3,000 units in 2010.  Using an 
average of these forecasts the number of domestic customers is forecast to grow by 1.3% in 2009 
and 1.1% in 2010. 
 
Domestic electricity consumption is a function of the major end uses in the home, such as space 
heating, water heating, lighting, and major appliances.  In addition, changes in energy prices and 
income have an impact on electricity consumption.  Using proposed rates the average use of 
energy is forecast to remain flat < > in 2009 and < > 2010. 
 
The combined impact of increased numbers of customers and changes in average use will result 
in growth in domestic energy sales under proposed rates of 1.6% in 2009 and 1.1% in 2010. 
 
In the small general service rate classes 2.1 and 2.2, customer and energy sales growth are 
dependent on growth in the service-producing sector of the GDP and changes in the price of 
electricity.  In the large general service rate classes 2.3 and 2.4, energy sales are also influenced 
by changes in the service-producing sector of the GDP.  However, in the large general service 
category, energy sales are mainly determined by changes in the load of larger customers in the 
goods-producing sector.  Information obtained from specific customers is incorporated into 
forecasts for rate classes 2.3 and 2.4. 
 
Overall, the number of general service customers is forecast to grow by 2.1% in 2009 and 0.6% 
in 2010.  Under proposed rates the volume of General Service energy sales is forecast to grow by 
0.4% in 2009 and 1.3% in 2010. 
 
In the street and area lighting class, the number of customers is forecast to grow by 1.1% in 2009 
and 0.9% in 2010 while the volume of energy sales is forecast to decline by 0.3% in 2009 and 
1.1% in 2010.  The decrease in street and area lighting energy sales is the net result of the 
connection of new fixtures and the project to replace all mercury vapour fixtures with energy 
efficient high pressure sodium fixtures over a three year period starting 2009. 
 
Produced and purchased is the sum of total energy sales, company use and system losses.  The 
forecast of company use is based on historical energy usage and information gathered from each 
of Newfoundland Power’s operating areas with respect to the operation of these facilities.  
System losses are based on historical information and are forecast to be approximately 5.4% of 
total produced and purchased.
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5.0 PURCHASED ENERGY AND DEMAND FORECAST 
 
Purchased energy is calculated by subtracting Newfoundland Power’s Normal Production from 
produced and purchased.  Newfoundland Power’s Normal Production is based on the Water 
Management Study – Hydrology Update prepared by SGE Acres Limited in 2005.  This study 
recommended a Normal Production of 419.6 GWh.   
 
Each year, Normal Production is adjusted to reflect plant availability and any modifications to plants 
that may impact production.  In 2008 the Normal Production was increased by 6.2 GWh to reflect 
increased production resulting from the modifications to the Rattling Brook Hydro plant.  A review 
of the operating results of the Rattling Brook Hydro plant for 2008 indicated that the actual increase 
in Normal Production was 8.3 GWh.  Therefore, the Normal Production was increased to 427.9 
GWh. 
 
For 2009, a review of the project to replace the penstock at the Rocky Pond Hydro Plant 
indicated that plant availability would be affected and spillage would occur.  As a result, the 
Company adjusted the Normal Production downward by 2.0 GWh in 2009 to reflect the lost 
production.  Therefore, the Normal Production is 425.9 GWh in 2009.  In addition, the Company 
produced 0.4 GWh at various thermal plants increasing total production for 2009 to 426.3 GWh.  
 
In 2010 the Normal Production has been increased by 0.9 GWh to reflect increased production 
resulting from the modifications to the Rose Blanche Hydro plant.  Projects scheduled for 2010 
are not expected to impact plant availability, therefore, the Normal Production will be 428.8 
GWh in 2010. 
 
Newfoundland Power’s forecast of native peak demand is determined by applying the average 
weather adjusted load factor to the forecast of produced and purchased energy.  The peak demand is 
then adjusted to reflect the impact of load curtailment by Newfoundland Power customers and 
company owned facilities.  Newfoundland Power’s purchased demand is then derived by subtracting 
the generation credit approved by the Public Utilities Board. 
 
A copy of the Purchased Energy and Demand Forecast is contained in Appendix C. 
 
6.0 FORECAST ACCURACY 
 
The energy sales forecasts and actual weather adjusted energy sales for the past 10 years are 
shown in Appendix D.  During this period, differences from forecast have ranged from a high of 
2.8% to a low of 0.1%.  In 6 of the past 10 years, differences from forecast were 1% or less.  
Further, the analysis of differences indicates that 50% of the time the actual was higher than 
forecast and vice versa.   



6.  Customer, Energy and Demand Forecast 

Key Economic Indicators1

2007 - 2010F

(millions of dollars)

Forecast
Change Change Change

Indicator 2007 2008 From 2007 2009 From 2008 2010 From 2009
1
2 Gross Domestic Product ($ 2002)
3
4    Goods Producing Industries 8,066 7,987 -1.0% 7,170 -10.2% 7,040 -1.8%
5
6    Service Producing Industries 9,477 9,830 3.7% 10,035 2.1% 10,163 1.3%
7
8    Total of All Industries 18,011 17,999 -0.1% 17,386 -3.4% 17,385 0.0%
9
10
11 Consumer Price Index (2002=100) 111.1 114.3 2.9% 114.9 0.6% 117.8 2.5%
12
13
14 Personal Disposable Income ($ 2002) 10,481 10,933 4.3% 11,053 1.1% 11,005 -0.4%
15
16
17 Unemployment Rate (%) 13.6% 13.3% 15.5% 15.9%
18
19
20 Housing Starts - Units 2,649 3,261 23.1% 2,788 -14.5% 1,868    -33.0%
21
22
23 Canadian GDP Deflator (2002=100) 117.6 122.8 4.4% 120.6 -1.8% 122.9 1.9%
24
25
26 Canada Mortgage and Housing Corporation2

27
28 Housing Starts - Units 2,649 3,261 23.1% 2,950 -9.5% 3,000    1.7%
29
30
31
32
33
34
35
36 1  Conference Board of Canada, Provincial Outlook Summer 2009, Economic Forecast,  Dated: July 16, 2009.
37 2  Canada Mortgage and Housing Corporation, Housing Market Outlook, Third Quarter, 2009.

   

1st Revision Note:  Updated for revised economic indicators.
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Actual Existing Proposed

Percentage Percentage Percentage Percentage Percentage
2007 2008 Change 2009 Change 2010 Change 2009 Change 2010 Change

1 Customers
2      
3 Domestic 1.1 201,045     204,204     1.6% 206,907     1.3% 209,273     1.1% 206,907     1.3% 209,273     1.1%
4
5 General Service
6    0-10 kW 2.1 11,826 11,920 0.8% 12,179 2.2% 12,122 -0.5% 12,179 2.2% 12,122 -0.5%
7    10-100 kW (110 kVA) 2.2 8,509 8,626 1.4% 8,812 2.2% 8,995 2.1% 8,812 2.2% 8,995 2.1%
8    110 kVA (100 kW) - 1000 kVA 2.3 1,035 1,061 2.5% 1,064 0.3% 1,071 0.7% 1,064 0.3% 1,071 0.7%
9    1000 kVA and Over 2.4 66 65 -1.5% 68 4.6% 69 1.5% 68 4.6% 69 1.5%
10                                                                  
11 Total General Service 21,436      21,672      1.1% 22,123      2.1% 22,257      0.6% 22,123      2.1% 22,257      0.6%
12
13 Street and Area Lighting 4.1 9,781 9,902 1.2% 10,009 1.1% 10,104 0.9% 10,009 1.1% 10,104 0.9%
14                                                                         
15 Total Customers 232,262     235,778     1.5% 239,039     1.4% 241,634     1.1% 239,039     1.4% 241,634     1.1%
16
17 Energy Sales (GWh)
18
19 Domestic 1.1 3,044.4     3,130.3     2.8% 3,179.8     1.6% 3,257.3     2.4% 3,179.8     1.6% 3,215.1     1.1%
20
21 General Service
22    0-10 kW 2.1 90.9 88.8 -2.3% 89.1 0.3% 89.8 0.8% 89.1 0.3% 89.5 0.4%
23    10-100 kW (110 kVA) 2.2 629.2 641.8 2.0% 641.2 -0.1% 653.7 1.9% 641.2 -0.1% 651.2 1.6%
24    110 kVA (100 kW) - 1000 kVA 2.3 864.5 878.5 1.6% 885.3 0.8% 898.7 1.5% 885.3 0.8% 898.7 1.5%
25    1000 kVA and Over 2.4 427.6 432.3 1.1% 434.4 0.5% 437.6 0.7% 434.4 0.5% 437.6 0.7%
26                         
27 Total General Service 2,012.2     2,041.4     1.5% 2,050.0     0.4% 2,079.8     1.5% 2,050.0     0.4% 2,077.0     1.3%
28
29 Street and Area Lighting 4.1 36.2 36.5 0.8% 36.4 -0.3% 36.0 -1.1% 36.4 -0.3% 36.0 -1.1%
30                                                                                 
31 Total Energy Sales 5,092.8     5,208.2     2.3% 5,266.2     1.1% 5,373.1     2.0% 5,266.2     1.1% 5,328.1     1.2%
32
33 Company Use 11.8          11.7          -0.8% 11.7          0.0% 11.7          0.0% 11.7          0.0% 11.7          0.0%
34
35 Losses 289.9        293.9        1.4% 301.3        2.5% 307.4        2.0% 301.3        2.5% 304.8        1.2%
36
37 Produced & Purchased 5,394.5     5,513.8     2.2% 5,579.2     1.2% 5,692.2     2.0% 5,579.2     1.2% 5,644.6     1.2%
38
39 Wheeled 70.4          77.2          9.7% 74.8          -3.1% 70.2          -6.1% 74.8          -3.1% 70.2          -6.1%
40
41 Total System Energy 5,464.9     5,591.0     2.3% 5,654.0     1.1% 5,762.4     1.9% 5,654.0     1.1% 5,714.8     1.1%

1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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Newfoundland Power Inc.

Purchased Energy & Demand Forecast
2009 - 2010F

1 Produced Total Total Total Produced
2 Purchased Wheeled Curtailed & Purchased Total
3 & Wheeled Energy Demand (NP Native Peak) NP Produced Purchased
4 (1) (2) (3) (4) (5) (6)
5 Load Credit
6 Year GWH GWH MW GWH MW Factor GWH MW GWH MW
7
8 Existing
9 2009 5,654.0 74.8 10.9 5,579.2 1,253.78 50.36% 426.3 117.93 5,152.9 1,135.85
10 2010 5,762.4 70.2 10.9 5,692.2 1,279.40 50.36% 428.8 117.93 5,263.4 1,161.47
11
12 Proposed
13 2009 5,654.0 74.8 10.9 5,579.2 1,253.78 50.36% 426.3 117.93 5,152.9 1,135.85
14 2010 5,714.8 70.2 10.9 5,644.6 1,268.61 50.36% 428.8 117.93 5,215.8 1,150.68
15
16 Notes:
17 1.  Based on historical performance of participants plus curtailment of company owned facilities.  
18 2.  Native peak is the maximim demand forecast to be served by Newfoundland Power.  The 2009 native peak reflects the forecast for the winter period of
19      December 2009 to March 2010.
20 3.  Load Factor is based on an average of 15 year historical (normalized) load factors.
21 4.  Average water year for the forecast period is 427.9 GWh adjusted for plant availability and efficiency improvements.
22      Produced for 2009 also includes 0.4 GWh for production at Newfoundland Power's thermal plants.
23 5.  Assumes a generation credit of 117.93 MW.
24 6.  The purchased demand for 2009 reflects the purchased demand from Newfoundland and Labrador Hydro for the winter period of December 2009 to
25       to March 2010 and represents Newfoundland Power's forecast billing demand for 2010.

Page 1 of 1 1st Revision Note:  Updated for revised forecasts for 2009 and 2010.
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6.  Customer, Energy and Demand Forecast 

Newfoundland Power Inc.

Comparison of Forecast Energy Sales
To Weather Adjusted Actual Sales1

Forecast Weather Adjusted
Sales2 Actual Sales Difference

(GWh) (GWh) (GWh) (%)
1
2 1999 4,516.4 4,499.7 -16.7
3
4 2000 4,558.5 4,554.8 -3.7
5
6 2001 4,592.3 4,666.7 74.4
7
8 2002 4,652.0 4,764.9 112.9
9
10 2003 4,852.2 4,882.0 29.8
11
12 2004 4,927.0 4,978.6 51.6
13
14 2005 5,010.1 5,004.0 -6.1
15
16 2006 5,136.9 4,995.1 -141.8
17
18 2007 5,023.1 5,092.8 69.7
19
20 2008 5,215.1 5,208.2 -6.9
21
22
23
24 Notes:
25
26    are reported on a calendar basis.
27
28 2  The forecast sales figures are from the annual forecasts prepared in the previous year and
29    were part of the Capital Budget presentations made to the Board in those years.  The 1999,
30    2003, 2004 and 2008 forecasts were the basis for the revenue requirement determinations 
31    presented as part of the Company's General Rate Applications in 1998, 2003 and 2007, 
32    respectively.
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1  Amounts for 1999 - 2005 are reported on a billed basis while amounts for 2006 - 2008 

-0.1

1.0

0.6

2.4

1.6

September 28, 2009

-2.8

1.4

-0.1



   Attachment A 
(1st Revision) 

6.  Customer, Energy and Demand Forecast   September 28, 2009 

Newfoundland Power - 2010 General Rate Application  

Conference Board of Canada 
Provincial Outlook Summer 2009 

Economic Forecast  
Dated:  July 16, 2009 



k e  Conference Board af Canada 
Insights You Can hunt On 

ECONOMIC PERFORMANCE ANDTRENDS 



The Conference Board of Canada 
Insights You Can Count On 

Provincial Outlook Summer 2009: Econo~nic Forecast 
by Tile Corlfererlce Board of Carlada 

Preface 
About The Conference 
Board of Canada 
We arc: 

The foremost independent, not-for-profit, 
applied research organization in Cauada. 
Objective and non-partisan. We do not lobby 

for specific interests. 
Funded exclusively through the fees we 

charge for services to the private and public 
sectors. 
Experts in running conferences but also at 

conducting, publishing, and disveminating 
research; helping people network; developing 
individual leadership skills; and building 
organizational capacity. 
Specialists in econo~nic trends, a$ well as 

organizational performance and public 
policy issues. 
Not a government department or agency, 

although we are often hired to provide 
services for all levels of government. 
Independent from, but affl~ated with, The 

Conference Board, Inc. of New York, which 
serves nearly 2,000 companies in 60 nations 
and has oftices i 

02009 The Conference Board ol Canada' 63 - 
Published in Canada . All ri 
ISSN 0827-5785 ~ . ,  . 

Agreement No. 40063028 . , 
'Incorporated as AERlC Inc. 

Forecasts and research often involve 
sources, and are subfen to inherent risks and uncertainties. This information 
is not intended as specitlc investment, accounting. leqal. or tax advice. 

The Pravirlrial Outlooil. Sanmler 2009 was prepared 
by Mnrie-Christine Bernard, Associate Director, under 
the general direction of Paul Darby, Deputy Chief 
Econon~ist. 

The report examines the economic outlook for the 
provinces, including gross domestic product (GDP), 
output by industry and labour market conditions. At 
the end of the report, there is a forecast for Canadian 
economic indicators and a comparison of GDP by 
province and industly. 

The Provincial Outlook is updated quarterly using the 
Conference Board's large econometric model of the 
provincial economies. 

The publication can be accessed on-line at 
www.e-library.ca and for clients subscribing to 
e-Data at www.conferenceboard.ca/edata.htm. 
For Inore information, please contact our information 
specialist at 61 3-526-3280 or 1-866-71 1-2262 or 
e-mail contactcboc@conferenceboard.ca. 



Contents 
Executive Summary-Signs of a Recovery in Sight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ,i 

- 

Rfsumf - Des signes de reprise B l'horizon . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .vii 

Newfouudland and Labrador-Economic Storm Pounding Province 
- 

Priuce Edward Island-P.E.I. Among Growth Leaders in 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .5 
- 

Nova Scotia-Navigating Slowly Through the Global Recession . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .Y 

New Bruuswick-A New Growth Leader . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , I  3 

Quebec-The Recovery is in Sight . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  , I7 

Ontario--Recession Continues. . .  but Recovery Expected in 2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  .25 

Manitoha-Moderate Growth Expected Ahead . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ,2Y 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Saskatchewan-What a Difference a Few Months Can Make! .33 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Alberta-Global Recession Weighs Heavily on Alberta , ,37  

British Columbia-Recession Hits Hoi~seholds Hard . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ,41 





EXECUTIVE SUI\/IMARY Marie-Christine Bernard 

Signs of a Recovery in Sight 
HIGHLIGHTS 

. G t o ~ r  in Canada s tore:as; lo resctl'e o v ~ r  lhe secoro ba I 01 2009 SI I 
rea GOP u 1 1  uonlracl Ly 1 9 per rznl .n1s \ear  uelcr? te;iver na r, lh  arow 
of 2.7 per cent in 2010.~ 

Newfoundland and Labrador will have lo conlend wilh a mature offshore oil 
indusliy; a sleep real GDP deciine is lorecast this year, and no recovery is 
exoecled in 2010. 

investment. The global economy is expected to contract by a phe- 
noniena12.6 per cent this year even as sol~ie developing economies- 
China and India in particular--continue to grow. As a result of the 
global recession, we have seen a steep drop in raw material prices- 
including energy prices-from where they were a year ago. The 
fall in raw material prices has removed a significant source of 
income from the Canadian economy, dampening growth in the 
domestic economy and adding to the woes of our exporters. 

The Maritime provinces, along wilh Maniloba, will post posillve real 
GDP orowth lhis veal. All four orovinces have manaoed lo avoid \he Overall, Canada's real gross domestic product is forecast to con- 

In Quebec. Ihe global recession has hurl trade, but (he domestic economy is 
holding up. After a 0.9 per cent drop in 2009, the province will lurn around 
wilh real GDP growih of 1.8 per cenl in 2010. 

tract by 1.9 per cent this year. Next year, recovering commodity 
prices and growth in U.S. household spending will serve to bolster 
the Canadian econonly. Moreover, the full effect of govenilnent 
stimulus packages will further  pro^ un the economv. Real GDP . . .  

Wiile ihe s i,allL.I n Onlar 0 ~211al~is cnal ?ng r g  lnere are sfcns in31 a gmwll~ u i2 .7  per cell1 i, rul~ccred h r  ?UlO. 
o3liom s torn1 IIJ 11 ~ ' e  a~lomrb'le secior. Otikr~o's economy s toreus1 10 1 rebound next year. 
The outlook lor Saskatchewan has been downgraded sigflificanlly. An 
unlavourable outlook for polash and agriculture will pull down economic 
srowlh lhis year. 

The sir n ccrwl o, n the roa.= nq niarne4s n A~ie.laano br,t~sh Co unb a 
s rrad.a:iq ldu na Buln prcb ices u ssa red GUP aroMn aooie 3 per 

Because the current recession is so widespread, affecting nearly 
every corner of the globe, its effects are expected to linger for 
longer than a typical business cycle. Moreover, U.S. households, 
which account for roughly 15 per cent of global demand, are 
expected to bolster their savings over the forecast horizon as they 
endeavour to recoup losses in wealth resulting from the declines 

NATIONAL OVERVIEW 

C 
anada's economy contracted sharply in the first quarter of 
this year, posting a second consecutive quarterly decline 
and thus meeting the official definition of a recession. In 

retrospect, however, various sectors of the Canadinn economy have 
been in difficulty since U.S. real estate markets began unwinding 
back in late 2005. The steep and steady erosion in U.S. home values 
has damaged U.S. household net worth and confidence, forcing 
consumers to step up their saving and hold back on spending. 
Canadian firms have been hit hard by the fallout. Lumber and 
construction material exports fell off sharply, and exports of autos 
and parts followed soon after, pounding Canada's auto industry. 
In line with the subsequent drop in U.S. and Canadian business 
investment, the pain has spread to Canadian firms producing a 
wide range of supplies and industrial materials. 

The falloff in U.S. consumer spending has, however, had a 
much broader reach-the waves of co~lrraction are being felt all 
over the world. Global trade has tanked in recent querters, affected 
by the vicious cycle of falling confidence and retrenching business 

in home values and equity markets. Aggregate U.S. household 
savings rates, which averaged just 0.6 per cent in 2007, have 
jumped sharply in recent months, and are forecast to continue to 
climb, peaking at over 5 per cent in 201 I .  These factors suggest 
that the global recovely will be soft in comparison with the typical 
rebound from previous post-war business cycles. Despite expan- 
sionary fiscal policy and monetary stiniulus, Canada's GDP will 
not start to grow significantly above potential until 201 1. According 
to our estimates, the output gap1 will average around -5.6 per cent 
in 2009, suggesting tbat gap closure will not occur until 2013. 

With the U.S. recession having spread north to Canada, con- 
sumers in this country have also tightened their purse strings. As 
in the US.,  households in Canada have been hit by the effects of 
falling equity values and home prices and dwindling confidence. 
Moreover, employlnent losses are mounting. Between November 
and June. the Canadian economy shed 360,000 jobs. The effects 
on labour income will be further amplified by low wage gains and 
by a reduction in average hours worked as companies replace filll- 
time workers with part-time staff. Despite muted inflation and sig- 
nificant tax cuts by various levels of government, real after-tax 
income is expected to shrink by 0.5 per cent this year. This will be 
a shock to Canadian consumers who, over the past six years, have 

Find lhis report and other Conference Board research at www.e.library.ca The Conference Board of Canada / i 



grown accustonled to real disposable income growth averaging a 
handsonle 3.7 per cent annually. With consunlers struggling to add 
to savings, real Canadian household spending is forecast to con- 
tract by 0.7 per cent this year. New home constn~ction and home 
renovations spending will also suffer a steep decline this year. 

The situation is even more dire for businesses. Uncertainty m~d 
volatility surrounding the global economic downlurn has shut down 
capital investment plans throughout the country. And while Canada's 
banking sector is in relatively good shape, lending practices have 
tightened up considerably. A conlbination of weak demand for gwds 
and services and a sharp reduction in resource prices is expected 
to take about $69 billion dollars from corporate profits this year. 
No surprise then that business investment intentions are down 
sharply for 2009. Total private non-residential investment will fall 
by a disappointing 15 per cent this year before rebounding with 
weak growth of 2.6 per cent in 2010. 

For this year, the only positive contribution to Canada's dou~st ic  
economy will come fro111 the government sector. Federal and 
provincial governments have committed, in varying degrees, to 
strong infrastructure stin~ulus and other incentives to try to prop 
up the economy. Even as growth in direct program spending is 
moderating in light of prudent provincial budgets, and even though 
peak spending is not expected to occur until next year, the infra- 
structure stin~ulus will he timely. The federal government has cal- 
culated that the combination of sustained spending and shrinking 
revenues will result in a $50-billion deficit in the current fiscal 
year. And while the federal situation is cause for serious concern, 
provincial gover~~~ne~l ts  as a whole are in even worse shape. Even 
when economic growth recovers, deficits at the regional levels of 
government will be difficult to correct. 

PROVINCIAL OVERVIEW 

The last few months have been challenging, especially for 
Ontario and Saskatchewan where economic conditions have con- 
tinued to deteriorate. The bankruptcy and restructuring activities of 
Chrysler and General Motors paralyzed Ontario's manufacturing 
sector in the first part of 2009. And the massive reduction in potash 
extraction activities, combined with drought-like conditions in 
certain pats  of Saskatchewan, will leave that province feeling the 
global recession quite heavily. But there are encouraging signs 
that the worst of the business cycle might he over. This is particu- 
larly true for Alberta and British Columbia, which have been 
trending down since early 2008. A resurgence in oil prices and, 
more importantly, a drop in construction costs point to a turnaround 
in the energy sector soon. Also the housing sector is rebounding 
sooner than expected in Western Canada. Better affordability has 

boosted housing resale activity and new housing construction in 
recent months. In Newfoundland and Labrador, economic growth 
will be muted by a large contraction in oil production at all three 
main produci~~g fields (Hibernia, Terra Nova, and White Rose). 
Despite the negative headwinds, Manitoba's economy has proven 
resilient, as have the economies of the Mariti~ne provinces- 
Prince Edward Island, Nova Scotia, and New Brunswick. All 
four provinces will record modest economic growth in 2009. 

Over the next year, all provinces will slowly recover. The 
provinces most affected by the global recession will see the strongest 
rebound with growth averaging well over 3 per cent. Boosted by 
federal fiscal stimulus and a turnaround south of the border, the 
recovery will take shape as the second half of 2009 progresses. 

While the trade sector in Central canada2 is in deep recession, 
the weakness is concentrated mainly in the auto, primary metal, 
and forestry industries. It is not all bad news for Quebec at the 
moment. While a correction in the province's housing sector was 
expected, the drop in activity has been mild and controlled. Labour 
~narkets have been reslmcturing, but the weakness there since the 
start of the year has been nlostly in the manufacturing, public 
administration, and health-care and social assistance sectors. 
Consunler spending has slowed down, but the province will still 
manage to eke out a small positive performance this year in real 
terms. Businesses in all provinces have been holding back on 
expansion plans due to the credit crisis, but Quebec will fare rela- 
tively well on the non-residential investment front. Work already 
under way for the development of additional wind power and 
hydroelectric generating capacity will temper the decline in invest- 
ment. All in all, Quebec is expected to see a 0.9 per cent (real 
GDP at basic prices) contraction this year and a mild rebound of 
1.8 per cent next year. (See charts 1 and 2.) The Ontario economy 
is not out of the woods yet, hut at least the decline appears to be 
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Sources: The Conference Board of  Canada: Statistics Canada 
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over. In fact, the slide that began in Ontario in mid-2008 is expected 
to give way to a gradual recovely as we liiove through the last half 
of 2009. A bottorn seeliis to have been reached for key sectors. 
Surprisingly, vehicle production in Ontario turned the comer in 
the second quarter of 2009 and should elicit a gradual rebound in 
the devastated auto sector. With both Chrysler and General Motors 
successfully emerging from Chapter 1 I bankruptcy protection and 
U.S. consumer demand having hit bottom, the autotnobile sector 
will recover at a double-digit pace in 2010. Consumer deniand in 
Ontario. boosted by income tax cuts, will also make a comeback 
next year, along with private investment and housing deniand. 
Overall. Ontario's real GDP is expected to tumble by 3.1 per cent 
this year but rebound by 3.2 per cent in 2010. 

While the severe global recession has severely shaken many 
provinces, Atlantic Canada has managed to remain in generally 
good health. All three Maritime provinces (along with Manitoba) 
will avoid recession. New Brunswick will emerge as a growth 
leader this year. Fuelled by public stimulus for new infrastructure 
investment and lower income taxes, overall real GDP is expected 
to rise by 0.9 per cent this year. The province will lead the Atlantic 
region again next year with 2.8 per cent real GDP growth, but 
there is downside risk as Irving Oil has decided not to proceed 
with the development of a new gasoline refinery at the moment. 
The outlook is holding up for Nova Scotia. The financial sector is 
in good shape, and the offshore natural gas expansion of the Deep 
Panuke site will stimulate non-residential investment this year. 
Overall real GDP growth of 0.3 per cent is forecast this year. Next 
year, the economy will advance by a mild 1.2 per cent as construc- 
tion on major projects winds down. The Prince Edward Island 
economy is fairly stable. The public sector there is poised to grow 
strongly this year. Next year, the Island is forecast to see growth of 

2.2 per cent as activity in key sectors-in particular, construction 
and manufacturing-intensifies. With a significant contraction in 
oil production, Newfoundland and Labrador will see a big 3.4 per 
cent drop in real economic activity this year. Unfortunately, the oil 
industry will contract again in 2010, leaving Newfoundla~~d and 
Labrador with zero growth in real GDP next year. 

There are some sectors in Manitoba that are feeling the global 
dow~aum. Mining aid manufacturing UE both struggling. In general, 
however, the province is holding up better than most. A construc- 
tion boon1 that began four years ago will remain a pillar of strength 
for the province. Manitoba's economy has proven resilient with 
real growth of 0.8 per cent anticipated this year and 1.8 per cent 
in 2010. Saskatchewan, on the other hand, has fallen victim to the 
severe global recession. With farmers everywhere reluctant to 
ramp up costs in these difficult times, global demand for fertilizer 
has plunged. As a result, potash production in the province has 
been slashed in half since last year. Saskatchewan will suffer n 

real GDP decline of 2.7 per cent in 2009 due to the double-digit 
drop in mining and a big drop in agricultural production. But 
resource-dependent provinces often experience volatile real GDP 
growth, and a 3.5 per cent rally in economic activity is projected 
next year in Saskatchewan once international demand for primary 
commodities improves. 

In Alberta, the recession is not expected to linger much longer. 
Oil prices have firmed up in recent months. More importantly, con- 
struction costs have come down. When labour and material costs 
were spiralling out of control, large energy initiatives beca~iie 
unfeasible. Now that those costs are falling, some petroleum com- 
panies are thinking of restarting deferred projects. The energy sector 
is expected to make a positive contribution to the economy in 2010 
as capital expenditures related to the development of the oil sands 
intensify. The domestic economy should recover next year spurred by 
employment gains and stronger wage growth. Following a 2.7 per 
cent contraction in real GDP this year, a 3.3 per cent bounce-back 
is forecast for Albena next year. A si~iiilar outlook is forecast for 
British Colunlbia where real GDP will slip by 2.5 per cent in 2009 
after making no gains in 2008. The near-term outlook is, however, 
promising for British Colunlbia. The housing maket seems to 
have hit bottom. Both the resale and existing home markets have 
itliproved in the past few n~onths. A comeback in the construction 
sector, combined with a modest recovery in forestry and manufac- 
turing, will elicit a turnaround in the economy next year. On top 
of that, stimulus from the 2010 Olympic Winter Games will help 
propel real GDP by a strong 3.4 per cent in 2010. 
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U.S. ECONOMY less panicky frame of mind, a development that has encouraged 
higher spending. Of course, if the savings rate climbs higher, this 

Recent indicators suggest that the severe recession gi-ipping the will have a negative effect 011 spending going forward. 
U.S. economy since January 2008 is slowly winding down. The 
main factors behind the inore optimistic outlook are the growing 
signs of stability in the housing sector and evidence that household 
spending is starting to stabilize. The current outlook calls for real 
GDP to decline by 1 per cent in the second quarter (annualized) 
before rebounding and growing by 1.7 per cent in the third quarter 
and 1.2 per cent in the final quarter of this year. In 2010, the econ- 
o~iiy is expected to expand by a tepid 1.8 per cenr. (See Chart 3.) 

Chart 3 
Tepid Gain Expected in U.S. 
(real U.S. GOP, percenlage change) 

I = lorecast 
Sources: The Conference Board ol Canada; U.S. Bureau of Economic Analysis 
(BEA). 

Infrastructure spending to improve roads and bridges tbrough- 
out the country is set to kick in during the secoiid half of 2009, an 
initiative that will support the economic recovery going forward. 
In fact, infrastructure spending should help to offset the negative 
impacts from cuts in spending implemented by many state and 
local govemments in response to lower tax collections. 

The major risks to the outlook and the factors that will restrain 
the pace of economic recovery are private investment spending and 
export demand. Real spending on equipment is expected to decline 
by close to 19 per cent this year, n d  growth of less than I per cent 
is anticipated in 2010. The slow growth in profits, combined with 
tight credit conditions, has led businesses to sharply cut inventories 
and investilient speoding. In some sectors of the economy, inventory 
cuts have been so drastic that any rebou~id in demand over the 
next few months could actually set the stage for an improvement 
in manufacturing activity over the near term. 

The outlook for U.S. exports is also less than optimistic, as we 
expect real exports to drop by 12.2 per cent this year. Deliland for 
exports is slumping because Japan and most of Europe are in the 
grip of severe recessions. Even a weaker U.S. dollar has been 
unable to offset the effects of the global recession on the export 

The efforts by both the Federal Reserve and the federal gov- market. Fortunately, demand for American products from Chiua 
ernment are finally starting to have a positive impact on housing and other emerging markets where governments have initiated 
markets. The Fed's puruhuses of mortgage-backed securities and its massive stimulus efforts should mitigate the pace of export declines 
reduction of the federal funds rate to close to zero have lowered over the short term. 

mortgage rates to well below 5 per cent--down from 6 per cent 
just last fall. This developn~ent, combined with rock-bottom home MONETARY POLICY 
prices, has led to a recent rebound in sales of both new and existing 
homes. Even more encouraging is the fact that inventories of new 
homes have come down to levels that existed prior to the bursting 
of the housing bubble. Unfonimately, home prices have continued to 
decline in many parts of the country, in part because of numerous 
foreclosure sales. Foreclosed properties are selling at a 25 per cent 
discount in most markets, and that tends to depress prices for all 
properties in the neighbourhood, even those not in foreclosure. 

The major declines in consumer spending that were recorded 
toward the end of last year have also come to an end. Given the 
difficulties in labour markets, spending is certainly not on the 
verge of a sharp rebound-but it has at least stabilized somewhat. 
The rebound in equity markets and a slowdowl~ in the pace of job 
losses have resulted in a welcome rebound in consumer confidence 
from the record-low levels that transpired over the winter months. 
Households have started to save again (the savings rate was close 
to 6 per cent in April), and this cushion has left consumers in a 

Canada's banking system and mortgage market are in much 
better shape than those of our southern neighbour, and the degree 
of government intervention has been correspondingly less aggres- 
sive. While the Bank of Canada had been active in providing extra 
liquidity to the financial system through short-term transactions 
and lower rates, it has thus far avoided having to resort to quanti- 
tative easing (essentially printing extra money). Still, the Bank of 
Canada's announcement in April that it would keep its overnight 
lending rate at near zero until June of next year was unconventional 
and essentially nailed down the Bank's key policy instrument for 
over a year. 

The Bank has lowered its key lending rate from 3.5 per cent in 
March 2008 to just 0.25 per cent today. The last 0.25 percentage 
point decline occurred this past April 21, along with the Bank's 
announcement that the target overnight lending rate had effectively 
reached its lower bound. However, the Bank had been frustrated 
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by the fact that lowering its key lending rate was not being fully 
transmitted through to market lending rates, a phenomenon described 
as "pushing on a string.'' Thus, in its April announcement, it pro- 
vided the additional guarantee that it would keep rates this low 
until June 2010. The policy has been effective, helping to lower 
comlnercial lending and mortgage rates on both the short and longer 
end of the yield curve. However, this policy comes with some risks. 
The transmission of monetary policy to the economy is a relatively 
long process. with estimates suggesting that it takes about 18 months 
from the time interest rates we changed to the time they have a 
peak impact on real GDP. While it is true that the Bank of Canada 
suggested its promise to keep interest rates where they are until 
next year is based on the assumption that inflation will remain in 
line with expectations, i t  would still lose a lot of credibility if it 
were forced to raise rates ahead of schedule. Given that credibility 
is paramount to effective monetary policy, it is very unlikely that 
the bank rate will be changed any time before June 2010. 

At least for this year, the Bank's fixed-rate policy is unlikely 
to draw milch controversy. Sluggish economic growth, an appreci- 
ating Canadian dollar, and soft commodity prices will all help to 
hold down inflation through the rest of 2009. And while energy 
prices are forecast to trend up over the course of 2009, they will 
remain below the levels reached in 2008. While it is likely that the 
year-over-year inflation rates will dip into negative territory over the 
next couple of months, there is no real danger of Canada falling into 
a protracted state of deflation. After advancing by 2.4 per cent in 
2008, CPI inflation is forecast to advance by only 0.8 per cent in 
2009. Looking ahead to 2010, an improved economic performance 
and still-rising energy prices are expected to boost price inflation 
to 2.6 per cent, pushing toward the upper edge of the Bank's com- 
fort zone. 

In recent months, the loonie has returned to its old habit of 
moving in lockstep with energy and other raw material prices. 
The break from this pattern, which occurred over the second half 
of 2008 and into early 2009, had more to do with how foreign 
exchange markets reacted to the greenback during the business 
cycle than with the Canadian dollar itself. Despite being the epi. 
centre of the global recession, the U.S. continues to be regarded 
as a safe haven for investors whenever volatility and uncertainty 
erupts. This situation helped to boost the value of the U.S. dollar 
sharply last fall and into the first quarter of this year. However, as 
the U.S. and global economies start to stabilize, the "safe haven" 
factor is dissipating a~ld the greenback is losing steam. This depre- 
ciation is at least partly responsible for the recent run-up in energy 
prices and the value of the loonie. Overall, the Canadian dollar is 
expected to average US$0.86 in 2009, still an 8.3 per cent depre- 
ciation over last year's level. The loonie is forecast to strengthen 
steadily over the near term, averaging US$0.91 in 2010. (See 
Chart 4.) 

Chart 4 
Loonie Will Hover Around US$0.91 in 2010 
(U.S.ICanada exchange rate) 
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FISCAL POLICY 

The federal government's financial situation has changed dras- 
tically. Following I I consecutive years of surpluses that seemed to 
surprise on the upside nearly every year, the government is now 
facing a situation in which revenues are surprising on the downside. 
In May, the government announced that the federal deficit for 2009-10 
will likely be $16 billion higher than planned, rising to a record 
$50 billion. As revenues continue to shrivel, the federal government 
has committed to numerous sti~liulus measures to help counter the 
effects of the current business cycle. In addition to automatic sta- 
bilizers such as employment insurance, the government has 
boosted the generosity of the employment insurance program, and 
provided personal and business tax relief and other spending 
incentives. Most important, however, is the federal government's 
infrastructure sti~nulus package, which should (with the participa- 
tion of the provinces) generate about $12 billion in new construc- 
tion spending for fiscal year 2009-10. Given the time required 
for a typical project review, the approval process, and the actual 
construction, the impact on construction activity is expected to be 
drawn out over 2009 to 2012, with peak activity expected in 2010. 

While the effects of the recession will be protracted, our fore- 
casts suggest that the federal government is still in a structurally 
sound fiscal position-that is, the federal government is expected 
to rebalance its books as the economy returns to full capacity and 
temporay tax measures, other incentives, and the sti~nulus package 
come to an end. On the other hand, regional governments as a whole 
are in a more troublesome situation. Provincial governments have 
had to deal with the increased costs of social programs, the obli- 
gation to match federal infrastructure spending, their own stimulus 
packages, and shrinking corporate and personal income tax rev- 
enues. In addition, for some provinces the difficulties have been 
expounded by the direct effect that the drop in commodity prices 
has had on royalty revenues. Dealing with the sharp and rapid rev- 
enue losses will be difficult for regional governments. Until very 
recently, most had been ramping up spending at a record pace while 

Find this report and other Conference Board research at wr.e-library.ca The Conference Board of Canada I v 



still managing to post surpluses tha~lks to better-than-expected growth 
in revenues. Given the current situation and the ever-present upward 
pressure on health-care budgets, the economic recovely as forecast 
over the medium term will not suffice on its own to bring regional 
governments back into surpluses. The implication is that, sooner 
or later, provinces will have to boost taxes and cut spending in 
order to return to a balanced budget. 

Combining all levels of government, total real current spending 
on goods and services was flat in the first quarter of 2009. Despite 
the massive fiscal stimulus efforts, the federal and the provincial 

governments are being more prudent with respect to spending on 
their own programs (composed largely of spending on wages and 
salaries of public servants). Overall, real government spending on 
goods and services is forecast to advance by 2.3 per cent this year, 
down from 3.7 per cent growth in 2008. The boost frotii infra- 
structure spending did not show up in the first quarter of this year; 
however, we expect strong gains over the rest of 2009 and through 
2010. Overall, real governtilent fixed capital formation is forecast 
to expand by 15.6 per cent in 2009, followed by growth of 11 .S per 
cent in 2010. 
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capilal and labour) be fully and eificienlly employed 
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Marie-Christine Bernard 

Des signes de reprise B l'horizon 

Le Canada devrail renouer avec la croissance en seconde moitie de 2003 
Le PIB reel se contractera de 1.9 p. 100 cene annee, puis gaunera 2.7 p. 100 
en 2010. 

Le recol des depenses de  consommation aux ~ t a t s - ~ n i s  a 
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/ pas la reprise. 

toutefois eu des incidences beaucow ~ l u s  &endues, la contnction se 

1 -rs Ma- t1vs co 111 2 e Man 'ebb ill clt.u.1 J I O  :rolssance 10s (ens 
P B rri: celle bnnec Ces a.a're c l u b  I rcs 311 SJ res sler a L  CY:.? O C A D ~ I -  I sion el de ralenlissement. 

. . 
repercutant partout sur la planete. Au cours des demiers trimestres, 
le commerce mondial a subi les contrecoups du cycle nigatif 
d'une perte de confiance et de  la reduction des investissements 
des entreprises. Cette annee, I'tconomie niondiale devrait accuser 
une xmtmorable,> contraction de 2.6 p. 100, en dipit de la crois- 
sance enregistree dans certaines Cconomies en diveloppement, 
notalnment la Chine et I'Inde, oa 1'Clan se inaintient. La recession 
mondiale a fait tomber les prix des matikres premieres, y compris 

onlarieke devrait se reiancer l'an prochain. 

Au Ouebec, la rhcession mondialeapese lourd sur ie commerce exlhrieur 
mais Rconomie inlerieure tient le coup, Apres u n  recul de 0,9 p. 100 en 
2009, la province profitera tune progression de 1 8  P. 100 du PIB en 2010. 

En Saskatchewan, les previsions se sont nellemenl dtterior6es. Les perspec- 
Lives mu favorables oour la oolasse et I'aariculture otntioni la croissance 

venergie, par rapport aux cours d'il y a un an. ~'6volution nCga- 
tive des lnatieres premieres a privi I'6conoinie canadienne d'une 

importante source de revenus, lilllitant de ce fair la croissance de 

La correclion marquee des marches de i'habilalion, en Alberla el en 
Colombie-Britannique. lire i sa fin, En 2010, les deux provinces monlreront 
une croissance du PIB reel suaerieure a 3 p. 100. 

I'6cononiie intCrieure et ajouta~it aux difficult& de nos exporta- 
teurs. Le produit intkrieur brut riel du Canada devrait se contracter 
de 1.9 p. 100 cette annie. L'an prochain, notre 6onomie profitem 
du r6tablissement des prix des produits de base et de l'accroisse- 
ment des dCpenses des menages americains. I\ cela s'ajoutera 
I'effet entier des niesures de stimulation publiques. Ainsi, une 
croissance de 2.7 p. 100 du PIB reel est privue pour 2010. 

'iconomie du Canada s'6tant contract&, fortement. Ion des 
trois premiers mois de I'annie, affichant ainsi un deuxBme 

' recul en autant de trimestres, elle refliite la definition offi- 
cielle de la ricession. Un regard en arriere rivele toutefois que 
divers secteurs de I'konomie du pays ont des difficultis depuis 
le debut des dCboires des marches immobiliers am6ricains. tard 
en 2005. L'irosion continue et marquie de la valeur des logements 
a fait s'effriter la richesse nette et la confiance des menages 
americains, obligeant les consomlnateurs B Cpargner davantage 
et h rtduire leurs depenses. Les elitreprises canadiennes ont it6 
116s affectees. Les exportations de bois d'auvre et de matiriaux 
de construction ont iiettement chud, puis, peu aprks, les exporta- 
tions de voitures et de pieces automobiles, avec des r6percussions 
sur I'industrie automobile canadienne. Du fait de la reduction 
ainsi provoquCe dais les investissements des entreprises des 
fitats-~nis et du Canada, des societis d'ici produisant une grande 
diversite de foiirnitiires et de matikres industrielles ont CtB conta- 
minies par le malaise. 

L'ampleur quasi-planttaire de I'actuelle rtcession se verra 
au-deli d'un cycle Cconomique nornial. En outre, les in6nages 
am6ricains. qui iiitewiennent pour environ 15 p. 100 de la demande 
mondiale, devraient accroftre leur Cpargne au cours de la pBriode 
de prevision, de faqon B colnpenser les pertes de richesse resultant 
de la baisse de valeur des logements et de la faiblesse des marchis 
boursiers. Le taux d'ipargne totale des menages amhicains, un 
maigre 0.6 p. 100 en 2007, a beaucoup grimpi ces deniiers mois 
et devrait toucher, m6me dkpasser les 5 p. 100 en 201 1. Cela pone Q 
croire que la reprise ~nondiale se fera de faqon mod6rke par rapport 
aux reviremeilts connus lors des cycles konomiques d'aprks-guerre. 
En d$it d'une politique budgetaire expansionniste et des mesures 
de stirnulation monitaire, le PIB du Canada ne coinmeiicera pas 
Q progresser vraiment au-deli de son potentiel avant 201 I .  Selon 
nous, I36cart de production' sera, en moyenne, de -5,6 p. 100 en 
2009, ce qui signifierait que ce n'est qu'en 2013 que le plein 
potentiel serait exploit& 

En se propageant vers le Nord, la ricession nee aux ~ t a t s - ~ n i s  
a oblige les consommateurs canadiens adopter, eux aussi, des 
coinportements plus priidents. Les menages du Canada se sont 
ressentis du recul boursier et de la perte de valeur des logements, 
et ils se sont montris moins confrants. En ~n&me temps, les penes 

Pour obtenir ce rapport et dauires du Conference Board, consultez www.e-library.ca. Le Conference Board du Canada 1 vii 



d'emplois s'accumulaient : de novembre h juin, 360 000 emplois 
en moins dans I'6conornie canadienne. Les effets sur les revenus 
des travailleurs seront encore amplifi6s par le niveau r6duit des 
salaires et une diminution du nombre moyen d'heures travaillees 
puisque des entreprises re~nplacent des employis B temps complet 
par des temps partiel. Ainsi, nialgri une inflation nlaitrisie et des 
baisses d'impots accordkes h divers paliers, le revenu riel aprss 
impats devrait di~ninuer de 0.5 p. 100 cette annee. Bien ~nauvaise 
nouvelle pour les consomlnateurs canadiens qui, depuis 6 ans, 
jouissaient d'une progression lnoyenne du revenu dispo~lible k l l e  
de 3,7 p. 100 par annee. S'efforqant de garnir leur Cpargne, les 
minages canadiens devraient dipenser 0.7 p. 100 de moins cette 
snnte. La construction de logements neufs et les depenses de 
rhovation domiciliaire chuteront aussi beaucoup cette annee. 

Les entreprises connaissent une situation encore plus difticile. 
Uincertitude et I'instabilite r6sultant de la crise econo~nique mon- 
diale ont mis un terrne B des projets d'immobilisations partout au 
pays. Et m&me si le secteur bancaire du pays se porte assez bien, 
les pratiques d'octroi de prgts se sont faites beaucoup plus restric- 
tive~. En 2009, sous I'effet combin6 de la faible demaide de biens 
et services et d'un recul marquk du prix des ressources, les profits 
des entreprises baisseront, croyons-nous, de quelque 69 n~illiards 
de dollars. C'est donc sans surprise que I'on voit les intentions 
d'investir des entreprises s'attinuer consid6rablement en 2009. 
L'investissement non rksidentiel priv6 reculera malheureusement 
de 15 p. 100 cette annee, puis reprendra ensuite un peu en 2010, 
affichant alors une ~nodeste croissance de 2.6 p. 100. 

Cette annee, seul le secteur public aura un apport positif B 
I'6conomie intkrieure du Canada. Le gouvemement fedgal et les 
provinces se sont engag&, de fasons variies, i distribuer d'impor- 
rants incitatifs i I'egard des infrastructures et d'autres mesures de 
stimulation visant B faire s'activer la machine Cconomique. LB, 
m&me si les d6penses de programme directes diminuent en raison 
de budgets provinciaux guidis par la prudence, et m@me si le 
rythme maximal des d6penses ne sera atteint que l'an prochain, 
la stimulation liee aux infrastructures viendra 2 point nomm6. 
Le gouvemement fkdiral a calcule que, ensemble, ses d6penses 
soutenues et la diminution de ses recettes se traduiront par un 
deficit budgetaire de 50 milliards de dollars au tenne de I'exercice 
en cours. Notons que si la situation est pr6occupante au palier 
fkdiral, collectivement, les gouvernements des provinces sont 
dans une positin11 encore pire. A tel point qu'il sera difficile de 
corriger les dificits accumulis par les gouvernements rigionaux, 

m&me au retour de la croissance iconomique. 
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Les derniers ~ilois ont kt6 pinibles, surtout pour I'Ontdrio et la 
Saskatchewai~, oh la conjoncture a continui de se compliquer. La 
faillite, puis les d6marcl1es de restructuration de Chrysler et de 
General Motors ont affect6 le secteur manufacturier ontarien durant 
la premiere partie de 2009. De la m&me fason, la r6duction massive 
des activitks d'extraction de potasse, combinee B la quasi-sicheresse 
toucliant diverses regions de la Saskatchewan, fernlit perdurer les 
incidences de la r6cession mondiale dans cette province. Toutefois, 
quelques indices permettent de  croire que le pire pourrait &tre 
passe. Surtout en Alberta et en Colombie-Britannique. oe la situa- 
tion se ditkriorait depuis le d6but de 2008. Une reinontie des prix 
dans le secteur de I'inergie et, de fason plus niarquie, une baisse 
des coats de construction laissent entrevoir des jours ~neilleurs 
dans le secteur de I'energie, B court tenne. En outre, le secteur du 
logenlent se remet plus tBt que prevu dans I'Ouest canadien. Une 
abordabilit6 accrue a stimul6 la revente de logements existants et 
la construction de logelnents neufs ces demiers mois. A Terre- 
Neuve-et-Labrador, la croissance economique sera freinee par 
un net ralentissement de la production d'hydrocarbures aux trois 
principaux champs (Hibernia, Terra Nova et White Rose). Et 
malgr6 les vents nigatifs, I'iconomie du Manitoba s'est montr6e 
rtsiliente, comme celle des Maritimes, l'fle-du-~rince-8douerd, la 
~ouvel le-~cosse  et le Nouveau-Bmnswick. Ces quatre provinces 
afficheront une modeste croissance eco~lomique en 2009. 

Toutes les provinces connaitront une reprise mitigee dans les 
12 prochains mois. Ce sont celles qui ont le plus souffert de la 
rtcession mondiale qui marqueront les plus forts gains, bien audelh 
de 3 p. 100 en moyenne. A la faveur des stimulants budg6taires 
fideraux et d'une amelioration de la conjoncture americaine, la 
reprise se precisera durant la seconde moiti6 de 2009. 

Cenes, le secteur commercial externe du Canada centralZ connaft 
une profonde recession, mais les faiblesses se concentrent surtout 
dans les industries de I'automobile, des mgtaux de premisre 
fusion et de la for&. Le ciel n'est quand m&me pas tout B fait 
sombre au Qu6bec : la correction du secteur domiciliaire etait 
attendue, mais I'activitk n'a raleuti que mod6r61nent et de faqon 
contr6lie. Le march6 du travail se restructure, mais les faiblesses 
ont surtout it6 observ6es depuis le dibut de I'ann6e dans le 
secteur manufacturier, dans I'administration publique et le secteur 
des soins de santi et des services sociaux. Les d6penses de con- 
sommation ont diminn6 mais la province parviendra k afficher 
un rendement positif, modeste, en termes riels pour 2009. Dans 
toutes les provinces, les entreprises ont freini leurs projets d'ex- 
pansion B cause de la crise du credit, mais le Quebec s'en tirera 
assez bien sm le plan des investissements non risidentiels. Les 
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chantiers en cours visant I'ajout de nioyens de production Colienne priv6s et la demande de logernents. Globalement, le PIB de ]'Ontario 
d'electricitt et I'accroissement de la capacitk hydmClectrique devrait reculer de 3.1 p. I00 cette annCe, puis progresser de 3,2 p. 100 
attenueront le recul des investissements. Tout colnpte fait, le en 2010. 
QuCbec devmit subir un recul de 0,9 p. I00 (PIB aux prix de base) 
cette a n t e ,  puis un regain, modeste, de 1.8 p. I00 I'an prochain. Si la grave rtcession mondiale a vraiment Cbranlt bien des 
(Voir les graphiques I et 2.) Quant B I'Cconomie ontarienne, elle provinces, le Canada atlantique s'est maintenu dans une situation 
n'est pas encore sortie de l'auberge, mais au ~noins le declin seiiible gtn6ralenient bonne. Les trois provinces des Maritinies, ainsi que 
tennint. En fait, la glissade qui dure depuis le milieu de 2008 en le Manitoba, tchapperont & la rCcession. Le Nouveau-Brunswick 
Ontario devrait faire place h une reprise graduelle d'ici la fin de aura une place de choix au palmarhs de la croissance cette annke. 
2009. Le fond du baril se~nble avoir kt6 attei~it dans les secteurs Sous I'effet des stimulants publics visant les nouveaux investisse- 
cl6s. La production ontarienne de vthicules, chose inattendue, nients en infraslructures et des rtductions dSimp8ts sur le revenu, 
a repris au deuxihme trimestre de 2009 et devrait conwaitre un le PIB global devrait y progresser de 0,9 p. 100 cette annCe. La 
regain graduel dans un secteur automobile dkast.6. Chrysler et province donnem encore le ton dans la rigion de I'Atlantique avec 
General Motors profitant dCsorrnais de la protection associ6e h la une croissance de 2,8 p. I00 du PIB riel, sauf que la dtcision de la 
faillite que prkvoit le Chapitre I I, et la demande des consomma- societe Irving Oil de ne pas coilstruire, pour I'instant, une nouvelle 
teurs &ant tombee h son plus bas, le secteur nuto~nobile connaitra raffinerie produisant de l'essence pourrait r6duire la crossance I'an 
en 2010 un taux de reprise dipassant les I0 p. cent. Et en Ontario, pmchaine. Pour la Nouvelle-&osse, les perspectives se maintiennent; 
favoriske par des reductions d'inip6ts. la demande des consonmia- le secteur financier se pone bien et I'expansion du champ de gaz 
teurs se retablira aussi I'an prochain. comme les investissements nature1 extracatier de Deep Panuke stimulera I'investissement non 
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Graphique 1 
PIB reel par province en 2009 
(variation en pourcenlage; en  dollars de 2002) 
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Graphique 2 
PIB reel par province en 2010 
(variation en pourcenlage: en dollars de 2002) 
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rtsidentiel cette annee. Ainsi, une croissance globale de 0,3 p. 100 
du PIB est pr4vue cette annee. Uan prochain, 1'6onomie fera un 
gain, modeste, de 1.2 p. 100, vu I'achhvement des travaux de cons- 
t ~ c t i o n  associd anx grands projets. UCcononlie de l'ile-du-prince- 
houard est assez stable; le secteur public devrait y connaitre uue 

forte croissance en 2009. Et I'an prochain, l'ile devrait progresser 
de 2.2 p. 100 puisque I'activitC s'intensifiera dans des secteurs 
clts, en particulier la construction et la production manufacturihre. 

A cause de I'importante riduction de la production d'hydrocarbures, 
Terre-Neuve-et-Labrador subira une baisse marquCe de I'activitC 
economique rCelle cette annee, baisse de 3.4 p. 100. Puis en 2010. 
malheureusenient, l'industrie p6trolihre rkgressera de nouveau, si 
bien que la croissance du PIB y sera nulle I'an prochain. 

Au Manitoba, certains secteurs subissent les effets de la crise 
mondiale. L'activiti minisre et I'activitC rnailufacturiPre sont en 
mauvaise posture, ~nais dans I'ensemble la province s'en tire mieux 
que la plupart des autres. Le bourn de construction amorci il y a 
quatre ans demeurera un lnoteur de croissance pour la province. 
UCconomie manitobaine s'est moutrie resistante; i preuve, la 
croissance attendue de 0,8 p. I00 en 2009 et de 1.8 p. 100 en 

2010. De son c6t4 la Saskatchewan, paie fort le prix de la grave 
rkcession mondiale. La reticence des producteurs agricoles, d'ici 
et d'ailleurs, h hausser leurs coiits en Hriode difficile a fait tomber 

la demaude mondiale d'engrais. Par cons$uent, la production 
provinciale de potasse a chutC de moitiC depuis I'an demier. La 

Saskatchewan accusera donc un recul de 2,7 p. 100 du PIB rCel en 
2009 en raison de la reduction de plus de 10 p. I00 de I'activite 
minisre et d'un net affaissement de la production agricole. II est 
vrai que les provinces tributaires des ressources lnontrent souvent 
une croissance irrCguli2re du PIB riel, si bien qu'une reprise de 



I'activiti icononiique de 3,5 p. 100 est privue pour la Saskatchewan 
I'm prochain, h la faveur d'une arnilioration de la demande inter- 
nationale de produits primaires. 

d'une croissance de 3,3 p. 100 I'an prochain. Pronostic semblable 
pour 13 Colombie-Britannique, oh le PIB riel cedera 2,5 p. 100 en 
2009, apr2s avoir affichi une progression nulle en 2008. La per- 

Graphlque 3 
~ i ~ i d ~  gain 2 prevoir c,.~, 
(PIB americain reel, varialion en pourcenlage) 

En Alberta, la r6cession ne dewait plus dvi r  longtemps. Les 
prix du pttrole se sont raffermis ces demiers mois et, ce qui est 
encore plus important, les coCIts de construction ant diminui. La 
hausse incontr6lCe des coDts en main-d'ceuvre et en niatiriaux 
avait rendu impensables les grands projets tnergitiques. Mais I i ,  

vu le recul de ces coilts, certaines pitroli&res envisagent de relancer 
des initiatives ~nises de c6ti. Le secteur de I'inergie devrait avoir 
un apport positif h I'iconomie en 2010, griice & I'intensification des 

immobilisations dans les sables bitumineux. L'iconomie int6rieure 
devrait connaitre une reprise I'an prochain, reprise engendrte par 

spective & court terme est n6anmoins favorable pour la Colombie- 
Britannique. Le march6 de l'habitation seinble avoir atteint son 
plancher; la revente et le march6 des logements usagis ont progress6 
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des Eta's-Unis. 

ces derniers mois. Une remantee du secteur de la construction, 
combinke B ulle lnodeste reprise de I'activitt forestike et manu- 
facturiere, favoriseril une relance de I'6conomie I'an prochain. 

des gains au chapitre de I'emploi et une progression plus forte des 
revenus de travail. Aprks une contraction de 2.7 p. 100 du PIB ricente des ventes de logements neufs et existants. Plus encour- 
riel privue pour cette annie, nous croyons que I'Alberta jouira ageant encore, les stocks de logements neufs soi~t redescendus aux 

Autre facteur d'importance, la stimulation que suscitent les Jeux 
Olynipiques d'hiver de 2010 contribuera h UII bond de 3.4 p. 100 
du FIB riel en 2010. 

niveaux pr6ce'dant I'iclatement de la bulle rksidentielle. Cependant, 
les prix des logements sont restis en baisse dans diverses parties du 
pays, entre autres en raison du nolnbre tlevi de ventes aprks saisie. 
Les maisons ainsi icoulis subissel~t nne r6duction de 25 p. 100 du 
prix dans la plupnrt des marchks, un phtnom&ne qui a pour effet 
de faire baisser les prix de routes les propriitts, m&me celles ne 
faisant pas l'ohjet d'une telle procidure. 

La forte diminution des d6penses de consommation enregistrie 
vers la fin de 2008 est aussi arrstte. Vu les difficultts qui prtvalent 
dans le marchi du travail, les dkpenses ne sont certainement pas 
p&s d'augmenter rapidement, mais elles se soilt au rnoins stabilis&s, 
relativement. L'amilioration des march& boursiers et un ralentisse- 

CECONOMIE AMERICAINE ment du rythine de suppression d'emplois ont permis un gain, fort 

hienvenu, quant B la confiance des consomniateurs, laquelle avait 
Divers indices rtcents font entrevoir que la grave ricession touch6 un creux dilrant I'hiver. Les mknages ant recommenct h 

que connri?t I'iconomie amiricaine depuis janvier 2008 s'attinue, ipargner (le taux d'tpargne approchait les 6 p. 100 en avril), un 
lentement. Ce sont les signes croissants de stabilitt dans le secteur atout qui a en partie dissipt la panique que montraient les con- 
de I'hahitntion et la confirmation que les dtpenses des minages sommateurs et qui favorisera une progression des dtpenses. 
commencent se replacer qui, au premier chef, permettent de Evidemment, si le taux d'ipargne griinpe encore, la croissance 
formuler une prkvision optimiste. La privision actuelle itahlit h des d6penses s'en trouvera frein6e. 
I p. 100 le recul du PIB riel au second triniestre (annualis&), 
suivi d'un regain et d'une progression de 1,7 p. 100 au troisisme Les dtpenses en infrastmctures privues pour ame'liorer les 
trimestre, puis de 1.2 p. 100 dans le dernier trimestre de I'anne'e. routes et les ponts dans I'ensemble du temtoire doivent s'amorcer 
En 2010, I'Cconomie devrait progresser modirtment, soit de en seconde moitit de 2009; cette initiative noumra la reprise 
l,8 p. 100. (Voir le graphique 3.) ico~~omique. Ces dipenses devraient en fait aider compenser 

pour les coupures d6cr6ties par de nombreux gouvemements 
Les efforts de la Rberve ftdtrale amiricaine et du gouverne- rigionaux ou locaux en raison de la baisse des imp6ts perys. 

ment fkdderal profitent enfin aux marchis de l'habitation. L'achat 
de criances hypothtcaires par la Rtserve fidkale et sa decision Les grands risques inhirents h la pr6vision et les facteurs qui 
d'6rablir le taux des fonds ftdhaux pres de 2610 ont ramen6 les limiteront la vitesse de la reprise sont les investissements privRF 
taux hypoth6caires hie11 en-dessous de 5 p. 100, des taux aftichis et la demande extkieure. Les dipenses rielles en iquipement 
B 6 p. 100 I'autornne demier. Cela, conjugui au seuil minimal dewaient chuter de p r b  de 19 p. 100 certe annie, tandis qu'une 
auquel se trouvent les prix des logements, a suscit6 une relance croissance infirieure B 1 p. I00 est attendue en 2010. La faible 
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atteignant de ce fail les 50 milliards de dollars. Du jamais vu. 
Alors que les recettes continuent de diminuer, le gouvernement 
fidiral s'est engage par de nombreuses rnesures de stimulation 
afin d'aider B altinuer les effets du cycle Bonomique actuel. En 
plus des il6ments automatiques de stabilisntion, le gouvernement 
a accru la g6nirosit6 du programme d'assurance emploi et a offest 
des riductions d'inipBt aux particuliers et aux entreprises, tout en 
dipensant par la voie d'autres incitatifs. Le plus impostant, c'est le 
plan de stimulation du gouvernement fidiral ax6 sur les infrasttuc- 
tures, qui devrait (avec la participation des provinces) engendrer 
quelqne 12 milliards de dollars de dipenses de construction neuve 
pour I'exercice 2009-2010. Conipte tenu du temps nicessaire 8 
l'analyse et B I'spprobation d'un projet type, ainsi qire du dtlai 
de construction, I'impact sur l'activiti de construction devrait se 
1natQialiser de 2009 5 2012, les activit6s se trouvant 'a leur plus 
fort en 2010. 

M&me si les effets de la rkcession perdureront, nous estimons 
que le gouvernement fideral de~neure en position financisre struc- 
turellement bonne. Car le gouvernement fbdiral devrait pouvoir 
r6iquilibrer ses livres une fois I'iconomie o$rant B pleine capaciti, 

Les provinces doivent faire face aux coDts accsus des progalnmes 
sociaux et h l'obligation de contribuer aux dkpenses d'infrastmc- 
tures autant que le gouver~~ernent fkdkral, elles portent le poids de 
leurs propres plans de stimulation el subissent une diminution de 
leurs recettes sur les revenus des entreprises et des particuliers. De 
plus, dans cettaines provinces, ces difficultis ont it6 exacerMes par 
l'effet direct du recul des prix des produits debase sur les rede- 
vances. I1 sera difficile pour les collectivitis r6gio1lales de com- 
poser avec des pertes de recettes, fostes et immidiates. Jusqo'B to111 
r6cemment, la plupast d'entre elles aug~nentaient leurs dipenses 3 
un rythn~e ja~nais atteint tout en digageant des surplus en raison 
d'une croissance plus vive que pr6vu des recettes. Dans la situa- 
tion prisente et vu la pression toujours plus forte que subissent 
les budgets de soins de santi, la relance kcono~~lique envisageable 
B moyen terme ne perlnettra pas, 8 elle seule, aux gouveme~nents 
rigionaux de renouer avec les surplus. Par consiquent, les 
provinces devront, tat nu lard, hausser les i~nphts ou riduire 
leurs d6penses pour s'assurer un iquilibre budgitaire. 

Pour ]'ensemble des paliers de gouvernement, les dipenses 
courantes r6elles totales en biens el selvices n'om pas progresd 
lors du premier ttimestre de 2009. Malgri Isintense encouragement 
et les stimula~~ts budgitaires, les gouvernements, tan1 f6dhal que 
provinciaux, montrent une plus grande prudence 3 I'igard des 
dipenses dans leurs propres progralnmes (en bonne pattie les 
dipenses de ttaite~nents et salaires des fonctionnaires). Au total, les 
dipenses delles en biens et services devraient croitre de 2,3 p. 100 
cette annk, comparativement B 3,7 p. 100 en 2008. L'essor esconlpt6 
des d6penses ell inftastrucn~res n'est pas appm au premier ttir~~esrre 
de I'annie, mais nous nous attendons B des gains importants d'ici la 
fin de 2009 el durant toute I'annie 2010. La formation de capital 
fixe rielle du gouvernement devrait progresser de 15,6 p. 100 en 
2009, puis de 11,5 p. 100 en 2010. 

au lendemain des mesilres fiscales tempomires, des autres incitatifs 
et du plan de stimulation. Par contre, les gouvemements ti,' alonaux, 
de fason collective, sont en bien moins bonne posture. 
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Newfoundland 
and Labrador 

Production in primary and manufacturing 
industries will plunge in 2009, pushing 
GDP growth into negalive territory 
Investment spending will expand strongly 
this year lhanks to exlensive non-residential 
construction. 

I I 

I I Real GDP I I 
Growlh Ranking 

2009 -3.4 #lo 

Growlh Ranking 
2010 0.0 #10 

Standard &Poor's 

Retail Sales 

GroWfh Ranking ) 2OlO 2.3 El 1 
Government & Background 
Information 

Premier Danny Williams 

Next eleclion 

Population (2009:2) 508.825 

Government balance 
(2009-1 0) -$750 biliion 

Sources: The Conlerence Board of Canada; 
Newfoundland and Labrador Finance. 

Economic Storm 
Pounding Province 

by Kris Shaw 

An economic tempest continues to rage 
across Newfoundland and Labrador. Job 
losses and production cuts will be steeper 
here than in any other province. The oil 
and gas sector-which accounts for over 
one-fifth of the province's gross domestic 
product is uncomfonably positioned in the 
eye of the storm. Natural declines in pro- 
duction, expansion-related slowdowns, low 
crude oil prices, and ongoing maintenance 
will induce an 18 per cent decline this year 
in nlineral fuels output. Crude oil production 
is expected to continue shrinking at roughly 
5 per cent per year over the re~iiainder of 
the medium term. 

Offshore oil production is already 13.7 
per cent behind last year's pace, and 
this gap is expected to widen over the 
rest of the year. 

Cyclical forces have exacerbated struc- 
tural weaknesses in the pulp and paper 
industry. The province's one remaining 
mill recently extended a partial shutdown 
indefinitely. Including the closure at Grand 
Fails, newsprint production in Newfoundland 

Economic Indicators 
(2002 $; percenlage change) 

Real GDP (basicprices) -0.1 -3.4 0.0 
Consumer Price Index 2.9 0.6 2.5 
Personal disposable income -1 .O 1.7 2.2 
 employment^ 
Unemploymenl rate (level) 
Relail sales 
Average weekly wages 
Population 

I = forecast 
Sources: The Conrerence Board of Canada: Statistics Canada 

and Labrador was halved over the first six 
months of 2009. Demand for processed 
seafood has dried up as customers reduce 
their spending on non-staples. In response, 
the entire shrimp processing industry was 
idled for seven weeks this summer. On the 
whole, a 9.5 per cent decline in real manu- 
facturing output is expected this year. 
Production will increase 5.2 per cent in 
2010 once markets rebound. 

The net impact of the downturn on the 
provincial economy will be substantial. A 
3.4 per cent decrease in real GDP is antici- 
pated this year, the largest contraction on 
record. The province will also endure the 
slowest recovery of all the provinces. Real 
output is forecast to remain flat in 2010. 
A stagnant real econonly will cause labour 
markets to deteriorate considerably over 
the next two years. Indeed, the provincial 
unemployment rate will surpass 16 per 
cent by year's end. 

Despite the gloomy economic outlook, 
nominal private and public non-residential 
const~vction is expected to expand 42 per 
cent in 2009. The nickel processing facility 
at Long Harbour, the White Rose expansion, 
and government infrastructure spending 
are the main contributors to this growth. 
On the other hand, housing starts are 
expected to retreat significantly after 
climbing to a 20-year high in 2008. 

(percentage change, 2002 $) 

l = forecast 
Sources: The Conference Board ol Canada: 
Slatistics Canada. 1 
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MANUFACTURING INDUSTRIES 

Productive activity in Newfoundland's 

most important manufacturing segments- 
food processing, newsprint, and petroleum 
refining-will ease in 2009. As a result, 
real n~anufacturing output is expected to 
shrink 9.5 per cent, the largest decline in 
any province except Ontario. A healthy 
rebound of 5.2 per cent is projected for 
2010 once markets for manufactured goods 
improve. 

Non-residential conslruction will expand 
42 per cent in 2009 thanks to a large 
inventory of major capital projects. 

The pulp and paper industry has the 
dubious distinction of leading the way 
down in 2009. Demand for the province's 
paper products is mired in a steady decline 
due largely to the rise of digital media and 
greater competition from emerging markets. 
Moreover, mills in Newfoundland operate 
at a significant producti\,ity disadvantage 
relative to more modern facilities. These 
structural problems, crippling in their own 
right, have been exacerbated by a sharp 
cyclical downturn. Consequently, signifi- 
cant production cuts have been made at the 
Comer Brook mill. An eight-week shutdown 
of one machine was extended indefinitely 
at the end of the second quarter, eliminating 
15 per cent of the workforce. Including the 
earlier closure at Grand Falls-Windsor, 
output capacity in Newfoundland's news- 
print sector was halved over the first six 
months of 2009. 

Food processors, unlike auto assemblers 
or pulp mills, are typically insulated from 
the worst impacts of a recession. Indeed, 
food manufacturing is the only sector in 
Canada in which the value of shipments has 
not shrunk since last October. Unfortunately, 
Newfoundland's food processors tend to 

be somewhat more vulnerable to market 
conditions. This is certainly the case for the 
province's shrimp processors. all of whom 
temporarily shut dowl~ at the beginning of 
June. Falling demand in export markets 
(especially in Europe) and adverse currency 
fluctuations had made operations unviable. 
Upward of 2,000 plant employees were out 
of work until a new pricing agreement was 
reached with harvesters in midJuly. 

PRIMARY INDUSTRIES 

The plight of Newfoundland and 
Labrador's primary industries is allother 
key econo~nic theme for 2009 and 2010. 
The province's prospects are closely con- 
nected to the fortunes of its oil and gas 
sector. Indeed, the sector accounts for over 
one-fifth of total GDP in the province. 
Unfortunately, considerable natural declines 
will occur at the major offshore sites this 
year. Hibernia, Terra Nova, and White Rose 
have all matured, and output will continue 
dropping at those sites. Data from the first 
five months of the year indicate that off- 
shore oil production is already 13.7 per 
cent behind last year's pace. This gap is 
expected to widen over the rest of the year, 
partly because a month-long production 
halt is needed at White Rose to allow for 
expansion activities and other modifica- 
tions. Overall, real mineral fuels output 
will decrease 18 per cent in 2009. It is dif- 
ficult to overstate the significance of this 
decline. If the mineral fuels sector were 
excluded from GDP, the numbers would 
actually show Newfoundland's economy 
set to grow 1.2 per cent this year. As it is, 
real GDP will contract more severely here 
than in any other province 

Production may have peaked at the main 
oil fields, but operations will begin at smaller 
sites over the next few years. The exten- 
sion from White Rose to Noflh Amethyst 
is progressing as planned. It is the first of 
three satellite fields to be developed and 

Deep Slump Ahead for Oil and Gas 
Production 
(percenlafle change. 2002 $) 

25 I 

i = forecast 
Sources: The Conlerence Board ol Canada: 
Statistics Canada. I 
Investment Sustained by Non- 
Residential Sector 
($billions) 

- Non-residential 
- Residenlial and M&E 

I = forecast 
Sources: The Conference Board of Canada; 
Slatistics Canada. 

the operator is targeting late 2009 or early 
2010 as a start-up date. But even if all 
expansion projects proceed as hoped, they 
will only serve to soften the fall. Mineral 
fuels output is expected to decrease another 
5.6 per cent in 2010, and will continue 
falling over the rest of the forecast. 

Newfoundland's other resource indus- 
tries are also struggling. Metal miners are 
expected to slash production by 16.4 per 
cent this year. The sector will bounce back 
strongly, however, once conditions in com- 
modity markets improve. Other primary 
sectors are feeling the effects of downstream 
weaknesses. For example, forestry output 
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will contract by 22.9 per cent in 2009 
because woodland operations connected to 
pulp and paper mills have been curtailed. 
And after three years of strong growth, a 
decline of 3.2 per cent is anticipated for 
fishing and trapping in 2009. Shrimp har- 
vesters, inactive during the two-month 
processing shutdown, will be among the 
hardest hit. 

INVESTMENT 

The bright side of Newfoundland's 
economic situation is the bustling invest- 
ment profile. Non-residential consui~ction 
will soar over the forecast horizon thanks 
to a large inventory of major capital projects. 
Combined spending in the private and pub- 
lic sectors is forecast to expand 42 per cent 
in 2009 alone. The provincial government 
will contribute to this growth by increasing 
the infrastructure budget by 50 per cent. 
This sti~nulus is directed primarily toward 
roads, educational buildings, and health- 
care facilities. The North Amethyst project 
will also contribute to investment growt11 
this year. Installation of the subsea tieback 

should be completed by early 2010 at the 
latest. ("Tiebacks" link new, often s~naller 
sources to established facilities.) And since 
White Rose has two other extensions, off- 
shore construction should pick up again in 
later years. The entire expansion plan has 
an estimated cost of $3.5 billion. 

Vale Inco's nickel processing facility in 
Long Hwbour provides another multi-year 
boost to investment. The plan for 2009 
includes site establishment and infmsmcture 
development. Constmction of the wharf 
and plant is scheduled to begin in 2010. At 
its peak, this project is expected to create 
l,h00 constmction jobs each year. An exten- 
sive backlog of other projects means that a 
strong pace will be maintained after 2009. 
Non-residential expenditures are expected 
to double between 2010 and 2013. 

The other components of investment 
will not perform as well. Machinery and 
equipment purchases are expected to drop 
10.5 per cent this year and 3.8 per cent in 
2010 (though some mome~ltum will be 
regained in the following years). The story 
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is even worse for residential construction. 
Employnlent losses, slower growth in dis- 
posable income, and tighter credit conditions 
are all playing a role in weakening the 
housing market. Starts are forecast to fall 
from a 20-year high of 3,300 last year to 
2,800 this year. The level will then fall 
below 2,000 units in 2010, largely because 
recent building activity has ontpaced the 
province's demographic needs. 

( Forecast Risks I 
Because issues in the cold- 
water shrimp industry were 
resolved sooner than expecied. 
manufacturing output may no1 
shrink as quickly as lo recast^ 

Many companies have 
deferred mine expansions or 
olher resource developments. 
i f  these are ullimalelv can- 

( S0urce:The Conference Board of Canada, I 
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Key Economic Indicators: Newfoundland a n d  Labrador 
(forecast completed Jul. 16,2009) 

2008:l 2008:2 2008:3 2008:4 2009:l 2009:2 2009:3 2008:4 2009:l 2009:2 2009:3 2009:4 2008 2009 2010 

GDP at market prices (current $) 30,518 31,478 32,145 31.490 28,922 28,880 29,332 29.926 29,987 30,088 30,293 30,749 31.408 29,265 30.279 
-0.9 3.1 2.1 -2.0 -8.2 4.1 1.6 20 0.2 0.3 07  1.5 66 4 8  3 5  

GDP a l  basic prices (current $) 28.897 29.843 30,505 29,888 27,358 27,306 27,744 28,317 28,353 28.427 28.568 28,991 29.783 27.681 28,585 
-07 3.3 2.2 -2.0 -85 -0.2 1.6 2.1 0.1 0 3  0.5 1.5 7.1 -71 3.3 

GDP at basic prices (constant $2002) 18,138 18,039 17,912 17,907 17.671 17.379 17.240 17,254 17.242 17,338 17,425 17,534 17.999 17,386 17,385 
1.2 -05 -0.7 00 -1.3 -1.7 -08 0.1 4 . 7  0.6 0.5 0.6 -0.1 -34 00 

Consumer Price Index (2002 = 1.0) 1.124 1.145 1.161 1.142 1.133 1.147 1.156 1.163 1.169 1.175 1.182 1.188 1 1.149 1.178 
0.6 1.9 1.4 -1.7 -08 L2 0.8 0.6 0.5 0.5 0.6 0.6 2.9 0.6 2.5 

Implicit price deflator- 1.593 1.654 1.703 1.669 1.548 1.571 1.609 1.641 1.644 1.640 1.640 1.653 1.655 1.592 1.644 
GDP at basic prices (2002 = 1.0) -1.9 3.8 2.9 -2.0 -72 1.5 2.4 2.0 0.2 -0.3 0.0 0.9 7 2  -3.8 3.3 

Average weekly wages 
($, industrial composiie) 

Personal income (current $) 

I Personal savings rate 1.22 2.14 0.33 2.55 3.34 2.70 2.27 2.36 2.18 2.24 2.18 2.44 1.56 2.67 2.26 

Population of labour force age (000s) 425 426 426 427 428 428 429 429 430 430 430 431 426 429 430 
0.3 0.1 0.2 0.2 0.1 0.1 0 1 0.1 0.1 0 1 0 1 0 1 0.4 0.6 04 

Labour force (000s) 

Employment (000s) 

1 Unemployment rale 12.7 13.0 13.6 13.7 14.7 15.1 15.9 16.1 16.1 16.0 15.9 15.6 13 15.5 15.9 

Retail sales (current $) 

Housing starts (units) 

I White area represents lorecast data ' A .  oaf2 are in mll ons of do lars searona I, auustrd at an!l,al rates. Ln ess olllerwtse spec1 ed 
Fur each noicator. Ine I rst I ne is ltle level and the secono ine is the percentage cnange from the prevlws period. 
Sol.rces Tne Cuolcrence Boara o l  Canada: Slat~stlcs Canada. CMHC rluuslng Time Sercs Database 



A delay in lhe impiementalion oi key wind 
energy and government infrastrudure projects 
unlil2011 will poslpone a major recovery in 
Ihe IslandS economy unlil [ale 2010. 

Real GDP 

Growfh Ranking 
0.8 #3 

Growth Ranking 
2010 2.2 #6 

Retail Sales 

Growth Ranking 
2009 -2.6 85 

Growth Ranking 
2010 2.6 #7 

Informalion 

Premier Robert Ghiz 

Nexl eleclion 

Popuialion (20492) 140.638 

Government balance 
(projecled 200%10) 485.3 million 
Sources: The Conference Board of Canada: 
P.E.I. Finance. 

by Sabrina Browarski 

Although the after-effects of the global 
financial crisis are taking a toll on the 
Canadian economy, Prince Edward Island 
will remain largely immune to the broader 
associated [rade shocks. This year, the Island 
economy will outpace all but two of its 
provincial competitors-New Brunswick 
and Miuiitoba-as it posts growth of 0.8 per 
cent in real gross domestic product. That 
number will rise to 2.2 per cent in 2010. 

Arguably, public sector stimulus is the 
major contributing factor that prevented the 
Island from tipping into recession in 2009. 
Government spending on goods and serv- 
ices is forecast to rise by nearly 9 per cent 
in 2009. Furthermore. a new $510-million 
capital spending plan, along with ongoing 
wind energy investment by the province 
and Suez Energy, will provide a sizable lift 
to an otherwise faltering private investment 
landscape. 

Several key Island sectors will face an 
uphill battle in 2009 as American consumer 
demand retreats. The agri-food industry 
(which exports nearly 52 per cent of prod- 
ucts to the United States) as well as the 
domestic fishing and trapping industry, will 
be dispmportionately affected. Manufacturing 

Economic Indicators 
(2002 $; percenlage change) 

Real GDP (basic prices) 
Consumer Price Index 
Personal disposable income 
Employmenl 
Unemployment rale (level) 
Relail sales 
Average weekly wages 
Populalion 

f = lorecast 
Sources: The Conference Board of Canada: Statistics Canada. 

With 10 per cent growth in sales, aero- 
space manufacturers will continue to 
exploit opportunities in new markels 
and ramp up hiring of skilled workers. 

Employment on the Island is projected 
to fall by 2.1 per cent this year. The unem- 
ployment rate will rise to a peak of 12.8 per 
cent in early 2010 as jobs are cut-a result 
of severe cutbacks in corporate profits. 
Facing weaker job prospects, consumers 
will retrench. Growth in total consumer 
expenditures is expected to be only mm- 
ginally positive in real terms. 

AGRICULTURE RELIES ON SALES 
OF NAME BRAND PRODUCTS 

The United States remains the domi- 
nant ililporter of Island agri-food exports, 
accounting for nearly 85 per cent of sales 
of processed potatoes and seafood. With 
approximately 61 per cent of P.E.I's total 
exports sourced from the agri-food sectol; 
stable demand by supermarkets and fast- 
food restaurants for name brands such as 
Cavendish and McCain will enable the 
agriculture sector to eke out growth of 

Visitors Eschew P.E.I. in 2009 
(overnight visits, percenlage change) 

Overseas 

Uniled Stales 

Domestic pleasure 

Domestic business 

-10 -8 -6 -4 -2 0 2 4 
I = lorecast 
Sources: The Conference Board of Canada: 
Statistics Canada. 1 
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0.3 per cent this year, even with the U.S. 
downturn. Demand for potato granules 
appears, similarly, to be recession-proof. 

U.S. CONSUMERS CUT BACK ON 
LUXURY SEAFOOD PRODUCTS 

By contrast, the Island's fishing and 
trapping industry will suffer a 4.2 per cent 
contractiou as struggling U.S. households 
choose to forgo relatively expensive lob- 
ster purchases. The drop comes after the 
industry grew by an astonishing 14 per 
cent in 2008. Efforts are now under way to 
have P.E.I. lobster certified as a "sustain- 
able catch" by the London-based Marine 
Stewardship Council. Certification would 
open up the European Union markets to 
the Island's lobster products, which could 
bolster demand in the medium tern]. 

Musseis-which are less expensive 
than lobster--exhibit less price volatility, 
and will provide some offset to flagging 
lobster exports. Curiously, a May 27 article 
by New York Times food colum~iist Mark 
Bittman, who critiqued Island mussels as 
"kind of bland:' has generated a groundswell 
of support for the Island's product. Publicized 
rebuttals have highlighted Prince Edward 
Island as a destination for travelling gourmets 
and have generated favourable publicity 
for P.E.I. mussels. 

WEAK DEMAND FOR INDUSTRIAL 
MACHINERY HITS ISLAND'S 
MANUFACTURERS 

Island manufacturing activity will see a 
1.3 per cent decline in 2009, as most sub- 
categories of machinery and equipment 
(M&E) and industrial goods face weak 
demand south of the border. However, per- 
formance in higher value-added export 
products-such as jet turbines, power trans- 
mission, and specialized food-manufacturing 
equipment-will buck the general downward 
trend of M&E sales in the United States. 

In fact, 2008 marked a significant mile- 
stone for the Island's aerospace sector as 
sales rose 10 per cent to hit $310 million! 
With that kind of growth, aerospace manu- 
facturers will continue to exploit opportu- 
nities in new markets and ramp up lining of 
skilled workers. Thanks to strong aerospace 
and niche food machinery manufacturing 
perfoniiance, growth in manufacturing is 
forecast to rebound by 2.3 per cent in 2010. 

A WEAK YEAR FOR TOURISM 

The current year could prove to be a 
difficult one for tourisni on the Island, 
according to data from the Conference 
Board's Canadian Tourism Research 
Institute. An estimated 24,000 fewer over- 
night visits to the Island are forecast for 
2009, representing a nearly 4 per cent drop 
in total travel from 2008 levels. Declines 
are expected for both busi~iess and pleasure 
travellers from Canada and overseas in the 
corning year. 

ISLAND CONSUMERS STILL BUYING 

The effects of lower corporate profits 
will naturally trickle into the Island's real 
economy, although to a lesser degree than 
among other Canadian provinces. This will 
cause firnis to scale back employment by 
2.1 per cent in 2009, with only a modest 
0.3 per cent rebound expected in 2010. 

The United States remains the dominant 
importer of Island agri-food exports, 
accounting for nearly 85 per cent of sales 
of processed potatoes and seafood. 

However, the raw employ~nent numbers 
belie more favourable perfor~ilances in key 
pockets of the Island economy. For instance, 
the manufacturing sector has benefited from 
strong hiring and wage growth, particularly 
in the aerospace sector. Vector Atlantic 
currently employs 375 people, and a new 

Government Spending Accelerates 
at Breakneck Pace 
(percenlage change. $millions) 

I W P.E.I. Canada I 

f = forecasl 
Sources: The Conlerence Board ol Canada; 
Slatistics Canada. 

f = forecast 
Sources: The Conlerence Board of Canada; 
Slatistics Canada. 1 

aerospace company, Action Aero, is now 
based in Charlottetown. In all, the Island's 
nine aerospace firms employ 850 skilled 
workers, with average industry salaries 
estimated at $40,000. Thanks to such con- 
centrated high-growth sectors, personal 
disposable income will still advance, albeit 
by a modest 2 per cent this year as the 
broader labour market loosens. 

lsla~iders will scale back spending 
growth this year to 0.9 per cent in response 
to softer labour markets. Expenditures on 
rent and other services will remain relatively 
robust, although Islanders will trim their 
purchases of consumer goods by 0.2 per 
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cent this year. With a rebound in employ- 
ment and personal disposable income fore- 
cast for 2010, growth ill consumer 
spending will total 3 per cent. 

INVESTMENT RETREAT OFFSET BY 
LANDMARK PUBLIC PROJECTS 

Fiscal sti~nulus will play a key role 
in bolstering domestic demand in Prince 
Edward Island this year, ensuring that the 
province doesn't slip into recession in lock- 
step with the global economy. The P.E.I. 
government has coniniitted to an unprece- 
dented five-year, $510-million capital 
spending plan and a six-year, $27.5-million 
Island Community Fund. These projects 
will receive up to $60 million in assistance 
between 2010 and 2014 from the federal 
Gas Tax Fund. Of the total federal assis- 
tance package, $30 million will be directed 
to provincial water and sewer projects, 

cost" (or non-construction) project% 

$18 ~liillion to other municipal services, 
and the remaining $12 million to "soft- 

As a result of these initiatives, public 
capital expenditures are forecast to grow in 
2009. Impressively, the growth follows the 
largest, single-year government infrastruc- 
ture investment package-$31.6 million- 
in 2008-09. Government spe~lding on goods 
and services will expand at a breakneck 
pace of 8.7 per cent in 2009, even after 
growth of 7.6 per cent in 2008! 

Forecast Risks 

Although total investnient spending in 
Prince Edward Island is forecast to contract 
by nearly 4 per cent this year and by a fur- 
ther 1.8 per cent next year, the province's 
new $510-n~illion capital spending plan, 
coupled with a landmark $1-billion provin- 
cial wind energy strategy, will lead to a 
sharp 9 per cent turnaround in investment 
intentions as early as 201 1. 

Find this report and other Conference Board research at www.e-library.ca 

Domestic travellers might sub- 
sltlule away from more expen- 
sive overseas vacations in 
lavour oi local visils lo Prince 
Edward Island, providing 
upside risk to the commercial 
services industry lhis year. 

Prince Edward Island could 
benefit from up  to $60 million 
lor infrastruclure renewal 
under the Atlantic Galeway 
lrade inilialive. 

Source: The Conlerence Board of Canada. 
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GDP at market prices (current $) 4.605 4,760 4.812 4.607 4.725 4.781 
1.0 3.4 1.1 4 .3  26 1.2 

m 

-4 
2 

GDP at basic prices (current $) 

Key Economic Indicators: Prince Edward Island 
(forecast completed Jui. 16,2009) 

GDP at basic prices (constant $2002) 3,782 3.774 3,785 3,829 3.811 3.810 
0.7 -0.2 0.3 1.2 4 5  0.0 

Consumer Price Index (2002 = 1.0) 1.149 1.184 1.199 1.167 1.151 1.170 
0.4 3.0 1.3 -2.6 -1.4 1.6 

Implicit price deflator- 1.110 1.153 1.163 1.098 1.137 1.151 
GDP at basic prices (2002 = 1.0) 0.8 3.8 0.9 -5.6 3.5 1.3 

Average weekly wages 
($, industrial composite) 

Personal income (current $) 

Personal disposable income (current$) 3.221 3.235 3,261 3.300 3.306 3,302 
1.8 0.4 0.8 1.2 0.2 -0 1 

1 Personal savings rate -7.48 -8.33 -8.88 -7.20 4 .15  4.85 

Population of labour force age (000s) 114 114 115 115 115 116 
01 0.3 0.6 0.4 0.0 0.4 

Labour force (000s) 

Employment (000s) 

I Unemployment rate 10.3 10.4 10.8 11.4 11.9 12.5 

Retail sales (current $) 

Housing starts (units) 

I White area reoresentsforecast data. ~ ~ ~~~ 

A I oala are in rnl lons ot dollars, seasonally ad:~sled d l  ann.a rales m e s s  otllcrwtse spec1 ed 
For each ina:calor, tlle 1.1~1 ne 1s lne level and !he secono .me IS lhe percentage cnanqe from tne prevluus period 
So-rces Tlle Conlerence Boaro ul Canaoa: Slallsttcs Canaoa: CMHC dousing Tome Ser~es Dataoase. 
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Navigating Slowly Growth in the service sector will SIOW 

as job losses limit inconle growth. The 

Through the Global unelllployment rate is forecast to rise to 

The Conference Board of Canada 1 9 

Residenliai construclion investmenls whinie 
down gains in public and privale conslruc- 
lion investment. . Increased program spending by government 
helps prop up recession-banered economy. 

Real GDP 

Giowlh rank in^ 
0.3 #4 

Gronlh Ranking 
2010 1.2 #9 

Credit Quality 

Slandard & Poor's r-1 
Retail Sales 

Growth RankinQ 
2009 -3.4 #7 

Growth Rankina 
2010 1.9 #10 

Government & Background 
Information 

Darrell Dexter Premier 

Next eieclion 

Popuialion (2009:Z) 939,475 

Government balance 
(2CQ9-10) unavailable 

Source: The Conference Board of Canada. LI 

reach 10.1 per cent in 2010. Personal serv- 
Recession ices, as well as patronage at restaurants 

and amusement centres, will he affected 
this year. Business services, including 

by Prince Owusu technical and call centre activities, will fall 
victini to the global economic recession 

In spite of the defeat of the provincial and impede gains in the service sector. 
budget and its associated econo~nic rescue Given the weaker global outlook, the 
plan (a defeat that culnlinated in an election tourism and transportation industries are 
and the formation of a new government), expected to face tough times in the shon 
Nova Scotia will skirt recession thanks to tenn. The outlook is expected to improve 
increased program spending put in place next year as the U.S. economy recovers. 
by the government hefore being voted out Real GDP is forecast to expand by just 
of office in this past June's provincial elec- I .2 per cent in 2010 as growth in the 
tion. The $700-million Deep Panuke off- goods-producing industry remains nega- 
shore natural gas project and a number of tive. The construction sector will lose 
medium-sized investments will help the monlentum next year and will not be a 
co~istruction sector, allowing real GDP to source of strength. 
advance by a modest 0.3 per cent this year. 

GOVERNMENT SPENDING KEEPS 
While the finance, insurance, and real SERVICE SECTOR AFLOAT 

estate industry and the government sector 
remain healthy, the rest of the service Last June, Nova Scotians went to the 
industries are mired in recession-as are polls and elected a new government, effec- 
the goods-producing industries. Declining tively demiling the provincial component 
natural gas production will drag down of the $800-million econo~nic rescue plan 
growth in the primary sector over the next proposed by the previous government. The 
two years. Rock-bottom prices and swollen province's finances are currently under 
lobster inventories will lead to reduced fish review, and no funher spending initiatives 
landings this year as the industry attempts are anticipated for the balance of the year. 
to shore up prices. Even though a lower However, substantial funds poured into 
Canadian dollar is expected to provide some government programs before the election 
relief for exporters this year, the manufac- 

turing tion in sector consumer will demand be hurt by south the of sharp the border. reduc- 

Economic Indicators 
(2002 $: percentage change) 

2008 2009 2010 

Real GDP (basic prices) 2.2 0.3 1.2 
Consumer Price Index 3.0 4 . 1  2.6 
Personal disposable income 4.7 0.6 1.7 

4 . 7  Employment 1.2 4 . 5  
Unemploymenl rate (level) 7.7 9.5 10.1 
Retail sales 4.3 -3.4 1.9 
Average weekly wages 2.1 2.3 1.8 
Population 0.2 0.2 0.2 

Sources: The Conlerence Board of Canada: Slatislics Canada. 
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Sources: The Conference Board of Canada: 
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have allowed the public sector to add hand- 
somely to its payrolls. A total of 11,700 new 
jobs were created in the public sector in 
the first half of this year. The new govern- 
ment is expected to table its budget some- 
time in the fall, and we can expect more 
money next year for priority areas such as 
education. health care, and social services. 
As a result, real output in the public sector- 
including public administration, defence, 
and education, health, and social services- 
will advance by an average of 3.1 per cent 
over 2009-1 0. 

Overall job prospects are dim a s  the 
13,400 job gains in the public sector 
and the financial services industry are 
obliterated by massive layoffs in other 
sectors of the economy. 

In addition to the public sector, growth 
in the service industry will be sustained by 
the finance, insurance, and real estate sector. 
Halifax is home to several financial institu- 
tions, and the industry managed to add 
1,700 jobs to its payroll in the first half of 
this year. Growth in the finance, insurance, 
and real estate sector is expected to average 
a strong 2.3 per cent over 2009-10. 

The rest of the service industries are 
either mired in recession or experiencing 
only stunted growth. Overall job prospects 
are dim as the 13,400 job gains in the public 
sector and the financial services industly 
have been obliterated by massive layoffs 
in other sectors of the economy. Job losses 
will persist through the rest of this year, 
pushing the unemployment rate to 10.1 per 
cent in 2010. This will limit growth in per- 
sonal income in the near term, thus con- 
straining consumer spending. In particular, 
retail sales will contract by an average of 
0.8 per cent over 2009-10. Growth in the 
amusement, restaurant, and personal serv- 
ices industries will all wane. 

The recessioll south of the border and 
elsewhere in Canada will also linlit the 
nu~nber of tourists visiting the province. 
As a result, growth in commercial services 
will decelerate to an average of 1 per cent 
a year over 2009-10, down from an average 
of 3.2 per cent over 2000-08. Also, container 
traffic at the Port of Halifax is expected to 
post a decline in 2009 due to the slowdow~~ 
in global trade. Air Canada's regional car- 
rier, Jazz Air, has reduced its capacity by 
5 per cent, eliminating 187 flight attendant 
positions at its Halifax base. With traffic at 
ports slowing and the struggling manufac- 
turing sector sending less business truckers' 
way, growth in the transportation and ware- 
housing industry is expected to decline by 
0.3 per cent in 2009 before managing a 
weak recovery of 1.4 per cent next year. 

NON-RESIDENTIAL CONSTRUCTION 
INVESTMENT SOARS . . . 

The construction industry will benefit 
from major investments in the province. 
Work is progressing on EnCana's Deep 
Panuke offshore natural gas platform. At 
least 30 per cent of the $700-million capital 
outlays on this project will occur in the 
province. Work is also expected to begin 
this year on the $350-million container 
tenninal at the Strait of Canso, providing 
up to 500 construction jobs over the three- 
year construction period. As well, there are 
several medium-size projects at various 
stages of development in the province help- 
ing to boost private investment spending. 

. . .WHILE RESIDENTIAL 
CONSTRUCTION INVESTMENT 
IMPLODES 

Over the past decade, residential invest- 
ment increased by an average of 10.2 per 
cent per year. A large correction is pro- 
jected as the economy continues to bleed 
jobs, leaving consumers reluctant to make 

Manufucturers in Deep Hole 
(percenlage change, 2002 $) 

f = forecast 
Sources: The Conference Board ol Canada; 
Statistics Canada. 

Unemployment Rate Creeps Higher 
(per cent) 

Sources: The Conference Board of Canada; 
Statistics Canada. I 

major purchases, such as a home. Even 
with borrowing costs reduced to the barest 
minimum, housing starts are projected to 
decline at an annual average pace of 12.3 per 
cent this year and next. The implosion of 
new home construction will wipe out over 
$570 million in residential construction 
investment in the province this year and a 
further $180 million next year. This will 
certainly offset all the gains provided by 
major capital projects. As a result, real con- 
struction output will contract by 3.6 per cent 
over 2009- 10. 
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MANUFACTURERS' PAIN 
CONTINUES TO WORSEN 

Fish-processing activities will suffer 
from the downturn in fish landings. Other 
manufacturing sectors are hurting as well. 
The collapse in the North American auto- 
motive industry has hit the province's tire 
industry hard. With credit drying up for 
U.S. consumers, car dealerships south of 
the border are facing tough times. Fewer 
cars are rolling off North American auto 
assembly lines. Tire-maker Michelin has 
curtailed production at its Nova Scotia 
plants, but the company managed to avoid 
job layoffs after its workers agreed to a 
work-sharing program. In fact, several 
companies are implementing work-sharing 
progwns. whereby employees' work-hours- 
rather than the number of workers-are 
reduced. 

Natural gas  production at the Sable 
Island offshore natural gas  field peaked 
last year following the installation of a 
compression platform. 

Demand for pulp and paper and lum- 
her-related products is expected to remain 
weak this year, with a slow recovery fore- 
cast for next year. The only sectors currently 

experiencing export growth are rubber, 
chemical, spring and wire, and plastic film 
products. Overall, real manufacturing out- 
put is forecast to decline by 7.7 per cent 
this year, before rebounding by 2.8 per 
cent in 2010 along with the recovery south 
of the border. 

RESOURCE INDUSTRIES SLUMP 

Declining natural gas production will 
take the oomph out the resource sector in 
the short tern. Natural gas production 
peaked last year at the Sable Island off- 
shore natural gas field followi~~g the instal- 
lation of a conlpression platform. Real 
mining output is projected to drop by 
5.7 per cent over 2009-10. The industry is 
expected to languish until the Deep Panuke 
natural gas field comes online in 201 1. 

Facing depressed prices, and with sev- 
eral print media houses unable to survive 
the ravages of the recession, a number of 
lumber and pulp and paper mills are imple- 
menting down time. Others have shut 
down completely. Real forestry output is 
expected to plummet 15.3 per cent this 
year, with a faint recovery expected next 
year as demand conditions in the U.S. 
improve. 

Forecast Risks 1 
I f  recovery of ihe U.S econ- 
amy is derailed, ii could spell 
had news for Nova Scaiians 

Conlirmalion of recoverable I A onshore unconventional naiu- I 
South of the border, the recession has 

dampened demand for lobster. That has led 
to large inventories of unsold lobster from 
last year. With banks unwilling to finance 
canneries that are holding large inventories, 
and with lobster prices having fallen far 
below their hreak-even point, it is very likely 
lobster landings will drop this year. The 
fishing industry will contract by 15.3 per 
cent, before recovering next year with growth 
of 2 per cent as market conditions improve. 
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Key Economic Indicators: N o v a  Scotia 
(lorecast completed Jul. 16,2009) 

GDP at market prices (current $) 33.702 34,494 34.876 33,211 33.474 33,761 34.144 34,501 34,575 34,726 35,022 35,376 34.071 33.970 34.925 
1.9 2.4 1.7 4 .8  0.8 0,9 1.1 10 0.2 04 0 9 1 .  3.9 -0.3 2.8 

GDP at basic prices (current $) 31,015 31.785 32,159 30,555 30,882 31.152 31,512 31,835 31,867 31,973 32,164 32,464 31,378 31.345 32.117 
2.4 2.5 1.2 -5.0 1.1 0.9 1.2 10 0 1 0.3 0.6 0.9 45 4 1 2.5 

Consumer Price Index (2002 = 1.0) 1.140 1.168 1.177 1.149 1.141 1.154 1.164 1.171 1.178 1.184 1,191 1.198 1.159 1.158 1.188 
06 2.5 0.8 -2.4 -0.8 1.2 0.9 0.6 0.5 0.6 0.6 0.6 3.0 -01 2 6 

Implicit price detlalor- 1.146 1.177 1.185 1.132 1.144 1.150 1.160 1.169 1.168 1.168 1.169 1.174 1.160 1.155 1.170 
GDP at basic prices (2002 = 1.0) 0.9 2.7 0.7 4 5  1.1 05 0.9 0.8 -01 0.0 0 1 04 23 4 4  1.2 

Avenge weekly wages 
($, industrial composite) 

Personal income (current $1 

Penonal savings rate -2.78 -2.82 -3.61 -1.71 -1.72 -2.38 -2.84 -2.76 -2.95 -2.88 -2.94 -2.67 -2.73 -2.42 -2.86 

Population ol  labour force age (000s) 767 768 769 770 771 772 774 775 777 778 779 780 769 773 779 
0.2 02 0.2 0.1 0.1 0.1 0.2 0.1 02 02 0.1 0 1 0.6 0.6 0.7 

Labour force (000s) 

Unemployment rate 7.6 7.8 7.6 7.9 8.8 9.2 9.9 10.1 10.2 10.2 10.1 9.8 7.7 9.5 10.1 

Retail sales (current $1 

Housing star% (units) 

White area represenls forecast dala. 
All data are in millions of dollars, seasonally adjusled at annual rates, unless olhennrise specilied. 
For each indicator, the first line is the level and lhe second line is the percentage change from the previous period 
Sources: The Conference Board of Canada; Statislics Canada; CMHC Housing Time Series Dalabase. 



A New Growth 
Leader 

Fiscal measures are helping to prevent the 
economy from Sliding inlo recession. 
F ~ l l ~ ~ i n g  a slring oi annual gains, Ihe 
conslruclion industry is laking a brealher 

I Real GDP 

Growth I 9 09 
Ranking 

Xi 

Growth Ranking 1 rlo 2.8 X5 

Credit Quality 

Slandard &Poor's 

Retail Sales I 
Growth Ranking 

2009 -2.6 X6 

Growlh Ranking 
2010 3.3 #4 

Government & Background 
Information 

Premier Shawn Graham 

Next election 2010 

Populalion (20W:2) 748,866 

Government balance 
(20W10) -$741 million 

I I Source: The Conlerence Board 01 Canada. I 

by Prince Owusu 

New Brunswick will not oilly ave~t 
recession this year, it will lead all provinces 
in real gross domestic product growth 
(albeit at a modest pace of 0.9 per cent) 
thanks to the provincial government's eco- 
nomic rescue plan-a $1.2-billion infra- 
structure program and $402 million in tax 
cuts over the next two fiscal years. 

Apart from the public sector where 
infrastructure investments and increased 
program spending by the government are 
fuelling growth, the rest of the provincial 
economy remains weak. Last year marked 
the end of some major construction projects 
in the province. The development of the 
$1.7-billion PotashCorp mine and process- 
ing facility and the government's invest- 
ments in infrastructure progra~ns will not 
be enough to completely fill the void left 
by the co~npletion of over $2 billion worth 
of consuuction work involving the Canapolt 
liquefied natural gas (LNG) terminal and 
associated pipeline and the Point Lepreau 
nuclear plant refurbishment. 

The forestry sector continues to be chal- 
lenged by the downturn in the housing sector 
south of the border. Until the U.S. housing 
sector begins to recover, prospects will 

Economic Indicators 
(2002 $; percentage change) 

Real GDP (basic prices) 
Consumer Price Index 
Personal disposable income 
Employment 
Unemployment rate (level) 
Retail sales 
Average weekly wages 
Population 

I Sources: The Conference Board 01 Canada; Statistics Canada 

remain bleak for forestry-related activities 
in the province. Weak demand for lobster 
will hurt New Brunswick's seafood process- 
ing industry. With base metal prices still 
low, the mining industry is not expected to 
recover until demand conditions improve 

next year. 

Housing starts are forecast to decline 
by a n  average of 20.3 per cent over the 
next two years, falling to 2,716 units. 

As  job losses mount, household income 
will deteriorate this year, thus restraining 
patronage at restaurants and amusement 
centres and spending on personal services. 
Next year-with the U.S. recovery under 
way-industrial production in New Bmnswick 
is expected to pick up. Overall real GDP is 
expected to advance by 2.8 per cent next 
year. There is downside risk to the New 
Brunswick forecast. Irving Oil has decided 
not to proceed at the moment with the 
development of a second gasoline refinery. 
This project would have boosted business 
connnercial services next year and con- 
struction activities in 201 1 until 2014-15 

CONSTRUCTION OUTLOOK DIM 

The constmction industry will lose much 
of its vigour this year as construction of 
new homes plummets and major projects 

New Brunswick Leads the Country in 

(percenlage change, real GDP, 2002 $) 

I . New Brunswick H Canada I 

I = lorecast 
Sources: The Conference Board of Canada; 
Statistics Canada. 
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wrap up. Housing starts are forecast to 
decline by an average of 20.3 per cent over 
the next two years to reach 2,716 units 
(annualized), as the job market loses steam 
and household income dwindles. As a 
result, residential investment is forecast 
to decline by an average of 14.6 percent- 
or $482 million--over 2009-10, the first 
contraction in a decade. 

The co~npletion of work on the concrete 
vault of the Point Lepreau nuclear plant 
refurbishn~ent and on the Canaport LNG 
plant and its associated pipeline will reduce 
private and public non-residential construc- 
tion investment spending. As a result, con- 
struction omput will decline by 1.1 per cent 
this year and by a further 1 I .6 per cent in 
20 10. 

Other initiatives that are helping to keep 
the industry from sinking even deeper into 
recession include the $1.7-billion PotashCorp's 
plant expansion near Sussex. The project is 
expected to generate 2.500 person-years of 
employment during the construction period 
and 140 new full-time positions upon com- 
pletion of the project in 201 I .  In addition, the 
provincial government is spending $1.2 bil- 
lion over the next two years on infrastructure 
projects across the province to help insulate 
the economy from the global recession. 

MANUFACTURING INDUSTRY WILL 
RECOVERNEXTYEAR 

For the fifth consecutive year, manufac- 
turing is set to contract in 2009, declining by 
3 per cent. Key segments of the iudustry- 
such as wood products, pulp and paper, 
and seafood products--continue to suffer 
from the cyclical downturn in Canada and 
south of the border. Housing stcarts in the 
U.S. fell below the 1 million mark last year 
for the first time since record-keeping began, 
and starts are expected to hit bottom at 
564,000 units this year before the market 
begins to slowly recover next year. The 
drop has dampened demand for lumber 
products, one of New Brunswick's major 

export commodities. Seafood processors 
are also struggling with lacklustre demand 
south of the border as consumers shy away 
from lohster-a luxury food item that con- 
sumers often forgo in times of economic 
distress. With the U.S economy still strug- 
gling, and several print media companies 
folding, demand for pulp and paper for 
advertising purposes, paper bags, and other 
wood-related products will wane this year. 
Lower royalty rates and generous incen- 
tives have not been enough to prevent the 
closing of saw and pulp mills throughout 
the province over the last few years. The 
shutdowns are spreading beyond the forestry 
industry. A chemical plant in Dalhousie 
and a glass bottle plant in Scoudouc closed 
last year. (The fallout from the closure of 
the glass bottle plant has spread beyond the 
200 laid-off workers, since the province's 
beverage industry relied on the plant for 
its supply of bottles.) McCain Foods has 
reduced production at its Grand Falls and 
Florenceville facilities. And the province's 
largest manufacturing plat-the Irving 
gasoline refinery-has reached capacity 
and will uot provide much stimulus to 
manufacturing. 

For the past half-decade, the province's 
nianufactu~ing industry has been hit by 
one bad news story after another, but there 
is light at the end of the tunnel. Signs of 
recovery are starting to appear. Irving Oil is 
expected to begin re-gasification of liquid 
natural gas at its new Canaport facility in 
the second half of this year, and we should 
see production crank up next y w .  Moncton's 
Industrial Rail Services has won a $104- 
million contract to refurbish and upgrade 
V~al  Rail's passenger cars to make them 
more energy-efficient and to improve their 
accessibility. This five-year contract will 
allow Industrial Rail to add 135 employees 
to its payroll, with an additional 50 spin- 
off jobs. 

Also, the Canadian dollar has fallen from 
a high of US$I .09 in November 2007 to 
around US$0.90 recently. We expect the 

Construction Boom Is Over 
(percenlage change, 2002 $) 

f = forecast 
Sources: The Conference Board of Canada: 
Stalistics Canada. 

Drop in Retail Sales 
(sales, percenlage change) 

New Brunswick R Canada 

1 =forecast 
Sources: The Conference Board of Canada: 
Statistics Canada. 

dollar to average US$0.89 over 2009-10. 
With the weaker loonie loosening its grip 
on exporters, and the U.S. economy slowly 
recovering, real manufacturing output is 
projected to rebound by 2.7 per cent next 
year. 

DOMESTIC DEMAND OUTLOOK 

The doniestic economy is still facing 
tough challenges from the global recession. 
With demand south of the border faltering 
and the provincial economy failing to geu- 
erate jobs, the unemployment rate has 
started to rise. After dropping to 7.6 per 
cent in 2007 (the lowest since record keep- 
ing began), the jobless rate is expected to 
reach 10.5 per cent by 2010. Along with 
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the dismal job ~narket outlook, wage gains 
will slow as the proviocial government 
freezes wages for its workers and compa- 
nies engage in cost-cutting and efficiency 
measures in a bid to stay comnpetitive in 
this challenging economic environment. 

Employment in public administration 
increased by 15.1 per cent in the first 
half of this year, while the number of 
education, health, and social service 
jobs rose 4.4 per cent. 

With employnlent prospects bleak and 
household income weakening, retail sales 
are expected to contract by 2.6 per cent this 
year-the first drop in 15 years, but still a 
better perfomlance than the national aver- 
age. The drop in New Bmnswick's retail 
sales could have been worse; but thanks to 
the $402 million in personal income tax 
cuts provided by the provincial government. 
consumers will enjoy real disposable income 
gains. Positive retail growth of 3.3 per cent 
is forecast next yezdr. 

The poor outlook for the job market 
and for incomes will lead many New 
Brunswickers to curtail patronage on amuse- 
ment recreational activities, and restaurants. 
Not only are New Brunswickers cutting 
back on their spending, the number of 
tourists visiting the province plummeted 
last yew-and things will likely get worse 
this year as global econon~ic conditions 
remain anemic. As a result, real output 
in the accommodation and food and the 
amusement and recreation industries are 
expected to contract by 1.7 per cent and 
0.7 per cent respectively before recovering 
slowly next year along with the general 
improvement in the economy. 

With the forestry and manufacturing 
sectors still on their knees, less cargo is 
expected to pass through the province's 
ports. Growth in the transportation and 
warehousing industry is expected to con- 
tract by 0.3 per cent over 2009-10. 

With the recession ravaging its trading 
partners. the New Brunswick government is 
providing the stilnulus needed to keep the 
province's economy growing. Spending on 

Find this report and oiher Conference Board research at www.e-library.ca 

goods and service is expected to increase 
by an average of 7.4 per cent per year over 
2009-10, the highest in the country. For 
instance, employment in public adminis- 
tration and defence increased by 15.1 per 
cent in the first half of this year while the 
number of education, health, and social 
service jobs rose 4.4 per cent. More public 
sector jobs are expected next year as the 
government remains determined to use 
fiscal measures to insulate the economy 
from the global recession. 

I Forecast Risks I 
I . A raoid anorecialion of the / 

canedian bollar would spell 
iuriher bad news lor manufac- 

The twinning of Rouie 11 
could bolster conslruclion 
aclivities. 

Source: The Conference Board 01 Canada. 
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Key Economic Indicators: N e w  Brunswick 
(foreeast compleled Jut. 16,2009) 

GDP at market prices (curreni $) 26.687 27,622 28,047 26,525 26,853 27.138 27,533 27,908 28.163 28,377 28,694 29.057 27,220 27.358 28,573 
-1.1 3.5 1.5 -5.4 1.2 1.1 1.5 1.4 0.9 0.8 1.1 1.3 1.4 05  4.4 

GDP al basic prices (current $) 24,531 25,448 25,866 24.393 24,773 25,045 25.421 25.769 25.990 26,167 26,400 26.719 25,059 25.252 26.319 
-09  3.7 1.6 -5.7 1.6 1.1 1.5 1.4 0.9 0.7 0.9 1.2 1.7 0 8  4,2 

Consumer Price Index (2002= 1.0) 1.118 1.137 1.146 1.124 1.118 1.131 1.139 1.146 1.152 1.159 1.166 1.173 1.132 1.133 1.163 
0.1 1.7 0.8 -1.9 -0.5 L2 0.7 0.6 0.6 0.6 0.6 0.6 1.7 02  26 

Implicit price deflalor- 
GDP at basic prices (2002 = 1.0) 

Average weekly wages 
($, industrial composite) 

Personal income (current $) 

Personal disposable income (current $) 

Personal savings rate 

Populalion of labour force age (000s) 

Labour force (000s) 

Employment (INOs) 

Unemploymenl rate 

Relail sales (current$) 

Housing starts (units) 

I White area reoresents lorecast data. 
All data are inmt lions of oollars. seasonal y adjusled d l  annLal rates, jnless othenv~se specilfeo. 
For each indcalor. Ihe flrst lhne IS the level an0 the sccono Ine s the pcrcenlafle change lrom lhe prev OJS per100 
Suurccs. The Contere~~ce Boar0 of Canada: Sldtlsl cs Canada: CMHC Ho~sinfl  1 me Ser es Database 



The only sector that will contribulesigniii- 
cantly to the economy is government, mainv by Marie-Christine Bernard 

/ through its inlraslru~ure~rograms. I 
Despite the negative headwinds. maior non- 
residential projects are still going ahead, The hit to Quebec's economy from this 

especially in the energy sector, global recession has been relatively mild 

Average weekly wages 
Population 

Sources: The Conference Board of Canada: Stalislics Canada. 

compared with what we've seen in previous 

cyclical downturns, but the province will 
still experience negative growth this year. 

The economy is forecast to turn around next 
year. Overall real gross domestic product 
at market prices is expected to decline by 
0.7 per cent in 2009 and rise by 1.8 per 
cent in 2010. Several sectors have been hit 
hard by the global recession and the scarcity 

of business credit financing. Real exports 
will contract for a second consecutive year 

with most of the leading export sectors in 
serious difficulties. Also, business invest- 
men1 will retrench considerably in 2009 
and won't recover until credit accessibility 

improves. Machinery and equipment plant 
upgrades will be most affected. Two sources 
of strength will remain. Energy-related 
projects and public capital initiatives will 
continue to be driving forces behind the 
resiliency of the construction sector. The 
provincial government is pursuing its five- 
year infrastructure program, adding welcome 
stimulus to the economy over 2009-10. 
Hydro-QuCbec's Eastmain-I-A-Sarcelle- 
Rupert River project will d so  provide 
momentum to the construction industry as 
well as new wind power developments. 

I 

With labour markets shedding several 
thousand jobs since last November. con- 
sumers have held back on spending. But 
the job cuts in Quebec have been more 
modest than in most of the other provinces, 
and overall real consumer spending will 
advance marginally by 0.2 per cent this 
year. Looking ahead, the recovery south 
of the border should benefit the province, 
especially its hard-hit forestry sector and 
primary ~netal and fabricated metal manu- 
facturers. The aerospace industry will also 
gradually get back on its feet, and it is 
forecast to perform well once the recovery 
is up and running. Despite the economic 
recovery, fiscal deficits will remain a chal- 
lenge for the province for quite some time. 
A $3.9-billion shortfall is projected for this 
fiscal year and a balanced budget is not in 
the cards until 2013-14 despite added rev- 
enues froln the one-percentage point hike 
in the provincial sales tax in 201 1. 

Economic Indicators 
(2002 $: percentage change) 

2008 2009 2010 

Real GDP (basic prices) 1.1 -0.7 1.8 
Consumer Price Index 2.1 0.6 2.7 
Personal disposable income 4 8 1.3 2.2 
Employmenl 0.8 -1 .O 0.1 
Unemployment rate (level) 7.3 8.8 9.3 
Relail sales 5.1 -1 R 9 7 

Real GDP 

Growth Ranking 
2009 -0.9 #5 

Gicwih Ranking 
2010 1.8 #8 

Standard &Poor's 

Retail Sales 

Growih Ranking 
2009 -1.8 #1 

Growth Ranking 
2010 2.7 #6 

RECOVERY IN LABOUR MARKETS 
WON'T COMETOMORROW 

Government & Background 
Information 

Premier Jean Gharest 

Next election 
Populalian (2009:Z) 7,799.372 

Government balance 
(2009-10) 

Sources: Quebec Finance: Statistics 
Canada. 

There is positive news on the labour 
h n t .  Between April and June, the province 
created over 23,000 jobs. Most were full- 
time, service-sector jobs and were concen- 
trated in the education, information, cultural, 
and recreational activities sector 'and the 
acco~n~nodation and food sector. While 
this is encouraging news, job creation over 
the rest of 2009 and 2010 will be more 

No Recovery in Labour MarketsYet 
(employment, percentage change) 

I = forecast 
Sources: The Conference Board ol Canada: 
Statistics Canada. 
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muted. Typically, job creation lags the 
business cycle recovery. And although we 
are now entering a period of recovery. 
there are still pockets of weakness in the 

economy (mainly in the industrial sector). 
The weakness is leading companies to 
downsize-but at a more moderate pace 
than what we saw at the beginning of the 
year. Only in the second half of 2010 will 
there be an i~nprovement in labour demand. 
All in all, after a I per cent contraction in 
employment in 2009, job growth will inch 
up by a paltry 0.1 per cent in 2010. Job 
seekers will continue to join the labour 
force-but with very few jobs to grab, the 
unemployment rate will remain elevated. 
averaging 9.3 per cent in 2010. 

Job seekers will continue to join the 
labour force--but with very few jobs to 
grab, the unemployment rale will remain 
elevaled. 

Households will feel the recession. 
Real disposable incomes are forecast to 
drop by 0.1 per cent in 2009 and recover 
by just 0.8 per cent next year. This is the 
first major setback in take-home pay since 
1991. The latest provincial budget did not 
provide much ill terms of stimulus for 
households. The federal budget was more 
generous. It introduced several permanent, 
broad-based tax cuts and credits targeted at 
providing assistance to low- and middle- 
income Canadians, who are disproportion- 
ately affected by the economic downturn. 
From 2010 onward, these initiatives will be 
indexed to inflation. A positive indicator is 
that Quebec consumers are regaining their 
confidence. According to our Index of 

Consumer Confidence survey, Quebecers 
think that now is a good time to make a 
major purchase. This sentiment will help 
turn around consumer demand next year. 
Real consumption expenditures-which 
had risen strongly since 2002-are fore- 
cast to grow by just 0.2 per cent in 2009 

. . 
a drop of 5.1 per cent forecast in 2009. 1 
and 1.5 per cent in 2010. Real durable goods 
consumption will be the most affected, with 

Housing StartsTrend Down 
( u n i ~  

2009. The credit crisis, low base metal I = forecast 
prices, and difficult economic conditions Sources: The Conference Board of Canada; 

Statistics Canada. since the start of the year have dampened 
investment intentions. Businesses have 
cut back considerably on machinery and 
equipment investment this year. Overall 

L l  
A DarkYear for Exports 

real lnachinely and equipnlent i~lvestment (real exports, percenlage change) 

is forecast to plunge 21 per cent in 2009. 
With more accessible credit financing, a 
stronger economic outlook, and a rising 
Canadian dollar, real capital investment 
in machinery and equipment will bounce 
back by 6.3 per cent in 2010. The drop in 
real non-residential capital outlays will be 
more temperate. A lot of the strength is 
due to the investment in the energy sector. 2001 02 03 04 05 06 07 08 091 101 
A number of major developnlents in the 
electricity sector will proceed as planned. I = forecast 

Sources: The Conference Baard of Canada; 
Among the major projects under way are Slatistics Canada. 
Hydro-Quebec's $5-billion Eastmain-l- 
A-Sucelle-Rupert project, the work to Nevertheless, total real non-residential 
increase transmission capacity with the investment is expected to decline by 3.3 per 
Ontario electricity grid (1250 MW), and cent in 2009. The outlook for investment 
new wind fann projects. From 2009 onward, in 2010 is positive as several commercial 
over $2 billion is expected to be invested projects are planned. Aluminum process- 
to develop new wind Power capacity. The ing plant upgrades by Rio Tinto Alcan in 
projects include a $480-million investment Saguenay-Lac-Saint-Jean ($650 millions) 
by Northland Power, a $400-milIion initia- and by Alcoa in the CGte-Nord ($1.2 billion) 
tive by Invenergy Wind Canada ULC. a will also boost investment in the province. 
$550-million investment by Cartier energye Growth of4.2 per cent is expected for total 
Coliellne, and two $200-million projects by non-residential investment next year. 
Venterre and Kruger gnergie. In addition, 
Hydro-Quebec has some additional major The recession would have hit Quebec 
projects planned, including the $6.5-billion much harder had it not been for the sizable 
La Romaine project and the upgrade of the infrastructure program. Most sectors of the 
Gentilly 2 nuclear station, both of which are economy are not doing well. The provincial 
expected to get under way in the near ten]]. government will continue to invest heavily 

NON-RESIDENTIAL INVESTMENT 
HANGING ON 

As confirmed by Statistics Canada's 
revised Private and Public Investment 
Intentions Survey released at the end of 
July, investment in the comn~ercial and 
industrial sector will suffer in Quebec in 
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in infrastructure, providing some much- 
needed stimulus. Public investment will 
progress strongly in the next few years, 
with the provincial government having 
promised to invest $37.7 billion between 
fiscal years 2008 and 2013. Early this year, 
the provincial government announced that 
it would hike the planned spending by 
$4.1 billion-for a total of $41.8 billion. 
Several highway expansions are planned, 
as are new health-care facilities. In addition, 
the province will get a boost from the recent 
federal budget. After robust perfor~nances 
in the last couple of years, real public cap- 
ital expenditures will rise 19.8 per cent in 
2009. The boom will persist in 2010, with 
growth in public capital expenditures of - 
8.3 per cent. 

Businesses have cut back considerably 
on machinery and equipment invest- 
ment this year. 

GENTLE DOWNWARD DRIFT IN 
HOUSING SECTOR 

The housing market has been trending 
down gradually since the middle of last 
year. A few key factors-job losses, the 
uncertain economy, and a realignment of 
supply with denland-have pushed hous- 
ing starts lower. With moderate population 
growth, housing stans averaging over 

45,000 units (as they have over the past 
six years) are not sustainable going forward. 
Unlike in the Western provinces, the resale 
housing market in Quebec did not experi- 
ence a price correction and has not tipped 
in favour of buyers. Housing starts are 
forecast to drop to 40,732 units in 2009 
(down 15 per cent) and to 36,582 units in 
2010. Real residential investment is fore- 
cast to drop 1.4 per cent in 2009 in spite 
of federal renovation incentives. A larger 
9.6 per cent decline is forecast for next year. 

BATERED ON ALL FRONTS 

Very few manufacturing industries will 
escape the global recession and be able to 
grow their exports this year. The recent trade 
data are not encouraging. Of the 25 most 
important exporters in the province, only 
the petroleum and coal products and the 
pharmaceutical products sectors showed 
positive growth in real exports in the first 
five months of 2009 compared with the sane 
period in 2008. These industries represent 
less than 5 per cent of all exported products. 
The leading industries-aerospace products 
and parts, information and technology 
products, primary metals, paper and allied 
products. and wood products-are all suf- 
fering major export setbacks this year. In 
total, real exports are forecast to contract 
by 10.4 per cent in 2009. A bleak export 
performance will be accompanied by a 
si~nilar drop in imports. For the first time 

Pour obtenir ce rappolt et d'autres du Conference Board, consultez ww.e-libraly.ca. 

since 2001, on a net basis the trade sector 
will not take away from bottom line growth 
in 2009. Looking ahead, a modest recovery 
in U.S. residential construction and auto 
sales will help reverse the tide for Quebec 
export growth. Export volumes are forecast 
to post growth of 3.2 per cent next year. 

The aerospace industry, which accounts 
for close to 20 per cent of Quebec's 
exports, is feeling the economic down- 
turn. Bombardier's business jet segment 
is expected to see a 36 per cent decline in 
the number of deliveries this year. The lull 
should be temporary. A recovery in the 
U.S econolny in the near tenn and an 
accumulated backlog of orders should pro- 
vide stimulus to the industry going forward. 

I Forecast Risks I 
) lhe economy will remain weak I 

A return lo liscal deficils may 
limit lhe provincial govern- 
ment's contribution to the 
economy in the next few years. 

I Source: The Conlerence Board of Canada. I 
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Key Economic Indicators: Quebec 
(forecast completed Jul. 16.2009) 

GDP at market prices (current $) 

GDP at basic prices (current $) 

GDP a1 basic prices (constant $2002) 

Consumer Price Index (2002 = 1.0) 

Implicit price deflator- 
GDP al  basic prices (2002 = 1.0) 

Average weekly wages 
($ no~str lai  cornposlle, 

Personal income (current $) 

Personal disposable income (current $) 

Personal savings rate 

Population of labour force age (000s) 

Labour force (000s) 

Employment (000s) 

Unemployment rale 

Relait sates (current $) 

Housing starts (units) 

I White area represents lorecast data 
A1 dala are n rn II ons of do1 ars seasona , aolusted at a n n ~ a l  rates. lnless othenv~se spec01 ed 
For each indcalor, the flrsl llne 1s tne eve1 dnd the serond l ne s tnc percentape change from ine prev 0.s pernoa 
Suurces Tne Conference Board of Canaaa Stallst cs Canaoa CMnC HoLstng 1 me Ser es Database 



I'Eastmain-1-A-Sarcelle-Rupert d'Hydro- 
Quebec sera btnefique pour I'industrie de 
la construction, tout comlne les nouveaux 
amtnage~nents de centrales ioliennes. 

/ . Seui ie secleur ~ubiic aura un apporl imgor- I 

~~ ~- -~.. ~ e -  ~~~-~ ~~ 

I en depil du conlexle n~alil. ( suites de crises icoi~omiques prkcedentes, s'inscrivant 9,3 p. 100 en moyenne' 

tanl a ~econamie, particulierernenl ies pro- 
grammes lies aux intraslruclures. 
Les grands projels non rkidenliels, surlout 
dans le secleur de I'energie, se pouisuivenl 

Les co~lsequences de l'actuelle rkces- 
La population active progressera encore 

sion ~llondiale pour I'ticonomie du Quebec 
mais, les ouvertures &ant tres rares, 

ont 6t6 mod&rees, si I'on compare aux le taux de ch6maoe demeurera Bleve. 

Pour oblenir ce rapporl et d'autres du Conference Board, consultezwww.e-library.ca. 

PIE reel 

Croissance Classemenl 
2009 -0,g no 5 

Croissance Classemen1 
2010 1,8 no 8 

Ventes au detail 

Croissance Ciassmeni 
2009 -1.8 no 1 

Croissance Ciassemenl 
2010 2.7 no 6 

Renseignements generaux 

Premier ministre Jean Chares! 

Prochaines Blec!ions 

Populalian (2009:Z) 7 799 372 

Solde du secleur public 
(2009-2010) -3.9 milliards $ 

Saurces : Ministere des Finances du 
Qu$bec; Slatistique Canada. 
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mais la province afkichera tout de mEme en 2010. 

une croissance negative cette annee. La 
situation changera I'an prnchain : aprks 
un recul de 0.7 p. 100 cette annte, le PIB Les emplois se perdant par nliltiers 
riel aux prix du marcl~t progressera de depuis novembre dernier, les consomma- 
1.8 p.lOO en 2010. Plusieurs secteurs on1 teurs ont rednit leurs depenses. Sauf que 
Ptt durement frappes par la recession mon- Ies penes cemplois ant ~ t e  moilldres a11 
diale el la rareti du crtidit aux entreprises. Quebec que dans la plupart des autres 
Les exportations rCelles diminueront pour provinces et que Ies depellses r(elles de 
une deuxie~ne annee de suite, la plupart consommation progresseront, c'est beau- 
des grands secteurs exportateurs vivant de coup dire, de 0,2 ,,. 100 
graves difficultks. Les investissements des Par la suite, la reprise amorc6e aux etats- 
entreprises flkhiront nettement en 2009 Unis devrait se refleter dans la province, 
et ne reprendront pas lam que l 'accb au sunout dans le secteur forestier, durement 
credit lie s'am6liorera pas. Les pires reculs 6pro11v~, puis cllez les producteurs de 
s'observeront aux postes de la machinerie metaux primai1.e~ et les manufacturiers de 
et de la modemisation des installations. produits de mktal. L'industrie atirospatiale 
Par itilleurs, deux lnoteurs de croissance se raplombera elle aussi gmduellement 
ne se d6mentiront pas : les projets Cnerg6 et devrait prospkrer une fois la reprise 
tiques el les initiatives publiques d'itnmo- bien enclench&. ~ a i s ,  malgre la reprise 
bitisations permettront au secteur de la &conomique, les deficits budgitaiires seront 
construction d'afkicher ulie vigueur con- probl6matiques assez longtemps pour la 
stante. Le gouvernement provincial pour- province. Un deficit de 3,9 milliards de 
suit son programme d'infrastructures sur dollars est i pr&voir pour I'exercice en 
ci~lq ans, un apport des plus opportuns B cours et I'6quilibre pourrait n'etre ritabli 
l'6onomie en 2009 et 2010. Le projet de 

Pas d e  reprise des  marches du 
travail pour I'instant 
(emploi, varialion en pourcenlage) 

lndicateurs economiques 4 
(en dollars de 2002, varialion en pourcenla~e) 3 

2008 2 

PIB reel (aux prix de base) 1.1 1 
lndice des prix a la consommalion 2,1 0 
Revenu personnel disponible 4.8 

O,a -1 
Empl01 -1 .O 
Taux de chamage 7.3 83 9.3 -2 
Venles au delail 5,1 -1 ,a 2,7 2001 02 03 04 05 06 07 08 09p lop 
Salaires hebdomadaires moyens 1.3 0,8 1 8 
Population 0,8 0,7 0,5 

p = prbvisions 
Sources : Le Conference Board d u  Canada: 

Sources : Le Conference Board du Canada: Statislique Canada. Slalistique Canada. 



qu'en 2013-2014, au mieux, malgrt les 
recettes additionnelles engendrkes par la 
hausse de I point de pourcentage de la 
taxe de vente provinciale, en 201 1. 

LES MARCHES DU TRAVAIL NE 
SE REPRENDRONT PAS A TRES 
COURTTERME 

De bonnes nouvelles se lisent au 
tableau de l'emploi : d'avril B juin, 
23 000 emplois se sont cries dans la 
province. Des eluplois B temps plein, pour 
la plupart, dans le secteur des services, 
surtout dans les domaines de l'iducation, 
de I'information, de la culture ou des 
loisirs, ou encore dans le secteur de 
I'hibergement et de l'alimentation. Il y a 
Ih de qiioi se rijouir, mais le rythnie de 
criation d'emplois sera moindre d'ici la 
fin de 2009. puis en 2010. En r&gle 
gintrale, dans le cycle iconomique, la 
crCation d'eniplois est dCcalie par rapport 
B la reprise. Et m@me si nous sonillies au 
seuil d'une piriode de reprise, des faib- 
lesses IocalisCes s'obsewent encore &dns 
I'iconomie. principalement dans le secteur 
industriel. Cette faiblesse a m h e  les entre- 
prises b se rationaliser, quoique dans une 
moilis grande proportion qu'en dibut d'an- 
nee. C'est seulenie~lt au deuxikme selnestre 
de 2010 qu'augmentera la de~nande de 
main-d'ceuvre. Ainsi, apr&s un recul de 
I p. 100 en 2009, il y aura croissance de 
l'emploi, de fason minimale en 2010, soit 
d'un ~iiaigre 0.1 p. 100. La population 
active progressera encore mais, les ouver- 
tures itant tr&s rares, le taux de ch8mage 
de~neurera Clevt, s'inscrivant B 9,3 p. 100 
en nioyenne en 2010. 

Les menages se ressentiront de la 
r6cession. Le revenu riel disponible devrait 
diminuer de 0, I p. 1 W en 2009 puis aug- 
menter de seulement 0.8 p. 100 I'an 
prochain. On vit pr8entenient le premier 
recul important de la rimuntration nette 
depuis 199 1. Le plus recent budget provin- 
cial faisait peu pour aider les menages. Le 
budget fidhal, par contre, itait gCnCreux, 
apportant plusieurs riductions et cridits 

d'imp6ts de portie gCntrale destinb 2 aider 
les Canadiens dont les revenus sont faibles 
ou moyens, eux pour qui la crise Conomique 
aura Cti encore plus difficile. A compter 
de 2010, ces initiatives seront indextes en 
fonction de I'inflation. Le regain de confiance 
chez les consommateurs du Quebec est un 
indice intiressant; selon notre Indice de 
confiance des consommateurs, les QuCMcois 
esti~nent que le moment est bien choisi pour 
faire un achat important. Cette attitude 
aiden R faire renaltre la de~nande de con- 
sommation I'an prochain. Les dtpenses 
de conson~niation rielles, qui progressaient 
vivenient depuis 2002, devraient n'aug- 
menter que de 0.2 p. 100 en 2009 et 
1,s p. I00 en 2010. La conso~iimation 
rielle de biens durables montrera la pire 
courbe d'ivolution, cidant, croyons-nous, 
5.1 p. I00 en 2009. 

CINVESTISSEMENT NON 
RESIDENTIEL SE MAINTIENT 

Comme le co~lfirment les donntes de 
I'itude rtalisie par Statistique Canada sur 
les intentions d'investissements priv6 et 
publics diffusies i la fin de juillet. les 
investissenients dans le secteur commercial 
et industriel seront restreints a11 QuCbec 
en 2009. La crise du cridit, le prix peu 
d e v i  des mitaux debase et la conjoncture 
iconomique difficile, depuis le dibut 
de I'annie, ont refroidi les ardeurs des 
investisseurs. Cette annie, les entreprises 
ont beaucoup riduit leurs investissements 
en machinerie et en iquipement. 
Globalement, les investissements riels en 
machinerie et en iquipement devraient 
toniber de 21 p. I00 en 2009. Ensuite, le 
financement se faisant plus accessible, les 
perspectives devenant plus favorables et 
le dollar canadien prenant de la valeur, 
I'investissement riel en machinerie et en 
equipement fera un bond de 6.3 p. 100 en 
2010. Pendant ce temps, le recul des ~nises 
de fonds dans les opirations non rksiden- 
tielles sera plus mod616. Le secteur de 
I'Cnergie assure en bonne partie de la 
vigueur b cet igard puisque bon nombre 
de projets de gmnde envergure l i h  B la 

(unites, en milliers) 

P = previsions 
Sources : Le Conference Board du Canada: 
Statistique Canada. 1 
Sombre annee pour les exportations 
1c1p.ria1 qr; ICG cs ral at c'. t' PC .s:.iilaqt) 

-12 I 
2001 02 03 04 05 06 07 08 09pIOp 

P =pr&visions 
Sources : Le Conference Board du Canada; 
Siatistique Canada. 

production d'ilectricitC seront poursuivis 
selon les plans. Parmi ceux-ls, le projet de 
I'Eastmain-I-A-Sarcelle-Rupert, #Hydro- 
Qutbec, projet de 5 milliards de dollars. 
les travaux d'accroissement de la capacitC 
de transmissio~l vers le riseau dectrique 
ontarien (1 250 MW) et les nouveaux 
pares d'ioliennes. On privoit que plus de 
2 milliards de dollars seront affectis, h 
compter de 2009, R la production d'tnergie 
iolienne. Les projets comprennent un 
investissement de 480 millions de dollars 
par la Northland Power, une opCration 
de 400 millions de dollars menie par 
Invenergy Wind Canada ULC, l'investisse- 
melit de 550 millions de dollars de la part 
de Cartier 6nergie tolienne, et deux projets 
de 200 millions de dollars chez Venterre 
et Kruger energie. Hydro-Qutbec pripare 
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en outre d'autres grands projets, dont celui 
de La Romaine, chiffri B 6,s niilliards de 
dollars, et la mise 13 jour de la centrale 
nucl6aire Gentilly 2, deux projets qui 
devraient Etre mis en ~narche h court 
terme. Nbanmoins, les investissements 
riels non risidentiels devraient diminuer 
de 3,3 p. 100 en 2009. Pour 2010, les per- 
spectives d'investissement sont positives 
en mison de plusieurs projets commerci- 
aux en priparation. Des amiliorations aux 
installations de traitement de l'aluminium de 
Rio Tinto Alcan au Saguenay-Lac-Saint- 
Jean (650  nill lions de dollars) et Alcoa, 
sur la CGte-Nord (1,2 ~ililliard de dollars) 
nourriront aussi les investissements dans la 
province. Ainsi, une croissance de 4.2 p. 100 
de I'ensemble des investissements non risi- 
dentiels est attendue pour I'an prochain, 

Cette annee, les entreprises ont beau- 
coup reduit leurs investissements en 
machinerie e t  en equipement. 

N'eilt di d'uo imposant programme 
d'infrastructures, la ricession aurait fait 
beaucoup plus ma1 au Qukbec, car la plu- 
part des secteurs de I'6conomie connais- 
sent des difticult6s. Le gouvernement 
provincial continuera d'investir massive- 
ment dans les infrastructures. une interven- 
tion qui procurera un souffle des plus 
opportuns. Les investissements publics 
croitront d'une facon soutenue au cours 
des cinq prochaines armies car l'fitat s'est 
engagi h dipenser B cet igard 37,7 mil- 
liards de dollars entre les exercices 2008 et 
2013. En d6but d'annie, le gouvernement 
provincial a mEme annonci qu'il hausserait 
ses dipenses privues de 4.1 milliards de 
dollars, portant donc ses plans d'investisse- 
ment B 41,8 milliards de dollars. Plusieurs 
projets de prolongement de routes sont 
annoncis, de m&me que des travaux B 
des 6tablissements de santi. La province 
profitera en outre du ricent budget f6diral. 
Donc, aprPs de bons risultats dans les 

deux dernikres annies, les i~nlnobilisations 
publiques augmenteront de 19,s p. 100 en 
2009, puis le boom s'itendra B 2010, la 
progression sur ce plan itant alors de 
8,3 p. 100. 

LEGERERELACHEDANSLE 
SECTEURDULOGEMENT 

Le marchi de l'habitation connait 
un ralentissement depuis le milieu de 
2008. Sous l'effet de divers facteurs cl6s, 
dont les pertes d'emploi, I'incertitude 
Bco~lomique et un meilleur iquilibre entre 
les stocks et la demande, les mises en 
chantier se sont faites moins nombreuses. 
Puisque la population ne croit que modiri- 
ment, il est impossible que 45 000 unit& 
soient mises en chantier de fqon continue, 
comme ce fut le cas, en moyenne, au cours 
des 6 dernikres annies. Contrairement aux 
provinces de I'Ouest, le Quibec n'a pas 
connu une correction de prix de revente 
des Iogements favorable aux acheteurs. 
Les mises en chantier devraient baisser de 
15 p. 100 en 2009, totalisant 40 732 unit&, 
puis atteindre un total de 36 582 en 2010. 
Les investissements riels risidentiels 
devraient reculer de 1,4 p. 100 en 2009, 
et ce malgr6 les incitatifs fidiraux concer- 
nant la rinovation. Et pour I'an prochain, 
un imposant recul de 9,6 p. 100 est B 
pr6voir. 

UNE TOURMENTE GENERALISEE 

TrPs peu d'industries manufacturi&res 
ichapperont B la r6cessio11 mondiale et 
verront leurs exportations augme~iter cette 
annie. Les plus ricentes donn6es sur le 
commerce ne sont pas encourageantes : 
parmi les 25 principaux exportateurs de la 
province, seuls les secteurs des produits du 
pitrole et du charbon et des produits phar- 
maceutiques affichaient une croissance des 
exportations r6elles apr&s les 5 premiers 
mois de 2009, par rapport h la piriode cor- 
respondante de 2008. Or, ces industries 
interviennent pour moins de 5 p. 100 de 

Pour obtenir ce rapport el d'autres du Conference Board, consultez www.e-library.ca. 

tous les produits export&. Les industries 
dominantes, celles des produits airospatiaux, 
I'information et les produits technologiques, 
les mCtaux primaires, le papier et les pro- 
duits connexes, puis les produits en bois, 
accusent toutes un recul marqu6 au tableau 
des exportations cette annie. Au total, les 
exportations rielles devraient se contracter 
de 10,4 p. 100 en 2009. Cette performance 
peu reluisante des exportations surviendra 
en m&me temps qu'une chute aussi inipor- 
tante des importations. Ainsi, pour la pre- 
mikre fois depuis 2001, en termes nets, 
le secteur co~nmercial n'entravera pas le 
PIB riel en 2009. Plus tard, une modeste 
reprise de la construction domiciliaire aux 
fitats-unis et des ventes de vihicules auto- 
mobiles contribuera B renverser la tendance 
de croissance des exportations du Quihec. 
Les volumes d'exportations devraient pro- 
gresser de 3,2 p. 100 I'an prochain. 

L'industrie akrospatiale, qui reprtsente 
prks de 20 p. 100 des exportations de la 
province, se ressent du ralentissement 
iconomique. A preuve, au poste des jets 
d'affaires, Bombardier devrait subir un 
recul de 36 p. 100 de ses livraisons cette 
annie. Mais il devrait s'agir d'un episode 
bref puisque le regain de I'iconomie 
amiricaine, i court terme, et un camet 
de commandes garni devraient ensuite 
permettre B I'industrie de dkcoller. 

Scenarios conjoncturels 

[ c o u r t 1  
terme 

Si la repriseamericaine 
n'amene pas un redtessement 
des exportations. I'economie 
sera encorefaibie en 2010. 

Q 
La rkpparilion de dklicits 
budgelaires pourrait limiter 
rapport du gouvetnement 
provincial a r tonomie  au 
cours des prochaines annhes. 

Source : Le Conference Board du Canada. 
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I P r i nc ipaux  i nd i ca teu rs  e c o n o m i q u e s  : Quebec  
(prev s ons e l  dale 0. 16 ,L~IIPI 2W91 

PIB aux prix du march6 
(en doilars couranls) 

PIB aux prix de base 
(en dollars wuranls) 

PIB aux prix de base 247522 247 921 248 925 248 713 245 429 245 819 246 245 246 983 248 495 249 725 251 099 252 503 248 270 246 119 250 455 
(en doliars conslanls de 2002) 0,3 0,2 0.4 4 . 1  -1.3 0.2 0,2 0.3 0.6 0.5 0,6 0.6 1,2 -0,s 1,8 

lndice des prix la consommation 1,114 1,134 1,139 1.124 1.121 1,132 1.139 1.147 1.154 1.161 1.169 1.177 1.127 1.135 1,165 
(2002 = 1.0) 0.5 1,8 0,4 -1,3 4 . 2  LO 0.6 0,7 0,6 0,6 0,7 0,7 Z1 0 3  2 , 7 1  

DBflaleur implicite des prix - 1,131 1,158 1.159 1,111 1,134 1.141 1,151 1,159 1.155 1,155 1,156 1,161 1,140 1,146 1,157 
PIB aux prix de base (2002 = 1.0) 4 , 3  2,4 0.1 4 , 2  2,l 0,6 0,9 0,7 -0,3 0.0 0.1 G4 0,7 0,6 0,9 1 
Salaires hebdomadaires moyens (niveau) 

Revenu des particuliers 
(en dollars couranls) 

Revenu disponible des particuliers 
(en dollars couranls) 

I Taux d'hpargne des partlculiers 2.06 1,26 1.02 3.50 2.41 1.78 1,35 1,44 1,17 133 1.16 0,81 1.96 1.75 1 . 0 7 1  

Population en age d'Clre active 6 349 6364 6 380 6396 6411 6 427 6442 6 461 6466 6 479 6491 6 503 6372 6 435 
(en milliers) 0.2 0,2 0,2 0.2 0.2 0.3 0,2 0.3 0.1 0,2 0.2 0.2 0,9 1,O 0.8 

Population active (en milliers) 

Emplois (en rniliiers) 

Taux de ch6mage 

Ventes au d6lail 
(en dollars couranls) 

Mises en chanlier (en uniles) 

bes donnees en bianc sont des previsions. 
A rnoins d'indicalions coniraires. toUtes les donnees sont exprirnees en millions de dollars, au laux annuel desaisonnalise. 

I Pour ch2q.e ind cateur la prem ere IIQIIC oonne e n  veau. la deuxieme I3 var af,on en poucenlage par rappon a la per UJC preceocnre 
So~rces. Le Conference Board du Canada; Slalisliq~e Canaoa; Reperloire des sCr~es cnrono og ques dc la Sociele canaoenne o'llvpolh8qdes PI de logenlent (SChL) 



Ontario 
Recession Continues 
. . . but Recovery 

Despite significant fiscal slimulus, weak inter- Expected in 2010 
national lrade and labour markets will leave 
Ontario in recession lhis year 
Siirnulus spending in the province's lalesl by Sabrina Browarski 
budget could add 1.2 percenlage poinls to 
Onlario's bonom-line GDP growlh in 2009. 

With its manufacturing heartland deci- 

Real GDP mated, Ontario has posted several quarters 
of negative real GDP growth. The province 
has been battered on all fronts by what has 
emerged as a truly global recession, one tha 
will dampen worldwide economic output 
by an estimated 2.6 per cent in 2009 alone. 
However, despite the litany of bad news 
stories regarding the virtual disappearance 
of new business investment, widespread fur 
time job losses, and auton~otive bankrupt- 

Retail Sales cies. some green shoots are finally emergin] 
in what has otherwise been a bleak land- 
scape. Real GDP at market prices will con 
tract by 3 per cent in 2009, but is forecast 

Giowih Ranking 
2010 3.7 t 3  to rebound by 3.1 per cent next year. 

With auto sales down 43 per cent from 
peak levels in 2005, the dominance of 
the DetroitThree automakers in the 
North American automotive market 
has come to an  end. 

(projecIed200%10) -$14.1 billion International trade was expected to 

Sources: The Conlerence Board of Canada: be Ontario's sore point in 2009, given the 
Onlario Ministry of Finance. heavily integrated nature of Canada-U.S. 

supply chains. However, although net 

Economic Indicators 
(2002 $; percenlage change) 

2008 2009 2010 

Real GDP (basic prices) -0.2 -3.1 3.2 
Consumer Price Index 2.3 0.7 2.4 
Personal disposable income 5 .I 0.0 2.9 
Employment 1.4 -2.7 0.3 
Unemployment rate (level) 6.5 9.2 10.2 
Relail sales 3.5 -3.7 3.7 
Average weekly wages 1.4 1.3 1.6 
~opulalion 1.1 0.9 1.1 

international trade will indeed register a 
massive deficit this year, slower declines 
in interprovincial demand will ensure that 
Ontario achieves a total net trade surplus 
of $3.4 billion for 2009! 

Mounting job losses to date have slowed 
growth in household incomes. That, in turn, 
has led consumers to cut back on spending. 
While total real consu~nption is forecast to 
fall in 2009, a recovery is in sight begin- 

: ning in the later part of the year as labour 
markets heal. Likewise, greater stability 

t in financial markets and a resurgence in 
overseas industrial and consu~ner demand 
will allow investment-both public and 
private-to pick up speed in 2010. The 

: bulk of investment intentions in 2009 will 
I- stem from public infrastructure projects. 

: PUBLIC STIMULUS: A DOUBLE- 
EDGED SWORD 

Public expenditures will constitute 
virtually the only source of positive growth 
in the Ontario economy this year. In the 
near term, total program expenses are fore- 
cast to rise by 12.5 per cent in fiscal year 
2009-10 and by a furtlier 5.1 per cent in 
2010-1 I .  This will cause government 
spending on goods and services to increase 
by 5.3 per cent in 2009, and a further 6.2 per 
cent next year. However, the stimulus plan, 
aimed at staving off a prolonged reces- 
sionary cycle, will come with a price tag 

Job Cuts 
(monlhly change in ernploymenl. 000s jobs) 
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Sources: The Conference Board of Canada; 
Stalistics Canada. 
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of $27.4 billion over the next two years, a 
cost that will cause Ontario's fiscal deficit 
to soar to $14.1 billion-the largest 
provincial deficit in history! 

The erosion of the fiscal base as a 
result of the global downturn will have 
significant repercussions for Ontario's 
public purse. Net debt will rise by $56 bil- 
lion over the next three years, and interest 
payments required to service provincial 
debt are expected to rise by over $2 bil- 
lion per year. It will take severe expendi. 
ture cuts if the Ontario government is to 
balance its books once again by the tar- 
geted date of 2015-16. 

Since December 2008, the Ontario econ- 
omy has shed 178,600 positions. Worse, 
244,200 full-time jobs have disappeared. 

PRIVATE SECTOR JITTERS 
DAMPEN INVESTMENT 
PROSPECTS 

Ontario pre-tax corporate profits are 
expected to fall by nearly $20 billion in 
2009, the result of weak demand for goods 
and services and the fall-off in con~modity 
prices. It comes as little surprise that such 
a drastic drop in available funds will lead 
to a 17 per cent reduction in real business 
capital forniation in 2009. Non-residential 
investment and spending on machinery 
and equipment will lead the decline in 
investment-a disappointing outco~ne 
given that private investment is a key 
driver of productivity. On the residential 
front tighter credit standards, alongside a 
drop in renovations axd home resales, will 
contribute to a nearly 1.1 per cent decline 
in real residential investment this year. 

The bulk of near-tenn investment activ- 
ity will come from public funds. Real pub- 
lic investment activity is anticipated to rise 

by an average of nearly 19 per cent as a 
result of public spending initiatives in 
Ontario and the $27.4 billion sti~nulus 
package. In total, gross real capital forma- 
tion will fall by 11.7 per cent in 2009, but 
major public spending on infrastructure 
will eke out marginal growth of 4 per cent 
in 2010. 

HOUSEHOLD SECTOR STILL 
IN LIMBO 

Since December 2008, the Ontario 
economy has shed 178,600 positions. 
Worse, 244,200 full-time jobs have disap- 
peared. Going forward, job losses will 
slow in the third quarter of 2009, with net 
gains forecast as early as the final quarter 
of this year. 

Workers who remain employed will 
see marginal gains in real wages, although 
the unemployment rate will trend upward 
to 9.2 per cent by the end of 2009 and 
peak at 10.2 per cent in 2010. Province- 
wide, disposable incomes are forecast 
to retreat modestly this year as labour 
markets loosen, but they will recover in 
2010 as employment conditions stabilize 
and income taxes are cut. 

Accordingly, Ontario consumers will 
tighten their purse strings, cutting back 
on real spending by 1.1 per cent this year, 
largely through reduced purchases of 
consumer durables. Growth of 2 per cent 
is expected in 2010 as labour markets 
rebound. 

INTERPROVINCIAL DEMAND 
SECURES MODESTTRADE 
SURPLUS IN 2009 

Of all of Ontario's industries, the auto 
sector has arguably been the hardest hit by 
the financial crisis in the US., the ensuing 
pullback in consumer spending, and now 
the added difficulty of a rising petro-loonie. 

Weak International Exports Erode 
Trade Surplus 
($billions) 
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Ontario's Deficit the Largest in 
Provincial History! 
(fiscal balance. $ billions: public expendilure to 
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U.S. sales of new motor vehicles averaged 
less than 9.7 n~illion units (annualized) in 
the first half of 2009, below even typical 
scrappage rates of 10 to 12 million units. 
With auto sales down 43 per cent from 
peak levels in 2005, the dominance of the 
Detroit Three automakers in the North 
American automotive market has come 
to an end. 

The implications for the Canadian 
automotive sector will be severe going for- 
ward. This year, real automotive exports 
will fall by 47.5 per cent. However, this 
number has been revised upward from the 
more than 50 per cent contraction forecast 
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in our spring Pro\'incial Outlook to reflect 
a more positive second-quarter production 
performance by Chrysler at its Bra~npton 
and Windsor facilities. With both Chrysler 
and General Motors successfully emerging 
from Chapter I I bankruptcy protection and 
U.S. consumer demand having hit bottom, 
the auto~nobile sector will recover at a 
double-digit pace in 2010. However, exports 
will never he fully restored to their pre- 
bankruptcy levels, and employnlent will 
trend below historical levels due to higher 
per-worker productivity as companies invest 
in new plants and equipment. Reduced U.S. 
consumer activity will generate a net con- 
traction of 23.4 per cent in Ontario's real 
international exports this year. 

International i~~iports will also contract 
this year as a result of broad weakless in 
sales of machinery and equipment, automo- 
tive products, primary metals, and a host of 
other consumer and industrial products. 
The drop will be only slight less than the 
decline in exports, and the end result will be 
a net international trade deficit of $31.3 bil- 
lion this year. Interestingly, Ontario will post 
a net trade surplus of $3.4 billion in 2009 
thanks to the relative strength of interprovin- 
cial exports! 

Find this repoti and other Conference Board research at www.e-library.ca 

Delays in implementing public 
inlrasIr~c1Ure inveslment 
could push the economy 
deeper inlo recession. 

Rising public heallh-care 
cosls could slimulale govern- 
ment spending in excess oi 
budgetary iargels. 

I Source: The Gonlerence Board of Canada. 
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Key Economic Indicators: Ontario 
(forecasl completed Jul. 16,2009) 

2008:l 2008:2 2008:3 2008:4 2009:l 2009:2 2009:3 2008:4 2009:l 2009:2 2009:3 2009:4 2008 2009 2010 

GDP at market prices (currenl$) 584,232 594.243 597,318 572,783 563.029 566,096 570,200 575.812 585,735 591,179 598.221 606,467 587,144 568,784 595.400 
-1.1 1.7 0.5 - 4 1  1 . 7  0.5 0.7 1.0 1.7 0.9 1.2 1.4 0.5 -3.1 4.7 

GDP at basic prices (current $) 544,893 554,576 557,523 533,898 525.088 527.902 531,665 536,784 546.093 550,875 556,380 563.827 547.723 530.359 554.294 
-0.7 1.8 0.5 4 2  -1.7 0.5 0.7 1.0 1.7 0.9 1.0 1.3 0.9 -3.2 45 

GDP at basic prices (constant$2002) 493.919 494.924 493,943 484,546 475,653 476,111 476.588 478.539 486.098 490,032 494.067 498.612 491,833 476.723 492,202 
-08 0.2 -0.2 -1.9 -1.8 0.1 0.1 0.4 1.6 0.8 0.8 0.9 -0.2 -3.1 3.2 

Consumer Price Index (2002 = 1.0) 1.113 1.134 1.150 1.133 1.131 1.136 1.144 1.152 1.159 1.165 1.170 1.179 1.133 1.141 1.168 
0.2 1.9 1.4 -1.4 -0.2 0.5 0.7 0.7 0.6 0.5 0.5 0.7 2.3 07 24 

lmplicil price deflator- 1.103 1.121 1.129 1.102 1.104 1.109 1.116 1.122 1.123 1.124 1.126 1.131 1.114 1.112 1.126 
GDP at basic prices (2002 = 1.0) 0. 1 1.6 0.7 -2.4 0.2 0.4 0.6 0.6 0.2 01 0.2 0.4 1.1 -0.1 1.2 

Average weekly wages 812.5 816.9 818.2 821.1 826.9 825.6 827.2 832.2 834.2 838.6 843.6 849.3 817.2 828.0 841.4 
($, industrial composite) -0.2 0.5 0.2 04 0.7 -0.1 0.2 0.6 0.2 0.5 0.6 0,7 1.4 1.3 1.6 

Personal income (current $) 479.404 481,254 482,198 483,612 480.775 478.875 480,544 484.067 487.161 492.054 496.164 502,342 481.617 481.065 494.430 
1.6 0.4 0.2 0.3 -06 -04 0.3 07  0.6 1.0 0.8 1.2 3.8 -0.1 2.8 

Personaldisposableincome(curreot$) 368.600 372,824 374,154 374,441 372,345 370,818 372.223 375,038 377,731 381,459 384,979 389,782 372,505 372.606 383.488 
2.5 1.1 0.4 0.1 -0.6 -0.4 0.4 0.8 0.7 1 .  0.9 1.2 5.1 0.0 2.9 

Personal savings rate 3.44 3.53 2.89 4.34 3.73 2.53 2.10 2.19 1.93 1.81 1.95 2.01 3.55 2.64 1.93 

Populalion 01 labour force age (000s) 10,449 10,488 10.531 10.571 10,604 10,638 10,685 10,711 10,738 10.777 10.818 10.857 10,510 10,659 10.797 
0.3 0.4 0.4 0.4 0.3 0.3 0.4 0.2 0.3 0.4 0.4 0.4 1.4 1.4 1.3 

Labour force (000s) 7,122 7,157 7,154 7.185 7.173 7,165 7,158 7.176 7.213 7,258 7,285 7,316 7,155 7,168 7.268 
0.4 0.5 -0.1 0.4 4 2  -0.1 -0.1 0.2 0.5 06 04 0.4 1.6 0.2 1.4 

Employment (000s) 6,676 6,695 6,694 6,682 6,567 6,506 6,480 6,480 6,487 6.508 6,543 6,581 6,687 6,508 6,530 
0.4 0.3 0.0 -0.2 -1.7 -0.9 -04 0.0 0.1 0.3 0.5 0.6 1.4 -2.7 0.3 

Unemployment rate 6.3 6.5 6.4 7.0 8.4 9.2 9.5 9.7 10.1 10.3 10.2 10.0 6.5 9.2 10.2 

Retail sales (current $) 152,128 153,338 153,571 146,524 145,059 145.153 146,048 147.195 148.680 150,342 151,895 154,173 151,390 145.864 151.273 
2.0 0.8 0.2 4 .6  -1.0 0.1 0.6 0.8 1.0 1.1 1.0 1.5 3.5 -3.7 3.7 

Housing starls (unils) 79.670 77.353 74.718 68.562 55,238 42.367 45,676 49,813 54,517 62,107 70.121 70,898 75,076 48,273 64.411 
174 -2.9 -3.4 -8.2 -19.4 -23.3 78 9.1 9.4 13.9 12.9 1.1 10.2 -35.7 33.4 

White area represents forecast data. 
All data are in millions of dollars, seasonally adjusted at annual rates, unless otherwise specified. 
For each indicator, the first line Is the level and the second line is the percentage change from the previous period. 
Sources: The Conlerence Board Of Canada: Slatistics Canada: CMHC Housing Time Series Dalabase, 



7 Moderate Growth 
Expected Ahead 

Booming infraslruclure inveslmenl will 
supporl theeconomy i n  2W9. 
The manulacluring induslry has been 
victimized bvthe oiobai iecession bul , " 

should soon rebound 

I Real GDP I 
Growih Ranking 1 0.8 12 I 
GrmMh Ranking 

Standard & Poor's 

I Retail Sales I 
Giawih Ranking 

2009 -2.6 

Growth Ranking 
2010 3.1 #5 I 

Government & Background 
Information 

Premier Gary Doer 
Next eieclion 

Pooulalion (2009:2) 1.217.000 

20'1 I 
Government balance 
(eslimated 2009-10) $48 miliion 

Sources: The Conference Board of Canada: 
Manitoba Finance. 

by Lin Ai 

Manitoba has not been hit as hard as 
nlost provinces by the global economic 
downturn. Booming infrastructure invest- 
ment will push real gross domestic product 
up by 0.8 per cent in 2009. The commit- 
ment of $1.6 billion in infrastructure 
spending from the provincial government 
and $223  nill lion from the joint provincial- 
federal Infrastructure Sti~nulus Fund will 
boost construction output and support the 
provincial econorny. However, the con- 
struction sector will experience negative 
growth of 2.8 per cent in 2010 as public 
investment wanes. Moreover, there are 
downside risks to the outlook. The 2009 
Red River flood brought untold damages 
to the provincial economy, and its full 
impact cannot yet be assessed. In addition, 
a deluge of negative news in the agricul- 
tural sector has triggered expectations of 
lower production in 2009 for the major 
cereal crops. There is a lot of uncertainty 
in the agriculture sector at the lnoment 

The mining industly has not been 
spared. Many large prinlary tnetal opera- 
tions have been shut down or downsized. 
The mining sector is expected to contract 
by 4.3 per cent in 2009. As base metal 
prices gradually improve, mining activities 

Economic Indicators 
(LC02 P yrlrm'agz ' h a n e ,  

Real GDP (basic prices) 
Consumer Price Index 

, . 
~etaiisaies 
Average weekly wages 
Population 

Sources: The Conference Board of Canada; Statistics Canada 

will intensify in 2010. Manufacturing has 
also been affected by the slowdown in the 
Canadian and U.S. economies, and a nega- 
tive perfonnance is expected this year. 
Even though the unen~ployment rate is the 
second lowest in the country, consumers 
have tightened their wallets, as personal 
diq~osable inco~ne growth has slowed con- 
siderably. Negative growth in retail sales 
is projected for 2009, but sales will bounce 
back strongly in 2010. The economy is 
expected to post stronger growth next year 
in parallel with many of Manitoba's indus- 
trial sectors. In 2010, Manitoba is forecast 
to grow by 1.8 per cent. 

Drought and cold spring weather condi- 
tions have damaged crops. 

TROUBLING SIGNS IN 
AGRICULTURE 

The number of hog producers in 
Manitoba has shrink by 30 per cent in the 
last two years, and those that remain in 
business still face problems. Currency 
fluctuations, the U.S. country-of-origin 
labelling (COOL) laws, and the HlNl  flu 
outbreak that has led to several countries 
c los i~~g their borders to Canadian hogs 
have all put additional pressure on an 
industry that is already struggling to cope 
with low market prices. Although a new 

Utilities Expected to Grow Strongly 
(percentage change. 2002 $) 

1 M a n i l o b a  Canada I 

1 =forecast 
Sources: The Conference Board of Canada; 
Statistics Canada. 
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$37.7 million federal-provincial cash 
advance program will provide some relief 
to hog producers, the assistance might be 
too little and too late. 

Crop growers have also been hit hard. 
To start, the 2009 Red River flood-the 
second worst on record--caused untold 
damage to crops, and a final tally of its 
economic effect won't be known until the 
harvests are in. The cold spring weather 
across the province and drought conditions 
in  many regions forced a delay in seeding 
for some farmers and resulted in slower- 
growing crops. Farmers in Manitoba 
planted 13.8 per cent more spring wheat, 
but 18 per cent less barley and I per cent 
less canola, than in the previous year. 
Expectations are that production will 
decrease 20 per cent for the major crops 
in Western Canada this year. If the poor 
weather condition persists, there is more 
downside risk to the crops. Overall, the 
agriculture sector is forecast to contract 
3.3 per cent in 2009 hut will tum around 
in 2010 with growth of 2.5 per cent. 

Manufacturing has  been hit hard by the 
slowdown in the Canadian and U.S. 
economies. 

MANUFACTURING OUTLOOK 

Manufacturing has been pounded by 
the slowdown in the Canadian and U.S. 
economies, and a decline of 4.4 per cent is 
projected for this year. Strong gains in 
machinery manufacturing w d  rising demand 
for fabricated metal producers tempered the 
decline in the first five months of this year, 
according to the manufacturing shipments 
monthly data. Thanks to a brighter outlook 
for the transportation industry, the manufac- 
turing sector is forecast to bounce back with 
2.1 percent growth in 2010. Standard Aero, 
a company that provides comprehensive 

services to commercial and military avia- 
tion clients, has just signed a IS-year, 
$850-million deal to service engines for 
WestJet's fleet of Boeing 737 jetliners. 
The company has also decided to repatriate 
an engine overhaul facility from the 
Netherlaids to Winnipeg, a move that will 
boost its Manitoba workforce. In contrast, 
Boeing's commercial plane business has 
struggled in 2009, with delays in test flights 
and production of the 787 Dreamliner and 
order cancellations from several airlines. 
Boeing Winnipeg employees recently voted 
to accept a four-day workweek in order to 
avoid job cuts. Transit bus manufacturer 
New Flyer Industries will contribute posi- 
tively to the manufacturing sector. The 
company's backlog of orders totalled 
US$4 billion this past April. 

MINING FORECAST: CLOUDY WITH 
RAYS OF SUNSHINE 

The global economic downturn has 
cast a pall over the mining industry. Base 
metal prices have fallen 70 per cent since 
2007. Mineral exploration spending has 
been affected, as have extraction activities. 
Total mining output in 2009 will decrease 
by 4.3 per cent. With a metal prices 
rebounding, the provincial government has 
launched several assistance programs and 
tax incentives aimed at helping Manitoba 
mining companies ramp up activities once 
again. Encouraged by the government 
initiatives, many companies have started 
to de~relop exploration plans. Hudbay 
Mineral Inc. has committed $13 million th'is 
year to its exploration work at Lalor, which 
has the potential to be developed into a 
major gold and zinc mine. Other examples 
include Laurentian Goldfield and Kinross 
Gold, which together are investing $500,000 
to explore a new gold mine. As well, VMS 
has plans for a copper project at Snow Lake. 
Spurred by improved prices, overall min- 
ing output is expected to rise 6.1 per cent 
in 2010. 

Retail Sales Drop in 2009 
(percentage change) 

Maniloba Canada 

l= forecast 
Sources: The Conference Board of Canada: 
StatisLicS Canada, 

Steady Population Growth 
(percentage change) 

f = forecast 
Sources: The Conference Board of Canada: 
Statistics Canada. 

CONSTRUCTION FIRED UP 

Getting shovels in the ground is a great 
way to stimulate the economy and create 
jobs. On the public side, 33 new infrashuc- 
lure projects in Manitoba will receive joint 
federal-provincial funding of $223 million 
under the Infrastmcture Stimulus Fund. 
Moreover, an investment of $1.6 billion in 
infrastructure spending for 2009 by the 
provincial government will help push the 
construction sector to new highs. Also, 
Manitoba Hydro's $700-million Riel 
Convener Station, the $160-million Hunian 
Rights Museum in Winnipeg, the 
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Wuskwatim dam project, and pipeline 
expansions will help boost construction out- 
put by 7.9 per cent in 2009. However, the 
construction sector will experience negative 
growth of 2.8 per cent in 2010 as the gov- 
ernment stiiilulus funds d ~ y  up and con- 
struction on the Riel Convener Station 
comes to an end. 

Mounting ecoilomic uncertainty and 
the decline in the labour market have 
dragged down consumer confidence and 
reduced demand for new housing. Housing 
starts could pliinge by as much as 34 per 
cent in 2009-from 5,537 units in 2008 to 
3,649 units this year. With the economy 
improving, housing starts are forecast to 
rebound by 20 per cent in 2010 to 
4,379 housing units. On the whole, nominal 
residential construction is forecast to drop 
8.3 per cent in 2009, with a minor recovery 
of 1.3 per cent expected in 2010. 

CONSUMER AND FISCAL 
OUTLOOK 

The economic turmoil has negatively 
affected employli~ent in Manitoba. Job 
losses have mounted. Employment is down 
10.2 per cent from last year in the manu- 
facturing sector and 8 per cent in the other 
employment category. Total e~iiployrnent is 
expected to decline by 0.4 per cent, and 
the unemployment rate will rise to 5.4 per 
cent in 2009. Personal disposable income 
will increase by a slight 1.6 per cent, while 
the consumer price index is expected to rise 
only I per cent, allowing for real income 
gains despite the lack of job creation. 

A shift in spending habits has been 
detected. Consumers are choosing to spend 
less and save more. Retail sales are forecast 
to drop by 2.6 per cent this year as personal 
savings rise by 9.9 per cent. Brighter 

Find this report and other Conference Board research at www.e-library.ca 

employ~nent and personal inconie prospects 
in the province next year will push retail 
sales up 3.1 per cent. 

1 Forecast Risks I 
A rapid recovery in base metal 
prices could spur mare eco- 
nomic growth. 

Q 
ti mare iniernaiional skilled 
workers immigrale to Maniloba, 
the economy would greatly 
benefit from the resulting 
reduction in skilled labour 
ShOlla~eS. 

Source: The Conference Board of Canada. 1 
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The dinicullies in the agriculture and mining 
induslries will severely constrain real GOP 
orowlh this vear 

I Real GDP I 
Growth Ranking ( 2009 -2.7 #7 

G r m h  Ranking 1 2010 35 #1 I 

Retail Sales 

Growlh Ranking 
2009 -2.6 63 

GiolMh Ranking 
2010 2.4 #8 

Government & Background 
Information 

Premier Brad Wall 

Next eleclion 2011 

Government balance 
(20WlO) $425 million 
Sources: The Conference Board of Canada: 
Saskatchewan Finance. 

What a Difference 
a Few Months Can 
Make! 

by Lin Ai 

After a stellar performance last y e a  
Saskatchewan's real gross don~estic product 
will contract by 2.7 per cent in 2009. Earlier 
this year, the province appeared to be well 
positioned to grow despite the global eco- 
nomic weakness. However, major potash 
production cuts and uncertainty in the agri- 
culture sector have dimmed the outlook 
considerably. At the moment, drought con- 
ditions in parts of the province are causing a 
majority of crops to fall behind their normal 
development cycles. In addition, Potashcop 
has cut potash production several times 
since last August (for total curtailments of 
5.5  nill lion tonnes) as a result of weak 
demand around the world. The double-digit 
decline in those two sectors will have a sig- 
nificant impact on Saskatchewan's resource- 
based economy. Next year is looking more 
positive for the province. Real GDP growth 
of 3.5 per cent is forecast, supported by a 
rebound in the primary sector. 

The province can expect brisk con- 
struction activities over the next two years 
thanks to the provincial government's 
$1.5-billion infrastructure stimulus plan 
and several large private projects. Despite 
the downturn in the primary sector, most 

Economic Indicators 
(2W2 $; percentage change) 

2008 2009 2010 

Real GDP (basic prices) 4.6 -2.7 3.5 
Consumer Price Index 3.2 1.3 2.6 
Personal disposable income 15.4 1.5 1.6 
Employmenl 2.2 1.6 0.4 
Unemployment rale (level) 4.1 5.2 5.8 
Retail sales 10.6 -2.6 2.4 
Average weekly wages 5.0 2.5 2.7 
Population 1.6 1 3 0.8 

1 Sources: The Conference Board of  Canada: Stalistics Canada 

other secton are performi~ig well and con- 
tinuing to add to payroll. Incredibly, the 
province will generate 8.000 new jobs in 
2009 and a further 2,000 in 2010, mostly 
in public administration and construction. 
The unemploy~nent rate is still the lowest 
among all the provinces, and Saskatchewan 
will hold this position until at least 2013. 
Labour income is expected to post strong 
gains that will lead to increased consumer 
spending starting next year. The provincial 
nominee progra~n has helped many interna- 
tional workers move to Saskatchewan. 
This influx of people immigrating to 
Saskatchewan will help to fill jobs and sup- 
port the housing market in the near term. 

A drop in total crop production of at 
least 20 per cent is predicted for 2009 
due to unfavourable weather conditions. 

UNUSUAL WEATHER HURTING 
AGRICULTURE 

Hit by delays in seeding, and with 
crop growth being less advanced than in 
previous years due to cool temperatures 
and drought conditions, Saskatchewan's 
crop yields are at risk. Unusually late 
snowfalls in May delayed the start of the 
planting season. Since then, the weather 
has remained unseasonably cool, which 
has hindered crop growth. In its weekly 

Gloomy Outlook for Mining in 2009 
(percenlage change. 2002$) 

f = forecast 
Sources: The Conference Board of Canada: 
Slatistics Canada. 1 
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crop report covering the period of July 14 
to July 20, Saskatchewan's Ministry of 
Agriculture noted that the n~ajority of 
crops are two to three weeks behind thei~ 
nonnal development cycles. Drought con- 
ditions in many parts of the province are 
expected to limit crop yields. Field 
researchers have also noticed large concen- 
trations of grasshoppers and gophers in the 
fields-another threat to crops. Although 
farmers increased the acreage planted with 
spring wheat this year, they decreased their 
acreage devoted to barley. It is still too 
early to know how the damage to crops 
this year will compare with what we saw 
during the drought years of 2001 and 
2002, but early indications are that crop 
prodi~ction could be down by as much as 
20 per cent. 

Livestock producers are not faring any 
better than crop fanners. Cattle and hog 
producers are dealing with a combination of 
low market prices and the country of origin 
labelli~~g (COOL) laws in the United States. 
Just when hog producers were looking for- 
ward to banking profits this summer, the 
industry got hit by the HlNI flu outbreak. 
In addition, the poor spring weather is caus- 
ing shortages of bay and pasture, which is 
affecting Saskatchewan's cattle indushy. By 
the third week of July last year, one-third of 
the hay crop had been cut and baled or put 
into silage; by the same time this year, only 
22 per cent of the hay had been baled or put 
into silage. All things considered, the agri- 
culture sector is forecast to contract 12 per 
cent in 2009. However, we expect a strong 
l l per cent rebound in 2010. 

MINING HITS A BUMP IN THE ROAD 

While potash prices have not been 
too badly affected by the global recession, 
production plans have been scaled back 
considerably. In the past few months, 
PotashCorp has cut production by another 
800,000 tonnes. That brings the reductions 

to 4.7 million tonnes this year alone and to 
5.5 milliorl tonnes since last August. The 
deferral of purchases by international cus- 
tomers, weak demand from U.S. farmers, 
and extended negotiations with offshore 
buyers are the reasons behind the cutbacks. 
A recently signed contract with Brazil, 
while welcome, was not sufficient to stop 
the pullback in production. However, new 
contracts signed with India and China look 
promising and are expected to raise potash 
output. Overall, non-metal output is fore- 
cast to contract 42.5 per cent in 2009, with 
a strong rebound of 29.8 per cent in 2010. 

Mining exploration expenditures in 2009 
are expected to be much lower than 
in 2008. 

Mineral exploration expenditures in 
2009 are expected to be much lower than 
in 2008, reflecting the sector's difficulty in 
raising financing. As a result, total mining 
output (including non-metal output) is 
forecast to decrease 13.3 per cent in 2009. 
In recent months, however, the oil and gas 
sector has shown signs of turning around. 
June's land sales for oil and gas rights in 
the province were more than double what 
they were in May. The Weybum-Estevan 
area received the most bids, largely due to 
the Bakken formation's vast oil reserves. 
Looking ahead, more drilling rigs are 
expected to be active. Total mining output 
is forecast to post solid growth of 6.8 per 
cent in 2010. 

CONSTRUCTION SECTOR 
FARES WELL 

Construction sites around 
Saskatchewan are expected to be very 
busy through the rest of 2009 and 2010. 
Between April and May, building permits 
jumped 54.5 per cent to $1 88 million-the 
strongest growth in Canada. The province 

(employment, percenlage change) 

I . Canada e] Saskatchewan I 

l = forecast 
Sources: The Conference Board of Canada: 
Statistics Canada. 

This Year 
(Percentage change, 2002 $) 

f = forecast 
Sources: The Conference Board of  Canada: 
Slatistics Canada. 1 

is also investing a record $630 million 
for transportation infrastructure. The 
largest-ever provincial budget will provide 
funding for nearly 1,600 km of major 
highways and bridges. This is on top of 
the additional investments by the provincial 
government to get infrasb-ucture projects 
moving forward. Total private and public 
non-residential investment will rise 
1 1.5 per cent in 2009, supported by 
several projects, including Mosaic's 
$1.7-billion potash mining expansion at 
Esterhazy and the $435-million Midwest 
uranium project at McClean Lake (jointly 
owned by AREVA Resources, Denison 
Mines, and OURD Canada). 
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Strong growth in government infra- 
structure investment and non-residential 
construction will outweigh the decline 
in the residential sector. helping to push 
construction output up I2 per cent in 2009 
and by a further 3.3 per cent in 2010. 

CONSUMER OUTLOOK 

Despite the downturn in the primary 
sector, 111ost other sectors are performing 
well and continuing to add to their pay- 
rolls. Incredibly, the province will generate 
8.000 new jobs in 2009 and a further 2,000 
in 2010-mostly in public administration 
and construction. The unemployment rate 
is still the lowest among all the provinces, 
and Saskatchewan will hold this position 

until at least 2013. Labour income is 
expected to post strong gains that will lead 
to increased consumer spending starting 
next year. One of the few caveats in the 
otherwise strong economic outlook comes 
from the housing sector. The number of 
housing starts will fall to 3,663 units this 
year, down nearly 50 per cent from 2008. 
The decline comes after inventories of new 
and existing home ramped up at the begin- 
ning of the year. On a positive note, the 
provincial nominee progmm is helping 
many international workers migrate to 
Saskatchewan easily and quickly. The 
resulting influx of people immigrating to 
Saskatchewan will help fill jobs and sup- 
port a slight improvement in the housing 
market next year. 

Find this reporl and other Conference Board research at www.e-library.ca 

Forecast Risks 

A relurn lo normal wealher 
Panerns, parlicularly in [he 
wslern regions of the 
province, could stern lhe 
decline in iheagricullure 
sector. 

The mining seclor will see 
slronger growlh if plans by 
several companies lo expand 
capacily over the nexl few 
years go ahead. 

Source: The Conference Board ol Canada. 
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Key Economic Indicators: S a s k a t c h e w a n  
(forecast completed Jul. 16,2009) 

GDP at market prices (current $) 60.567 65,017 67,202 65,278 58.875 59,217 60,172 61.302 62,900 63,270 63.868 64.779 64,516 59.892 63.704 
10.5 7.3 3.4 -2.9 -98 0.6 1.6 1.9 2.6 0.6 0.9 1.4 25.2 -72 6.4 

GDP a1 basic prices (current $) 57,548 61,972 64.147 62,294 55,962 56,286 57,214 58.307 59,857 60,177 60,656 61,506 61.490 56.942 60.549 
10.5 7.7 3.5 -2.9 -10.2 0.6 1.6 1.9 2.7 0.5 0.8 1.4 25.9 -74 6.3 

GDP at basic prices (conslant $2002) 38.982 39,375 40,048 39,434 38,336 38.287 38.359 38.594 39.314 39,608 39.906 40,170 39,460 38,394 39,749 
1.4 1.0 1.7 -1.5 -2.8 4.1 0.2 0.6 1.9 0.7 08 0.7 4.6 -2.7 3.5 

Consumer Price Index (2002 = 1.0) 

lmplicil price deflator- 1.476 1.574 1.602 1.580 1.460 1.470 1.492 1.511 1.523 1.519 1.520 1.531 1.558 1.483 1.523 
GDP a l  basic prices (2002 = 1.0) 9.0 6.6 1.8 -1.4 -76 0.7 1.5 1.3 0.8 4 . 2  00 0.7 20.4 -4.8 2.7 

Average weekly wages 
($, industrial composite) 

Personal income (current $) 

Personal savings rate 3.88 3.80 4.80 5.04 3.59 4.32 3.88 3.97 2.62 2.68 2.60 2.85 4.38 3.94 2.69 

Population of labour force age (000s) 761 765 769 773 776 778 781 783 784 786 787 788 767 779 786 
06 0.6 0.5 0.5 0.3 0.3 0.3 0.3 0.2 0.2 0.2 0.1 2.1 1.6 0.9 

Labour force (000s) 

Employment (000s) 

Unemployment rate 4.1 4.1 4.3 4.0 4.5 4.8 5.8 5.8 5.9 5.8 5.7 5.6 4.1 5.2 5.8 

Relail sales (current $) 

Housing slarls (units) 

White area represents forecast data. 
All data are in millions of dollars, seasonallv adiusled at annual rates. unless otherwise soecifled. 
For each !nd!cator lhe f;rsl ine .s t h ~  level anoine seconu I ne 1s ine percentage ctlangc irom the prevoLs per od 
So~rces: The Conlerence Board of Canada; Slal sucs Callada. CMnC Housing T11.c Scr ec Dalaoase. 



Alberta 
Global Recession 
Weighs Heavily 

Oulpul in goods-producing induslries will I on Alberta 
I contracl lor a third conseculive vear. I 

Job losses will push Ule provinckil unem- 
olovmenl rale lo a oeak 017.2 Der cent 

Real GDP 

Growih Ranking 
2009 -2.7 f8 

Slandard &Poor's 

Retail Sales 

GroMh Ranking 
2009 -7.8 f10 

GroMh Ranking 
2010 4.0 f 1  I 

Government & Background 
Information I 

Sources: The Conlerence Board of Canada: 
Albella Finance. 

i 
' 

by Todd A. Crawford 

Premier Ed Slelmach 

Next eleclion Mar. 2012 

Populalion (20W:2) 3,653,840 

Government balance 
(2009-10) -$4.7 billion 

The global economic woes have 
wreaked havoc on Alberta. Plunging 
commodity prices, tight credit markets, 
and slowing global demand have created 
difficulties economy-wide. Output in 
the goods-producing industries will fall 
severely this year. The construction industry 
in particular will suffcr, tumbling 10.1 per 
cent due in large part to deferrals in the 
development of the oil sands. The service 
industries will not escape the slowdown 
either, as they contract 0.6 per cent-the 
first drop in Inore than 25 years. The 
weakening service sector will combine 
with the free fall in goods-producing 
industries to push real GDP in Alberta 
down for the second consecutive year. 
After falling 0.2 per cent in 2008, the 
provincial economy will contract another 
2.7 per cent this year-its worst perform- 
ance on record. 

Economic Indicators 
1~002 5 p:t.ttllag? ~lrat qt. 

activity in the non-conventional oil industry. 
Given the new royalty regime in Alberta, 
conventional oil atld gas production is 
unlikely to make a roaring comeback in 
2010. Still, following a pitiful drilling year 
in 2009, a rebound of 7.8 per cent is 

Despite the bleak outlook this year, the 
troubles in Canada's main oil-producing 
province will be short-lived. Falling mate- 
rial and labour costs should provide a 
boost to the construction industty uext year. 
Cominodity prices are also forecast to rise 
further, which should spur developlnent 

- 
Real GDP (basic prices) 
Consumer Price Index 
Personal disposable income 
Employmenl 
Unemployment rate (level) 
Retail sales 
Average weekly wages 
Population 

Sources: The Conlerence Board 01 Canada; Statistics Canada. 

expected next year in services incidental 
to mining. Increased activity in oil and gas 
will also provide a nluch-needed boost to 
the manufacttuing industry, which will 
rebound from two co~lsecutive years of 
contraction. Increased output it1 goods- 
producing industries will lead a rebound 
in transportation and storage and in commu- 
nity and business services. Employment will 
also pick up, spurrillg consulner demand. 
All in all, real GDP will expand 3.3 per cent 
in 2010. 

OIL AND GAS WEAKNESS HURTS 
INVESTMENT 

The energy sector is the most important 
engine driving the Alberta economy. 
Indeed, the strong growth in the provincial 
economy over the past decade can be traced 
hack to the billions of dollars invested in oil 
and natural gas production. But industrial 
production has been cut drastically around 
the globe, reducing demand for oil and 
other prirnary commodities and sending 
prices lower in a very short period. The 
West Texas Intermediate (WTI) price of 
crude has rebounded of late, edging up 
toward US$70 per barrel-still less than 

Energy Prices to Recover 
(WTI. US$lb; Henry Hub. US$/Mmblu) 1 1 - (WI. left axis) - (Henry H U ~ ,  right axis) I 

f = forecast 
Sources: The Conference Board 01 Canada: U.S. 
Energy Information Administration. 
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concentrated in the construction, manufac- 
turing, and other primary industries. The 
unemployment rate will reach 6.4 per cent. 
Softer labour markets will limit personal 
income growth to just 2.2 percent this 
year. Furthermore, weak job prospects are 
slowing the pace of migration to Alberta- 
net interprovincial migration will total just 
24,800 this year. Combined with the 
weaker income growth, this will result in 
only 15,500 housing starls this year, which 
in turn will lead to just 1.3 per cent growth 
in the finance, insurance, and real estate 
industries. Service-producing industries as 
a whole are predicted to fall 0.6 per cent, 
the first such contraction since the reces- 
sion of the early 1980s. 

Because oil and gas investment will 
rebound in 2010, job creation will resume 
with 16,800 net new jobs expected next 

year. Still, labour force growth will out- 
pace job creation, pushing the unemploy- 

will pick back up, expanding 3.6 per cent induslry. 

in 2010, and by an average of 6.2 per cent 

f Forecast Risks 

ment rate up to 7.2 per cent-more than 
doiible where it stood last year. As labour 
markets tighten, personal income growth 

over 201 1-13. The housing sector will 
also recover as the energy sector turns 
around, household formations will encour- 
age the co~~struction of 29,000 new units 
on average per year from 2010 to 2013. 
A stroneer residential market will sour 

Amore pronounced rebound 
in commodity priceswauld 
result in a more immediate 
boost to Alberlab conslruclion 

Economic prospecls are fore- 
cast to imorove in neiohbour- 
ing provinces, polenlially 
Iimiling ihe amount ai people 
willina lo relocale lo Alberla 
and crealing labour shorlages 
in key industries. 
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2.4 per cent growth in finance, insurance, 
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and real estate in 2010, and co~ii~llercial 
services (in support of a strong goods- 
producing sector) will expand 1.7 per cent. 



." a =, GDP at market prices (current $) 283.952 293.148 297,890 290,174 265.463 265.514 267,531 271,182 280.929 284,346 288,508 293,925 291,291 267.422 286,927 
2 
m 

6.5 3.2 1.6 -2.6 -8.5 00 0.8 1.4 3.6 1.2 1.5 1.9 12.4 -8.2 7.3 

P - - 
3 
5 

s a GDP at basic prices (current $) 275.537 284.663 289.378 281,856 257.347 257.344 259,288 262,834 272,450 275,725 279,559 284.804 282,858 259.203 278.134 
0 7.2 3.3 1.7 -2.6 -8.7 0.0 0.8 1.4 3.7 1.2 1.4 1.9 13.3 -8.4 73  
0 

Key Economic Indicators: Alberta 
(forecast completed Jul. 16,2009) 

Personal income (current $) 

- = n3 

3 

-. 
2 
n I Personal savings rate 11.58 13.22 14.08 16.08 17.18 16.53 16.16 16.24 16.09 16.16 16.10 16.33 13.74 16.53 16.17 1 
3 

GDPatbasicprices(conslant$2002) 178,771 178,691 179,324 178,059 174.070 173,823 173.536 174.081 176.986 178.690 180,546 182,524 178,711 173.877 179,687 
0.2 0.0 0.4 -0.7 -2.2 -0.1 -0.2 0.3 1.7 1.0 1.0 1.1 -0.2 -2.7 3.3 

Consumer Price Index (2002 = 1.0) 1.192 1225 1.234 1.214 1.209 1.209 1.227 1.235 1.241 1.249 1.256 1.264 1.216 1.220 1.252 
0.3 2.8 07  -1.6 4.5 0.0 1.5 0.6 0.5 0.6 0.6 0.6 3.2 0.3 2.7 

Implicit price dellator- 1.541 1.593 1.614 1.583 1.478 1.480 1.494 1.510 1.539 1.543 1.548 1.560 1.583 1.491 1.548 
GDP at basic prices (2002 = 1.0) 7.0 34 1.3 -1.9 -6.6 0.1 0.9 1.1 2.0 02 0.3 0.8 13.5 -5.8 3.8 

Average weekly wages 912.9 925.1 939.7 955.2 969.9 971.6 974.9 982.2 987.3 994.9 1003.0 1011.9 933.2 974.7 999.3 
($, industrial composile) 1.3 7.3 1.6 1.6 1.5 0.2 03 0.8 0.5 0.8 0.8 0.9 1 9  4.4 2.5 

-. w 
3 
n 

Population of labour force age (000s) 2,776 2.789 2,804 2.818 2,836 2.856 2,869 2.882 2,903 2,916 2.929 2,942 2.797 2,861 2,922 
0 
a 0.3 0.5 0.5 0.5 0.6 0.7 0.5 0.5 0.7 0.5 04 0.4 2.0 2.3 2.2 

Labour force (000s) 

Employment (000s) 

( Unemployment rate 3.5 3.4 3.7 3.8 5.2 6.5 6.8 7.0 7.3 7.2 7.2 7.1 3.6 6.4 7.2 

Retail sales (current $) 

Housing starts (units) 

/ White area represents forecast data 
All data are n rn lions of oollars, seasonall/ adpsted a1 annoal rates. ~n iess  olncrrr se specilieo 
For each ~ndicator. Ihe 1:rst ine :s lne level ano !he second lhne 5 !he percentage cnanpe lrurn the przv ous perloo. 
Sources: The Conference Board 01 Canadn: Statist~cs Canaoa; CMhC Hous~nq Tme Ser~cs Database. 



I 1 Recession Hits I Households Hard 

r e  obn ,a I r nq an3 I.JI"FII{ 1d.s res A 

~CIIII IJ : .OC.I :  ~ I C O J : ~  in a110 oie?d lob? 1 OY -acqrel n t  Johnson 

Real GDP 

Growth Ranking 
2009 -2.5 f 6  

Households are feeling the recession through 
reduced income and job losses. Jobs lost in 
this recession may not be regained tor years. 

GrOwih Ranking 
2010 3.4 #2 

The B.C. economy has taken a heating. 
This recession has been the worst in 

Credit Quality 

AAA 
Slandard & Poor's 

Retail Sales 

Growth Ranking 
2009 -7.1 #9 I 

GioWlh Ranking 
2010 4.0 #2 

Government & Background 
Information 

Premier Gordon Campbell 

Next eleclion 2011 

Populalion (2009:Z) 4,435.344 

Governmenl balance 
(eslimaled 2009-10) -$495 million 
Sources: The Conlerence Board of Canada; 
British Columbia Ministry of Finance. 

27 years, and the injuries will linger. The 
health of the economy will improve next 
year with resumption of global demand 
coinciding with the hosting of the 2010 
Olympic Games. The momentum will 
continue over the medium term, resulting 
in strong economic growth for several 
years. Real gross domestic product will 
contract 2.5 per cent this year before 
expanding by 3.4 per cent in 2010. 

Export-oriented sectors have deterio- 
rated in line with the fall in global demand. 
Wholesale and retail trade, along with 
transportation and storage, are facing their 
largest contractions in output since 1982, 
stifling the province's plans to develop as a 
major trading huh. The forestry and manu- 
facturing industries also continue to suffer. 
However, the drop in U.S. housing starts 
has levelled off, and inost global financial 
markets have either stabilized or shown 
some improvement in recent months. 
Therefore, while 2009 will see douhle- 
digit coutractions in forestry and manufac- 
turing output, hoth sectors will experience 
moderate growth in 2010. 

Economic Indicators 
(2002 $; percentage change) 

2008 20091 20101 

Real GDP (basic prices) -0.1 -2.5 3.4 
Consumer Price Index 2.1 0.6 2.6 
Personal disposable income 6.8 1.2 3.5 
Employment 2.1 -2.5 1.2 
Unemployment rate (level) 4.6 7.6 8.2 
Retail sales 0.4 -7.1 4.0 
Average weekly wages 2.1 0.8 2.1 
Population 1.6 1.5 1.1 

l = forecast 
Sources: The Conlerence Board of Canada: Statistics Canada. 

Tlie province is experiencing a nasty 
housing market correction, with June's 
(annualized) housing starts down a full 
60 per cent from last year. The good news 
is that interest rates are low and there is 
minimal existing supply, pointing to a 
strong rebound around the corner. Housing 
starts will be a feeble 14,500 units in 
2009, but an expected resurgence in con- 
struction will produce 21,500 starts in 
2010. However, it will take two more 
years before housing starts rebound to a 
level that reflects denlographic require- 
ments. The non-residential sector will not 
experience a drop in investment as severe 
as in the residential sector. Nonetheless, 
several large construction projects are 
scheduled to be completed this year in 
time for the 2010 Olympics, and that will 
weigh down on any gains next year. 

Less than half the jobs lost this year 
will be  regained in 2010. 

This recession will continue to be felt 
by households across the province well 
into next year. Altogether, employment 
losses in 2009 will total almost 57,000 
(following seven years of strong job 
creation in the province). Fewer than half 
of these losses will be regained in 2010. 
Higher unemployment will result in 
decreased consumption for hoth goods 

International Exports Collapse 
(year-to-dale percentage change, currenl $) 

Tolal 

U.S. 

Japan 

China 

S. Korea 

Taiwan 

U.K. 

Germany 
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Source: Statistics Canada. 
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and services and will lead to a 7.1 per 
cent contraction in nominal retail sales 
this year. 

TRADE DWINDLES 

Those who envision B.C. as a key hub 
for trade between North Anierica and Asia 
are, no doubt, very disnppointed in the 
abrupt drop in trade to date. The first four 
months of data show B.C.'s exports down 
14 per cent (nominal), with exports to the 
U.S. leading the decline. Real wholesale 
and retail trade is also taking a heavy hit 
due to depressed demand, and will shrink 
8.8 per cent in 2009. But there is light at 
the end of the tunnel. As global demand 
begins to pick up next year, these industries 
will see more stability and even begin to 
m&e modest recoveries. 

Mi l l s  and plants need to ensure they 
have an edge when global economic 
growth resumes. 

FORESTRY AND MANUFACTURING 
CRASH 

Forestry is facing one of its worst 
years, with real output in 2009 tumbling 
to 1982 levels. U.S. housing starts have 
dropped to previously unimaginable levels. 
In the pnst six months, housing starts 
broke the record for lowest number of 
starts ever recorded-twice! Foreclosures 
persist, contributing to the s u ~ ~ l u s  in hous- 
ing supply in the mmket and further driving 
down home values. While this cycle has 
been slowing and Americans have been 
making progress toward rebalancing their 
pocketbooks, there is still a long road 
ahead before homebuilding regains its fill1 
strength. Only 560,000 units will be built 
this year followed by a meagre rebound to 
710,000 units in 2010. Housing stans in 
Canada are contracting at almost the same 
rate this year. Furthermore, the demand for 
newsprint continues its decline-a decline 

that is generally expected to be permanent. 
Drastic cuts to advertising budgets have 
led some newspapers to slash their produc- 
tion. In this environment, B.C. forestry 
output will contract another 15.2 per cent 
this year followi~~g a debilitating 17.9 per 
cent drop in 2008. 

The manufacturing industry is intri- 
cately tied to the forestry industry and, 
consequently, it is facing a double-digit 
contraction this year as well. To date, 
forestry products have led the decline, 
but primary and fabricated metal, as well 
as computer and electronic categories, are 
also struggling. However, global demand 
for these products is expected to resume 
next year, bumpi~lg real manufacturing 
output up 3.1 per cent following this year's 
I I per cent decline. 

A GOLD MINE IN NATURAL GAS 

Mining services are propelling the 
industry this year, while the natural gas 
industry is stable despite massive price 
declines. The potential for highly prof- 
itable unconventional natural gas mining 
has excited explorers and developers. 
Meanwhile, metal and non-metal mineral 
mining will not do well this year. 
Although metal prices have made some 
recent gains, this has been due to the 
Chinese stockpiling resources rather than 
to underlying fundamentals. Non-metal 
mining in the province is highly linked to 
non-residential construction along the west 
coast of North America, where it is stag- 
nating. Overall, real mining output will 
expand 2.5 per cent this year, led by mining 
services. Real output in mineral fuels will 
expand by a healthy 2.6 per cent in 2010, 
fuelled by the return of global demand. 

THE RETURN OF CONSTRUCTION 

The housing market crash appears to 
be in its final days. There are indicators 
that point to a recovery just around the 
comer. Unit sales, for example, have 

Non-Residential lnveslment Fluctuates 
(percenlage change, current$) 

Non-energy Machinery 
Energy and equipmenl 

40 1 

t = forecasl 
Sources: The Conference Board of Canada: 
Statistics Canada. 
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(ernploymenl, percentage change; unernploymenl. 
per cent) 
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0 5 
-0.5 4 
-1.0 3 
-1.5 2 
-2.0 1 
-2.5 0 

2007 08 091 101 
f = torecast 
Sources: The Conference Board of Canada: 
Statistics Canada. 1 

picked up their pace. In fact, there were 
29.1 per cent more units sold in June than 
in the same month last year-the biggest 
single-month increase in four years! As 
well, the sales-to-new-listings ratio is 
showing signs of recovery. The ratio 
plunged into buyers' market territory and 
bottomed out in November. Since then, 
prices at 2006 levels have started to lure 
new buyers into the market, and sales have 
been on the increase. In June, the market 
inched back into sellers' territory. 

While these signs of health in the hous- 
ing market are great news, it will take a lit- 
tle more time before housing starts recover. 
The new housing price index is still high, 
and housing stans will be weak in 2009 at 
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only 14,500 units-57.6 per cent lower 
than last year. Next year, starts will surge 
48 per cent to 21,500 units. Beyond 2010, the 
market fundamentals are strong. Increased 
inimigration and stmng demographic drivers 
(such as baby boomers downsizing and 
their children entering the market) will 
result in a healthy demand for housing. 

Despite the combined effects of a 
global downturn and the end of Olympic 
investment spending. nominal non-residential 
investment in the province will hold rela- 
tively strong this year and next. This year, 
investment will be propped up by non- 
energy projects related to the 2010 Olympic 
Winter Games and the federal and provincial 
governments' infrastructure initiatives. In 
2010, the energy sector will take over as 
con~panies develop unconventional gas 
mining projects. 

Meanwhile, nominal investment in 
machinery and equipment will contract 
this year and next-a situation that has the 
potential to hinder growth in the medium 
term. Many tirms would do well to invest 
in their mills and plants now so as to 
ensure they have an edge when global 

economic growth resumes. Instead, nominal 
investment in machinely and equipment 
will contract 14.3 per cent this year and 
another 3.8 per cent in 2010. 

RECESSION STEALS JOBS, 
REDUCES INCOME 

Recessions impact hoiiseholds the most 
through income and employment losses. 
While the economy will technically depart 
from recessionary levels this summer, 
households that have suffered job losses and 
declining income will continue to struggle 
for several more quarters. Fifty-seven thou- 
sand British Columbians will lose their jobs 
in 2009, while only 26,800 jobs will be 
created next year, leaving Inally unem- 
ployed. The unemployment rate will top 
8.3 per cent next year, double the rate expe- 
rienced two years ago when job creation 
was at its peak. The manufacturing and 
construction industries will bleed the most 
jobs in 2009, losing 20,400 and 26,900 jobs 
respectively. 

Furthermore, nominal total labour 
income growth will be the second-lowest 
in the country, ahead only of Ontario. 

Find lhis report and other Conierence Board research at www.e-library.ca 

Additionally, Ontario and B.C. are the 
only provinces where income will actually 
decline this year. However, B.C.'s income 
situation will turn around next year with 
help from the Olympic Games and rising 
global demand. Incomes will expand 3.3 per 
cent-a full percentage point higher than 
the national rate. Income losses this year 
will be reflected in retail sales, as people 
without jobs and those with lower incomes 
trim spending. Nominal sales will conuact 
7.1 per cent this year-again, the second- 
worst rate in the entire country. 

I Forecast Risks I 
if B.C. homebuyers lake 
advanlage of iower housing 
piices and slart buying en 
masse. Ihe domestic housing 
market could relurn lo heallh 
more quickly. 

if global financiai markets lake 
longer lo slabilize, the recov- 
ery in global demand-and 
lherefore B.C.3 GDP-could 
be a lo1 slower. 

Source: The Conference Board of Canada. 
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Key Economic Indicators: Canada  
(forecast completed Jut. 16.2009) 

GDP at market prices (current$) 1,578,672 1,618,380 1,632,668 1,570.604 1,523,216 1,530,548 1,543,835 1,561,448 1,589,326 1,603,244 1,621,983 1.644.710 1,600,081 1,539,762 1,614,816 
1.2 2.5 0.9 -3.8 -3.0 0.5 0.9 1.1 1.8 0.9 1.2 1.4 4.4 -38 4.9 

GDP at basic prices (current $) 1,484.196 1,523,116 1,537,096 1,477,216 1,432,096 1,438,820 1.451.289 1,467,717 1,494,122 1,506,449 1,521,498 1,542,305 1,505,406 1,447,480 1,516,094 
1.7 2.6 0.9 -3.9 -3.1 0.5 0.9 7.7 7.8 0.8 1.0 1.4 4.9 -3,8 4.7 

GDP at basic prices (wnslant$2002) 1.226.610 1,228,301 1,230,997 1,217,524 1,198,302 1,198,645 1,199.798 1.204.450 1,219.580 1,228.438 1,238.002 1,248,273 1,225,858 1,200.299 1,233,573 
0.0 0.1 02 -1.1 -1.6 0.0 0 1 0 4 1.3 0.7 0.8 0.8 0.5 -2.1 2.8 

Consumer Price Index (2002 = 1.0) 1.122 1.145 1.157 1.140 1.136 1.147 1.155 1.163 1.169 1.176 1.183 1.191 1.141 1.150 1.180 
0.3 20 1.0 -1.5 4.3 0.9 0.8 0.6 0.6 0.6 0.6 0.6 2.4 0.8 2.6 

Implicit price deflator- 1.210 1.240 1.243 1.213 1.195 1.200 1.210 1.219 1.225 1.226 1.229 1.236 1.228 1.206 1.229 
GDP at basic prices (2002 = 1.0) 1.7 2.5 0.7 -2.8 -1.5 0.4 0.8 0.7 0.5 0.1 02 0.5 4.4 1 . 8  1.9 

Average weekly wages 
($, industrial composite) 

Personal income (current$) 

Personaldisposableincome(currenl$) 938,832 948,596 955,512 960,852 955,260 956.581 960.216 967.908 973.793 981,966 991,324 1,001,586 950,948 959,991 987,167 
2.6 1.0 0.7 0.6 4.6 0.1 0.4 08 0.6 0.8 1.0 1.0 5.9 1.0 2.8 

Personal savings rate 3.33 3.36 3.13 4.91 4.72 3.94 3.52 3.62 3.34 3.30 3.32 3.36 3.68 3.95 3.33 

Labour force (000s) 

Employment (000s) 

Unemployment rate 

Retail sales (current $) 

Housing stalls (units) 

Wh%e area represents lorecast data. 
Ail dala are in millions Of dollars. seasanallv adiusted a l  annual races. unless olherwise soecified~ . . ~~~ ~ ~ ~,~~~ 
For each ndcator ll le lirsl . ne ir the )eve alld the secorld I ne is tne percentage change from the prev'ous per~oo 
Sources The Conlerelice Board a1 Canada, Slatlsl cs Canada. CMHC Hoos.np T~nle Seres Database. 



0) Gross  Domest ic  Product by Province a n d  Industry 

2 (lorecast completed Jui. 16,2009) 
m - I 
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Newfoundland and Labrador Prince Edward Island Nova Scotia New Brunswick 
2008 2009 2010 2008 2009 2010 2008 2009 2010 2008 2009 2010 

Agriculture 54 54 55 198 199 201 217 218 222 294 297 301 
6.8 0.5 1.3 -9.7 0.3 1.0 -2.7 02 20 -130 0.9 1.3 
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3.1 
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Ontario Manitoba Saskatchewan Alberta 
2008 2009 2010 2008 2009 2010 2008 2009 2010 2008 2009 2010 

Agriculture 4,573 4,550 4.618 1.801 1.741 1,785 4,549 4,003 4,443 4.688 4,219 4,641 
1.2 -0.5 1.5 5.0 -3.3 2.5 143 -120 11.0 3.3 -70.0 10.0 

Forestry 530 491 499 35 33 33 3 2 2 263 245 246 
-10.5 -74 1.7 -16.0 -7.4 09  -44.3 -23.2 0.2 -11.3 -7.0 0.7 

I! 3 
a - 
5 
w 

British Columbia 
2008 2009 2010 

1,145 1.164 1,187 
-3.0 1.7 2.0 

G r o s s  D o m e s t i c  Product  b y  Province a n d  Industry  
(lorecasl completed JUI. 16,2009) 
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% 12,2 1.7 -1.5 5.0 1.8 4 4  32.9 1.7 4 . 5  10.7 1.5 -0.5 - 
ld 
m - Mining 
5 
3 

? - -. Construction 
5 e -= 

Utililies 

Goods.producing industries 128,817 114,086 120.418 
-5.0 -11.4 56 

Transportation, wharehousing & 38,617 38.150 38,777 
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0.6 -8.8 2.3 
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2.1 20 2.8 
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Public administration & defence 26,007 26.827 27.794 2,685 2,762 2.826 1,962 2,042 2.079 6.937 7.212 7.371 
2.5 3.2 3.6 2.1 2.9 2.3 2.1 4.0 1.8 5.0 40 2.2 

Service-producing industries 360,539 360.157 369.304 28.168 28,510 29,064 23.919 23,937 24.341 110,180 109,499 111,935 
1.6 4 1 2.5 2.7 1.2 1.9 4.4 0.7 1.7 3.2 -0.6 2.2 



Get Expert Insights When 
You Need Them Most 

Do you want to have access to expert thinking 

on the issues that really matter to you and your 

organization? Our e-Library contains hundreds of 

Conference Board research studies in the areas of 

Organizational Performance, Economic Trends and 

Forecasts, and Public Policy. The Conference Board 

of Canada's e-Library services will keep you on 

top and in the loop. 

For a free sample of 

our research, go to 

www.e-library.ca or 

call 1-866-71 1-2262 for 

more information. 



Get On Top of Major Economic 
Trends and Make Better Decisions 

Are you looking for reliable economic information 

from one convenient, expert source? Do you need 

the latest economic data for your business plans 

and strategies? e-Data (formerly Weblinx) will 

help you save time, effort, and money and keep the 

key decision makers in your organization informed 

of the economic news before it hits the streets. 

We give you economic data, reports, and seminars 

so you can make better business decisions. 

For more information 

on the different e-Data 

services that will meet 

your specific require- 

ments, contact our 

Corporate Account 

Executive Team at 

1-866-711 -2262. 



The Conference Board of Canada has a unique ability to bring together the 
senior leaders of Canada's top organizations to discuss issues, share and 
compare best practices, and learn from each other. Our main services are: I 

Executive Networks: 
Exchange Ideas 
and Make New 

Contacts on 
Strategic Issues 

Custom-Ordered The Niagara Institute: 
Research: Tap Our Develop Leaders of the 

Research Expertise to Future With Interactive 
Address Your Specific and Engaging Leadership 

Issues Development Programs 

Conferences, Seminars, 
and Workshops: Learn 
From Best-Practice 
Organizations and 
Industry Experts 

Customized Solutions: e-Library: Access 
Help Your Organization in-Depth Insights, 

Meet Challenges and When You Need 
Sustain Performance Them Most 

e-Data: Stay I 
On Too of Maior 

The Directors College: 
Canada's Universitv- 

Econom~c Trends Accredited Corporate 
Dlrector Development 

For more information, contact our 

Corporate Account Executive Team at 1-866-71 1-2262 

or go to www.conferenceboard.ca. 
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