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NLH-NP-007
Requests for Information 2013 NLH General Rate Application

Q. Please provide copies of any information provided to the Board by Newfoundland
Power during recent general rate proceedings on supply costs recovery practices of
other utilities in Canada.

A Attachments A, B and C provides copies of information and evidence Newfoundland

Power provided to the Board on supply cost recovery practices of other Canadian utilities
during its 2013/2014 General Rate proceeding.
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PUB-NP-035

Requests for Information NP 2013/2014 GRA

Q.

2013-2014 General Rate Application, Company Evidence

Pg. 3-27, lines 11-12 - It is stated that normalization of revenue and supply costs for
weather is common for utilities with a substantial heating load. Please provide a list
of the utilities that have such recovery mechanisms and describe the recovery
mechanism in place for each utility.

As indicated in footnote 90, it is common for gas distribution utilities in Canada to have
mechanisms that normalize for the effects of weather on revenue and supply costs.

The response to Request for Information PUB-NP-050 provides a description of supply
cost recovery mechanisms for Canadian distribution utilities. All of the gas distribution
utilities have flow-though mechanisms to provide full recovery of supply costs. The
weather normalization mechanisms for the gas distribution utilities in Canada relate to
revenue variances. A brief description of each mechanism is provided below.

Gaz Metro has a revenue normalization mechanism for its natural gas distribution and
load balancing revenues. This mechanism effectively removes the effects of abnormal
weather on revenue.

Enbridge Gas Distribution has a true-up variance account which enables recovery from
customers, or repayment to customers, of amounts representing variance in average and
forecast average use. This mechanism effectively removes the effects of abnormal
weather on revenue.!

FortisBC Energy has a Revenue Stabilization Adjustment Mechanism that stabilizes
delivery revenues from the residential and commercial classes through a deferral account
that captures variances in the forecast versus actual customer use throughout the year.
The customer use variances can be due to weather variances or other causes.

Pacific Northern Gas also has a Revenue Stabilization Adjustment Mechanism
(“RSAM?”) that records the revenue impacts of differences between forecast and actual
deliveries to residential and small commercial customers. The RSAM mitigates the
impact of forecast error on financials (including the effects of weather).

FortisBC has a deferral account that effectively removes the effect of variances from test
year supply costs and test year revenues on the financial results of the utility. The
forecast variances can be due to weather variances or other causes. These deferral
accounts effectively decouple utility revenue from sales variances.

Appendix B to the Cost of Capital evidence of Ms. Kathleen McShane also identifies a
number of U.S. utilities that utilize deferral accounts to provide revenue decoupling or
weather normalization effects (AGL Resources, Alliant Energy Corp, Atmos Energy,

1

Mechanism excludes large volume transportation customers.
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Consolidated Edison Inc., Integrys, Northwest Natural Gas Co, Piedmont Natural Gas,
Vectren Corp, and WGL Holdings Inc.).2

Refer also to the response to Request for Information PUB-NP-050.

2 Revenue Decoupling is generally defined as a rate mechanism designed to eliminate or reduce the dependence
of a utility’s revenue on sales.
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Q. 2013-2014 General Rate Application, Company Evidence

Volume 2, Report 7, Appendix A - Please provide a detailed explanation of each

recovery mechanism for each utility listed, including a comparison to the

mechanisms in place for Newfoundland Power.
A. A detailed explanation for each recovery mechanism listed for each utility including a

comparison of the supply cost recovery mechanisms in place for Newfoundland Power is
provided below.

Electric Distribution Utilities

Maritime Electric

The Energy Cost Adjustment Mechanism (“ECAM?”) used by Maritime Electric provides
for recovery or refund to customers of the variation from test year energy supply costs.
Test year supply costs include both purchased and self generated energy supply costs plus
transmission charges.

The ECAM adjusts for monthly variances from the average 9.055 ¢ per kWh test year
supply cost and the balance is recovered or refunded, as appropriate, over a rolling 12-
month period. The PEI Energy Accord currently stipulates the term of the disposition of
the balance related to the ECAM.

Comparison to Newfoundland Power

The ECAM of Maritime Electric is comparable to the combined effect of the Energy
Supply Cost Variance (“ESCV”), the Demand Management Incentive (“DMI” Account),
and the Hydro Equalization component of the Weather Normalization Reserve at
Newfoundland Power. However, the DMI Account of Newfoundland Power requires a
demand cost variance in excess of +1% of test year demand costs before a cost deferral is
initiated.

FortisBC

The total variance in the cost of purchased power from the forecast test year cost of
purchased power is transferred to a purchased power expense variance deferral account.
The total variance in revenue from the forecast test year revenue is transferred to a
revenue variance deferral account. On the income statement, adding the actual and
deferral amounts for the year equals the test year revenue and test year purchased power
expense. The deferral accounts attract a short term interest financing charge, which is
added to the account to be recovered in 2014 along with the principal amounts from 2012
and 2013.

Comparison to Newfoundland Power

The deferral accounts approved for FortisBC effectively removes the effect of variances
from test year supply costs and test year revenues on the financial results of the utility.
Newfoundland Power’s Weather Normalization Reserve performs a similar function by

Newfoundland Power — 2013/2014 General Rate Application Page 1 of 6
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deferring the estimated revenue and supply cost effects of changes in energy sales and
purchases due to abnormal weather and abnormal water inflows to hydro plants.
However, unlike FortisBC, Newfoundland Power’s other mechanisms to recover
purchased power expense (the ESCV and the DMI Account) only deal with the financial
impact of variations in the unit cost of purchased power and not the total variances from
test year.

FortisOntario

The electricity bills to customers of FortisOntario have separate line items for
commaodity, delivery and regulatory costs. Transmission costs are recovered through the
delivery charge and generation costs are recovered through the commodity charge using
time of use rates.

Variances from the commodity (i.e., energy) and transmission costs incurred by the
utility and those recovered in customer rates are recorded in deferral and variance
accounts and flowed through to customers through rate riders included in the delivery
charge line. The deferral accounts are established in accordance with the Electricity
Distribution Rate Handbook approved by the Ontario Energy Board.

Comparison to Newfoundland Power

The deferral and variance accounts for FortisOntario are structured on an unbundled basis
and provide for the recovery of the difference between the total supply costs recovered in
customer rates and the total supply costs incurred by the utility.

Newfoundland Power’s supply cost mechanisms are not designed for an unbundled
environment.> Newfoundland Power’s regulatory mechanisms do not provide an
automatic flow-through of all supply cost variances.

Gas Distribution Utilities

Gaz Metro

The cost of natural gas is fully reflected in supply rates billed to customers by means of
an automatic monthly adjustment mechanism established for this purpose, whereby
variations are levelled over a forward-looking, moving 12-month period.?

Gaz Metro has a revenue normalization mechanism for its natural gas distribution and
load-balancing revenues based upon normal temperature and normal wind velocity. Gaz
Metro reflects the normalization adjustment in revenues using rate stabilization accounts
which are recovered over a 5-year period.®

The wholesale rate from Newfoundland and Labrador Hydro does not distinguish transmission and generation
charges.

Source: Gaz Metro Inc. Annual Information Form, December 16, 2011, page 27.

Source: Gaz Metro Inc.First Quarter of Fiscal 2012, Consolidated Financial Report, page 10.
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Comparison to Newfoundland Power

The adjustment mechanism used by Gaz Metro is structured on an unbundled basis and
provides for the recovery of the difference between the total supply costs recovered in
customer rates and the total supply costs incurred by the utility.

Newfoundland Power’s supply cost mechanisms are not designed for an unbundled
environment. Newfoundland Power’s regulatory mechanisms do not provide an
automatic flow-through of all supply cost variances.

Newfoundland Power and Gaz Metro have similar weather normalization mechanisms.
However, unlike Gaz Metro, Newfoundland Power has no recovery mechanism in place
to recover transfers to the Weather Normalization Reserve.

Union Gas

Union Gas has a mechanism in place to change gas commodity rates on a quarterly basis
to ensure that customer rates reflect future gas prices to the extent possible. The
difference between the approved and the actual cost of gas incurred is deferred for future
recovery or repayment over a 12-month period through the quarterly adjustments to
commodity rates.*

Comparison to Newfoundland Power

The adjustment mechanism used by Union Gas is structured on an unbundled basis and
provides for the recovery of the difference between the total supply costs recovered in
customer rates and the total supply costs incurred by the utility.

Newfoundland Power’s supply cost mechanisms are not designed for an unbundled
environment. Newfoundland Power’s regulatory mechanisms do not provide an
automatic flow-through of all supply cost variances.

Enbridge Gas Distribution

Enbridge does not profit from the sale of natural gas nor is it at risk for the difference
between the cost of natural gas purchased and the price approved by the regulator. The
difference is deferred as a receivable from or payable to customers until approval for
disposition by the regulator. Enbridge has a quarterly rate adjustment mechanism to
reflect changes in natural gas prices.

The distribution volume risk for customers, other than large volume transportation
customers, is mitigated by an average use true-up variance account which enables
recovery from or repayment to customers amounts representing variances in average and
forecast average use. °

Source: Union Gas Limited, Annual Information Form, March 17, 2010, page 7.

> Source: Enbridge Gas Distribution, 2011 Annual Report, pages 16-17.
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Comparison to Newfoundland Power

The adjustment mechanisms used by Enbridge Gas Distribution are structured on an
unbundled basis and provides for the recovery of the difference between the total supply
costs recovered in customer rates and the total supply costs incurred by the utility.

Newfoundland Power’s supply cost mechanisms are not designed for an unbundled
environment. Newfoundland Power’s regulatory mechanisms do not provide an
automatic flow-through of all supply cost variances.

Newfoundland Power does not have a true-up variance account which enables deferral of
amounts representing the impact of variances in average versus forecast average use.
Newfoundland Power’s Weather Normalization Reserve does provide recovery of the
impact of sales variability due to abnormal weather.

AltaGas Utilities

AltaGas shows a separate Gas Cost Recovery Rate (GCRR) on customer bills. The
GCRR is the amount charged to recover the cost incurred to purchase the natural gas used
by customers. The GCRR is set each month based upon an estimated cost of gas. If the
cost of gas is higher or lower than the estimate, the GCRR is updated the next month to
recover or refund the difference.®

Comparison to Newfoundland Power

The adjustment mechanisms used by AltaGas Utilties recovers supply costs though an
unbundled rate. Newfoundland Power’s supply cost mechanisms are not designed for an
unbundled environment. Newfoundland Power’s regulatory mechanisms do not provide
an automatic flow-through of all supply cost variances.

FortisBC Energy

FortisBC Energy use two primary deferral mechanisms to decrease the volatility in rates
caused by such factors as fluctuations in gas supply costs and the significant impacts of
weather and other changes on use rates. The first relates to recovery of gas costs through
two deferral accounts which capture all variances (overages and shortfalls) from forecasts
gas costs. The deferral accounts are called the Commodity Cost Reconciliation Account
(CCRA) and the Midstream Cost Reconciliation Account (MCRA).

The second mechanism stabilizes delivery revenues from the residential and commercial
classes through a deferral account that captures variances in the forecast versus actual
customer use throughout the year. This mechanism is called the Revenue Stabilization
Adjustment Mechanism (RSAM). If customer use rates vary from the forecast levels
used to set the rates, whether due to weather variances or other causes, the delivery
charge differences are recorded in the RSAM deferral account.’

Source: AltaGas Utilities homepage; www.altagasutilities.com.

" Source: FortisBC Energy Inc. Annual Information Form dated March 22, 2012, page 12.
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The BCUC has issued guidelines for quarterly calculations to be prepared to determine
whether customer rate adjustments are needed to reflect the market price of natural gas
and to ensure that rate stabilization account balances are recovered on a timely basis.

Comparison to Newfoundland Power

The deferral accounts for gas cost recovery used by FortisBC Energy are structured on an
unbundled basis and provides for the recovery of the difference between the total supply
costs recovered in customer rates and the total supply costs incurred by the utility.

Newfoundland Power’s supply cost mechanisms are not designed for an unbundled
environment. Newfoundland Power’s regulatory mechanisms do not provide an
automatic flow-through of all supply cost variances.

Newfoundland Power does not have a revenue stabilization mechanism that recovers the
impact of all forecast variances comparable to FortisBC Energy. Newfoundland Power’s
Weather Normalization Reserve does provide recovery of the impact of sales variability
due to abnormal weather.

Pacific Northern Gas

The commodity of the cost of gas is purchased at market prices and passed on to
customers. Any variances in gas commodity prices paid by the utility from those
included in current retail rates are deferred for subsequent refund to or recovery from
customers. The Gas Cost Variance Account is utilized to record variances in the actual
cost of gas and the cost reflected in customer rates.

PNG also has a Revenue Stabilization Adjustment Mechanism (“RSAM?”) that records
the revenue impacts of differences between forecast and actual deliveries from residential
and small commercial customers. The RSAM mitigates the impact of forecast error on
financials (including the effects of weather). The balance in the RSAM will be recovered
in future rates.®

When deliveries to customers vary from forecast, balances accumulate in the accounts
which are recovered, or refunded, as appropriate in future rates to customers.

Comparison to Newfoundland Power

The Gas Cost Variance Account used by PNG is structured on an unbundled basis and
provides for the recovery of the difference between the total supply costs recovered in
customer rates and the total supply costs incurred by the utility.

Newfoundland Power’s supply cost mechanisms are not designed for an unbundled
environment. Newfoundland Power’s regulatory mechanisms do not provide an
automatic flow-through of all supply cost variances.

Source: Pacific Northern Gas Ltd., Annual Information Form, March 3, 2011, pages 23-24 and 32-33.
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Newfoundland Power does not have a revenue stabilization mechanism that recovers the
impact of all forecast variances comparable to PNG. Newfoundland Power’s Weather
Normalization Reserve does provide recovery of the impact of sales variability due to
abnormal weather.

Newfoundland Power — 2013/2014 General Rate Application Page 6 of 6



NLH-NP-007
Attachment C
Requests for Information 2013 NLH General Rate Application

Volume 2, Report 7 Supply Cost Mechanisms, Appendix A
Newfoundland Power’s 2013/2014 GRA

Newfoundland Power



NLH-NP-007, Attachment C

Page 1 of 2

Z J0 T abed

uoyestjddy s1ey [e48Us9) $TOZ/STOZ J9MOd PUBIPUNOMEN

(9 a10N 99S) “AujIne|oA 1509 seb [einjeu
pue A1117e]0A aWN|OA JO sBulules uo 198)48 ay3 arebiiw 01 swsiueydaw Aloyejnbay

(5 10N 93S) “Al|1RIOA 1502 Seb [ednjeu pue JaLleam Jo S199118 a1 0] anp
Al17e]OA BWINJOA JO SBUIUIes Uo 193148 aU1 81eBniwW 0] SWSIURYIaW UoITeZI|Iqels a1ey

01509 [en1ae ay1 ainsus 01 Ajyiuow parepdn si (HYD9) a1ey AI9A023Y 150D SO W

*$10108S [R12J3WWIO0D PUR [RIUSPISAI J0) asn abelaAeR 1Se0810) WOJ) SSoURLIBA

(77 910N 99S) "SIBWOISNI WOJ) Palanodal si seb

(¢ 910N 99S)

10 10edwi [e1oURULY SU) J9A0231 0] JUN0JE dn-anJ) e Os[e SI 8Jay L “WsIueyIawW

waunsnipe Apianrenb e yBnoay) $IBWIOISNI ‘0] PSPUNLAL IO ‘WOJ) PaISA0I3I 8] 0)
paliajep sI sef Jo 1509 [enjoe syl pue sared Ul sel JO 1509 8yl Usamlaq aouaJalllp ayL

"SYIUOW 2T 1uanbasgns ay) JaA0 SIND20 JUNOIJL [R1IBIBP BU) Ul SBdue|eq
1580210} 8y} JO UONISOdSIQ ‘paliayap SI seb JO 1S0D [en1oe 8yl pue selel Ul Paloajsal
sel J0 1509 8 UBaMIBQ oUBIAKIP B pue siseq AJarienb e uo paisnipe ale sajey

*(s)1eak Juanbasgns ui uonisodsip aauejeqg ‘Abisus Jo 1509 ay)

pue Jayream Jo s1oedwil 8y 104 JUNOJJE 0] SWiSIUBYIaW Alore|nBal uoiezijigels arey

'$18W0ISNI 0] YBNOIY) PO} OS|e aJe SUOITRLIBA peo| WO.)

as1ie YoIYM S30URLIBA 8NUBASY "H#TOZ Ul SIaW01sNd 01 yBnoJy) pamojs aq 01 paliajap

SI £T0Z PUB ZTOZ Ul 15829840} WO} Jamod paseyaind 4o SIS0 Ul 80UaIajdip 8y L

(T 210N 99S) "s1500 Ajddns AB1aua JeaA 1581 WOIY UOITRLIBA 3] JO SISWO0ISND

(z 210N 99S) "SaleJ JaWI0ISNI Ul Pa1da]jal 1500 Ajddns
pue 1509 Ajddns [enjoe ay) ussMiIaqg Sfenualayip ao1id ainides 0] WUNOJe sduBLIBA

(¢ a10N 90S)

(¢ 910N 99S)

01 punjal 10 A1aA02a1 10} sapIAoid Tey) wisiueydalA uswnsnipy 150D Abisug

uondiioss@ wsiueyIs N

SOA

N

SAA

palinbay 10N

SAA

SOA

SAA

SOA
palinbay 10N

palinbay 10N

N

SOA

wisIuey9s N
ybnouayy-mol4

SOA

SAA

SAA

ON

SAA

SOA

SAA

SOA

ON

ON

SAA

SOA

Soley Jswoisnd ul

150D Ajddns

epeur) Ul SanljilN uolNgLIISIg PaUMO-101SaAU|
pale|nbay 10J $ao110e1d A1an02ay 150D Ajddns

o4

od

& IET\

& IET\

oLeuQ

oueuQO

2980and

o4
el

& IET\

oLeuQ

I13d

9JUINOAd

se9 UJIBULION 1j10ed

ABJsu3 DgsnioS

SslnN seoQely

SEO 001V

uonngrisia
seo) abpuquy

seo uolun
0113\ ZED

sanInN seo

ogsioS
U193 OOLV

eLag|VsioS

OoLeuQOsSnIo4q

911109|3 aWnLIe|A
SN 911199[3

V Xipuaddy

swsiueyas|A 150D Alddns 2



NLH-NP-007, Attachment C

Page 2 of 2

2 J0 g abed uonesl|ddy ayey [elsus $T0Z/ETOZ 49MOd pue|pUNOIMEN

"SIBW0ISND
01 sajeJ aimny ui s1eridoadde se ‘papunyal o ‘Palan0dal aae YdIYM SIUNOIIE 8 Ul 818|NWINIIR S8oUR|ed ‘1S8I8I0) WOJ) AJBA SIBWO0ISND 01 SALISAIISP UBYM

"SOLISAI|SP [eN1O. pUE 1SBI3I0) UdaMIS] S8OUSIBLLIP
$PJ092J Jey] JUNOJJL [eIa)aP B AQ SISWOISNI [R1DJSWLIOD [[ELS PUB [RIIUSPISAI WO} anusAal sisnipe wsiueyda| uswisnlpy UONezIjIgeIS snusAdy 8yl

"Sajel JaWO]SNI Ul Pajaa)ial 1509 8y pue seb Jo 1509 [en]a. ay) Ul SIOUBLIBA PI0J3J 0] PAZI|IIN S1 YIIYM 1UN0IDY 3JUBLIBA 1S0D) SBS) 8yl Ul IS11) 8yl
"SB9) UIBYLION 21J19Bd 18 pasn aJe swisiueyosw uonezijigels ajed oml (9)

'siseq A[aWI & U0 PaJan02al aJe SsouReq JUN0JJ. UOKLZI|IGRIS 81kl 1ey) 8insua 0] pue seb [einyeu Jo ao1id 19y4ew
U1 199|124 0] Papaau aJe SJUBWISNIpe a1.l JBW0ISN JBLIBYM BUILLIBIBP 01 pasedald ag 01 suonena[es AjJauenb 1oy sauljapinb panssi sey ONOg 8yl

“JUN0JJE [B1ISJ3P INWVSYH U Ul SaoualayIp abieyd

AJaAljap ay) SpPJ0Jal Uasela | ‘Sasned Jaylo J0 SaoURLIBA JBUIeaM 0] aNp JaU1ayM ‘Sajed aljl 18S 0] Pasn S|aAd] 15893104 8yl Woi) AJeA sajed asn Jawoisno

11 "(NWVSY) wsiueyosy uswisnlpy Uonezljigels anuaAsy ay) pajjed SI WSIueydswW SIy ] "Jeak syl 1noybnoiyl asn JaWoIsnd [enjoe SNSIsA 1583910

U] Ul saoueRLIBA saimded Jey JuNodoe [e4ia)ap B YBNoJy] Sasse]d [e1oJsWiiod pue [eluspIsal aUl WoJ) SaNUsAa) AISAI|Sp SaZIIge]s WSIueydaw puodss ay

"(WHDIN) 1UN022Y UOIEII2U0I8Y 150D WeanspIAl 8yl pue (YHDD) UN029Y UOITRI|I2U0I8Y 150D AlIpowiwo) ay) paj[ed aJe SJUnodJe [e.layap ayl
'$1509 sef s)sedalo) wol) (S|jenIoys pue sabeiano) sedueLieA |[e ainded YydIym Sjunodde Jeaiagap oml ybnouyl s1sod seb Jo A1anodal 01 sare|al 18414 ay L

"AB1au3 D gsI1I04 e pasn aJe swisiueydaw uonezijigels aes oml (g)

‘yiuow snolnaid ayy wouy snjdins 1o 11914ep Aue Joj 1snipe 01 pue yuow
Buiwoadn ay) 10} 1502 UonENSIUIWPE pue Juswabeuew palejal-Ajddns seb pue seb Jo 1509 ay) JO a1eWNSa Ue 193]aJ 01 Ajyiuow parepdn st Y409 ayl (v)

S|11q .$48W0ISND U Juauodwod ayesedss e ate 5109 Ajddng *831A1aS UOIINGLISIP JO UOISIACIC ,SaIN|IIN 8SaU) JO 1S0D B PaIaPISU0d 10U aJe $1s09 Ajddns
seb pue AN191193[3 "UIn1as rey e Buipn|oul 82IAISS UOIINGLISIP JO 1509 8] JO A18A0234 € 10§ 9pIA0Id SJLIE) UoNNQLISIA “SiLIe) uonngLisip panoidde
preog saniinn pue ABJsug elaq|y Japun 891AI8S UONNALISIP apiAod 1ey] s1asse a1esado pue UMO Ses 0D LY PUB '01199]3 ODLV ‘Buaq|vsiiog (g)

"SaJeJ JaWolsnd Ul palda|al 1500 Ajddns ay3 pue s1509 Ajddns A11911193]9 [en1oe 8yl USBMIB] S[enualaip 891id ainided 0] saijinN uonRNgLISIp
10} 1unod9e Jeia)ap/aaurLIeA Jamod paseyaand e Joj sapinoiad paeog ABisu3 oLeuQ syl Aq panoidde yoogpueH a1ey uonnguisig A1oos3 ayl ()

"INVO3 8y} 03 pajejal aduefeq sy} JO
uonisodsip ay1 Jo wual ayy sarejndns Apuaing p1odoy ABisu3 |34 syl "poliad yiuow-gT Buljjol e Jano ‘a1eridosdde se ‘papunjal 10 paidn0dal SI aouefeq
3y pue 1509 Ajddns ABisus Jeak 1531 ymy Jad 9 G50°6 9yl Wouy saauerien Ajyauow Joj sisnlpe (LINVYD3,,) wsiueyds| uswisnlpy 1s0) ABisug ayl (1)

'S3J0N

V Xipuaddy swisiueyos|A 10D Alddns 2



	NLH-NP-007

	Attachment A

	Attachment B

	Attachment C





