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LETTER FROM THE PREMIER

Newfoundland and Labrador is blessed with rich and diverse natural resources.
Few jurisdictions in North America can match the immense value of our vast
energy warehouse of oil, gas, hydro, wind and other energy sources.

The one and only responsible way to ensure we are properly prepared to seize
every opportunity for maximum economic benefit from these resources is to
move forward on the basis of a comprehensive, long-term strategic Energy Plan
for our province. Until now, we have never had such a plan. History reveals the
price we have paid. Benefits we should have gained have been lost and deals
that were destined for greatness were in fact inadequate.

The days of our resources primarily benefiting others are gone. A bold new
attitude of confidence has taken hold in our province. Since 2005, when we
finally became principal beneficiaries of the Atlantic Accord, we have been more
determined than ever to harness our vast energy resources for the benefit and
long-term self-reliance of Newfoundlanders and Labradorians. Focusing Our
Energy lays the strategic direction for development, with far-reaching implications
for our economy and our people. Responsible decision-making means basing
our choices on the clearest possible understanding of our needs and the long
range implications of our options. Getting it right is especially important for our
non-renewable resources. The finite nature of these valuable assets means
that once they are exploited they are gone forever. So, ensuring revenues from
these resources today will benefit future generations is a core component of
this plan.

Focusing Our Energy embraces developments currently on the horizon and
reaches out to the exciting period beyond the expiration of the current Upper
Churchill power contract in 2041 when the province will be in the position to
receive the full benefit from this resource. It minimizes uncertainty and creates
a climate attractive to investment partners interested in maximizing growth.
The plan also builds on our province’s Climate Change Action Plan, to ensure
that our energy development and planning complements our climate change
initiatives. This will ensure we are acting in an environmentally conscientious
and responsible manner.

In a time when energy supply and demand are key international issues, we have
taken an approach that will harness our resources in a responsible manner,
while positioning our province as a key energy player — particularly in the North
American market. With sound planning and strong leadership, Newfoundland
and Labrador will reap a rich harvest of benefits from our Energy Warehouse
for generations to come.

We have the resources. We have the ingenuity. We have the skills and the
experience. And, most importantly, we have the determination to move forward
boldly and proudly, with the strength of our resources and the conviction of our
principles.

Sincerely,

CD M

Danny Williams, Q.C.
Premier of Newfoundland and Labrador

“We have the resources. We
have the ingenuity. We have
the skills and the experience.
And, most importantly, we
have the determination to

move forward boldly and
proudly, with the strength

of our resources and the
conviction of our principles.”




“We believe we now have
the best plan for the future
development of our energy
resources that achieves
our two objectives -

economic self-reliance and

environmental sustainability...

We are ready to lead the
way towards global energy
solutions for the twenty-first
century and beyond.”

LETTER FROM THE MINISTER

Focusing Our Energy represents a fundamental opportunity for us as a people
to achieve self-reliance and prosperity. It is a crucial policy document for this
government and for the people of the province. It is built on the firm belief
that to achieve our goals and realize our potential, we need to have a plan
that reflects the views, hopes and dreams of all those who have a stake in
our energy resource future. It is a living document that will evolve based on
changing global circumstances and innovative and technological advancements,
but always following the same goals and principles.

The first part of the Energy Plan process was the release in November 2005 of
Developing an Energy Plan for Newfoundland and Labrador: Public Discussion
Paper. 1t contained a statement of energy plan principles and major strategic
objectives to guide the development of the Energy Plan. Its purpose was to
stimulate discussion and debate on the issues, options and decisions facing
the province in setting the future direction of the development of the energy
sector.

Following the release of the discussion paper, we engaged the entire province
in the Energy Plan process by holding public consultations at 11 locations
around the province, as well as individual sessions, including with the Combined
Councils of Labrador at L'Anse Au Clair and with the Nunatsiavut Government in
Nain. We also accepted written submissions from a wide range of organizations
and individuals. In addition, we conducted our own research and analysis
and engaged our energy advisors, Wood MacKenzie, who provided information
and analysis on the international context of energy developments and the
environments in which companies operate in other jurisdictions.

In total, we received 86 formal submissions from a broad spectrum of stakeholders,
including our energy industry, government and regulatory agencies, Aboriginal
governments and groups, labour, development organizations, environmental
groups, educational institutions and the general public. The ideas and feedback
provided were carefully considered during the development of this Energy Plan
and many of the policies and actions contained in this Plan were generated
from this guidance.

We believe we now have the best plan for the future development of our energy
resources that achieves our two objectives — economic self-reliance and
environmental sustainability. This Energy Plan will help ensure that our legacy
is a sustainable economy built around renewable, clean energy. It is a future
that will provide our people and industries with reliable, competitively-priced
green energy, while exporting our valuable surplus to help meet energy demands
elsewhere. We are ready to lead the way towards global energy solutions for
the twenty-first century and beyond.

WZ’KM&}M&M&L

Kathy Dunderdale
Minister of Natural Resources



WHY AN ENERGY PLAN?

Newfoundlanders and Labradorians are a proud, resourceful people. Our Aboriginal
and European ancestors were attracted to this rugged land by its abundance of
natural resource wealth. Too often in our history, however, this wealth was managed
and controlled for the benefit of outside interests rather than for the people who live
and work here. This Energy Plan will ensure that Newfoundlanders and Labradorians
become the principal beneficiaries of our great supply of energy resources, which
we refer to as our Energy Warehouse.

Long-term and comprehensive stewardship of our energy resources is critical to the
future of our people, our environment and our economy. As we have learned over
the course of our history, the choices and decisions we make today will significantly
impact future generations. It is therefore essential we base our future actions on
the clearest possible understanding of our needs and the long-term implications
of our decisions. Getting this right is especially important for our non-renewable
resources as once these resources are depleted, they are gone forever.

Energy is an essential part of our lives today and will be a significant part of our
future. With good planning and leadership, we have the resources and the ability to
use the proceeds from our present assets to invest wisely for tomorrow.

We have developed this Energy Plan with our eyes clearly on 2041, when the Upper
Churchill contract expires and the province is in the position to receive the full
benefit from this resource. Between now and 2041, we will carefully plan and make
decisions, not only to ensure Upper Churchill’s success in the future, but also to
maximize benefits from our current and future resource developments, including
Hibernia, Terra Nova, White Rose, Hebron, other oil and natural gas developments,
the Lower Churchill, Voisey’s Bay, wind developments, and refining and processing
opportunities.

Two objectives define this Plan: protecting the environment and developing our
resources in the best long-term interests of the people of the province. In our
Plan, these objectives are not mutually-exclusive; we believe our actions can
and must achieve both of these objectives. In fact, we have the opportunity to
improve the environment through energy developments. The Provincial Government
believes that the best interests of Newfoundland and Labrador are served by
converting the value of our non-renewable energy resources into renewable,
environmentally—friendly sources of energy that address our current social and
economic priorities and provide a legacy for future generations. We will use our
energy resources to contribute to building a strong, sustainable economic base,
while ensuring we are an environmentally—-responsible province.

Our Energy Plan takes a long-term view, including up to and beyond the expiration of
the Upper Churchill power contract in 2016 and the related renewal contract, which
expires in 2041. Over this time period, major industry forecasters expect average
energy prices to rise, despite occasional fluctuations. Therefore, we base our plan on
the reasonable assumption that energy prices will continue to trend higher compared
to historical averages.

The Provincial Government’s plan for our energy future complements or builds on
other recent initiatives that reflect a confident new vision for the province: the Skills
Task Force; the Innovation Strategy; the Poverty Reduction Strategy; the Immigration
Strategy; and most significantly, the Climate Change Action Plan and the Northern
Strategic Plan for Labrador.

This plan takes a long-term view and gives us the opportunity to develop the many
components of our vast energy warehouse. It outlines the fundamental decisions
about how we will develop and utilize our energy resources to benefit the people of
the province today as well as future generations.
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| Vision

To ensure our energy
resources contribute to a
vibrant and sustainable
Newfoundland and Labrador
where people are proud to
live and work, the standard
of living is high, and the
environment is protected
now and into the future; and
to ensure that the people of
Newfoundland and Labrador
take pride and ownership

in our energy resources and
strategically develop them
in such a way that returns
maximum benefits to the
province for generations to

come. |

OUR ENERGY

Newfoundland and Labrador produces enough energy for its own use and exports
far more to consumers outside the province, providing opportunities shared by
few other North American jurisdictions.

In 2007, Newfoundland and Labrador is expected to produce almost 45 per cent
of Canada’s conventional, light crude oil and generate 12 per cent of Canada’s
hydroelectricity. More importantly, our undeveloped energy potential is even
greater than the energy we now supply.

In addition to petroleum, our great store of clean, renewable energy resources
means we have the capacity to not only provide for our long-term energy security,
but also to be environmental leaders in the energy sector. We have the potential
to replace greenhouse gas-emitting energy sources with our clean hydroelectricity
and wind, both here at home and in the North American marketplace.

Energy is an extremely important industry for Newfoundlanders and Labradorians.
In addition to the thousands of direct and spin-off jobs in our energy-related
industries, the sector also generates significant fiscal benefits that are shared
by all Newfoundlanders and Labradorians. Energy accounts for more of our
exports than any other sector in the province and is the largest component of
our Gross Domestic Product (GDP).

OUR ENERGY PLAN VISION

To ensure our energy resources contribute to a vibrant and sustainable
Newfoundland and Labrador where people are proud to live and work,
the standard of living is high, and the environment is protected now
and into the future; and to ensure that the people of Newfoundland
and Labrador take pride and ownership in our energy resources and
strategically develop them in such a way that returns maximum benefits
to the province for generations to come.

To support this vision, we have established principles, goals and policy actions.

Our principles are the anchors for all future decision-making on energy issues.
They will hold true even in changing times throughout the province, the country
and the world.

Our goals describe what we want to achieve in the long term. They consider the
realities and the challenges we face. The goals are flexible, so they can evolve
with our energy industry and our society.

Our policy actions are the detailed, measurable steps we will take to achieve
our goals. The actions recognize the tools we have at our disposal and address
constraints that might limit our ability to take action in certain areas.

Our principles and goals are described in more detail in this section. The specific
policy actions to achieve our goals are identified in the sections that follow.



Our Principles

1.

Sustainability

Energy developments must be environmentally and economically sustainable.
We will protect and enhance our environment. We will also ensure the
economic benefits from the development of our energy resources will be
shared with future generations.

Control

We will exercise appropriate control over the development of our resources
to ensure they are managed and used in the best interest of the people of
Newfoundland and Labrador. We will assume an ownership interest in the
development of our energy resources where it fits our strategic long-term
objectives.

Cooperation and Coordination
We will add value to our resource development through effective cooperation
and coordination with key stakeholders and partners.

Our Goals

Making the most of our energy assets and ensuring we use them wisely require
long-term goals. These goals provide the structure for developing the individual
policy actions to ensure consistency with the province’s energy principles.
These goals were developed in the context of protecting our environment while
maximizing opportunities to the province from current and future developments,
including after 2041 when the province is in the position to receive the full
benefit from the Upper Churchill.

1.

Environmental Leadership

We will ensure our environment is continually protected and improved,
through the responsible development of clean, renewable sources of
energy, including, but not limited to, hydroelectric and wind generation,
investing in energy efficiency and conservation programs, and funding energy
innovation.

Energy Security

We will ensure we have a secure, reliable and competitively-priced supply
of energy for current and future needs of the people of Newfoundland and
Labrador.

Sustainable Economic Development

We will develop our energy resources to help meet our social and economic
responsibilities. We will reinvest the value we receive from our energy
sector to secure our prosperity today and for future generations. We will
ensure energy developments capitalize on our competitive advantages:
our people, our industrial infrastructure, our geographic location and our
political stability.




4. Maximizing Electricity Export Value
We will ensure we are positioned to maximize value over the long term from any
electricity available for export and to invest the proceeds strategically.

5. Maximizing Long-Term Value of Oil and Gas
Oil and gas, once produced and consumed, are depleted forever. We will
maximize and effectively invest the value received from these resources
to ensure current and future generations benefit from their development,
while still providing a fair return to oil and gas companies that participate
in the development of our resources.

6. Effective Governance
We will ensure that we have an effective and efficient regulatory and
governance structure to properly manage the development of our energy
resources. We must ensure there are no unreasonable impediments to
development and establish rules and regulations that are prudent and
clear. We will strive to establish certainty and stability for our energy sector
investors provided the needs of the province are not compromised.

A CONSULTATIVE APPROACH

This Energy Plan has been developed following extensive consultations with a
broad spectrum of stakeholders, including our energy industry, government and
regulatory agencies, Aboriginal governments and groups, labour, development
organizations, environmental groups, educational institutions and the general
public.

This consultation process provided input to key issues and priorities from the
broad experience and thoughtful expertise of our stakeholders and partners.
Much of the advice is reflected in the strategies and actions in this Plan and
helped breathe life into our vision, principles and goals.

In addition, 86 formal submissions and/or presentations were received, including
many from the general public. Submissions are available on the Energy Plan
website at www.nr.gov.nl.ca/energyplan.

This Plan also relies on the extensive research and analysis of many government
agencies and departments, ensuring consideration of provincial, national and
international contexts, as well as the social, economic and environmental
implications of our strategies and actions.

Implementation of the Energy Plan will require the participation and support of
all of these groups as we move forward.

Our assets are strong. Our principles are firm. Our goals are set.

The details that follow in this Plan provide the Policy Actions we will take to
achieve our goals.
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[ Developed

NEWFOUNDLAND AND LABRADOR’S ENERGY
WAREHOUSE

Newfoundland and Labrador has an abundance of oil, natural gas, hydroelectricity
and wind resources, as well as the potential to supply energy from other sources
such as uranium, biomass, hydrogen, wave and tidal.

Figure 2.1
Newfoundland and Labrador’s Energy Warehouse
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This substantial inventory of energy sources makes this province an Energy
Warehouse. We have the ability to meet all of our own energy needs and still
provide significant energy for export to other jurisdictions where energy demand
also continues to grow.

Some of the resources - oil and gas — are finite and non-renewable: when they are
depleted, they cannot be replaced. Other resources, such as hydroelectricity from
the upper and lower Churchill River and our wind resources, are renewable — they
are elements of our Energy Warehouse that are continuously replenished. The
total of our developed clean, renewable electrical generation plus our identified
additional potential is 18,000 Megawatts (MW). Today, we require only 2,400
MW annually to meet our own electricity needs. In addition, our discovered
and potential oil and gas resources total over eight billion barrels of oil and 70
trillion cubic feet (tcf) of natural gas. Untapped potential also exists in other
energy sources, such as wave and tidal energy, wood, peat, methane captured
from landfills and solar energy in some areas.



Figure 2.2
Potential Opportunity for Petroleum Production: 2007-2060
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Figure 2.3
Potential Opportunity for Renewable Electricity Generation: 2007-2060
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Figures 2.2 and 2.3 show the amount of energy available over the next several
decades from the major components of our Energy Warehouse. Each developed
resource further increases our energy security and also increases the amount of
energy we have for industrial development and for export. Considered together,
the figures clearly show the particular importance renewable energy will play in
the long-term as our non-renewable resources are depleted.



| As seen in Figures 2.4 and

2.5, we are the largest
producer of electricity and
one of the Iargest producers
of petroleum in the world on

a per capita basis. |

Figure 2.4
Electricity Generation GWh per year/1,000 population - 2006
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Figure 2.5
Crude Oil Production per year/1,000 population - 2006
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As seen in Figures 2.4 and 2.5, we are the largest producer of electricity and one
of the largest producers of petroleum in the world on a per capita basis.

Our Energy Warehouse consists of more than the development and primary
production from our renewable and non-renewable resources. Newfoundland
and Labrador is strategically positioned on international shipping lanes, giving
us unigue access to global petroleum markets. We currently have a 115,000
barrels of oil per day refinery and a second 300,000 barrels of oil per day
facility is proposed. We also have a three million barrel transshipment terminal
that services the offshore petroleum industry. To facilitate these primary and
secondary energy projects, and to increase our benefit from their development
and operation, we have the ability to complete large-scale fabrication projects
at a number of facilities throughout the province. These key assets, as well as
more detailed information on our renewable and non-renewable resources, are
shown in the following maps.



Figure 2.6
Non-Renewable Energy Assets and Key Industrial Sites
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Figure 2.7
Key Electricity Assets
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VALUING THE ENERGY WAREHOUSE

The Provincial Government obtains value from our energy projects through a
variety of different sources such as royalties, corporate income taxes and profits
from our Crown corporations. The revenues generated from our energy resources
are determined by the price at which they are sold, the costs to develop them
and the agreements or legislation in place to secure the Provincial Government’s
share of the resulting net revenues. Previous agreements and regimes that
govern our energy resources have not provided the province with a fair return
on the use of our resources. Figure 2.8 outlines the net revenues received
to date from our key energy projects and the Provincial Government’s share of
these revenues. Figures 2.9 and 2.10 show the breakdown of net revenues for
the Upper Churchill project and the offshore petroleum projects.

The fiscal regimes for future energy projects will be designed to respond to changing
circumstances in the energy sector. This approach will ensure we receive a
maximum return from our resources and that Newfoundlanders and Labradorians
are the principal beneficiaries from their development. These regimes will also
ensure that the companies that invest in the development of these resources
will also be able to achieve a fair return on their investments.

Figure 2.8
Energy Project Net Revenue
Summary To Dec 2006 (Billions $SCDN - Nominal)

Total Net Revenue $38 B CDN

Figure 2.10

Total Net Revenue $18 Billion

[ Rest of Canada $25 M Oil Companies $10 [ NL $3

Figure 2.9
Upper Churchill Project Net Revenue
Summary To Dec 2006 (Billions $CDN - Nominal)

Total Net Revenue $20 Billion

[ oil Companies $10

[ Quebec $19 [ NL $1

Offshore Petroleum Projects Net Revenue
Summary To Dec 2006 (Billions $CDN - Nominal)

| As worldwide energy demand

continues to rise, our energy
assets continue to increase
in value; the key to our
success is to unlock their
potential by finding the most
economic ways to develop
our Energy Warehouse in

the best interests of the

province. |

[ Rest of Canada $6 [ NL $2



| As seen in Figures 2.11 to 2.13,

a number of major shifts in
the global energy market
have significantly increased
energy prices. These high
prices are forecasted to
continue, which will further
increase the value of our

Energy Warehouse. |

As worldwide energy demand continues to rise, our energy assets continue to
increase in value; the key to our success is to unlock their potential by finding
the most economic ways to develop our Energy Warehouse in the best interests
of the province.

Figure 2.11
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80

70

60

50

40

30

20

10

0
I O I A B R A A A R O R R I R IR R

R I L O I T I ) A Sl LN S A

$US/bbl

Figure 2.12
Natural Gas Price Forecast (Nominal $US)
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Figure 2.13
U.S. Electricity Generation Price Forecast (USDOE, Feb 2007)
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MANAGING OUR ENERGY WAREHOUSE

We are at a turning point in our history. We have an abundance of energy
resources in an energy hungry world. We are financially stronger as a result of
the revenues generated by our non-renewable resources and the 2005 Atlantic
Accord agreement. We have access to a skilled workforce of Newfoundlanders
and Labradorians, both here and throughout the world, and we are working
to attract others. We have a strong business community. We have strong
educational and research institutions to build on our research and development
capacity.

We also recognize that we face significant challenges in developing our energy
projects. Some of these challenges are beyond our control, including interest
rates and currency fluctuations. Higher interest rates mean higher costs to
construct or develop energy projects, while a strong Canadian dollar reduces
the return from energy exports to the United States.

To accomplish our Energy Plan goals, we need to continue to encourage private
sector investment and effectively engage partners to assist in developing our
resources. We need to build relationships and continue to work with investors,
industry, educational institutions, labour, aboriginal governments and groups,
other governments and customers.

We will take more control than in the past over the development of these

resources and the benefits they generate. We will not rely on outside interests to
determine our destiny — this is our responsibility. We will protect our environment
and ensure resource developments benefit our economy now and for future
generations.

POH%ONS



PoH&ﬁONS

We will maintain our focus on 2041, when the Upper Churchill contract expires
and the province is in the position to receive the full benefit from this resource.
Between now and 2041, we will carefully plan and make decisions to ensure
Upper Churchill’s success in the future, as well as organizing our current and
future energy resource developments, to maximize benefits while minimizing
fluctuations in our economy.

To manage our Energy Warehouse, we will make the right resource management
decisions by being knowledgeable about our resource potential and the options
for developing it. We will work to overcome any barriers that may prevent us from
unlocking our potential. We will ensure our policy and legislative structure provides
us with the appropriate tools to responsibly control the pace of development
and the benefits we receive from our resources. We are also prepared to make
investments in strategic infrastructure and resource development, after giving
due consideration to the associated risks.

We have already begun implementing one of the key initiatives of this Energy
Plan. In June 2007, we passed legislation to create the new provincial Energy
Corporation. It will take a lead role in the province’s participation in the
development of our energy resources. This Energy Corporation will be wholly
owned by the province and will be the parent company of Newfoundland and
Labrador Hydro (NLH), Churchill Falls Labrador (CF(L)Co) Corporation, other
subsidiaries currently owned by NLH and new entities created to manage the
province’s investments in the energy sector. This will provide a structure that
permits both regulated and non-regulated activities to exist and grow within
separate legal entities. The direction and mandate of this corporation is further
defined throughout this Energy Plan.
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| The keys to advancing

our oil and gas sector are
to encourage additional
exploration activity and to
manage the development
of these resources so that
investors can earn a fair
return while the province
maximizes the benefits

it receives from these

resources. |

OIL AND GAS

Throughout the world, oil and natural gas are becoming increasingly strategic
commodities. Conventional petroleum production in many countries is maturing
oris in decline. Complex geopolitical issues affect other major producing areas,
such as those in the Middle East and Russia. At the same time, world demand
for energy continues to rise.

Newfoundland and Labrador is located on the edge of the North American
continent in a stable political setting with a good environmental record. We
have substantial amounts of discovered oil and gas and considerable potential
for more discoveries. Currently there are three very successful offshore oil
projects in production, a Memorandum of Understanding in place for the Hebron
Project, several other significant discoveries and continued exploration off our
coasts. From Hibernia first oil in 1997 to the end of June 2007, more than
800 million barrels of oil have been produced in our offshore from an overall
discovered resource estimate of 2.75 billion barrels. Western Newfoundland
also shows great promise for oil and gas development, where there is already
small-scale production.

Exploration efforts in Newfoundland and Labrador following the discovery of
Hibernia were focused on the Jeanne d’Arc Basin on the Grand Banks. Several
other areas hold great potential as indicated by early seismic exploration results
and the high level of exploration commitments. There have been seismic
acquisition programs off Labrador every year since 2002 and new surveys are
planned for the next three years. The first Call for Bids in this area since the
1970s was issued in 2007 and will close in 2008. Offshore eastern and southern
Newfoundland, exploration is continuing in the Orphan and Laurentian Basins.
Onshore and offshore western Newfoundland also holds much promise with a
number of finds onshore, excellent resource potential offshore and new seismic
and drilling programs planned in both areas. Maps of these areas are included
in Appendix A.

While many of our offshore and onshore areas are now being actively investigated,
it is essential that we encourage seismic and exploration activity in all basins
to maintain a high level of industry interest. Without new exploration, there can
be no new developments other than those already discovered.

The keys to advancing our oil and gas sector are to encourage additional
exploration activity and to manage the development of these resources so
that investors can earn a fair return while the province maximizes the benefits
it receives from these resources.




ENCOURAGING EXPLORATION ACTIVITY

The ability for Newfoundland and Labrador, and indeed any jurisdiction, to compete
for exploration investment depends on a number of factors, including: geological
prospectivity (the chance of finding oil or gas and proceeding to development);
access to lands available for development; infrastructure access; availability of
quality well and seismic data; market access; petroleum prices; capital costs;
and competitive fiscal regimes.

Most oil and gas companies look worldwide when considering how and where
they will use their financial and human resources. In general, the areas that
tend to attract the major oil and gas exploration expenditure are those which
offer a competitive balance of political risk, prospectivity and fiscal terms. Ata
company level, investment opportunities are also considered in the context of
the additional criteria of resource potential and strategic fit.

The existing data for our offshore and onshore areas have been acquired over a
50 year period using a variety of technologies. As a result, exploration companies
have to develop regional geological models based on seismic data of varying
age and quality. These models, therefore, may be incomplete and lacking fresh
detail.

It is also critical that existing oil and gas producing regions be fully explored
before existing installations are decommissioned to ensure resources in nearby
satellite fields are developed in an economic manner by tying into existing
infrastructure. Finding and assessing these satellite fields is a challenge that
requires the most accurate seismic data possible.

To fill in these important gaps in our offshore knowledge, the Provincial
Government will make an initial investment of $20 million over the next three
years through the Energy Corporation to purchase existing proprietary seismic
data for reevaluation and acquire new data. In the oil and gas industry, new
opportunities are often identified through this process. The acquisition of quality
seismic data facilitates the evaluation of exploration risk in new areas. This
information plays a key role in attracting exploration and development capital.

In the onshore sector, the Provincial Government is investing $5 million, through
the Energy Corporation, in a Petroleum Exploration Enhancement Program (PEEP)
to boost new petroleum exploration in western Newfoundland. The Energy
Corporation will use this investment to acquire and assess seismic data to be
potentially utilized in consideration for an equity interest in onshore projects.

The Provincial Government recognizes the importance of an efficient and effective
data management system for both the offshore and onshore petroleum sectors.
We are currently making a substantial investment in the development of an
offshore data management repository within the C-NLOPB. We will assess the
appropriate approach for the storage and collection of onshore information,
including whether synergies can be achieved by incorporating the data into the
C-NLOPB repository.
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The Provincial Government is also committed to working with industry to develop
regulatory and fiscal measures to increase exploration activity. The acquisition
of seismic data, and the encouragement of exploration through regulatory and
fiscal measures, are areas where the Federal Government has the opportunity
to invest further in the province’s oil and gas industry.

The Provincial Government realizes that companies need to understand the
structure of the regulatory and fiscal regimes prior to making specific exploration
decisions. This Plan provides direction as to what the royalty and regulatory
structure will be as we move forward.

We need to educate the world petroleum industry about the resources off our
shores. This will require continued and enhanced efforts to market the potential of
these resources and our ability and capacity to participate in developing them.

RESOURCE MANAGEMENT LEVERS

Governments, as resource owners, have four levers at their disposal to ensure
sound and effective management and to maximize benefits over the long
term.

1. Equity Ownership
Taking equity ownership in projects to ensure first-hand knowledge of how
resources are managed, to share in that management, to foster closer
government/industry alignment of interests and to provide an additional
source of revenue.

2. Fiscal Regime
Implementing a progressive fiscal regime, including royalties, that provides
an appropriate sharing of the downside risk, the upside potential, as well
as clarity to potential investors.

3. Regulatory Framework and Land Management
Ensuring we have an effective and efficient regulatory and governance structure
to encourage responsible, timely and effective resource development.

4. Local Benefits
Encouraging industry sustainability by strategically capturing local benefits
through business development, technology transfer, job creation and
increasing the level of processing, refining and other value-added activities
in the province. This will also result in the expansion of local capabilities and
increase our competitiveness.



To date, the province has concentrated its efforts on maximizing benefits from
its resources by using three of these four levers: fiscal regimes, regulatory
framework and land management, and local benefits.

We will improve how we use these levers as we move forward as well as
implement the use of the fourth lever — equity ownership, as we have done in
our Memorandum of Understanding for the Hebron Project. Equity ownership
means taking an interest stake in development projects, through our Energy
Corporation, as a partner with the private-sector developers.

Using all four levers, we will have the flexibility to understand and assert the | The Government of Canada

appropriate amount of influence on the development of our resources to ensure has an 8.5 per cent equity
good management in the interest of our citizens. These levers can also provide share in one upstream
the means to expand our interests beyond exploration and development, into : : : :

: ) - project, the Hibernia Project
other facets of the petroleum industry such as transportation, refining and
processing, which will broaden and increase the economic return to the people offshore Newfoundland and
of Newfoundland and Labrador. Labrador. |

Equity Ownership

Equity ownership will provide an additional source of revenue to our existing
fiscal regimes, one that is more closely tied to the profitability of a project and,
accordingly, to its risk. In addition to the economic value this will bring, the
knowledge and information that will accrue within the Energy Corporation through
equity ownership will help ensure better alignhment between the provincial interest
and the partners in the projects. The revenues and the expertise gained from
participation will also allow the Energy Corporation to develop the capability to
pursue the strategic development of long-ignored oil and gas reserves, which
otherwise might not be developed. Finally, the Energy Corporation’s equity
participation will not be restricted to the development projects themselves, but
may also expand into the associated infrastructure, such as pipelines, refineries,
gas processing and gas-to-wire power generation. As seen in Figure 3.1,
governments in many jurisdictions have benefited from equity participation.

Figure 3.1

Government Equity Percentage in Upstream Projects
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The Provincial Government will require a 10 per cent equity position in future
offshore petroleum projects that require Development Plan approval, where it fits
our strategic long-term objectives. This equity will be held and managed by the
Energy Corporation. This level of participation strikes the appropriate balance
between participation and risk. It will give the province sufficient standing in
these development projects to participate with a strong voice, while providing a
reasonable level of risk mitigation for the Provincial Government that is inevitably
involved with any such investment.

In addition to pursuing equity positions in future development projects, the
province will also continue to pursue the transfer by the Federal Government of
its 8.5 percent ownership in the Hibernia project to the province. The Federal
Government has recouped its initial investment with a significant return and the
time has come to return this asset to the province. As shown in Figure 3.2, the
Government of Canada has enjoyed tremendous benefits from the province’s
resources and has been the primary beneficiary of the Hibernia project based
on the dividends and corporate tax revenues it has received to December 2006.
This is inconsistent with the Atlantic Accord. While the Atlantic Accord 2005 was
a historic and significant step towards remedying this inequity, it is the province’s
position that the transfer of the Hibernia shares to the people of Newfoundland
and Labrador would further rectify the historical inequity that existed prior to the
renegotiated 2005 Atlantic Accord.

The Federal Government will also have an option, through agreements negotiated
in the early 1990s, to receive an additional Net Profits Interest in the Hibernia
project of between 10 per cent to 12.5 per cent starting in the near future.
Sales revenue generated from the Federal Government’s working interest in
the Hibernia Project has tripled its equity investment, excluding revenues from
Petro-Canada sale. The time is long overdue for the Federal Government to
transfer its share of Hibernia to the people of Newfoundland and Labrador.

Figure 3.2
Hibernia Project Net Revenue
Summary to Dec 2006 (Billions $CDN - Nominal)

Total Net Revenue $14.8 Billion

[ oil Companies $8.8 [ Rest of Canada $4.8 [ NL $1.2



Fiscal Regimes

In our current environment of increasing oil and gas prices, it is important to
ensure that our fiscal regimes reflect the increasing value of our petroleum
resources. On the whole, our existing regimes do not adequately share this
value between project developers and government. It is time to adjust the fiscal
regime to reflect both the new economic environment for oil and gas exploration
and production and the lessons learned from a decade of production under
existing fiscal terms.

Offshore Natural Gas Royalty Regime

The province’s offshore contains large natural gas deposits. The Provincial
Government has developed an Offshore Natural Gas Royalty Regime that will
ensure these resources are developed in the best interests of Newfoundlanders
and Labradorians, while at the same time providing those investors who develop
the resource with a fair return.

The Provincial Government developed the Offshore Natural Gas Royalty
Regime by looking at best practices from around the world and at lessons
we learned from our own experience over the past 10 years. We engaged
Wood Mackenzie, a highly regarded international consulting firm, to provide
international consulting assistance and benefited from ongoing consultation
with industry participants.

In designing our Offshore Natural Gas Royalty Regime, the province had five
principal objectives:

Encouraging development of economic projects.

Obtaining higher royalties from a project when prices and profitability are
higher and providing “downside protection” for developers in low price
environments.

Creating a predictable and transparent system.

Designing a system that is sufficiently flexible to adapt to different types
of projects.

Ensuring the regime is internationally competitive.

The Offshore Natural Gas Royalty Regime is attached as Appendix D. The royalty
has two components: Basic Royalty and Net Royalty. These components exist
in the current oil royalty regimes, however, the mechanics of the Natural Gas
Royalty terms are quite different.

Basic Royalty provides a revenue stream to the province at all stages of a project.
The basic royalty rate is linked to realized prices, rather than volumes or project
economics as under existing oil royalty terms. This means that the province’s
percentage share of the gross revenue from each project will be largely driven
by price. This approach leads to greater transparency and ensures that the
interests of the Provincial Government and industry are well-aligned.
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Net Royalty is based on project profitability and reflects the revenue and costs
associated with a particular project. Where profitability of a project is higher, the
province will share in that profitability. Where profitability is less or declining,
the Net Royalty Rate will be lower and the province’s share will decline.

Both the Basic Royalty rate and Net Royalty rate will be determined by a smoothing
formula, rather than the existing “step” based system. This enables the new
system to respond quickly to falling or rising prices, sending a positive message
to investors and demonstrating that the province is prepared to share in price
risk.

Itis a challenge to develop a uniform regime to meet the needs of all parties as
we have diverse regions like the active Jeanne d’'Arc Basin, deepwater regions
like the Orphan and Laurentian Basins, and remote regions like the Labrador
shelf.

We have designed an Offshore Natural Gas Royalty Regime that recognizes the
cost and shares the risk associated with various natural gas developments.
The Regime will automatically provide a lower royalty return from the more costly
and remote natural gas projects and a higher return from lower risk /lower cost
projects. For a project that develops new infrastructure and is the pioneer
project, the province is prepared to consider modifications to the rate structure
within the Offshore Natural Gas Royalty Regime to reflect that higher project risk
and infrastructure investment if economics warrant such consideration.

New Generic Offshore Oil Royalty Regime

The Provincial Government will also establish a new Generic Offshore Qil Royalty
Regime based on principles and structure similar to the Offshore Natural Gas
Royalty Regime. In the case of satellite field developments that use existing field
infrastructure, adjustments to the regime may be made to reflect the robustness
of satellite field economics, including consideration of recoverable reserve size
and the potential that costs of existing field infrastructure may have already
been recovered.

Regulatory Framework and Land Management

Regulatory Framework

This province’s onshore and offshore oil and gas resources are regulated by
two different systems. Resource development onshore is regulated by the
Petroleum and Natural Gas Act. This provincial regulatory structure has generally
proven to be an efficient and effective tool in managing onshore assets as
witnessed by the increased level of activity and new entrants in the area. We will
review this legislation to ensure it continues to be an effective tool to manage
these resources while meeting the needs of the petroleum industry and other
stakeholders.

Offshore petroleum resources are jointly managed by the federal and provincial
governments through the Canada-Newfoundland and Labrador Offshore Petroleum
Board (C-NLOPB). The C-NLOPB manages the regulatory regime established by
the Atlantic Accord in 1985 and the subsequent implementation legislation.



It is time for the provincial and federal governments to conduct a joint
comprehensive review and update the regime. Since 1985, regulatory complexity
and overlap has increased significantly, complicating the administration of
resources in the offshore area. Recent attempts to streamline the efficiency
of the regulatory process have generated some positive results, however, this
process has still proven to be complex and slow. It is clearly time to update
the framework to ensure that it is efficient and effective for the future, applying
the lessons learned over the last 20 years. This modernization will benefit
both the province and the Federal Government and promote development of
the offshore resources.

Land Management

Land management refers to the process followed whereby governments provide
the opportunity to oil companies to explore and develop lands on which oil
and gas potential exists. Effective land management is a key component to
accelerating development of oil and gas opportunities.

There are three critical periods to consider when designing a land management
system, the exploration phase, the discovery/development phase, and the
producing phase.

Onshore, the Provincial Government views a competitive, market-driven land
management system as a requirement for a healthy petroleum exploration and
development industry. Ensuring there are no impediments to this will form part
of the review of our onshore regulatory framework discussed above.

In the offshore, the province proposes to improve the existing exploration phase
process. Currently, companies identify lands they wish to explore and nominate
those lands to the C-NLOPB. The C-NLOPB decides which lands will be posted for
bid, depending on the level of interest expressed. Following posting, companies
“bid” on the lands by offering to spend a specific amount on seismic and/or
drilling activity. If an Exploration License is awarded, the company then has five
years (extendable to nine years if an acceptable plan is agreed to) to expend
the bid amount. If the bid amount is not fully expended, and a significant
discovery has not occurred, the companies must return the exploration rights
plus the C-NLOPB retains 25 per cent of the unexpended commitment. The
province proposes to improve this phase by ensuring companies outline detailed
plans and timelines for execution for exploration activity, and to establish a
reporting and monitoring program which will ensure the activity is being pursued
as planned.

If exploration yields a significant discovery, the discovery/development phase is
entered and the company applies for a Significant Development License (SDL),
which requires special attention and substantive revision. Under the existing
Atlantic Accord regulatory regime, these SDLs do not expire, allowing companies
to hold their discoveries without developing them. Therefore, the timing of the
development of these discoveries is left solely to the discretion of the company
holding the SDL; neither governments nor other interested parties have effective
means to either force development or to have the property released to be
available for acquisition by other interested parties.
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This system benefits the discoverer, but ignores the value of the development
of the resource to the ultimate owners, the people. It is also unique; other
jurisdictions have recognized that a different balance between the interests of the
exploration companies and the resource owners is necessary. Wood Mackenzie
offered the following comment when comparing our land tenure system with
other international jurisdictions:

“Based on our extensive databases and knowledge, we can think of
no other jurisdiction whose current upstream license terms enable
investors to hold onto discoveries without time limit or significant financial
commitment, as they are in Atlantic Canada.”

The equivalent licenses in other jurisdictions normally have fixed terms, rapidly-
escalating rentals, or a combination of both to ensure that discoveries are
developed in a timely fashion. Up to recently, neither fixed terms nor escalating
rentals have existed in our offshore area. Effectively, current SDL holders can
delay development here indefinitely without consequences, while investing their
money in other parts of the world where they must develop in order to keep their
discoveries. To achieve the Energy Plan goal of maximizing the value the province
receives from oil and gas development, this disincentive must be eliminated.

The Provincial Government will continue to pursue this issue with the Federal
Government and industry, to obtain recognition of the seriousness of the problem
and the need for change. The objective is a system in which SDLs are actively
evaluated and developed or sold within a set time frame. This system would
also establish a process for marketing inactive lands and would provide certainty
to new entrants or license holders adjacent to existing infrastructure. At the
2006 Council of the Federation, all Premiers stated that economically viable
energy projects should not be permitted to remain fallow but should be moved
towards commercial production.

During the producing phase, the Provincial Government intends to ensure that
the development of small fields close to existing developments can benefit to
the greatest extent possible from the existing infrastructure. This will require
working with industry to develop processes designed to establish internationally
competitive development cycle times for these satellite fields.

One key process is the provision of non-discriminatory open access to existing
infrastructure. Another is ensuring the associated processing tariffs are low enough
to encourage exploration and development of new fields while compensating
existing owners for costs incurred to facilitate satellite development. Negotiated
commercial agreements among producers and infrastructure owners are preferable
provided the province’s interests are not compromised. However, the Provincial
Government must ensure open access and fair tariffs are established where
industry participants cannot agree. In addition to open access, it is also important
to streamline approval processes and provide certainty regarding fiscal issues.

These initiatives are not meant to interfere with normal, competitive business
practices. However, to be fair to all potential participants and to protect the
province’s interests, these policies will ensure that offshore developments occur
in a market-oriented environment competitive with other jurisdictions worldwide.



Local Benefits

We need to broaden our local benefits focus to encompass all stages of petroleum
exploration, development, production, transportation and processing. We also
need to design our benefits strategy and negotiations to increase investments
that have the best chance of creating long-term industries in Newfoundland and
Labrador. We then need to ensure that relevant stakeholders share this vision
and are aligned to implement the strategy.

Employment and Industrial Fabrication

The petroleum sector employs approximately 4,000 people in our province. It
provides significant construction employment benefits when projects are in the
development phase. Our three current oil projects alone provided 65 million
person-hours of construction employment or the equivalent of over 3,100 people
working full time for 10 years.

Figure 3.3 shows the employment from our petroleum projects since the start of
Hibernia construction in 1991, demonstrating that although producing operations
have resulted in some employment stability, our employment history has been
characterized by a number of construction phase peaks and valleys.

Figure 3.3
Number of Employees in Offshore Projects 1991-2006 (not including Hebron)
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For this reason, a major focus of this Energy Plan is to make the employment
generated from our energy projects more long term and sustainable by being
more strategic in the industrial and employment benefits we request. We need
to focus our efforts in areas where we can sustain a competitive advantage
and on products that we can export to other parts of the world. We also need
to focus on employment opportunities that ensure the skills developed can be
adapted to our longer term renewable energy-based future.
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A significant amount of money is spent locally by our energy sector. This
helps support our local businesses that in turn employ Newfoundlanders and
Labradorians. As with employment, expenditures by local energy companies,
including those that supply and service the sector, decline when the construction
phase of projects are complete. One of the key objectives in this Plan is to make
these local energy expenditures more sustainable and long term. We will do this
by helping our local suppliers and businesses to use the capabilities they develop
through large-scale projects in this province to compete for export—oriented
opportunities. This will assist companies to thrive even when we do not have
a large-scale project in development.

We also need to be strategic in the development and marketing of our fabrication
infrastructure. The major industrial fabrication facilities in the province are
located at Bull Arm and Marystown with other smaller but important facilities
located around the province. These facilities have gained considerable experience
during the development of our offshore projects and contribute to our provincial
fabrication capacity. Tentative plans have been put forward by industry to expand
this capacity and the Provincial Government is prepared to play a role in this
expansion if it supports our strategic efforts in areas where we can create a
competitive advantage in the long-term.

During the past 15 years, our skilled and professional workforce has gained
world-class experience in the design, fabrication, construction, integration and
commissioning of GBS and FPSO production platforms with the successful
completion of Hibernia, Terra Nova and White Rose construction projects at
Marystown and Bull Arm.

Our impressive accomplishments in construction and fabrication are testaments
to the expertise and hard work of our skilled trades people and their union
leadership. Continued cooperation between our unions, industry, fabrication
facilities and the province is essential as we continue to grow our energy
industry. As well, we need to work with stakeholders to market our capabilities
worldwide.




These activities helped to develop a mature and well-experienced local engineering
and fabrication community. We must now focus on benefits requirements that
target sustainable supply and service industries where we have the potential to
create or capitalize on our competitive advantages. We will focus on activities
that can be exported or result in skills, expertise, facilities or capacity that
support our long-term aim of sustainable development, such as smaller, readily
transportable module fabrication packages where we have the potential to
build a competitive advantage. To assist in strategically building our export
capacity, the Provincial Government will establish a fund with an initial $5 million
investment to provide financial incentives for export-based petroleum fabrication
and manufacturing opportunities. These financial incentives will be based on
clear guidelines, targets and program parameters.

Refining, Secondary Processing and Other Value-added Activities
One of the longerterm strategic objectives of this Energy Plan is to work with
all stakeholders to achieve growth in value-added and secondary petroleum
industries.

At this stage, while the local economy has been expanding its capability
and business operations to support offshore projects, there have been few
opportunities identified or developed for adding value to these products and
services. To expand our opportunities and options for growth, the Provincial
Government will actively pursue and encourage opportunities arising from our oil
and gas resources to attract investment in refining and petrochemical industries,
as well as in related service businesses. The Provincial Government will request
that companies provide an assessment of the feasibility and provincial benefits
of refining oil and/or other secondary processing opportunities in Newfoundland
and Labrador prior to submitting a Development Plan.

One example of a successful secondary processing petroleum business is
the province’s only refinery, located at Come By Chance. Built in the early
1970s, and operated by North Atlantic Refining Ltd. (NARL), the refinery currently
employs over 700 people and produces petroleum products mainly for the export
market. These are primarily sold into premium markets on the United States
east coast but can also be transported to other markets. Since 1994, NARL
has invested about $600 million in capital expenditures to improve refinery
reliability, safety and performance, and environmental compliance, placing the
refinery in a position to produce some of the cleanest petroleum products in
the world. The refinery is configured to process a medium gravity sour (high
sulphur) crude oil. Because our offshore crude oil produced to date is a high
quality sweet (low sulphur) crude oil, it is not practical for it be refined at Come
By Chance. Rather, the oil is sold on the open market where it can capture the
best price.
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We have already begun the process of increasing our refining capacity by studying
potential opportunities in the province and holding discussions with possible
refinery investors. This strategy also makes sense from a business opportunity
perspective. According to the International Energy Agency, worldwide demand
is expected to grow from nearly 84 million barrels a day in 2005 to 116 million
barrels a day by 2030. Demand in the United States and Canada alone is
expected to grow by almost 5 million barrels a day over the same period. We
need to increase our processing capacity to help meet this demand.

Work is already underway to increase the refining capacity in the province. In
February 2006, the Newfoundland and Labrador Refining Corporation (NLRC)
initiated a Feasibility Study for the construction of a new refinery in the province.
As a result of positive market studies, NLRC undertook a site selection process
and is now in the environmental assessment process. The $4.6 billion project
would have an initial production capacity of 300,000 barrels per day and the
option to expand to 600,000 barrels per day if market conditions allow. The
refinery would provide approximately 750 direct jobs and generate significant
indirect employment and spin-off opportunities for the creation and expansion of
companies providing goods and services. The development phase of the project
would also create significant employment for the region, with approximately
3,000 employees during construction.

Landing Natural Gas

Natural gas is in the early stages of development in Newfoundland and Labrador.
To succeed, we need to gain a clear understanding of the strategic importance
of landing gas in the province. Natural gas can be used in industrial processes
such as oil refining, secondary gas processing, petrochemical manufacturing,
and in the generation of electricity. All viable options must be fully assessed
for the development of our gas resources to ensure they provide an appropriate
level of benefits to the province and a fair return to the investor.

The Provincial Government understands the unique challenges of using this
resource within the province, but there are also opportunities. To ensure these
opportunities are fully assessed, the Provincial Government will request that
companies provide detailed “landing in the province” options prior to submitting
a Development Plan. More information on potential natural gas development is
found in Section 4 - Electricity and Section 6 - Energy and the Economy.
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ELECTRICITY

Newfoundland and Labrador has tremendous clean renewable electricity
generation assets, including hydroelectric projects at Bay d’Espoir, Cat Arm,
Upper Salmon, Hinds Lake and, of course, Upper Churchill. As well, we have
significant undeveloped potential, most notably the Lower Churchill. Today, we
export three times more electricity than we use domestically and our undeveloped
sources give us the potential to export even more when our domestic needs are
met. As shown in Figure 4.1, hydroelectricity and wind energy resources are
essentially free of GHG emissions. They are also renewable and relatively stable
from a long-term cost perspective, making them extremely valuable assets in
both environmental and economic terms.

Figure 4.1
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By making the right decisions, Newfoundlanders and Labradorians can have
a cleaner environment and a solid and sustainable electricity industry, with
a secure supply of competitively-priced electricity for economic development
and domestic use. As energy continues to increase in demand and value, this
province will have a competitive advantage and be an even more attractive place
in which to live and do business.

Jurisdictions outside of Newfoundland and Labrador can also benefit from our
clean, renewable electricity to offset a significant amount of GHGs and other
harmful emissions from burning coal or other hydrocarbons.

Developing our renewable energy potential and getting it to domestic and export
customers will be a long-term, challenging process. It involves planning and
building some very large-scale projects, including transmission lines over great
distances and challenging terrain and completing complex agreements to secure
access on other transmission systems. This will require time, a tremendous
amount of development and construction work employing Newfoundlanders and
Labradorians and a significant amount of investment.

A major decision in this Energy Plan is the strategic investment of a significant
portion of our non-renewable resource revenues in renewable energy infrastructure,
such as transmission, hydro developments and wind generation. Sharing the
benefits of today’s activities with future generations is sustainable development
in action.



Increasing our participation in North American electricity markets will also begin
the necessary process of positioning the province and its Energy Corporation
appropriately for the day when the renewal of the Upper Churchill power contract
expires in 2041.

Although this section of the Energy Plan focuses on the Lower Churchill and other
future electricity developments, it also indicates how the Provincial Government
aims to support and improve our existing interconnected and isolated electricity
systems and the services they provide to our people and industries.

As Newfoundland and Labrador’s renewable electricity resources will be the
foundation for a sustainable economy, the province will maintain control over
them. Once our investments in renewable generation projects are recovered,
they can produce electricity at very low cost. Through ownership, the people of
the province will be the principal beneficiaries.

Through these actions, we can deliver a clean, secure supply of electricity, a
lasting stream of economic benefits and a sustainable future for the people of
Newfoundland and Labrador.

FACING CHALLENGES, MAKING CHOICES

In addition to the great opportunities our electricity resources present, we have
to meet a number of challenges and make specific choices on how to develop
and utilize our resources wisely for the greatest benefit to the environment and
our citizens.

Our first priority is to ensure we are able to meet our current and future electricity
needs with environmentally friendly, stable, competitively priced power. We are
thinking long term and making critical choices and investments with respect to
our power supply options. Currently, about 85 per cent of our electricity capacity
comes from clean, stable and competitively priced hydro power. On the Island,
however, approximately 65 per cent of electricity capacity comes from hydro
power, while 35 per cent comes from thermal-fired generation that is subject to
price volatility and emits GHGs and other pollutants. In Labrador, most electricity
is hydroelectric, with the exception of a small amount of isolated diesel and gas
turbine generating capacity.

Both electrical systems in the province have adequate generation to meet the
demand of existing customers. This demand is forecast to grow at a fairly
steady, moderate pace over the next several years. This would result in a need
for new sources of supply on the Island prior to 2015, and later in Labrador.
As a result, we plan to develop the Lower Churchill project, which will include
a transmission link between Labrador and the Island. This major initiative is
discussed in detail in the following section.




Together with our existing hydroelectric and some wind power, the Lower Churchill
project will meet our long-term electricity needs. There are, however, potential
industrial developments both in Labrador and on the Island that could result
in a sharp rise in demand before Lower Churchill is developed. NLH is actively
working with existing and potential new industrial customers to ensure their
needs can be met.

To ensure that we can meet our future electricity needs, we must also have an
alternate plan in the event Lower Churchill does not proceed as planned. In
this case, we will provide future electricity needs from the most economically
and environmentally attractive combination of thermal, wind and smaller hydro
developments. These sources could provide an additional 100-200 MW of power.
The remainder would come from thermal generation. NLH is studying these
sources in parallel with planning for the Lower Churchill to ensure the future
energy supply for the province is secured. NLH is also studying the potential
for landing gas in the province from our offshore resources to fuel a thermal
electricity generating plant.

In Labrador, in addition to available recall from the Upper Churchill, wind and
other hydro developments are potential power supply options to be considered
in the event that the Lower Churchill Project is not sanctioned.

GENERATING ELECTRICITY
Lower Churchill Project

The Lower Churchill Hydroelectric Project is the most attractive undeveloped
hydroelectric project in North America. Its two installations at Gull Island and
Muskrat Falls will have a combined capacity of over 2,800 MW and can provide
16.7 Terawatt hours (TWh) of electricity per year — enough to power 1.5 million
homes without a requirement for significant reservoir flooding. The project will
more than double the amount of renewable electricity available to the province
and will dramatically increase the amount of power available for economic
development in Labrador and on the Island. The project is expected to have a
capital cost of $6 to $9 billion, is expected to create over 10,000 person years
of employment during its construction, and provide economic benefits from
generation for decades to come.

To ensure this project has every opportunity to move forward, the Provincial
Government is leading its development through the Energy Corporation. The
Energy Corporation has established a comprehensive and clearly-defined project
execution plan and will continue to advance the project on multiple fronts,
including engineering and the environmental assessment process, analysis of
market access options and market destinations, and a financing strategy. The
project is targeting sanction in 2009, with in-service of Gull Island in 2015.

The Provincial Government will develop a Memorandum of Understanding with the
Federal Government for a joint panel review process and will ensure that Aboriginal
groups in Labrador are consulted appropriately through this process.



Labrador residents will be primary beneficiaries of the Lower Churchill project.
Jobs and business activity from the construction and operation of the project
are the first and most tangible benefits. A significant portion of the jobs and
business spin-offs will occur naturally in Labrador. We will focus our efforts
on maximizing benefits to Labrador through training and supplier development
and will ensure that qualified Labrador residents have first consideration for
employment on the project.

In addition to the significant construction benefits that will accrue to the people
of Labrador from the Lower Churchill, the Provincial Government - with the input
of people from all parts of Labrador - will also make investments now that will
secure greater benefits from the project development (such as job training), help
build a sustainable economy and continue to improve access to quality public
services. The vehicle through which the Provincial Government will make these
investments is the Northern Strategic Plan (NSP) for Labrador, released in April
2007. The Provincial Government will renew and update the NSP regularly to
ensure that it remains relevant and responsive to Labradorians’ needs. More
information on the NSP for Labrador is available in Appendix C.

Upper Churchill

The 5,428 MW Churchill Falls power station is a world-class facility. It is the
third largest hydro-electric generating station in North America and is the second
largest underground power station in the world. However, because of agreements
negotiated in the 1960s, the province does not enjoy the full economic or
electrical benefit of this enormous asset. As shown in Figure 4.2, while the
project has generated estimated net revenue of $20 billion to the end of 2006,
Newfoundland and Labrador has received about $1 billion. As a result, the
Upper Churchill development has been the subject of much controversy, including
several legal challenges, in the past 30 years. The widespread dissatisfaction
with these arrangements within the province is one of the primary motivators
behind our resolve to ensure that, in the future, our resources are developed
for the benefit of the people of Newfoundland and Labrador.

Figure 4.2
Upper Churchill Project Net Revenue
Summary To Dec 2006 (Billions SCDN - Nominal)

Total Net Revenue $20 Billion

[ Quebec $19 [ NL $1
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Churchill Falls (Labrador) Corporation (CF(L)Co) will continue to operate and
maintain the facility so that it remains fully functional well beyond the expiry of
its current commitments in 2041. The Provincial Government will continue to
explore opportunities for this facility to make a greater economic contribution
to the province.

Other New Hydro Developments

Although the Churchill River has a vast hydroelectric potential compared to our
provincial electricity needs, we must continue to study other supply options to
ensure adequate supply. Even at a higher unit cost of power than the Lower
Churchill, other hydro projects could help to ensure that we are able to meet our
needs under a number of possible future industrial development scenarios. A
portfolio of projects smaller than the Lower Churchill exists in Labrador, although
significant transmission infrastructure would have to be built and Aboriginal
Governments and groups would need to be consulted appropriately before many
of these developments could occur.

The Island system may need more generation before Lower Churchill and the
transmission link are completed to supply increasing demand. In 2006, NLH
completed feasibility studies for two potential hydroelectric projects at Island
Pond (36 MW) and Portland Creek (23 MW) that could potentially be developed
to meet increased demand. As well, there are other potential sites on existing
and undeveloped systems that may be viable for small hydroelectric development
on the Island.

In 1998, the Provincial Government imposed a moratorium on small hydro projects
on the Island. We will decide by 2009 whether we will have to implement an
alternate plan for electricity supply on the Island. If that is the case, small hydro
may be an effective source of renewable supply and the Provincial Government
will review the current moratorium to ensure availability of sources that are
environmentally appropriate for the province.

If the Provincial Government lifts the moratorium, it will institute a policy that
the Energy Corporation will control and coordinate the development of small
hydro projects that meet economic thresholds and are viable for an isolated
island system. Project selection criteria will be developed at that time to ensure
projects selected will provide electricity users with cost-effective energy.

One of our goals is to maximize our benefits from resource developments. We
believe this means the Energy Corporation should control the development of all
small hydro developments for the benefit of all electricity users and determine
whether to do this alone or with private se