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February 23, 2018

The Board of Commissioners of Public Utilities
Prince Charles Building
120 Torbay Road, P.O. Box 21040
St. John's, NL A1A 5B2
Attention:

Ms. Cheryl Blundon
Director Corporate Services &Board Secretary

Dear Ms. Blundon:
Re:

Newfoundland and Labrador Hydro's 2018 Industrial Customer Interim Rates
Application

Following is Newfoundland and Labrador Hydro's ("Hydro") reply to the parties' submissions
with regard to Hydro's 2018 Industrial Customer Interim Rates Application.
1.0
2018 Industrial Customer Interim Rates Application Background
On February 9, 2018, Hydro filed an Application for i) 2018 interim base rates for Island
I ndustrial Customers; ii) updated Island Industrial Customers Rate Stabilization Plan ("RSP")
riders; and iii) 2018 interim base rates for Labrador Industrial Customers, all effective April 1,
2018.
Hydro's 2018 Industrial Customer Interim Rates Application seeks interim rates for Island and

Labrador Industrial Customers which provide Hydro with approximately 70% recovery of
Hydro's projected increased costs for the 2018 Test Year for these customer classes.
1.1
Island Industrial Customer Group Comments
On February 20, 2018, the Island Industrial Customer Group submitted its comments with
respect to the 2018 Industrial Customer Interim Rates Application. The Island Industrial
Customers state that they see a benefit in new interim rates being established, they support

u pdating the Industrial Customer RSP fuel rider, and they consider it appropriate to conclude
the RSP mitigation adjustment effective April 1, 2018.
The Island Industrial Customer Group also state that it would be reasonable for Hydro to track,
by industrial customer, the difference in specifically assigned charges under both the existing
and proposed methodologies and that these funds (approximately $500,000)should be placed
in a deferral account effective April 1, 2018 until further direction is received from the Board of
Commissioners of Public Utilities ("Board").
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Iron Ore Company of Canada Comments
1.2
The Iron Ore Company of Canada ("IOC") submitted its comments on Hydro's 2018 Industrial
Customer Interim Rates Application on February 16, 2018. IOC does not support approval of the
2018 Industrial Customer Interim Rates Application and indicates approval would effectively
require IOC to "pre-pay" for electricity service.
Further, IOC states that IOC is significantly impacted by the 2018 Industrial Customer Interim
Rates Application and the interim rate requested represents 97% of the originally proposed
rate. IOC states the interim increase is largely due to the Muskrat Falls to Happy Valley
("MF-HVY") capital project which IOC believes will be delayed,"has been rejected by the
Board", and will not benefit IOC as the project "is on the Labrador East system and does not
serve IOC". IOC submitted that Hydro should remove the entire project cost from its 2018 Test
Year rate base.
2.0

Hydro's Reply

Specifically Assigned Charges for Island Industrial Customers
2.1
The Island Industrial Customer Group's submission on specifically assigned charges is aimed to
mitigate points of contention that may arise subsequent to the Board's ruling on the specifically
assigned charge methodology.1 Hydro acknowledges that the intention of the deferral account
proposal presented by the Island Industrial customers is reasonable. However, Hydro has
concerns with the proposed approach.
Hydro submits that placing funds in a deferral account as suggested by the Island Industrial
Customer Group is not necessary. The Island Industrial Customer Group's rates have been
interim since January 1, 2018, in accordance with Order No. P.U. 44(2017). As stated by the
Newfoundland and Labrador Court of Appeal in the RSPAppeal, paragraph 61 (tab 2) of its
decision:
[61]
The power of the Board to authorize interim rates is granted in s. 75 of
the PUB Act. That section allows the board to set rates expeditiously without full
evidence and submissions, such rates being subject to review and possible
m odification in the final order of the Board, as is expressly provided for in
subsections 75(2) and (3). Depending on the nature of the final order of the
board it may have a retroactive or retrospective effect.
[Emphasis added]
Hydro submits that should a modified approach to determining specifically assigned charges be
approved by the Board at the conclusion of the 2017 GRA,the Board would also have the
authority to modify the interim specifically assigned charges that had previously been in effect
in 2018. As such, Hydro submits that a new deferral account is not necessary.
1 See~-Iines39=41,page~2 of lsland-Industrial"customerssubmission.
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As an alternative, Hydro proposes that in its 2017 GRA Compliance filing, subsequent to the
2017 GRA Order, the 2018 revenue deficiency (or sufficiency) for the Island Industrial Customer
Group be calculated separately for common costs and specifically assigned costs. Hydro would
then be able to recover from (or refund to) each Island Industrial Customer an amount so that
their specifically assigned charges for 2018 equal that approved for each customer in the final
2018 Test Year Cost of Service Study. The 2018 common costs revenue deficiency for the Island
I ndustrial Customer class would then be recovered from the entire class based on the 2018 Test
Year approved demand and energy billing determinants.
Hydro's proposed approach would also permit Hydro to recognize all interim base rate billings
as revenue in its 2018 financial results. The approach suggested by the Island Industrial
Customer Group would require Hydro to record a portion of its interim base rate billings on its
balance sheet, thereby reducing the 2018 cost recovery from that proposed in its 2018
Industrial Customer Interim Rates Application (i.e., from 68% to 48%).
2.2
IOC Rate Impacts
I n their comments, IOC states that raising the Labrador Transmission rate to $1.40 per kW is an
increase of 18%. While the percent change in the transmission demand rate is approximately
18%,2 Hydro notes the regulated billing impact on Labrador Industrial Customers, including the
generation demand cost recovery, is 13%.3 Further, Hydro notes that regulated costs account
for only 12% of IOUs total forecast 2018 billings. The remaining 88% is related to non-regulated
energy charges. In order to fairly compare the billing impact of the proposed interim Labrador
I ndustrial rate increase with the billing impact of Island Industrial Customers, both demand and
energy charges must be taken into account. On this basis, Hydro's proposed 2018 interim rate
increase represents an increase of approximately 1.4% for Labrador Industrial Customers.
Hydro submits that such a rate increase is reasonable and comparable with the 1.2% increase
sought from Island Industrial Customers.
IOC also states that Hydro's 2018 Industrial Customer Interim Rates Application seeks interim
rates which represent 97% of the originally proposed rate in the 2017 GRA. Hydro notes that
the proposed 2018 interim rates for Labrador Industrial Transmission customers in its 2017 GRA
filing were designed to recover 70% of the increase in its 2018 cost of service,4 hence the
similarity in the rates proposed in Hydro's 2018 Industrial Customer Interim Rates Application
a nd the 2017 GRA.

z($1.40 — $1.19)/$1.19 = 17.6%
3 Schedule A, Appendix A, Page A7.
4 2017 GRA, Chapter 5, Page 5.37, lines 8 and 9 read "The proposed interim rate provides recovery of 70% of the

additional transmission revenue requirementfor the 2018 Test Yearfrom the Labrador Industrial Transmission
class."
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2.3
Functionalization of Labrador Transmission Assets
IOC appears to imply that it should not be responsible for revenue requirement arising from the
transmission investment in Labrador East. As noted by IOC on page 2 of their reply "This line, on
the Labrador East system does not serve IOC. It only serves other customers in Labrador, whose
rate NLH does not propose to increase on an interim basis."
Hydro submits that the transmission assets connecting Labrador East and Labrador West are
a ppropriately treated as a common cost in Hydro's 2018 and 2019 Test Year Cost of Service
Studies. This matter was dealt with in Hydro's 2003 GRAS and ruled on by the Board in Order
No. P.U. 14(2004). As noted by the Board referring to 1993 Cost of Service report:6
The Board agrees with Hydro's view that questions of cost of service
methodology should be settled as result of the present hearing. The Towns have
not submitted any evidence or arguments to show that costs in Labrador
Interconnected System are not appropriately allocated by means of a single cost
ofservice study, or that the rate class structure adopted by Hydro for that system
is inappropriate. The Board is not aware of any instance where more than one
embedded cost of service study has been deemed necessary for a single
interconnected system and moreover considers that all customers served within
the Labrador Interconnected System share common costs of generation,
transmission and a variety of overheads. It therefore concludes that a single cost
ofservice study is appropriate for that system.

[Emphasis added]
I n accordance with the Board's findings in P.U. 14(2004), the transmission costs on the Labrador
I nterconnected System must be treated as common for recovery from all customers on the
Labrador Interconnected System.' As such, Hydro submits that the location of Hydro's capital
investment for transmission within the Labrador Interconnected System does not preclude IOC
from contributing to the cost recovery of the transmission assets.
As noted in Hydro's forwarding letter to the 2018 Industrial Customer Interim Rates
Application, Hydro intends to apply for interim rates for Hydro Rural customers on the Labrador
I nterconnected System effective July 1, 2018.
2.4
Muskrat Falls to Happy Valley Capital Project
Hydro's 2017 GRA forecast revenue requirements include the MF-HVY capital project in closing
rate base in 2018, and opening and closing rate base in 2019. IOUs reply submission states that
this project "has been rejected by the Board".8 Hydro wishes to clarify that the Board did not
5 Hydro notes that IOUs cost of service expert in the current GRA was also an expert in the 2003 GRA.
6 P.U. 14(2004) page 104. Leave to appeal was denied by the Newfoundland and Labrador Court of Appeal
(Labrador City (Town) v. Newfoundland and Labrador Hydro Inc., 2004 NLCA 61 (CanLll))
'
There are currently no specifically assigned transmission assets on the Labrador Interconnected System.
$10Cs letter tothe Board, February 16, 2018, page 2.
-- - - -
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"reject" the MF-HVY project; rather, it requested further information and deferred
consideration of the project until that information was provided.9
Hydro provided additional information in accordance with Order No. P.U. 43(2017) on January
29, 2018, and is awaiting the Board's final decision and Order on the matter. IOC also stated
that the MF-HVY project "has been and will be delayed".10 While approval of this capital project
has been delayed, preliminary work including the engineering planning and design, as well as
contract development has continued. Hydro's scheduled in-service date for this project is not at
risk and Hydro submits that this project is necessary in order to meet customer load
requirements in the winter of 2018/2019 and, therefore, the inclusion of this project in 2018
and 2019 rate base is appropriate.
Further, Hydro notes that section 3(a)(ii) of the Electrical Power Control Act, 1994 states that
rates charged within the province should be, where practicable, based on forecast costs for the
supply of power. Hydro submits that inclusion of the adjusted MF-HVY capital project in closing
rate base for 2018 interim rates represents the most up-to-date forecast cost of providing
service in 2018. As such, Hydro submits that its interim rates proposal is consistent with the
requirements of the Act as well as the asset rate base method.

Conclusion
3.0
Hydro submits that interim rates currently in effect for Island Industrial Customers provide the
Board with sufficient latitude to modify these charges later in 2018 without the use of a
deferral account. To address the Island Industrial Customers concern regarding the sharing of
specifically assigned costs for the 2018 Test Year, Hydro is proposing to track the 2018 revenue
deficiency separately for common costs and specifically assigned costs. This will allow Hydro to
recover or refund individual customer specifically assigned revenue variances that may result
should the Board approve a change in methodology through Hydro's 2017 GRA.
Hydro submits that IOUs assertion that raising the Labrador Transmission rate is an increase of
18% is misleading, as this portion of IOUs rate represents a small portion of IOUs billings. When
considered in the context of the overall billing impact, Hydro's proposed interim rates would
i ncrease IOUs bills by approximately 1.4%. Hydro submits that such a rate increase is
reasonable and comparable with the 1.2% increase sought from Island Industrial Customers.
IOUs suggestion that it should not contribute to the recovery of capital investments in Labrador
East are counter to Board Order No. P.U. 14(2004). Hydro submits that this Board Order
requires that the transmission costs within the Labrador Interconnected System must be
treated as common for recovery from all customers.

___ _ .. _

9 Board Order No. P.U. 43(2017), pages 12-13.
to
IOUs letter to the Board, Februaryl5 2018, page 2.
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Hydro submits that IOUs claims that the MF-HVY project was rejected by the Board and that
the project is delayed are inaccurate. Hydro submits that the project schedule is not at risk and
that the project is required to meet customer load requirements. The costs associated with the
M F-HVY project included in the 2018 Industrial Customer Interim Rates Application reflect
Hydro's current forecast costs and schedule; therefore, Hydro submits that that the rates
proposed in its 2018 Industrial Customer Interim Rates Application for Labrador Industrial
Customers are both appropriate and in accordance with section 3(a)(ii) of the Electrical Power
Control Act, 1994.
Based on the evidence before the Board, Hydro respectfully requests that the Board approve
Hydro's 2018 Industrial Customer Interim Rates Application as submitted.
Should you have any questions, please contact the undersigned.
Yours truly,
NEWFOUNDLAND AND LABRADOR HYDRO

offrey P. Young
Corporate Secrets
GPY/skc
cc:

ecc:

& G'eneral Counsel

Gerard Hayes —Newfoundland Power Inc.
Paul Coxworthy —Stewart McKelvey
Denis J. Fleming —Cox &Palmer
Van Alexopolous —Iron Ore Company
Senwung Luk — Olthuis Kleer Townshend LLP

Dennis Browne, Q.C. —Browne Fitzgerald Morgan &Avis
Dean Porter — Poole Althouse
Benoit Pepin —Rio Tinto

