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RECOMMENDATION NO. 4.1: Government Confirmation of Projected Long-Term Returns

The Panel  recommends that, i f the Project i s  approved, before making the sanction decis ion for each of Muskrat Fal ls  and Gul l  Is land, the Government of
Newfoundland and Labrador undertake a separate and formal  review of the projected cash flow of the Project component being cons idered for sanctioning
(either Muskrat Fal ls  or Gul l  Is land) to confi rm whether that component would in fact provide s igni ficant long-term financial  returns  to Government for the
benefi t of the people of the Province. Such financial  returns  must be over and above revenues required to cover operating costs , expenditures  for monitoring,
mitigation and adaptive management, and financial  obl igations  to Innu Nation. The Panel  further recommends that the Government of Newfoundland and
Labrador base these reviews on information on energy sales , costs  and market returns  that have been updated at the time of sanction decis ion, and make the
results  of the reviews publ ic at that time. The financial  reviews should a lso take into account the results  of the independent a l ternatives  assessment
recommended in Recommendation 4.2.

Responsibility:  Government of Newfoundland and Labrador

The Panel  recommends speci fic conditions  on Government in i ts  capacity as  shareholder of Nalcor and as  the enti ty with jurisdiction over Newfoundland and
Labrador electrici ty pol icy.

Speci fic points :

1)        The speci fic condition ‘whether that component would in fact provide s igni ficant long-term financial  returns  to Government for the benefi t of the people of
the Province’ ignores  the publ ic benefi t provided by low cost energy. The word ‘s igni ficant’ i s  undefined by the Panel  in this  context.

2)        This  recommendation also appl ies  to Gul l  Is land, so Government should cons ider whether i t i s  prepared to apply an export oriented project to an external
review.

3)        In i ts  report, the Panel  acknowledged Nalcor’s  expertise and experience in this  area, but a lso stated that ‘concerns  were raised’ by others . The Panel  did
not make a determination regarding the credibi l i ty of presenters  and of the information presented, but nonetheless  suggested that ‘another review be
undertaken.’

To the extent that export decis ions  are not regulated, the Panel  appears  to have exceeded i ts  mandate by recommending that decis ions  that can competently be
made by Nalcor management, i ts  Board of Directors , and i ts  shareholder, be subject to another level  of ‘independent review.’

Government wi l l  undertake a ful l  financial  review of the Project before sanctioning i t to ensure that economics  are satis factory; this  review wi l l  cons ider many
of the topics  and issues  raised by the Panel  as  wel l  as  others .

Nalcor understands  the intent of this  recommendation is  to confi rm at sanction that Gul l  Is land and Muskrat Fal ls  are compl iant with appl icable energy pol icy,
have acceptable risk, and wi l l  earn appropriate returns  for the shareholder. Nalcor bel ieves  the objectives  of the recommendation are being ful fi l led by
government and wi l l  be satis fied prior to project sanction.

RECOMMENDATION NO. 4.2: Independent Analysis of Alternatives to Meeting Domestic Demand

The Panel  recommends that, before governments  make their decis ion on the Project, the Government of Newfoundland and Labrador and Nalcor commiss ion an
independent analys is  to address  the question “What would be the best way to meet domestic demand under the ‘No Project‘ option, including the poss ibi l i ty of a
Labrador-Is land interconnection no later than 2041 to access  Churchi l l  Fal ls  power at that time, or earl ier, based on avai lable recal l?” The analys is  should
address  the fol lowing cons iderations:

§        why Nalcor’s  least cost a l ternative to meet domestic demand to 2067 does  not include Churchi l l  Fal ls  power which would be avai lable in
large quanti ties  from 2041, or any recal l  power in excess  of Labrador’s  needs  prior to that date, especial ly s ince both would be avai lable at near zero
generation cost (recognizing that there would be transmiss ion costs  involved);

§        the use of Gul l  Is land power when and i f i t becomes avai lable s ince i t has  a  lower per unit generation cost than Muskrat Fal ls ;

§        the extent to which Nalcor’s  analys is  looked only at current technology and systems versus  factoring in developing technology;

§        a review of Nalcor’s  assumptions  regarding the price of oi l  ti l l  2067, s ince the analys is  provided was particularly sens itive to this  variable;

§        a review of Nalcor’s  estimates  of domestic demand growth (including the various  projections  to 2027 in the EIS (2007, 2008, 2009 and the
0.8 percent annual  growth to 2067 provided at the hearing);

§        Nalcor’s  assumptions  and analys is  with respect to demand management programs (compare Nalcor’s  conservative targets  to targets  and
objectives  of s imi lar programs in other jurisdictions  and cons ider the speci fic recommendations, including the use of incentives  to curtai l  electric base board
heating, from Hel ios  Corporation, among others);

§        the suggestion made by the Hel ios  Corporation that an 800 MW wind farm on the Avalon Peninsula would be equivalent to Muskrat Fal ls  in
terms of supplying domestic needs, could be constructed with a  capital  cost of $2.5 bi l l ion, and would have an annual  operating cost of $50 mi l l ion and a
level ized cost of power of 7.5 cents  per ki lowatt-hour;

§        whether natural  gas  could be a lower cost option for Holyrood than oi l ; and

§        potentia l  for renewable energy sources  on the Is land (wind, smal l  scale hydro, tidal ) to supply a  portion of Is land demand.

Responsibility:  Government of Newfoundland and Labrador

This  recommendation general ly outl ines  the scope of the Navigant and PUB reviews; however certain speci fic recommendations  appear to be inconsistent with
Provincia l  electrici ty pol icy and with good uti l i ty practice.

In respect of the appl ication of emerging technology and other technical  points , the Panel  lacks  the subject matter expertise to make speci fic technical
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recommendations  to Government. No evidence was provided on the record to support a  potentia l  role for emerging technologies .

Government has  previous ly and wi l l  continue to assess  a l ternatives  to meet future supply and demand through normal  electrici ty regulatory processes.

The viabi l i ty of renewables  and natural  gas , as  wel l  as  assumptions  for demand-s ide management were al l  previous ly cons idered in depth and included in
planning and project assumptions.

As  indicated in comments  to recommendation 4.1, government wi l l  undertake a ful l  financial  review of the Project before sanctioning i t to ensure that
economics  are satis factory.

Final ly, Nalcor defined the purpose of the project within the guidel ines  provided by the Canadian Environmental  Assessment Agency.
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Vice President, Lower Churchill Project
Nalcor Energy
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