Office of the Consumer Advocate
PO Box 23135
Terrace on the Sq uare
SI. John 's, NL Ca nada
AlB 4J9

Tel: 709-724-3800
fax : 709-754-3800

May7,2018

Via Courier
Board of Commi ssions of Publi c Utilities
120 Torbay Road, P.O. Box 2140
St. John 's, NL A I A 5B2
Attention:

G. Cheryl Blundon, Director of
Corporate Services I Board Secretary

Dear Ms. Blundon:
RE:

Newfoundland and Labrador Hydro - 2017 General Rate Application
- Application by NL Hvdro to approve 2018 Utility Customer Interim Rates

On April l3, 2018 Hydro subm itted an application for 2018 interim rates for Newfoundland Power
(the "Application"). The Application proposes:
i)

A change to the Rate Stabilization Plan (RSP) Rules to permit the use of a reduced number
barrels of No. 6 fuel [or use in calculation of the RSP Fuel Rider;

ii)

An update to the RSP Fuel Rider and the RSP Current Plan adjustment (including conclusion
of Newfoundland Power' s RSP Mitigation Adjustment);

iii)

An update to the CDM Cost Recovery Adjustment;

iv)

Implementation of 20 18 interim base rates for Newfoundland Power; and

v)

All to be elTective Jul y 1,2018.

As noted in PUB-NLl-l-1 5S, interim rates for Island Industrial Customers were approved by the Board
in Order No. P.U. 7(20 18).
The Consumer Advocate's position on each of these proposals follows.

i)

Change 10 RSP Rules 10 permil use of a reduced number barrels of No.6 fuel for calculation
oflhe RSP Fuel Rider

The Consu mer Advocate supports the proposed rev ision to the number of balTels of No.6 fuel for
calculation of the RSP fuel rider. It is a better reflection of the forecast cost of supply and the Expected
Supply Scenario. Hydro indicates that this change in the RSP results in reduced customer impacts,
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decreasing the proposed in tcrim rate increase from 8.9 % to 7.5% (PUB-NLH-156). However, the
proposal is inconsistent with the Deferral Acco unt Scenari o proposed by Hydro, and the interim rates
approved by the Board for the Island Industri al Custom ers in Order No . P .U.7(20 18). Therefore, the
Consumer Advocate supports th is change on condition that it is applied consistently, meaning that the
same change is incorporated in the interim rates for the Island Industrial Customers, and more
importantly, that the 2017 GRA is based on the Expected Supply Scenario. The response to PUB NLH-155 indicates that the impa ct of this change on Island Industrial C ustomer rates is small , at only
about 0.1 % of annual billings.
ii)

Update to the RSP Fuel Rider and the RSP Current Plan adjustment (including conclusion
of Newfoulldland Power's RSP Mitigation Adjustment)

The Consumer Advocate takes no exception to upd at ing the RSP fuel rider and the RSP current plan
adjustment subject to the conditions identified above relating to cons istency of application.
iii)

All update to the CDM Cost RecovelJ' Adjustment

The Consumer Advo cate take s no exception to updating the CDM cost recovery adjustment.

ivy

Implementation of 2018 interim base rates for Newfoundland Power

The Consumer Advocate has a number of concerns relating to the interim base rate increase for
Newfoundland Power and its customers as follows.
a) We are not conv in ced that Hydro needs a rate increase at alJ, let alone an interim rate increase.
We believe Hydro has ovcr-stated its revenue requirement, paliicularly as it relates to labour
costs, and has under-stated the leve l of cost cutti ng necessary in an era where the Muskrat FalJs
proj ect is putting signi ficant pressure on rates . It appears that, rather than provide objective
evidence justifying it s revenue requirement, Hydro suggests that " ". what (Hydro) putforward
though, is what we fee l is the amount of money required to operate the way we are operating
now". I The Cons umcr Advocate ' s position is that what Hydro " feels" would be the correct
amount of revenue they require, is not an evidence-based position. We believe alJ the ev idence
should be before the J3 0ard before a decision is made to grant Hydro any increase in base rates.
b) We are not swayed by I Iydro's argument that an interim rate increase wilJ reduce the required
rate increase in 2019 (PUB-NLH- 156). Hyd ro's plan is not evidence-based, has not been
subj ect to any elasticit y studies and its' impact on the entire system rema ins unknown. Further,
we do not know the ultimate costs that are going to be borne by consumers in relation to the
Muskrat Falls Project a nd its' component parts. Consumers require rate certainty and correct
rate signal s to plan for their own future s.

See: Discovery TranscripL April 17. 20t8, p. 131 , In. 19-22
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c) Based on ev idence filed to date, the Consum er Advocate maintains that just setting rates to
recover what Hydro states customers owe without any regard to a rate mitigation plan may
result in rate shock. The Consumer Advocate notes that under Hydro 's current proposal
customers would be subj ect to a rate increase of7.5% on July 1,2018 and 8.6% on January I ,
2019, resu lting in a compounded rate increase of close (0 17% over the six-m onth period. This
does not inc lude I-1ST. Th is would constitute rate shock.
d) The parties and the Board need a clear understanding of rates and revenue needed long term
before interim rates arc appro ved. We note as well that no agreement has been reached on any
cost of service scenario. wh ich is problematic for Hydro's Application .
e) We do not agree w ith I Iydro 's proposa l to use funds from the proposed Off-Island Purchases
Defen'al Account to cover the $65 .4 million amount owing for the deferred supp ly costs . First,
a dec ision on the cost of service scenario has not been made and the proposed Off-Island
Purchases Deferral Accoun t has not been approved. Second, there is a great deal of uncertainty
on how much money wi ll accumulate in the proposed deferral account relating to the amount
of Recall Energy available Il'om Labrador. It is premature to approve payment of such a large
amount of money under these circumstances . Hydro is proposing to over-charge customers and
then proposes to g ivc somc money back (0 customers in their deferral scenario. It makes much
more sense to set ratc s to recover forecast costs and amounts owing in the first place, and decide
if a rate rid cr or surcharge is desirable to co llect funds fo r rate mitigation purposes in the future.
Un like Hydro's proposed Of]:Island Purchases Deferral Account, a rate rider or surcharge
would guarantee the ava il abil ity of fund s for rate mitigation purposes.
In su mmary, the Consumer Advocate does not support Hydro's proposed 201 8 interim base rate
increase for Newfoundland Powcr. We believe the Board requires additional information on Hydro 'S
costs and revenue requirement that will be filed as part of the 20 17 GRA before making such a
decision. Further, the Board necds a clear understanding of rate impacts. That will not be attained until
a decis ion is made on the cost of service scenario.

v) A ll to be effective JU~J} 1,2018
The Consumer Advocate takes 110 exception to makin g changes effective July I, 20 18 prov ided they
are made in a manner consistent with our posit ion stated above.

Issue
In the response to CA-NLl I-298 Hydro states "Under the Expected Supply Scenario, should actual
savings pam off-island power purchases be less than reflected in the test year forecast, a supply cost
balance owing pam customers would accumulate in the Revised Energy Supply Cost Variance
Deferral Account. This would res1Ilt in higher rates for customers to be recovered during a fillure
recovery period. This increase in rates would likely occur during the same tiln epame that customer
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rate increases are being implemented to recover the cost of the Muskrat Falls Project, further
compounding the required role increases to customers on the Island Interconnected System."
We would also point out that there are ramifications pertaining to the Isolated Systems Supply Cost
Variance Deferral Ac count. the Energy Suppl y Cost Variance Deferral Account, the Holyrood
Conversion Rate Deferral Account and the Rate Stabilization Plan, yet Hydro has not proposed to
discontinue or modify these accounts. A furth er consideration could be a rate mitigation plan based
on a rate surcharge or ratc rider to provide reserve fund s could likewise be used by the Board to
mitigate rate increas es brou ght on by the Muskrat Falls project, or to deal with rate increases brought
on by any of the deferral accounts including th e Revised Energy Supply Cost Variance Deferral
Account that might be implemc nted if the Board were to approve the Expected Supply Scenario.
Again, all these iss ues need ['urth er evidence be fore any Hydro deferral plan should be considered.

Conclusion
The Con sumer Advocat e supports some of Hydro ' s proposed changes to the RSP but on condition
that they are applied cons istentl y, meaning that the cost of service study is based on the Expected
Supply Scenario and the sam c changes are applied to the interim rates of the Island Industrial
Customers.
The Consum er Advocate suppo rts the COM recov ery adjustment.
The Consum er Advocate takes no exception to thcse changes being implemented on July 1, 2018.
The Consumer Advocate docs not support th e proposed base rate increase. We believe that the parties
and the Board require additi onal information on Hydro ' s proposed costs and revenue requirement filed
in the 201 7 GRA before a dete rmination can be made on what, if any, base rate increase is needed.
Further, th e parties and th e Board require additional informati on on rate impacts which will not be
known until a decision is made on the cost of servi ce scenario. The Consumer Advocate does not
support Hydro ' s approach to rate miti gation . We believe that costs, rates and rate increases should be
based on Hydro ' s best forecast o f costs, not Hydro 's proposed Deferral Account Scenario which masks
the true co sts of suppl y. To gua rd against potential rate shock, the parties and the Board need a
complete picture of Hy dro' s costs. rates and rate increases before settling on interim rates and rate
mitigation .
Please conta ct th e unde rsig ned if you have any questions on thi s submission.
Yours trul y,

/~
,,,/

C -Stephen" itzgerald

Counsel for the Consumer Advocate
/bb
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