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EXECUTIVE SUMMARY

The electric utility industry is changing rapidly with many utilities restructuring to operate in a competitive market place where all parties have open and equal access to use the wires.  Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island and Vermont will all have competition in electricity at the retail level by March of the year 2000.  In these states, the current high cost of electricity has been a key driver in the restructuring process.  As well, several Canadian provinces have or are in the process of creating open access to their markets.  To a great extent, changes in Canada are due to a desire to maintain or gain further access to U. S. markets through marketing licences and thereby expand the economic benefits that Canadian utilities have received from selling into the U.S.

Many electric utilities are restructuring by separating their generation assets from their transmission and distribution assets.  In New England, several utilities have or are planning to sell their generating assets and operate strictly as a “wires” business.  The generation sector is changing from one of an integrated utility, on a regional basis, to one dominated by national and even international companies.  In the future, electric utilities which remain as small regional operations will face difficult competition from very large, multibillion-dollar companies who own and operate generating assets throughout North America and the world. Transmission and distribution are believed to be natural monopolies and will remain regulated.  Companies other than the traditional utility are being permitted to sell electricity to customers of the utility company.  Competing suppliers of electricity pay for use of the transmission and distribution networks under regulated rates that ensure non-discriminatory access to these facilities.  This restructuring process is often referred to as deregulation but is more appropriately called reregulation.

Faced with such a rapidly changing environment in the electricity industry, New Brunswick must decide what changes if any are in the best interests of the people of the province.  New Brunswick must also determine how and when to introduce change.  

The advent of Sable Offshore Natural Gas in New Brunswick and Nova Scotia, Maine and New Hampshire will provide a competitive energy form in traditional energy markets.  Although it is believed that natural gas will initially challenge fuel oil in these markets, it will go head to head with electricity shortly thereafter.

Reliable and economic electric service is critical to the well-being of all New Brunswickers and businesses.  In the past, the generally accepted wisdom had been that the public interest was best served by electric utilities that had monopolies and an obligation to provide service in the territory in which they operated.  The utilities were vertically integrated, that is, they provided the generation, transmission and distribution of electricity. 

NB Power has operated as the traditional electric utility company in New Brunswick.  It has played a prominent role in supporting the socio-economic development of New Brunswick.  It has supplied power at reasonable rates by using a wide range of technologies, both nuclear and non-nuclear.  

NB Power currently has an inappropriately high level of debt, resulting primarily from an aggressive program over the past twenty years to construct new generation facilities, and a failure to raise rates charged for electricity by sufficient amounts during that period.  In addition, current operational problems at the Point Lepreau nuclear facility are placing an added strain on NB Power’s ability to pay down its debt.

One of the Government’s key objectives is to create and maintain jobs through competitively priced electricity for the people and businesses of New Brunswick, while ensuring safety, reliability and environmental protection.  New Brunswick’s low electricity prices compared to many jurisdictions have been a key factor affecting the province’s ability to attract and retain investment and related jobs.  Competitively priced electricity is especially important for New Brunswick’s export-oriented industries, such as forest products and mining.

New Brunswick must decide the changes that would be appropriate and beneficial.  Fundamental change to such an important industry in our Province must be undertaken in a cautious and responsible fashion.  There are many issues associated with permitting competition in the sale of electricity within New Brunswick and the following specific issues are described in this paper:

· Obligation to Serve

· Cross Subsides

· Stranded Costs

· Forms of Competition

· Reliability of the Electricity System 

· Conservation and Environmental Considerations

· Level Playing Field

· Regulatory and Legislative Issues

This paper is intended to facilitate discussion.  The specific issues presented are not meant to be exhaustive.  The public is encouraged to raise any issues that they consider are relevant.
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An Era of Dramatic Change

The electric utility industry is changing rapidly in North America.  Led by fast changing markets in New England, New York and California, utilities are restructuring to operate in a competitive market place where all parties have open and equal access to use the wires.  Connecticut, Maine, Massachusetts, New Hampshire, Rhode Island and Vermont will all have competition in electricity at the retail level by March of the year 2000.  In these states, the current high cost of electricity has been a key driver in the restructuring process.  This change is not limited to the United States as several Canadian provinces have or are in the process of creating open access to their markets.  To a great extent it is being driven by the desire of Canadian utilities to maintain or gain further access to U. S. markets through marketing licences and thereby expand the economic benefits that Canadian utilities have received from selling into the U.S.

The Ontario government, on November 6, 1997, released a White Paper that charts a course for competitive electricity and jobs in Ontario.  Ontario proposes to move into the 21st century by creating a competitive marketplace for both wholesale and retail customers, by establishing an Independent Market Operator and by expanding the regulatory powers of the Ontario Energy Board to protect electricity consumers.

Changes are also taking place at other electric utilities.  Trans Alta,  B. C. Hydro and Hydro Quebec have successfully obtained electricity marketing licences from the U.S. Federal Energy Regulatory Commission (FERC).  To get the licences they agreed to allow competitors access to their electricity markets.  

Hydro Quebec has formed a strategic partnership with the Quebec natural gas distributor, Gaz Metropolitan.  Most investor-owned electric utilities in New England have formed strategic alliances with natural gas companies to market energy products and also services.  There is a strong trend for companies to become “energy providers” irrespective of the energy form.  Some experts  project a time when consumers will see only one utility bill which may include electricity, natural gas, fuel oil, telephone and water and sewerage.  Such merger activities are forecast to increase dramatically over the next several years.

The advent of Sable Offshore Natural Gas in New Brunswick and Nova Scotia, Maine and New Hampshire will provide a competitive energy form in traditional energy markets.  Although it is believed that natural gas will initially challenge fuel oil in these markets, it will go head to head with electricity shortly thereafter.

As part of their response to the changing market place, many electric utilities are restructuring by separating their generation assets from their transmission and distribution assets.  In New England, many utilities have been forced by their regulators to sell their generating assets and operate strictly as a “wires” business.  The generation sector is changing from one of an integrated utility, on a regional basis, to one dominated by national and even international companies.  In the future, electric utilities which remain as small regional operations will face difficult competition from very large, multibillion-dollar companies who own and operate generating assets throughout North America and the world.

Faced with such a rapidly changing environment in the electricity industry, New Brunswick must decide what changes, if any,  are in the best interests of the people of the province.  New Brunswick must also determine how and when to introduce change.  

Overview of the Electricity Industry

The electric industry is the largest and most capital-intensive industry in North America.  Its product, electricity, is essential for today’s society, Electricity is an everyday part of our lives.  It runs the appliances in our homes, supports our vast communications and computer networks, lights our towns and cities and is used extensively in many major industries.  Reliable and economic electric service is critical to the well being of all New Brunswickers and businesses.

There are three primary functions within the electric industry:

· Generation - The production of electricity through use of water, fossil fuels, uranium, wood or other means.

· Transmission - The transportation of electricity through high-voltage transmission lines over relatively long distances.

· Distribution - The transportation of power at lower-voltage to consumers over relatively short distances.

The generation, transmission and distribution functions operate as essential parts of electric service because electricity is generated and delivered to match demand on a real-time basis.  Customers’ usage patterns vary both on a daily and seasonal basis.  Demand for electricity is naturally higher during the day than at night, and demand during a cold winter day is much greater than the demand during a pleasant spring afternoon.  The electric utility, however, must provide the electricity when it is needed.  Therefore, the electric utility must maintain sizeable reserves over and above the normal load to ensure reliability.  This means that the total generating capacity available must exceed the demand within New Brunswick for all hours during the year.  The excess capacity can be used to produce electricity for sale to customers outside New Brunswick.

Electric utility facilities are very expensive and required many years to secure permits and construct.  This has made it difficult to secure financing without a guarantee of future revenues and led to companies being given sole rights (a monopoly) to provide service to specific market areas.  In the past, there were also economies of scale in the generation of electricity.  Large units could produce electricity at a lower cost per unit than smaller units.

For these reasons, the generally accepted view had been that the public interest was best served by electric utilities that were given the right to operate as monopolies and in return accepted the obligation to provide service in the territory in which they operated.  The utilities were vertically integrated, that is, they provided the generation, transmission and distribution of electricity.  The monopoly provision of electricity prevented needless duplication of facilities, such as several power lines to serve a single neighbourhood.  Protection of the public from abuse of monopoly power was provided by either comprehensive regulation or government ownership of the utility.

NB Power operates as the traditional electric utility company in New Brunswick.  Its powers and responsibilities are described in the Electric Power Act.  The object of this act is “to provide for the continuous supply of energy adequate for the needs and future development of the Province and to promote economy and efficiency in the generation, distribution, supply, sale and use of power”.

By the early 1990’s, economy of scale advantages associated with large central generating stations had diminished.  Generation technology, as exemplified by the natural-gas fired combined cycle technology, had advanced to a stage where economies of scale and high efficiency can be achieved in significantly smaller units -- 250 Megawatts (MW) as compared to 500 to 1,000 MW; and at a unit capital cost that is about 1/3 of large stations.  Generating stations, hitherto the domain of monopoly electric utilities, are now within the reach of independent power producers.

The exhaustion of economy of scale and advances in generation technology, together with consumers’ concerns with high power rates and lack of choice in suppliers, have prompted some governments to restructure their electric power industry to allow competition. This requires the unbundling of electric services into the three constituent services.  The electricity generation sector is made subject to competition.  The other two sectors, transmission and distribution, are believed to be natural monopolies and remain regulated.

Companies other than the traditional utility are being permitted to sell electricity to customers of the utility company.  Competing suppliers of electricity pay for use of the transmission and distribution networks under regulated rates that ensure non-discriminatory access to these facilities.

This restructuring process is often referred to as deregulation but is more appropriately called reregulation.

NB Power’s Situation

NB Power currently has an inappropriately high level of debt, resulting primarily from an aggressive program over the past twenty years to construct new generation facilities, and a failure to raise rates charged for electricity by sufficient amounts during that period.  In addition, current operational problems at the Point Lepreau nuclear facility are placing an added strain on NB Power’s ability to pay down its debt.

This debt level is the number one challenge facing NB Power.  It also represents a large obligation for all its customers.  The introduction of competition in the generation of electricity will not eliminate the need to repay this debt.  In the future, NB Power must have a balance between revenue and costs sufficient to meet its financial obligations and to reduce its debt to more appropriate levels.

Generation

NB Power’s early approach to meet the energy demands of New Brunswick was to develop generation that first utilized domestic resources such as hydro and coal.  These resources became exhausted in the 1960’s and 70’s at a time when the requirement for electricity was growing rapidly.  At that time NB Power constructed an interconnection with Quebec, built large oil generation facilities and developed interconnections with New England.  The oil crisis of the late 1970’s, when oil prices increased dramatically, demonstrated the vulnerability of electricity prices to the volatility of oil prices.  NB Power then initiated a strategy to diversify its generation to reduce its reliance on oil.

Through the 1980’s and 90’s, NB Power met the increasing needs of the Province by constructing new generating facilities which used nuclear, coal and Orimulsion™ fuels.  The result is that the annual use of oil has decreased substantially from more than 11 million barrels to less than 5 million barrels today while at the same time meeting increased energy requirements.  This fuel diversification strategy in conjunction with the installation of flue gas desulphurization systems at Belledune and Dalhousie supports the environmental reduction strategies whereby NB Power reduces its SO2 emissions.
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Building generation facilities and associated transmission infrastructure has left NB Power with a significant debt of approximately $3.6 billion including the $0.2 billion of unfunded liability for irradiated fuel management and decommissioning at Point Lepreau (See Figure 1).  The ongoing cost associated with this debt consumes approximately 50¢ of every dollar of revenue that the utility receives.

Rates
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NB Power’s rates are the lowest in the Maritime Provinces and the New England States.  Since 1988, NB Power’s rates for all customer classifications have increased an average of 22% which is well below the rate of inflation of 31%.  (See Figure 2).
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These rates have provided New Brunswickers with a competitive advantage over many other jurisdictions.  However, with rates at these levels NB Power has been unable to meet its revenue requirements, including an appropriate rate of return and also has not been able to make appropriate progress towards retiring its debt.

Furthermore, New Brunswick electricity rates include significant subsidization of the residential customers by general service, small industrial and wholesale customers.  The large industrial customers are being charged rates that are in line with the costs that the utility incurs to provide them service.  The current rate structure will create a number of issues for NB Power in a competitive electricity environment as customers who are paying high rates seek to find suppliers offering lower prices.

Point Lepreau

Recently, NB Power has experienced problems at the Point Lepreau nuclear power plant, which have resulted in the plant operating below planned levels.  (See Figure 3).  This poor performance has a major financial impact on NB Power.  Point Lepreau currently represents approximately 30% of NB Power’s generation and the replacement fuel cost approximates an additional $450,000 per day when the plant does not run.  The successful operation of Point Lepreau is important to the people of New Brunswick.


A technical and economic study of Point Lepreau has been undertaken by consultants to ensure maximum economic benefits can be achieved over the longer term.  As part of this review the consultants were asked to assess the remaining economic life of the facility.  While the final report of the consultants has not been received, preliminary indications are that Point Lepreau will not be able to operate until the year 2014 as planned without a major refurbishment somewhere in the time period of 2005 to 2011.  Under the current depreciation policy, charges are based on the plant continuing to operate until the year 2014.  Consequently, the current depreciation policy will not recover the capitalized value of the facility prior to either the required refurbishment or shutdown if a decision is made not to proceed with refurbishment.  If a decision to refurbish the plant is made, then the life of the plant can be extended well beyond the year 2014; however, this can only be done at significant capital cost.

New Brunswick’s Challenge

In considering the need for change, the Government has been mindful of the unique characteristics of the New Brunswick system.  NB Power is a publicly owned company that accounts for well over ninety per cent of all the electricity generated in the province.  It has a significant transmission and distribution system with over 31,000 kilometers of line.  New Brunswick needs a solution that addresses the issues and opportunities facing the electricity industry today, builds on the strengths of the existing system, and enhances the province’s economic competitiveness.

One of the Government’s key objectives is to create and maintain jobs through competitively priced electricity for the people and businesses of New Brunswick, while ensuring safety, reliability and environmental protection.  New Brunswick’s low electricity prices compared to many jurisdictions has been a key factor affecting the province’s ability to attract and retain investment and related jobs.  Competitively priced electricity is especially important for New Brunswick’s export-oriented resource based industries, such as forest products and mining.  It is also important for the province’s manufacturing sector and many service industries.

New Brunswick also enjoys very reliable electricity service by world standards.  Current performance levels must be maintained, and reliability ensured.  The Government is committed to ensuring that safety, reliability and the environment are not compromised in any move towards competition.

An important objective of reform is to ensure that new generation decisions – including replacement decisions in the future are made on businesslike grounds, and subject to normal market tests.  A competitive market would impose more discipline on investment decisions.

On May 15, 1997 the Minister of Natural Resources and Energy announced support for the principle of deregulation and competition and the Government’s intention to move to the first stage of deregulation.  This first stage included open access to NB Power’s transmission system by other utilities and independent electricity producers to move electricity out and through New Brunswick to outside markets.  The required tariffs were filed in January 1998 to make this a reality.

New Brunswick must decide the additional changes that would be appropriate and beneficial.  Fundamental change to such an important industry in the Province must be undertaken in a cautious and responsible fashion.  There are many issues associated with permitting competition in the sale of electricity within New Brunswick.

Competition in the supply of electricity should not be a goal in and of itself.  The public interest is best served by a system which will provide efficient, effective, reasonably priced electricity that will be reliably available both in the short and long term on an environmentally sound basis.  The challenge for New Brunswick is to achieve any benefits that will result from increased competition while at the same time retaining as many of the benefits provided by the existing system as possible. 

Specific Issues

This section is intended to facilitate the discussion of issues related to the introduction of competition into the electricity market in New Brunswick.  A description of each issue is provided together with questions to stimulate the discussion.  The issues and questions presented here are not meant to be exhaustive.  The public is encouraged to raise any issues that they consider are relevant.

1) Obligation to Serve

In a fully competitive environment, companies that generate will not have an obligation to serve other than any contractual arrangements that they establish.  They will have the freedom of entry to or exit from the electricity market.

Without an obligation to serve, there is no guarantee that sufficient facilities would be available to meet future requirements.  Without the protection of a monopoly franchise, the business risk associated with constructing a new generating facility will increase.  There may be fluctuations in the ratio of supply to demand and consequently in the commodity price for electricity.  The freedom of exit poses another reliability issue.  If a supplier defaults or ceases operation, contractual obligations notwithstanding, its customers could be left without supply.  

Questions:

a) Do you believe the market place will ensure a safe, continuous, reliable and adequate supply of electricity?  

b) What do you think should be the responsibilities or obligations of electricity suppliers competing to supply electricity to New Brunswick customers?  How do you enforce such responsibilities or obligations?

c) Should there be a default supplier to ensure that all customers are served?

2) Cross Subsidies

NB Power has followed a traditional rate making process, which is a delicate balance of many competing considerations:

a) Cost of Service

b) Universality of Service

c) Rate Stability

d) Economic Development

e) Public Policy


This has resulted in cross-subsidization between and within customer classes. An indication of the level of cross-subsidization in New Brunswick is given by the revenue/cost ratio for each customer class, which indicates that the residential class is being subsidized by the other classes:


Revenue / Cost Ratio*

· General Service 
1.30

· Small Industrial
1.24

· General Service (all electric)
1.15

· Wholesale
1.14

· Large Industrial
1.02

· Residential
0.86

*(NB Power Business Plan 1997 – 2002)


Utilities and public utilities boards have generally agreed that the amount of cross-subsidization should be minimized.  The New Brunswick Public Utilities Board has set an objective for NB Power to have revenue/cost ratios in the .95 – 1.05 range.  However, in an effort to avoid rate shock, movement to reduce the subsidy has been very gradual.


In a more open and competitive market, prices could move closer to their underlying costs.  This could result in dramatic price changes for certain customers.

Questions:

a) Do you believe the market should ultimately determine prices or should there continue to be subsidies provided to certain customers?

b) If you favour continued subsidies, who should receive the subsidy and who should pay for the subsidy?

3) Stranded Costs

Stranded costs would arise if  past costs, incurred by a utility in meeting its obligation to serve all customers, proved not to be recoverable in the future if customers choose alternate suppliers.  These costs are not new but are costs customers are currently paying.

Provision for stranded cost recovery is one of the most important deregulation issues facing the electric utility industry.  The FERC, state regulators in the United States and the model for deregulation in Alberta have allowed stranded costs to be recovered by the utilities.

Questions:

a) In your view, do you believe that the introduction of competition will result in stranded costs for NB Power?  

b) How should the amount of costs be determined?  What should be done to minimize or mitigate stranded costs?

c) How should stranded costs be recovered?  In full?  Over how long?

d) Should customers be allowed to escape or bypass stranded costs by exiting from the incumbent utility by either installing their own generation or switching to alternative suppliers?

4) Forms of Competition

There are many ways in which the supply of electricity to customers in New Brunswick can be made more competitive.  Certain arrangements would provide only a small amount of competition or customer choice, whereas others would result in significantly more of both.  Some possible arrangements are:

a) Permit existing New Brunswick non-utility generators to sell electricity to:

1) Affiliated companies.

2) Wholesale customers.

3) Large industrial customers.

4) All other retail customers.

b) Permit new non-utility generators in New Brunswick to sell electricity under any of the above arrangements.

c) Permit utility or non-utility generators inside and outside New Brunswick to sell electricity under any of the above arrangements.

Questions:

a) Which arrangement best meets the needs of New Brunswick?

b) Should customer choice be provided?  For certain customer classes only?  For all customer classes?

c) Which customer class(es) would derive the most benefits from competition and customer choice?  Would any be disadvantaged?

d) What should be the pace at which competition should be introduced?  Should it be introduced in stages?

e) Should New Brunswick be part of a larger competitive electricity market?  E.g. Maritimes, Eastern Canada, Northeast US.

5) Reliability of the Electricity System

The development of a competitive electricity market and customer choice will require NB Power to unbundle its services and offer open transmission access to all buyers and sellers of electricity.  To ensure that competition is fair, NB Power must file non-discriminatory open access transmission and distribution tariffs, detailing the rates and the terms and conditions of access.  NB Power would be required to take service under the tariffs for its own sales and purchases of electric energy.

While transmission and distribution tariffs are necessary, they are by no means sufficient.  In addition to the tariff, the operation of the electric system must be conducted in a transparent and non-discriminatory manner.  In a competitive environment many different generators compete and there is a need for an independent entity to coordinate the market function and system operation function to insure the reliability of the system.  

The minimum requirement under FERC rules in the U.S. is that the transmission system of the host utility be functionally unbundled from its generation and marketing activities and operate under a nondiscriminatory “code of conduct”.  Many jurisdictions are employing the minimum FERC model, while others have proposed to preserve the reliability of the electric power system by establishing a power exchange (PX) with an independent system operator (ISO).  The role of the PX is to provide a clearing house for the sale of electricity and the role of the ISO is to ensure reliable operation of the whole electric power system

Questions:

a) Would having NB Power’s transmission and distribution activities operating under a “code of conduct” be sufficient for competition in New Brunswick?

b) Should an ISO and PX be established in New Brunswick:

i) as separate entities?   ii) or as one combined entity?

c) Who should be represented on the boards of the ISO and the PX.  To whom are the ISO and PX accountable?  Who regulates them?

d) How should NB Power plan and operate its system in the interim?

e) If conflicts arise in the interim, what mechanisms should be put in place to resolve them?

6) Conservation and Environmental Considerations

Competition in the supply of electricity may have a negative impact on energy conservation and demand side management (DSM) programs.  Previously, utilities with the obligation to serve a market monopoly often found that DSM was a low cost option when compared to the development of new generation.

A number of different environmental control regimes exist within North America which could mean that generated power purchased from a distant supplier may be relatively “clean” or “dirty”.  Nonetheless, it is important to insure that local environmental protection measures are maintained.

Questions:

a) In your view, should demand side management be maintained in a competitive environment?  Should public policy be used to examine/promote the continuation and expansion of demand side management? 

b) Do you feel that demand side management programs are necessary in a competitive environment?

c) Should the system operator recognize environmental considerations in making dispatch decisions?  Should customers be given appropriate information enabling them to choose to buy “green” power, even if it results in higher energy costs?

d) Should public policy require that a certain portion of power supplied be “green”?

7) Level Playing Field

In a competitive environment, it is important that all participants are subject to the same or equivalent rules -- that there be a “level playing field”.  NB Power, operates differently than privately owned companies.  NB Power has advantages as well as disadvantages.

The key advantages are that NB Power:

· does not pay the full range of taxes;

· does not have to earn a normal rate of return;

· does not pay dividends to the government of New Brunswick; and,

· is able to borrow at preferred rates.

While the disadvantages are that NB Power:

· has a higher debt to equity ratio;

· bears extra costs to fulfill public mandates; and,

· is subject to rules that privately owned companies are not.

A “level playing field” for competition in the supply of electricity within New Brunswick requires changes.  The following areas would have to be considered:

Capitalization:  NB Power is financed almost entirely by debt.  This has been appropriate as a crown corporation as the Province has guaranteed its debt and the utility has not had the alternative of equity financing.  NB Power currently has a debt level around 88%.  The high level of debt results in NB Power paying a much higher proportion of its revenue to service its interest costs than a privately owned utility would.  Most private utilities have debt levels of between 50% and 70% and interest coverage of between 1.75 and 3.50.  Consideration needs to be given to changing the capital structure of NB Power to provide the foundation it will need to compete in a deregulated environment.

Rate of Return on Equity:  Private utilities earn a regulated rate of return on equity that exceeds the cost of debt.  NB Power’s electricity rates have not been set on the basis of earning a rate of return on its retained earnings.  An appropriate return on equity would be more consistent with the situation faced by privately owned competitors.

Taxation:  NB Power does not pay Federal or Provincial corporate income tax.  The full combined taxation rate for Corporations operating within New Brunswick is approximately 45%.  NB Power, however, does pay all appropriate duties and property taxes.  The applicability of taxation on income will need to be assessed so that NB Power would be treated similarly to a private company.

Debt Guarantee:  The Province guarantees all debt that is issued by NB Power or issued by the Province on NB Power’s behalf.  NB Power pays a fee to the Province in consideration of this guarantee set at 0.6489% of the total outstanding guaranteed obligations as at the end of the previous fiscal year.  The guarantee has resulted in more favourable interest rates since without it, creditors could look at NB Power’s high debt levels and demand higher rates to compensate for additional risk.  Until NB Power’s debt levels are reduced, it is very likely that it would be at a disadvantage to other participants in a competitive environment if the guarantee was removed.  Options to place NB Power on a sound financial footing should be explored.

Public Rules and Regulation:  NB Power, as a public corporation, is subject to rules that do not apply to private companies.  These rules are defined in the Electric Power Act and by public policy.  They restrict NB Power’s ability to respond quickly to changes and compete in different markets.

Social Policy:  Traditionally, Crown Corporations have been used to implement social policy initiatives such as job creation or regional development.  In some cases, this has resulted in the rates NB Power charges its customers being higher than would normally occur in a competitive marketplace.  Some consideration should be given to separating these previously incurred costs from the NB Power costs to ensure a consistent basis with their competition.  A method needs to be developed for dealing with future costs that arise as a result of past or future policy decisions.

A number of ownership models for NB Power are possible which would meet the requirements of a “level playing field” for all participants in the competitive supply of electricity within New Brunswick.  Some possible scenarios would be:

· Continued Government ownership with modified rules for taxation, dividends and business practices.

· Sale of all or part of NB Power to another company(s).

· Sale of all or part of NB Power through a public offering of stock to private shareholders.

Questions:

a) Do you believe that the Government should change the rules affecting NB Power such that they would be treated the same as private companies in relation to taxation, rate of return, dividends, and debt levels?

b) Should the Government change the capitalization of NB Power by using public funds to reduce its debt level thus, placing it on a sound financial footing similar to a private company?

c) Do you feel that the Electric Power Act should be changed to alter the rules under which NB Power must operate to better match that of a private organization?

d) Should NB Power be expected to participate in programs resulting from the social policies of the Provincial government?  If so, should the government compensate NB Power for any extra costs it should incur or should these extra costs be included in the regulated tariffs charged to all customers?  

e) Would you be in favour of the Government selling all or part of NB Power?  If only part, what part do you think should be sold?

8) Regulatory and Legislative Issues

Effective competition in the supply of electricity will require careful regulation of the transmission and distribution networks to ensure open and non-discriminatory access to all potential competitors.  There will be disputes among the participants and a mechanism must exist to resolve them.  The actual amount of stranded costs must be determined and a methodology for their recovery must be established.  The existing legislation must be carefully reviewed and, were necessary, changed to ensure that any desired restructuring of the electric industry in New Brunswick can be carried out effectively and efficiently.

Questions:

a) In your view, how should NB Power be regulated in the future?

b) Should all competitors be subject to the same form of regulation?

c) Who should regulate the transmission and distribution tariffs?

d) Who should regulate any ISO?

e) What should be the role of the existing Public Utilities Board?

f) Who should be responsible for overseeing the introduction of competition?

g) How should disputes be settled?

Glossary

Capability – The maximum load that a station or facility is capable of carrying under specified conditions.

Capacity – Power, that is, the rate of delivery of energy.  For example, an utility may sell 50 MW of capacity, i.e. of power.  The maximum quantity of power that some piece of equipment is capable of producing, e.g. a generating unit may have a rated capacity of 50 MW.

Cogeneration – The combined production of electricity and useful heat.  Often used at industrial plants where the heat can be used in the manufacturing process and for space heating.

Demand – The load consumed by a customer, a group of customers, or a system in a stated period of time such as a month or a year.

Demand Side Management (DSM) -  Action(s) undertaken by a utility that results in a change and/or reduction in demand for the commodity supplied, such as electricity, natural gas or water.  This can eliminate or delay new capital investment for production or supply infrastructure and improve overall system efficiency.

Energy – The capacity for doing work.  It is equal to the average power that the system can sustain over an interval, multiplied by the time duration of the interval.  Energy is typically reported in kilowatt-hours (kWh) or related units.  1 megawatt hour (MWh) = 1000 kWh.

Generation – The act or process of transforming other forms of energy into electricity.

Generation Station – A facility consisting of one or more units capable of producing electricity

Kilowatt (kw) – A measure of power, equal to one thousand watts.  A kilowatt is approximately equal to one and one-third horsepower.

kilowatt-hour (kWh) – The commercial unit of electric energy equal to 1000 Wh.  The amount of electricity consumed by ten 100 W light bulbs burning for one hour.

Load – The amount of electric power or energy consumed by a particular customer or group of customers.  Load differs from demand.  Load is measured at the customer’s delivery point and equals demand less transmission losses.

Non-Utility Generation (NUG) – Electrical generation owned and operated by electricity producers other than the monopoly utility.

Stranded Cost – Stranded costs refer to the costs incurred by an electric utility in the past in meeting its obligation to serve which the utility cannot recover because the underlying assets are made uneconomic as a result of the introduction of competition.  Stranded costs may include, but are not limited to:

a) Generation assets or power purchase agreements made uneconomic by competition;

b) Regulatory assets, ie:  expenses deferred to keep rates low temporarily;

c) Deferred nuclear liabilities such as decommissioning or radioactive fuel management.

Utility – An entity owning and operating an electric system for the purposes of sale of electricity to end users.

Wheeling – The transmission of power belonging to someone other than the monopoly utility over the lines of the monopoly utility to a third party.
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Source:  New Brunswick Power Consolidated Annual Reports.


Note:  Capacity factor is calculated as gross generation divided by hours in year and the nameplate capacity of the plant.





Source:  New Brunswick Power Consolidated Annual Reports.
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Source:  New Brunswick Power Consolidated Annual  Reports.


Note:  Net debt is calculated as total debt net of investments.
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