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Executive Summary

With much of Canada facing prospects of electricity
shortages, there has been considerable focus placed on the
need to develop new sources of power. This study shines
the spotlight on one major supply-enhancing opportunity
that is currently making waves — namely, the potential for
a hydroelectric development at Lower Churchill in New-
foundland & Labrador.

The Lower Churchill project comprises both the pro-
posed generation facilities at Gull Island and Muskrat Falls
and the associated transmission infrastructure. Combined,
this development would carry a direct capital cost of
roughly $3.3 billion (2004 dollars) and have a planned
generation capacity of nearly 3,000 MW, representing the
fourth largest hydroelectric project after La Grande in
Quebec, Newfoundland & Labrador’s Churchill Falls, and
Manic complex in Quebec. In short, while this hydroelec-
tricity development would be smaller than its counterpart
in Churchill Falls, it would still mark one of the largest of
its kind in Canadian history.

On again, off again

The idea of developing the Lower Churchill hydro re-
source is not new. In fact, proposals to develop the area
have been floated around as far back as the early 1970s,
shortly after work on the Churchill Falls project began to
gear up. But, while the Churchill Falls development was
ultimately completed in 1974, Lower Churchill never
managed to get off the ground. Over the past three dec-
ades, there have been several efforts to kickstart the project.
And, each time, hopes have ended in disappointment —
most recently in 2002.

The events surrounding Churchill Falls have been most
important impediments that have blocked successful de-
velopment of Lower Churchill. With Labrador situated be-
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tween Quebec to the west and the Atlantic Ocean to the
east, the most economically viable option — especially at
that time — was to transmit the power across Quebec’s ter-
ritory. As such, in 1969, the Churchill Falls (Labrador)
Corporation Limited entered into a 65-year deal to sell
electricity to Hydro-Quebec. Unfortunately for Newfound-
land & Labrador, the price in the contract proved to be
leaps and bounds below that which ultimately prevailed
in the market, generating a windfall gain for the province
of Quebec. For an Atlantic province that has recorded a
per-capita income well below the national average rate,
these events left some deep and long-lasting scars among
the residents.

What’s more, the sour legacy of the Churchill Falls
contract enormously complicated the chances of arriving
at a deal between Newfoundland & Labrador and Quebec
to develop Lower Churchill. Not only was trust between
the parties damaged, but negotiations over Lower Churchill
were usually tied in some shape or form to re-configuring
aspects of the 1969 contract. But, while Quebec has ad-
dressed some of Newfoundland’s concerns in two side
deals in the 1990s, re-negotiating the contract has been a
non-starter.

Lower Churchill Project — the time is right

Since taking office in 2003, Newfoundland & Labra-
dor Premier Danny Williams has placed the development
of Lower Churchill at the top end of his list of priorities.
Although the question has been raised as to why the Pre-
mier would be interested in resuscitating a project that has
failed in so many earlier attempts, a closer look at the dra-
matic shift in the landscape provides a good explanation.
Most importantly, market opportunities have improved
significantly over the past few years, following the 2003
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power blackout and warnings issued by both the Ontario
and Quebec governments that their respective provinces
are confronting looming power shortages. Even in New-
foundland & Labrador, which has enough electricity to
supply its domestic needs, there is the potential to dis-
place power generated by the less-environmentally-friendly
oil-fired generation at Holyrood, not to mention facilitat-
ing the operations of large industrial projects.

Federal appetite has grown for east-west power grid

Another tailwind blowing in favour of the Lower
Churchill development has been the increasing interest of
the federal government in the power file, and notably, in
assisting the development of an east-west power grid. In
the past, the federal government has elected to stay on the
sidelines with respect to electricity infrastructure devel-
opment, owing in part to the fact that electricity falls un-
der provincial jurisdiction. However, armed with a strong
fiscal position, the rising concerns about power supplies
in the country’s two largest provinces, and the need to meet
Canada’s commitments under the Kyoto Accord, the fed-
eral government appears to be changing its tune. The April
2005 federal Kyoto plan announced some $10 billion for
environmental measures by 2012, a portion of which will
be eligible for investments in “clean” electricity.

First Nations must be part of the process

There is no doubt that there remain some roadblocks
that will need to be dealt with before the vision of devel-
oping Lower Churchill becomes reality. And, chief among
them is addressing the needs of aboriginal communities.
The Labrador Innu, Labrador Metis and Innu peoples of
Quebec have all claimed aboriginal rights and title to land
in Labrador, including the proposed development area. The
Labrador Innu are the only aboriginal party with a land
claim overlapping the proposed development area that has
been accepted for negotiations by the governments of
Canada and Newfoundland & Labrador. Happily, the play-
ers involved in the negotiations, namely the government
of Newfoundland & Labrador, have got the message that
aboriginal communities will need to be involved in the
process from the outset if there is any hope in achieving
success.

Lower Churchill River Hydroelectricity Development

Environmental impacts less with Lower Churchill

A selling feature of the proposed hydroelectric project
is the potential to lower greenhouse gas emissions. But,
while this is only one, albeit important, aspect of the envi-
ronment — and the overall impact will need to be assessed
before development can proceed — there are other factors
that would help the project pass the overall environmental
test. For one, although large-scale hydroelectric projects
often result in the displacement of local communities along
the route, this is not an issue in the case of Lower Church-
ill. Second, the area around the proposed project is in a
temperate and boreal climate, implying that emissions from
the reservoirs would be considerably less than those lo-
cated in tropical regions. And, above all, Lower Churchill
would be a “run-of-the-river” development, and thus, re-
sult in relatively little flooding.

Project’s economic benefits could be substantial

A reliable and abundant supply of power has been, and
always will be, a key driver of Canadians’ living stand-
ards. And, to the extent that hydroelectric power flowing
from Lower Churchill can supply markets that are facing
the prospect of power shortages down the road, notably
Ontario, this would provide a boost to the nation’s long-
term growth rate. Undoubtedly, though, the largest share
of benefits would be enjoyed by Newfoundland & Labra-
dor. Coming up with precise measures of these benefits is
made virtually impossible at this stage, since the configu-
ration of the project, the price the power would be sold at,
and what share of labour and materials could be supplied
locally remain big question marks. In the short run, there
will be a significant boost to both employment and eco-
nomic growth associated with the construction phase of
the project. The longer-term rewards related to develop-
ment would stem primarily through raising incomes in-
creases, and hence, provincial government revenues. This
higher revenue profile would lend a helping hand to the
Newfoundland & Labrador government as it tackles its
fiscal challenges.

Calls for proposals generate a wave of interest

In January 2005, the Williams government issued a
request for expressions of interest and proposals in the
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development of the Lower Churchill project. At the time
of writing, the March 31%, 2005 deadline had expired, and
the government announced it had received a total of 25
proposals. Based on a preliminary review, up to 10 were
considered to be comprehensive. While most of the pro-
posals have been kept under wraps, one public-private part-
nership consisting of the governments of Ontario and
Quebec and the engineering construction group SNC-
Lavalin Inc. issued a press release to indicate they had
made a joint submission. A committee consisting of repre-
sentatives from the provincial government and Newfound-
land & Labrador Hydro are currently making an initial
assessment, with the complete process — including feasi-
bility studies and commercial negotiations — expected to
take up to 18-24 months.

Lower Churchill River Hydroelectricity Development

The Bottom Line

With Ontario and Quebec thirsty for new power, and
with Canada ramping up efforts to lower greenhouse gas
emissions, market conditions are highly supportive of a
Lower Churchill hydroelectric development in Labrador.
And, recently, the federal government has shown an in-
creased desire to put its financial weight behind the estab-
lishment of an east-west power grid, and hence, possibly
in lending a helping hand to this power project. And, while
anumber of challenges remain in bringing aboriginal com-
munities on board and in passing the environmental test,
these roadblocks appear more surmountable today than in
the past. All in all, despite encountering storm clouds since
the mid-1970s, the Lower Churchill development s day in
the sun may have finally arrived.

Derek Burleton, AVP & Senior Economist
416-982-2514

Priscila Kalevar, Economist
416-982-2555
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LOWER CHURCHILL RIVER HYDROELECTRICITY
DEVELOPMENT
The Project’s Day in the Sun May Have Finally Arrived

TD Economics’ March 2005 Special Report entitled
Electricity in Canada: Who Needs it? Who's Got It? fo-
cused on the supply-demand squeeze facing many of Cana-
da’s regional markets. In that report, we highlighted the
need to encourage conservation by increasing electricity
prices to better reflect costs of production. Still, in our
view, the solution to the squeeze could not rest on improved
demand-side management alone. In addition, scouting out
new sources of “clean” power would need to be an impor-
tant ingredient, not only to shore up stagnating or declin-
ing generation capacity in parts of Canada, but also to as-
sist in the nation’s goal of lowering greenhouse gas emis-
sions.

This study will shine the spotlight on one major sup-
ply-enhancing opportunity that is currently making waves
—namely, the potential for a hydroelectric development at
Lower Churchill in Newfoundland & Labrador. Although
anumber of barriers have scuttled hopes to develop Lower
Churchill in the past, these impediments are becoming in-
creasingly surmountable. Most importantly, Ontario and
Quebec, two nearby markets that have enjoyed adequate
supplies of power historically, are now eager to secure
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additional electricity sources. Add to that the renewed en-
thusiasm of the Newfoundland & Labrador government
in harnessing the economic potential of the Lower Church-
ill resource — along with the increased interest shown by
the federal government in supporting such an initiative —
and the likelihood that the project will go ahead has never
been greater.

Fourth largest hydro project in Canada

The Lower Churchill hydroelectric project comprises
both the proposed generation facilities at Gull Island and
Muskrat Falls and the associated transmission infrastruc-
ture. Gull Island is located 225 kilometres downstream
from an existing hydroelectric facility at Churchill Falls
and is envisaged to have a capacity of 2,000 MW and the
potential to produce 11.9 terawatt hours (TWh) of energy
annually (one terawatt hour = 1,000,000 megawatt hours).
Muskrat Falls is another 60 kilometres down the river,
with a smaller planned production capacity of 824 MW
and the potential to produce an average of 4.8 TWh annu-
ally. To put this in perspective, the total capacity at Lower
Churchill (2,824 MW) would represent about 4 per cent
of Canada’s current hydroelectric capacity of about 70,400
MW and rank as the fourth largest hydroelectric develop-
ment project in the country, after La Grande (15,000 MW),
Churchill Falls (5,428 MW), and the Manic complex
(5,000 MW). In short, while this hydroelectricity devel-
opment would be smaller than its counterpart in Churchill
Falls, it would still mark one of the largest of its kind in
Canadian history.
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On again, off again

The idea of developing the Lower Churchill hydro re-
source is not new. In fact, proposals to develop the area
have been floated around as far back as the early 1970s,
shortly after work on the Churchill Falls project began to
gear up. But, while the Churchill Falls development was
ultimately completed in 1974, Lower Churchill never
managed to get off the ground. Over the past three dec-
ades, there have been several efforts to kickstart the project.
And, each time, hopes have ended in disappointment —
most recently in 2002.

Unquestionably, the most important impediment that
has blocked the successful development of Lower Church-
ill has been its counterpart at Churchill Falls. As we ex-
plain in the text box on page 4, the Churchill Falls (Labra-
dor) Corporation Limited entered into a 65-year deal to
sell electricity to Hydro-Quebec at a rate that proved to be
leaps and bounds below the level which ultimately pre-
vailed in the market, yielding a windfall financial gain for

Lower Churchill River Hydroelectricity Development 2

Quebec. According to a study carried out by the Centre of
Spatial Economics, the low contract price has cost roughly
$1.2 billion in foregone economic activity, 6,000 jobs, and
about $200 million in lost government royalties.! For a

REAL PERSONAL DISPOSABLE INCOME PER
CAPITA
$
22,000 22,000
20,000 A - 20,000
Canada
18,000 - - 18,000
16,000 - 16,000
14,000 - 14,000
Nfld. & Labrador
12,000 4 - 12,000
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Source: Statistics Canada
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CANADA'S LARGEST HYDRO GENERATING STATIONS
Name of Generating Station Location Water Source Date Capacity
Commissioned MW
La Grande complex* Quebec La Grande Riviere 15,552
Robert-Bourassa 1979-81 5,616
(formerly called La Grande-2)
La Grande-3 1982-84 2,418
La Grande-4 1984-86 2,779
La Grande-2A 1991-92 2,106
La Grande-1 1994-95 1,436
Laforge-1 1993-94 878
Laforge-2 1996 319
Churchill Falls Labrador Churchill River 1971-74 5,428
Manic complex Quebec Manicouagan 5,044
Manic-2 1965 1,024
Manic-1 1966 184
Manic-5 1970 1,528
Manic-3 1975 1,244
Manic-5PA 1989 1,064
Stations on the Nelson River Manitoba Nelson River 3,925
Kelsey 1961 223
Kettle 1974 1,220
Jenpeg 1979 132
Long Spruce 1979 1,010
Limestone 1990 1,340
Gordon M. Shrum British Columbia Peace River 1968 2,730
Sir Adam Beck (SAB) complex Ontario Niagara River 2,174
SAB 1 1922 595
SAB 2 1954 1,405
SAB-PGS 1957 174
Bersimis Quebec Bersimis 1,970
Bersimis-1 1956 1125
Bersimis-2 1959 845
Aux Outardes Quebec Aux Outardes 1,926
Aux Outardes-3 1969 824
Aux Outardes-4 1969 630
Aux Outardes-2 1978 472
Revelstoke British Columbia Columbia River 1984 1,843
Mica British Columbia Columbia River 1973 1,736
Beauharnois Quebec St. Lawrence River 1932-61 1,658
R.H. Saunders Ontario St. Lawrence River 1958-59 1,016
Sainte-Marguerite Quebec Sainte-Marguerite 2003-04 882
Seven Mile British Columbia Pend d'Oreille River 1979-2003 804
Peace Canyon British Columbia Peace River 1980 694
* The more appropriate name for what is usually referred to as James Bay project.
Source: Hydro-Quebec, Manitoba Hydro, BC Hydro, Ontario Power Generation
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1969 Churchill Falls Contract Left its Mark on History

The Churchill Falls Hydroelectric facility in Labrador,
with a capacity of 5,428 megawatts (MW), is currently
the second largest power-producing development in
Canada after La Grande complex in Quebec. The de-
velopment accounts for just under one-tenth of Cana-
da’s current hydroelectric capacity.

A few key facts about the project:

» Churchill Falls was built during the period of 1967-74
at a cost of nearly $950 million (about $4.4 billion in
2004 dollars).

* From its inception, the project has been owned and
managed by Churchill Falls (Labrador) Corporation
Limited — or CF(L)Co — a separate and independent
company set up by the British Newfoundland Corpo-
ration Ltd. in 1958. The latter was a private company
formed by British investors in 1953 in order to de-
velop Newfoundland and Labrador’s water and min-
eral resources. In 1974, the Newfoundland & Labra-
dor government nationalized CF(L)Co. The company
is now owned by the Crown Corporation Newfound-
land and Labrador Hydro (NLH), which holds a 65.8-
per-cent equity share. The remaining interest of 34.2
per cent is held by Hydro-Quebec.

* Negotiations on the sale of power produced at
Churchill Falls started in 1963, well before the start
of construction, and continued until 1966, when Hy-
dro-Quebec signed a letter of intent with CF(L)Co.
The agreement removed a significant impediment to
the development of the project.

* The final power contract and financial arrangements
were not concluded until May 1969. Even then, the
effective date of the contract would not start until Sep-
tember 1, 1976.

* Initially, the term of the contract was for 40 years.
However, even before the signing of the contract, Hy-
dro-Quebec asked for a 25-year extension be added
to it at renewal, which CF(L)Co agreed to. This meant
that the deal would last until 2041.

» Under the contract, all of the power from Churchill
Falls would be sold to Hydro-Quebec, with the ex-
ception of 300 MW, which was reserved for New-
foundland & Labrador, and 225 MW allocated to the
Twin Falls Power Corporation Limited for use by the
two iron ore mines in Labrador. (The latter allocation
was to compensate for the closure of a hydro plant
owned by the Twin Falls company. The hydro plant,

which used to supply the power requirements of the
iron ore mining industry in Labrador, was mothballed
in 1974 as the water from the facility was diverted to
the Churchill Falls project. The Twin Falls company,
which still exists, owns the transmission facilities that
connect Churchill Falls to western Labrador. )

The price has raised a storm

In return for taking on the risk of guaranteeing a long-
term purchase arrangement, Hydro-Quebec fought for a
favourable price of power. The 1969 contract established
a periodically declining base price to be paid by Hydro-
Quebec for the Churchill Falls power. These base rates
were to be adjusted once the final capital costs were
known. The final adjusted prices declined every five
years from an inital price of 0.296 cents per kWh start-
ing in 1976 down to 0.272 kWh effective from 1991 to
2001, to 0.254 cents per kWh from 2001 to 2016, and
then to 0.200 cents for the final 25 year contract exten-
sion period from 2016 to 2041. Thus, not only was there
no inflation protection built in, but prices actually dropped
in nominal terms during the first 40 years of the contract.
The erosion in real terms would increase rapidly during
the oil price shocks of the early 1970s and 1980s, as
inflation was sent skyrocketing.

To get a better understanding of how Quebec has
benefitted from the Churchill Falls contract, compare the
contract prices to that of Quebec’s “heritage” pool of elec-
tricity (i.e., the wholesale price at which Hydro-Quebec
transfers its electricity to its distribution subsidiary.) This
pool, which is reserved for domestic customers and has
a maximum volume of 165 TWh, is priced at a rate of
2.79 cents per kWh, or about eleven times the acquisi-
tion cost. Even despite this huge markup, end-consum-
ers in Quebec continue to enjoy the second or third low-
est electricity rates in the country. This profit spread is
even more pronounced when the power purchased from
Labrador is exported outside of Quebec, instead of con-
sumed domestically. In 2003, Quebec realized an aver-
age price of 8.8 cents per kWh, or 35 times the price of
Churchill Falls power.

The government of Newfoundland & Labrador has
tried in vain to renegotiate the terms of the Churchill Falls
contract. In 1985, the Supreme Court found invalid the
legislation which would have revoked the water rights
granted to CF(L)Co, and in 1988, the Supreme Court
rejected Newfoundland’s 1976 request to recall additional
power.

Lower Churchill River Hydroelectricity Development
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province that has recorded a per-capita real personal in-
come some 20 per cent below the national average, this
development unsurprisingly left some deep and long-last-
ing scars amonyg its residents.

The million-dollar question that is often raised is how
Newfoundland & Labrador could have found itself in such
a predicament in the first place. One reason put forward is
that CF(L)Co felt pressure to reach a deal in light of the
fact that the company had already earmarked significant
amounts towards developing the site. Secondly, and per-
haps more importantly, it has long been argued from the
side of Newfoundland & Labradorians that Hydro-Que-
bec exacted the most from the contract because it recog-
nized the province’s dilemma — notably, that owing to the
location of the Churchill Falls development, the only po-
tentially viable option at the time was to transmit the power
across Quebec’s territory. According to Newfoundland &
Labrador, Quebec’s bargaining position was driven by “the
revenge of geography”, which relates to the dispute be-
tween the two provinces over the boundary of Labrador.
That dispute was settled in 1927, when England ruled on
the side of Newfoundland & Labrador. Still, Quebec felt
at that time that it could control the terms under which the
Labrador hydro resources could be developed.

In response, Quebec has argued that by taking on the
price and market risk implicit in a long-term deal, the prov-
ince was entitled to the full rewards. Indeed, nobody could
have predicted the take-off in energy prices, and accom-
panying surge in inflation, in 1973-74, since up until that
point, both the price of power and inflation had been low
and stable. What’s more, it was not clear at the time that
there would be a market for power in the United States.
But, while Quebec has refused to re-negotiate the 1969
contract — something that Newfoundland & Labrador has
deemed “unconscionable” — the province has since ad-
dressed some of Newfoundland & Labrador’s concerns in
two side deals, which we will discuss later.

Incidentally, the problem presented by Labrador’s ge-
ography could have been addressed, or at least mitigated,
had Ottawa exercised its federal authority in the same way
it did in the development of natural gas pipelines, the na-
tional railway and highways. In those cases, the federal
government has established a “right of way” across pro-
vincial territory in support of the national interest. But,
while the federal government offered to act as mediator in
the dispute in the 1980s — a request that was turned down

Lower Churchill River Hydroelectricity Development
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by Newfoundland & Labrador over concerns about bias
towards the interests of Quebecers — the right to build the
grid without Quebec’s approval was never granted. The
reasons behind the federal thinking on this issue become
clear on page 11.

In any event, the sour legacy of the 1969 Churchill Falls
contract was a factor that enormously complicated the
chances of arriving at any deal between Newfoundland &
Labrador and Quebec to develop Lower Churchill over
the subsequent three decades. Not only was trust between
the parties damaged, but negotiations over Lower Churchill
were usually tied in some shape or form to re-configuring
aspects of the 1969 contract. For example, during the dis-
cussions in the late 1970s, Quebec agreed to grant gener-
ous terms under a new Lower Churchill arrangement pro-
vided that Newfoundland & Labrador would give up any
right to challenge the 1969 contract. However, the prov-
ince’s Minister of Mines and Energy at the time — Brian
Peckford —refused to give up this right, and hence thwarted
the plan.2

1990s bring the two sides closer together

Still, the 1990s marked a step forward in breaking the
logjam over Lower Churchill. Building on some progress
made in the early part of the decade, the two parties reached
an ambitious framework agreement for negotiations in
March 1998 that encompassed four major elements:

* The enhancement of the existing Churchill Falls facil-
ity aimed at increasing its capacity by 1000 MW. This
expansion would involve a partial diversion of two riv-
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1998 deals provide N&L with new revenues

The 1998 negotiations managed to spawn two in-
dependent side deals that were signed by the parties
and then implemented. Notably, under the terms of
the 1969 contract, Newfoundland & Labrador was al-
located 300 MW of Churchill Falls power that would be
made available for use in Labrador conditional with a
three-year notice. Ina 1998 deal, rather than demand
the lengthy lead time, Hydro-Quebec agreed to trans-
fer the unused share of this power — about 130 MW at
the time — immediately. Better still, the power would
be bought by Newfoundland and Labrador Hydro at
the same low prices agreed to in the 1969 contract,
but then sold back immediately to Hydro-Quebec at a
more attractive price. The deal was renewable every
three years originally but when it was renewed for the
second time in March 2004, the term was extended to
five years. While the deal yielded $68.5 million to NLH
in the first three years and about $80 million in the first
renewal, the projected revenues from the 2004 renewal
were expected to reach $230 million.

The other side deal involved the stipulation that the
Churchill Falls facility make additional capacity avail-
able during the winter months, with Hydro-Quebec
agreeing to purchase the 682 MW of additional capac-
ity. The price for the capacity was $5/kW per year dur-
ing the first year of the deal but it would increase to
$50/kW per year by 2007-08. Thereafter, the price will
increase by 1 per cent per year until the deal expires in
2041, simultaneous with the 1969 Churchill Falls con-
tract. Given the NLH'’s 66 per cent share in the Churchill
Falls project, this deal is worth more than $1 billion.
Combined, these deals yielded significant additional
revenues and helped to ensure the financial viability of
CF(L)Co.

ers in Quebec — the Saint-Jean and Romaine — in order
to bring more water into the Smallwood Reservoir in
Labrador.

* The development of the Gull site on the Lower Church-
ill River, which would include the construction of eight
generators at a combined capacity of 2,284 MW.

e The construction of two transmission lines of 735 kV
each — one from Gull Island to Churchill Falls and an-
other from Gull Island into Quebec.

* Finally, a study of a transmission line to be built run-

Lower Churchill River Hydroelectricity Development 6

ning from Gull Island, across the Strait of Belle Isle, to
the island of Newfoundland. This would lay the ground-
work for 800 MW of power from Gull Island to be
reserved for use in the island of Newfoundland and
200 MW for Labrador.

While the Muskrat Falls site was not one of the core
ingredients in the proposal, Newfoundland and Labrador
Hydro and Hydro-Quebec agreed to jointly spend up to
$20 million to examine the feasibility of the project. At an
estimated capital cost of approximately $2 billion, the ad-
dition of Muskrat Falls would bring the total cost of the
March 1998 deal to $12 billion.

Unfortunately, this deal, too, never came to fruition.
The main stumbling block was the failure of the two par-
ties to reach a consensus on the particularly thorny issues
of price and marketing arrangements. Some observers also
cited concern over the timing of the project, citing the glut
of low-cost power that had been developing in both On-
tario and the United States. On a happier note, during the
negotiations, the provincial governments managed to ad-
dress some of Newfoundland & Labrador’s longstanding
concerns in the 1969 contract in two independent side deals
(see accompanying text box).

A scaled down version of the 1998 proposal — a $4-
billion, 2,000-MW hydroelectric development at the Gull
Island site — was contemplated by the two sides in 2002,
but ultimately met a similar fate, the draft was not final-
ized. Interestingly, the parties were able to get around the
price hurdle this time. Hydro-Quebec agreed to purchase
the power at 3.55 cents per kWh, along with an annual
price escalator and a guarantee that the amount could not
fall below 3.35 cents per kWh for the first 10 years. (The
details of this deal were not released publicly until 2004).
Nevertheless, opposition to the proposed arrangement in
Newfoundland & Labrador dealt the fatal blow. The main
conclusion of those who opposed the deal was that Que-
bec would have too much control over the project. The
2002 experience served up a reminder that some wounds
remained unhealed from three decades prior.

Lower Churchill Project — the time is right

Since taking office in 2003, Newfoundland & Labra-
dor Premier Danny Williams has placed the development
of Lower Churchill at the top end of his list of priorities.
But, while some may wonder why the Premier would be
interested in resuscitating a project that has fizzled in so
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many earlier attempts, a closer look at the dramatic shift
in the landscape — even since the last failure in 2002 —
provides a good explanation. Most importantly, market
conditions for hydroelectricity have brightened consider-
ably over the past few years, particularly following the
2003 power blackout and warnings issued by both the
Ontario and Quebec governments that their respective
provinces are confronting looming power shortages. The
extent of renewed enthusiasm in turning the vision of
Lower Churchill power into reality was evidenced earlier
this year by the considerable response to the provincial
government’s recent request for expressions of interest in
developing the project.

Wanted in Ontario: new sources of power

As was underscored in the TD Economics March 2005
report, Electricity in Canada: Who Needs 1t? Who's Got
1t?, the country’s most populous province — Ontario — is
facing enormous pressure to secure new supplies of clean
power. The provincial government, which initially planned
to close all five of its coal plants by the end of 2007, re-
cently announced that it would extend this deadline to early
2009. The sheer enormity of the task of taking the coal-
fired generators out of service is highlighted by the fact
that this source accounts for a huge one-quarter, or 7,580
MW, of total provincial generation capacity. The process
commenced in April 2005, with the closure of the Lakeview

ONTARIO: EXISTING INSTALLED GENERATION CAPACITY,
MARCH 2005
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Source: IESO, 18-Month Outlook, March 29, 2005

unit, which had a capacity of 1,140 MW. But, while other
power sources have been secured to take up the slack re-
sulting from that closure, the same cannot be said for the
remaining four units, which have a combined capacity of
6,420 MW.

As shown in the accompanying table, the steps taken
so far are still insufficient to close the 6,420-MW gap.
After considering the projects resulting from the two re-
quests for proposals for natural-gas-fired plants issued in
April and September 2004, the ongoing refurbishment of
Pickering A unit 1, and a possible — but still iffy — restart

ONTARIO’S COAL STATIONS AND STEPS TAKEN BY THE ONTARIO GOVERNMENT TO REPLACE THE
PLANNED COAL CAPACITY CLOSURES
In-Service Date Number of Units Capacity (MW)
Coal stations: Total 19 7,578
Lakeview 1962 4 1,140
Lambton 1969 4 1,975
Nanticoke 1972 8 3,938
Thunder Bay 1963, 1982 2 310
Atikokan 1985 1 215
Capacity gap to be filled after closing
Lakeview in April 2005: 6,438
Steps taken by the Ontario Government: Total 6,160
Request for proposals, April 2004 395
Request for proposals, September 2004 2,500
Repair of Pickering A, unit 1 515
Possible restart of Bruce A, units 1 and 2 1,500
Conawapa project with Manitoba 1,250
Remaining gap after the above steps 278
Source: Ontario Ministry of Energy, Ontario Power Generation
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is not made any easier by the cost over-runs that stemmed
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Source: Ministere des Ressources naturelles, de la Faune et des Parcs
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fired plants. Still, looking at alternative sources of power
— such as hydroelectricity and other renewables — would
move the government closer to keeping its election prom-
ise, while at the same time diversifying the energy supply
away from its heavy reliance on both coal and nuclear 1,000
generation. The closure of the coal-fired generators is ex-
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dance of low-cost hydro power, namely, Quebec. In a QUEBEC: VALUE OF ELECTRICITY TRADE WITH
document released in June 2004, the Quebec government o THE UNITED STATES
admitted publicly and unequivocally that it is approach- 1,200 one T CP 1,200
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term plan to develop new sources of supply at home, with Source: Statistics Canada
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particular emphasis on realizing the province’s own hy-
droelectric potential. Indeed, the province still has enough
undeveloped sources of hydroelectricity to more than dou-
ble its present generation capacity of just under 40,000
MW. There are currently five projects with a combined
installed capacity of 1,500 MW expected to come on stream
by 2008, and three more totaling 2,400 MW that could be
completed by 2015. As well, there are several potential
smaller water and wind power projects that are likely to
be constructed, providing yet another boost to the supply
side of the equation.

Happily, these efforts to raise generation capacity, com-
bined with some demand-side measures, are projected to
close much of the gap in supply as far as domestic needs
are concerned. Where the motivation for additional power
in Quebec arises, however, is on the external side. As we
noted above, the province’s historically-strong trade posi-
tion in electricity, which has been assisted in part by re-
exporting the power from Churchill Falls to the United
States, has been eroding in recent years. And, with the
Charest government championing the goal of turning Que-
bec into a powerhouse in the area of hydroelectricity, the
province will be looking for new ways to bolster its elec-
tricity supply position. Lower Churchill could assist in
achieving those ends.

New hydro power would benefit N&L

As is the case with Quebec, it would appear that New-
foundland & Labrador has more than enough supply ca-
pacity to cover its domestic requirements. The province
generates more than three times its consumption, exports
more than 70 per cent of its generation and does not rely
on imports. Yet, most of the Newfoundland & Labrador’s
output is committed to Quebec until 2041 under the 1969
contract. At the same time, there is no transmission inter-
connection with Labrador, leaving the island of Newfound-
land isolated. And, while the island is self-sufficient in
electricity — with lots of installed hydro capacity, supple-
mented by seasonal help from production at the Holyrood
oil-fired generation facility — prospects for continued rapid
economic growth in the province could lift demands for
electricity down the road.

Given that building a submarine cable between Labra-
dor and Newfoundland has been on the table in past dis-
cussions involving the development of Lower Churchill,
the provincial government has long recognized the poten-
tial benefits that could flow from such a link. In particu-

Lower Churchill River Hydroelectricity Development 9

NEWFOUNDLAND AND LABRADOR: ELECTRIC POWER
GENERATION CAPACITY, DECEMBER 2003
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Source: Government of Newfoundland and Labrador
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lar, a renewable source of energy could be tapped to meet
the growing needs on the island and potentially displace
power generated by the burning of more expensive and
less-environmentally-friendly fossil fuel. Moreover, it
could facilitate the operations of large industrial projects.

It is important to note that with hundreds of undersea
connections already built around the world, the use of this
technology is already well developed. In Canada, there
are two submarine cables underneath the Northumberland
Strait, which link the power resource of New Brunswick
with consumers in PEL. And, at a length of about 40 kilo-
metres, a submarine cable required to cross the Strait of
Belle Isle to Newfoundland would be considered on the
short end of projects around the world. Still, the fact that
it is a well-developed technology does not mean that it

June 16, 2005




www.td.com/economics

Ve

CHURCHILL
FALLS

TWIN
FALLS

ol »

Aflantic
Ocean
Muskrat Falls
oy, - —=
oy, . =
-
J

HYDRO

New Churchill River
Developments Plus
Potential Transmission Lines
Previously Studied

LEGEND

Proposed HVAC Transmission Lines
BN N B .

O
=

Proposed HVYDC Transmission Line
Proposed Generating Stations
Proposed Terminal Stations
— Existing Transmission Lines
o Existing Generating Stations

Existing Terminal Stations

MONTAGNAIS

Quebec

Gulf of
St. Lawrence

4

4 P

Port aux Basques

Source: Government of Newfoundland & Labrador

will be immediately competitive with other options.
Moreover, the logical markets for such a route would not
be Ontario nor Quebec, but the island of Newfoundland,
the Maritimes, and possibly New England and New York.

Federal appetite grows for east-west development

As we discussed earlier, the federal government has
not been a big player in electricity development projects

Lower Churchill River Hydroelectricity Development 10

in Canada, primarily because electricity is under the pur-
view of provincial governments. Still, the government has
always had the option of exercising special powers — in-
cluding a right of way — in areas that it deems to be of
national interest. It has, however, elected not to exercise
those powers in the case of electricity. This has damp-
ened any hope of constructing an east-west power grid in
Canada. And, given where Labrador is situated, a feder-
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ally-granted right of way would allow for Lower Church-
ill to be developed even in the absence of Quebec’s in-
volvement in the project.

Why has the federal government remained on the side-
lines? While fears of political fallout in Quebec may have
been an important factor in staying the federal hand from
invoking its right of way power across the province, an
even bigger factor has been more economic in nature. In
particular, the price tag attached to a new east-west grid
was high and the offsetting benefits marginal. That was
the major conclusion of a 1967 federal committee report
on long distance transmission. And, although the report
also recommended that the government take steps to pro-
mote stronger regional ties — which could ultimately lead
to a national power grid — the combination of increasing
access to U.S. markets and lower costs of trade with neigh-
bouring jurisdictions Stateside took pressure off the fed-
eral government to spearhead the construction of such a
pan-Canadian network.

Recently, however, the idea of building an east-west
power grid has regained some momentum as a result of a
number of developments over the past few years:

» The power blackout sideswiping Ontario and eight U.S.
states in August 2003, which was largely caused by
failures Stateside related to transmission and adher-
ence to industry policies, has put into the spotlight the
need for a made-in-Canada solution.

*  With Ontario and Quebec —accounting for roughly two-
thirds of electoral seats —in need of new power sources,
electricity development has quickly become a national
issue.

* The federal fiscal position has greatly improved, leav-
ing the government with additional resources to invest
in priorities.

* The recent coming into effect of the Kyoto Accord has
cast the spotlight on the need for Canada to begin to
make significant strides in meeting its targets for cuts
in greenhouse gas emissions. Hydroelectricity devel-
opment could support the nation in meeting those com-
mitments, although the potential role of this energy
source within the Kyoto framework is not well under-
stood (see text box on next page).

The February 2005 federal budget, and April 2005
Kyoto Plan, provided hard evidence of the federal gov-
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ernment’s increased interest in financially backing hydro-
electricity infrastructure development. In Budget 2005,
the government allocated $5 billion for environmental
measures over the next five years, and in the Kyoto Plan
released last April, this amount was increased to $10 bil-
lion to cover the period until 2012. Both measures include
a $1-billion Climate Fund that could be used for electric-
ity transmission lines and other big-ticket projects. It also
includes a Partnership Fund, with an initial capital of $250
million that could grow to up to $2-3 billion over the next
decade, which could be used for sharing the costs of
“green” energy projects between the federal government
and the provinces and territories. At the same time, how-
ever, both the budget plan and the Kyoto plan are short on
details on how the money will actually be spent. What is
clear, however, is that even if the full Climate and Partner-
ship Funds were allocated to an east-west power grid, it
would likely cover only a part of the overall cost, suggest-
ing that the federal government’s involvement in the na-
tional power grid would be limited, at least initially. The
government could opt to increase funding for this purpose
in future budgets.

Mirroring the change in federal attitudes, the Quebec
government also appears to be warming up to the idea of
an east-west power grid, saying that it would participate
in the grid under certain conditions. First, Quebec needs
to be compensated for the use of the transmission network
it has built and developed using its own financial resources.
And, second, the province wants assurances that it would
be part of the talks. Those conditions appear to be reason-
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Canada and the Kyoto Accord — An Update

» The Kyoto Protocol became legally binding on Feb-
ruary 16, 2005. Although a total of 149 countries,
both developed and developing, signed on to the
treaty by ratification, accession, acceptance or ap-
proval, the Protocol is legally binding only on 34 de-
veloped countries that ratified it. ~ Under that ac-
cord, those 34 countries agreed collectively to re-
duce their emissions of six greenhouse gases by at
least 5 per cent below 1990 levels during the period
2008-2012.

» Canada agreed to an ambitious cut of 6 per cent.
Since Canada’s emissions in 1990 amounted to 596
megatonnes (MT) of carbon dioxide equivalents, that
meant that by 2008-2012, Canada’s emissions
should not exceed 560 MT. By 2003, the country’s
emissions had grown to about 739 MT. Therefore,

CANADA'S KYOTO PLEDGE: GREENHOUSE GAS EMISSIONS
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the pledge of Canada is now tantamount to a cut of
24 per cent below recent levels.

* In April 2005, Canada released its latest plan to
achieve its Kyoto target, building on the plans put
forward in 2000 and 2002. Among others, the new
plan includes measures for industries that are largely
responsible for the emissions and also for individual
participation through an enhanced “One-Tonne Chal-
lenge” program. It also includes measures already
announced in the federal budget for 2005 such as
the Climate Fund and the Partnership Fund.

+ Canada had worked in the past to be given Kyoto
credits for its exports of clean energy such as hydro-
electricity and natural gas. However, it has not been
successful so far. In the last Protocol meeting held
in Argentina in December 2004, Canada withdrew
its request that the matter be considered in the next
commitment period for the Kyoto Accord post-2012.
One stumbling block to Canada’s request was a ba-
sic accounting principle in the Accord where emis-
sions are accounted for where they arise. It appears
that Canada’s request cannot be accommodated
without re-writing the Kyoto rules.

°

Canada will host the 11" meeting of the parties that
established the Kyoto Protocol. The meeting, techni-
cally known as COP-11, will be held in Montreal from
November 28 to December 9, 2005. It will be held in
conjunction with the first of the so-called “Meeting of
the Parties”, a group which will set the goals for the
second commitment period that will start after 2012.
Canada hopes to spearhead the efforts to produce a
more inclusive agreement by bringing back the par-
ticipation of the United States and including develop-
ing nations such as China and India.

The United States, which accounts for nearly a quar-
ter of the global fossil fuel-related carbon dioxide emis-
sions, withdrew from the Kyoto process in 2001 citing
concerns about the economic costs of implementing
the treaty and the exemptions of developing countries.
Nonetheless, even if the government has decided
against the treaty, many individual U.S. states are
adopting or planning to adopt emissions cuts in keep-
ing with the sprit of the protocol. Many businesses are
also active and keen to join the emission trading
schemes and markets opening up.

able. Finance Minister Ralph Goodale has said that he
would not force Quebec to accept a national grid, but he
hoped — through negotiations and discussions and fund-
ing set aside for such projects — to persuade the province
to join in.

Quebec’s more receptive attitude of late towards the
transmission of power through its territory probably stems

Lower Churchill River Hydroelectricity Development 12

in part from the changes in the electricity marketplace in
the United States. Since the mid-90s, the U.S. Federal
Energy Regulatory Commission (FERC) has required reci-
procity rights from exporting entities to the United States.
Entities that export electricity to the United States must
provide open non-discriminatory access to their own trans-
mission lines. For example, if the Lower Churchill re-
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source were developed and there would be a buyer in the
United States, then, under the FERC reciprocity require-
ment, Hydro-Quebec should allow the use of its transmis-
sion wires for wheeling the Labrador power to the U.S.
customer, if Hydro-Quebec wants to have continued ac-
cess to the U.S. market.

There’s no doubt that funding out of the public treas-
ury of an east-west power grid remains controversial. Most
importantly, public subsidies of this magnitude can take a
heavy toll on the treasury without generating significant
offsetting private and social benefits. An extensive cost-
benefit analysis of such a major development, however, is
beyond the scope of this study. Not only are costs diffi-
cult to pinpoint, so too are the benefits flowing from in-
creased electricity production and trade, a more secure
domestic electricity supply, and potential reductions in
greenhouse gas emissions.

First Nations must be part of the process

While the focus has largely been on the inability of
Quebec and Newfoundland & Labrador to reach a deal on
Lower Churchill, the assertion of rights by aboriginal com-
munities to the area is also an important consideration in
recent years. The Labrador Innu, Labrador Metis and Innu
peoples of Quebec have all claimed aboriginal rights and
title to land in Labrador, including that in the proposed
development area. Only the land claim of the Innu from
Labrador has been accepted for negotiation by the gov-
ernments of Canada and Newfoundland & Labrador.

Amid these tall challenges, however, there is a silver
lining. Notably, governments appear to have got the mes-
sage from past experience — particularly from March 1998
— that aboriginal communities will need to be involved in
the process right from the outset if there is any hope of
achieving success. In addition to demanding a piece of
the economic pie that would result from the Lower Church-
ill project, aboriginal peoples may seek for redress from
the existing Churchill Falls development which has not
compensated them for the economic losses that they suf-
fered. But, while it is unlikely that the 1969 contract will
be reopened, it is possible to make side deals — as those
reached in the failed March 1998 framework agreement —
to address these outstanding issues.

Environmental impacts less with Lower Churchill

A selling feature of the proposed Lower Churchill hy-
droelectric project is the opportunities that it offers in terms
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of lowering greenhouse gas emissions. Still, this is only
one aspect of the environment, and the overall impact
would need to be assessed before development proceeded.
For one, with any large-scale hydroelectric project, there
is always a concern that the construction of dams needed
to generate the power would dislocate the local communi-
ties that live along the route. In addition, dams can have a
negative impact on ecosystems both upstream and down-
stream, which in turn can harm aquatic plants and the ani-
mal species that depend on them. And, although the out-
put from a hydroelectric unit is “clean”, some studies have
shown that dams and their associated reservoirs also emit
incremental bits of greenhouse gases such as carbon diox-
ide.

While some of these concerns may still be valid with
respect to the Lower Churchill development, other char-
acteristics of the project will indeed work in its favour.
For one, there are no communities located along the path
of the project, so displacement worries do not exist in this
case. Second, it is in a temperate and boreal climate, which
indicates that the emissions from the reservoirs would be
considerably less than those located in tropical regions.
And, lastly, the Lower Churchill project will be a run-of-
the-river development, which would result in relatively
little flooding.

Project’s economic and fiscal benefits substantial

If these ongoing challenges to Lower Churchill devel-
opment are overcome — and the likelihood that this will
occur has never been greater — then the project has the
potential to deliver enormous economic benefits not only
to residents of Newfoundland & Labrador but also to other
Canadians. Most generally, a reliable and abundant sup-
ply of power has been, and always will be, a key driver of
Canadians’ living standards. And, to the extent that hy-
droelectric power flowing from Lower Churchill can sup-
ply markets that are facing the prospect of power short-
ages down the road — notably Ontario — this would pro-
vide a boost to the nation’s long-term growth rate, not to
mention government coffers.

Still, there is little doubt that the region that would ben-
efit the most from developing Lower Churchill would be
Newfoundland & Labrador. That being said, coming up
with precise measures of the economic and fiscal benefits
is made virtually impossible at this stage, as the configu-
ration of the project, and the price the power will be sold
at, remain big question marks. Still, this has not stopped
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the Newfoundland & Labrador government from taking a
stab at it, predicting that the Gull Island project alone would
generate directly and indirectly 17,000 person years of em-
ployment over the six-year construction period.* Given that
a person year is equivalent to one person working full-
time at an occupation for one year, that would translate
into 2,800 jobs per year on an annual average basis, and
has the potential to bring down the province’s unemploy-
ment rate by about one percentage point over the period.
A similar analysis that was conducted at the time of the
1998 proposal estimated the same number of jobs and a
positive impact on Canadian GDP of about 0.5 per cent
cumulatively over the 6-year construction period.’

In addition to uncertainties related to the size of the
project, the share of the benefits that would accrue to the
residents of Newfoundland & Labrador vis-a-vis other re-
gions is also a wild card. That would depend largely on
what share of labour and capital is supplied locally. While
the large pool of available labour in the province would
suggest that a sizeable proportion of the human-capital
needs could be met in-province, much of the capital re-
quirements would almost certainly need to be imported
from markets such as Quebec.

It is also important to keep in mind that these benefits
are largely construction-related, which would be one-time
in nature. Over the long run, the direct benefits that would
be enjoyed would be primarily through increases in gov-
ernment revenues in Newfoundland & Labrador. And,
while it is too early to even take a wild guess of what the
fiscal benefit to Newfoundland & Labrador (net of equali-
zation clawback) from the project would be, given that
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the province would likely only enter into a deal with gen-
erous terms, the revenues generated would be significant.
The higher revenue profile would lend a major helping
hand to the provincial government in tackling its fiscal
challenges.

Call for proposals generates a wave of interest

In January 2005, the Williams government issued a
request for expressions of interest and proposals in the
development of the Lower Churchill hydro resource. Not
surprisingly, the terms of the request mirrored earlier vi-
sions of the project, with development of Gull Island, at a
combined generation and transmission direct capital cost
of $2.2 billion (in 2004 dollars), at its heart. Moreover,
the direct capital cost of Muskrat Falls would be an addi-
tional $1.1 billion, including transmission infrastructure,
while the government is looking for a possible link to the
Island at an estimated direct capital cost of about $1.5 bil-
lion. Thus, the total direct capital cost of all of these ele-
ments could reach $5 billion. Still, with few requirements,
the government has left considerable scope for creativity
in coming up with development proposals.

The process for reaching a development arrangement
could take as long as 18-24 months from the January launch
of the call for expressions of interest. First, a committee
composed of representatives from the provincial govern-
ment and Newfoundland and Labrador Hydro (NLH) will
make an initial assessment of all the proposals received.
Out of those proposals, a short list will be generated. Suc-
cessful proponents would then enter into an agreement to
conduct a feasibility study of the proposal with the gov-

PROVINCIAL GOVERNMENT DEBT BURDEN IN 2004-2005
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ernment and NLH, which could take up to six months.
Next, the proponent(s) of the most viable and attractive
development concept(s) will be selected, and they may be
invited to enter into a letter of intent for negotiation of
commercial principles. Successful negotiations will lead
to an execution of a Memorandum of Understanding
(MOU). Lastly, the negotiations of a detailed commercial
arrangement would take place, and a deal would then be
finalized.

At the time of writing, the March 31, 2005 deadline
had expired, and the government announced that it had
received a total of 25 proposals. Based on a preliminary
review, up to 10 were considered comprehensive. While
details of all the expressions of interest have been kept
under wraps for the time being, there is one proposal that
managed to make the headlines — notably, a group consist-
ing of the Ontario government, Hydro-Quebec and the en-
gineering construction firm SNC-Lavalin Inc issued a press
release recently announcing a joint bid (see text box). Per-
haps most interesting, the participation of Hydro-Quebec
in the submission shows that, notwithstanding the several
failed attempts, the utility remains interested in partici-
pating in the Lower Churchill development. Furthermore,
Hydro-Quebec’s participation in this bid would ensure that
the right-of-way issue would not be a factor in the nego-
tiations. Moreover, the partnership of the three govern-
ments raises the potential to lower the costs associated
with transmitting power over long distances. This is be-
cause the full amount of Lower Churchill power could be
transmitted to Quebec, while Ontario’s share could be pro-
vided from power produced in Quebec.

Private sector’s role to vary across proposals

The Ontario-Quebec-SNC Lavalin proposal applies a
model of public-private-partnership (P3) that has been
commonly used in the past for electricity infrastructure
development. Given the fact that most electricity sectors
across the country — including those in Ontario and Que-
bec —remain the domain of provincially-owned crown cor-
porations, governments have taken a lead role in the fi-
nancing and operations of projects. At the same time, how-
ever, this has not stopped the public entities from con-
tracting out services to private-sector engineering and con-
struction firms — such as SNC-Lavalin — in order to take
advantage of expertise in the area.

While this more traditional type of P3 model might
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Ontario, Quebec and SNC-Lavalin Band Together

The expression of interest submitted by the On-
tario government, Hydro-Quebec, and SNC-Lavalin
offers two different options:

First option:

* Ontario and Quebec would create a joint venture

company to fund the development of the Lower
Churchill.

* Ontario would own one-third of the company and
Quebec would own two-thirds.

* The joint venture company would lease the sites
from Newfoundland & Labrador for 50 years.

»  SNC-Lavalin would be responsible for the engineer-
ing, procurement and construction contracts for the
generation and transmission facilities, as well as
for the preparation and documentation of the re-
quired environmental impact statement.

Second option:

* Newfoundland & Labrador would finance and build
Lower Churchill facilities.

* Ontario and Hydro-Quebec would buy the power,
with Ontario getting 945 MW (one third of the out-
put) and Quebec buying the rest.

Both options include a proposal to build a new 1,250
MW interconnection between Ontario and Quebec,
which could be in service by the summer of 2009. Until
the Gull Island project is ready, Hydro-Quebec is pre-
pared to supply Ontario with 670 MW of power, equiva-
lent to Ontario’s share in the Gull Island resource. The
Quebec power is expected to come from its Eastmain
1-A Rupert Diversion project, where construction is
scheduled to start in the summer of 2006, for a likely
completion date of 2011.

Source: Hydro-Quebec, Ontario Ministry of Energy Press
Releases, March 30, 2005

still be the dominant structure among the list of proposals,
others may contain more sophisticated arrangements, in-
cluding those where the private sector takes on a more
active role in both financing and operating the project. In
general, projects that are somewhat smaller in scope (i.e.,
encompass only an element of the Lower Churchill devel-
opment being considered), and backed by large multina-
tional companies, would be more conducive to this height-
ened degree of private-sector participation.
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One distinct advantage in allowing the private sector
to carry out the borrowing within a P3 framework is that
Canada’s provincial governments — Newfoundland & Lab-
rador, Quebec and Ontario among them — are facing sig-
nificant debt-loads and pressures to spend in a plethora of
areas. And, while there is a compelling argument that gov-
ernments can borrow at a lower rate and do not strive for a
profit, this oversimplies the cost issue, since it does not
factor in the opportunity cost of not earmarking the public
funds for other purposes such as health care or education.
Moreover, it must also be considered that a degree of risk
is transfered from taxpayers to the private sector for that
additional compensation, and that projects often can be
carried out by the private operator more quickly and on
budget. Still, this does not imply that private-sector financ-
ing is always the best route to go — the structure of each
proposal has to be assessed on its own merits.

Conclusion

With Ontario and Quebec thirsty for new power, and
with Canada now starting to step up its efforts to lower
greenhouse gas emissions, market conditions are highly
supportive of a new hydroelectric project at Lower Church-
ill River in Labrador. And, recently, the federal govern-
ment has shown an increased desire to put its financial
weight behind the establishment of an east-west power
grid, and hence, possibly in lending a helping hand behind
the development of Lower Churchill power. And, while a
number of challenges remain in bringing aboriginal com-
munities on board and in passing the environmental test,
these roadblocks appear more surmountable today than in
recent decades. All in all, despite encountering storm
clouds in the past, the Lower Churchill development s day
in the sun may have finally arrived.

Derek Burleton, AVP & Senior Economist
416-982-2514

Priscila Kalevar, Economist
416-982-2555

The information contained in this report has been prepared for the information of our customers by TD Bank Financial Group. The information has been drawn from sources believed to be
reliable, but the accuracy or completeness of the information is not guaranteed, nor in providing it does TD Bank Financial Group assume any responsibility or liability.
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