
\

INIS-mf—9612

NOTES FOR REMARKS

TO

23RD ANNUAL INTERNATIONAL CONFERENCE
CANADIAN NUCLEAR ASSOCIATION

BY

R.F. Brooks

Vice-Chairman
National Energy Board

Montreal
June 14, 1983



\

THE TASK AHEAD
A CANADIAN FEDERAL REGULATOR'S PERSPECTIVE

By any standard our exports of electricity are big

business. We export about 10 percent of our production to bring

in revenues of over $1 billion a year. The members of the Canadian

Nuclear Association are understandably interested in the possibility

of the CANDU reactor participating in this market to revive our

flagging nuclear industry. I have been asked to review this sit-

uation from the regulator's point of view. In making this review

I intend to discuss briefly the current situation regarding elec-

tricity exports, the market for electricity in the United States

and the responsibilities of the National Energy Board in licensing

exports.

About 80 percent of our current exports are interruptible

or economy energy which displace production using higher cost fuels

in the United States. Low incremental cost hydro or coal-fired

generation in Canada displaces oil-fired generation in US utilities.

Prices are set to enable the selling and purchasing utilities to

share the saving on fuel and to pay any intervening utilities for

wheeling the energy. During low load periods in the past few

years Ontario Hydro has exported nuclear energy as economy energy.

Thus the sale of unit participation power from Point Lepreau,

while the first sale from dedicated nuclear power, did not rep-

resent the beginning of Canada's nuclear energy exports.

These increased economy energy exchanges are a major

factor in all of the regions of the North American Electric

Reliability Council (NERC). Most regions have, or are testing,

brokerage systems to make the best use of the 650,000 MW of
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generation available in North America, As the chairman of MERC

commented in the 1982 Annual P.eport:

"Today, utilities are transferring large quantities of economy

energy day in and day out, to areas where fuel costs are higher.

In many cases these transfers are loading the network at, or near,

the maximum, safe limits a large part of the time - sometimes even

continuously. It is a credit to the strength of the networks and

to the utility system operators who coordinate the use of them

that these transfers have been handled in such a reliable manner."

The economics of these economy energy exports is highly

favourable. Only incremental costs are involved because the

associated generating plants have been built to meet the loads in

the utilities' own service areas. For Canadian utilities we have

estimated profits of up to 39 mills per kW.h on surplus hydro

energy costing only a few mills per kW.h;for sales of surplus coal-

produced energy there have been profits of over 20 mills per kW.h.

You might wonder why I have brought in these figures. The reason

is that when we start to talk about firm exports from dedicated

plants we are not starting from scratch; we are talking about

additions to an already very profitable business and about firm

sales that might displace existing economy sales unless transmission

constraints are removed.

Canada does make some firm exports at the present time.

However, these are usually short-term firm power sales to meet

temporary shortfalls in capacity for periods of up to a couple

of years. These sales also tend to be very profitable as the



\

~ 3 - '

costs to the Canadian utility are the marginal operating costs

while the sale price is usually higher than that for economy

energy. While on this topic it should be noted that the firm

sale from Pt. Lepreau is actually viewed by the US utilities as

oil displacement energy because they are in a capacity surplus

situation at present.

Now I will discuss the market opportunities in the future

as we see them. The oil displacement market will continue to be

very important. Based on the NERC forecast of 1982, the total

oil displacement market accessible to Canada, about half of this

total being in New York and New England, will decline from 113 billion

kW.h in 1983 to 80 billion in 1988 and then increase to 87 billion

kW.h in 1991. While there may be increasing competition from the

coal burning areas of the United States, there will remain a strong

market for any surplus hydro from Canada,recoqnizina that Ont;-Hydro nay

face stiffer competition for its coal- produced energy. You will

recall that the proposed Ontario Hydro sale to replace Three Mile

Island power was finally lost to coal burning utilities closer to

the GPU service area. Particularly as Hydro-Quebec increases its

transmission capability to the United States some of the available

Canadian surpluses will displace some coal-fired generation in the

United States at lower prices than oil-fired generation.

What is the market for firm power likely to be? This

is more difficult to forecast because it is not yet clear how

much of the reduction in electricity consumption is due to the

economic situation and how much is due to conservation. The

economically linked consumption can be expected to rebound but the
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conservation is likely to be permanent. In 19-77 NERC forecast the summer

peak demand for the contiguous U.S. at about 650,000 MW, By 1982 this

had been reduced to about 480,000 MV7 and the forecast growth rate had

been reduced from 5.7 percent per year to 3.0. Based on the 1982

forecast there will be a reserve capacity of 169,000 MW or 30

percent in 1991. However, this reserve includes 47,000 MW of coal-

fired capacity not yet under construction. Load forecasts may

be reduced further as 3 percent load growth seems high in relation

to current economic forecasts but it seems probable that US utilities

will be planning new capacity additions for the early 1990's. The

opportunity therefore exists for Canadian utilities to meet some

of the firm power needs of US utilities in the 1990*s.

This firm power could come from generating capacity built

specifically for export and the economics would be quite different

from the economy energy which makes up most of our exports today.

Not only incremental costs but fixed charges on capital must be

taken into account. The price US utilities are willing to pay

will be somewhat less than their least cost alternative. Trans-

mission costs from the Canadian source to the US market area

would have to be allowed for in the pricing arrangement. The

only participation power contracts at present are those for the

sale of power from Coleson Cove and Pt. Lepreau in New Brunswick.

In 1982 the average price of the energy from Coleson Cove was

70 mills per kW.h and we estimate that about 5 to 10 percent of

that was profit. The Point Lepreau Unit 1 export started
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only a few months ago and is more difficult to analyze but based

only on Pt. Lepreau plant costs, the profit on the sale price of

about 70 mills per kW.h is estimated to be about the same as for

Coleson Cove. It is clear that, in contrast to economy energy

sales, Canadian costs are much higher and profits much smaller,

There are a number of firm export proposals under dis-

cussion in various stages. Obviously, in the end, some of these

will turn out to be more practical than others. These proposals

include: -

1. Bay of Fundy Tidal Power with export of excess power

and energy to New England up to 3000 MW.

2. Gull Island. The 1700 MW Gull Island plant would

be developed in Labrador and surplus firm capacity exported to

New York and New England.

3. Lepreau II. A second 6"0 MW unit would be developed

at Lepreau with blocks of power dedicated to New England utilities

for 20 to 30 years.

4. Hydro-Quebec generation advancement. The Quebec

Government announced that it was willing to develop hydroelectric

sites in Quebec in advance of its own need and sell firm power for

periods of up to 15 years. (The Board has before it now an application

for licences for major additional exports from Hydro-Quebec's existing

system.)

5. Manitoba Hydro, in addition to the MANDAN project

which would be a summer/winter diversity exchange with Nebraska.

Manitoba Hydro has been discussing possible firm power sales from

advanced Nelson River plants to the Western Area Power Administration

(US) and to utilities in Wisconsin.
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6. Fording Coal. Fording Coal and TransAlta in

Alberta have proposed a 2000 MW coal-fired plant near Red

Deer to be dedicated for 25-year sales to US utilities.

Some of these proposals have been under study for many

years but progress has been slow, particularly in recent times.

Finally, I would like to turn to the role that the

National Energy Board plays in licensing firm power exports.

The National Power Policy was announced in Parliament

by the Hon. Mitchell Sharp in 1963 and it has stood up remarkably

well for twenty years. One of the items the policy emphasizes

is "the strengthening of our balance of payments position through

the export of power surplus to our own needs." Further, in

dealing with exports, the policy includes a general aim of

"encouraging power exports and interconnections between Canadian

and United States power systems where such induce early development

of Canadian power resources." In describing more specifically

the types of export that the Government is willing to approve

on the recommendation of the National Energy Board, the policy
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states that it would be in the national interest, in suitable

cases, to license the export of large blocks of firm power to

United States utilities to permit the development of large-scale

hydro or other power projects which would not be viable unless

supported by the export for long periods of a significant pro-

portion of the power generated. The recent statement by

Mr. Marc Lalonde, when he was Minister of Energy, Mines and

Resources, may be taken as confirmation that the Government

regards tne proposed development of Point Lepreau II as falling

within the scope of this policy. I would like to quote from

page 67 of the National Energy Program - Update 1982, in which

Mr. Lalonde stated:

" (The Government of Canada) would be prepared to

consider some form of support for future nuclear

plants, even if - initially, at least - they are

built to serve the export market. In the case of a

possible Lepreau II plant, the Government of Canada

is prepared at this time to work with the New

Brunswick Power Corporation and to provide immediate

financial support to pursue an arrangement with US

utilities that would allow Lepreau II to be built

in the immediate future.11

I believe the present Minister, Mr, Chrétien, shares these views.
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Turning now to specifics, the Board is required by the

Act to determine that the proposed export is surplus to reasonably

foreseeable Canadian requirements and that the price is just and

reasonable in the public interest, A plant constructed for export

would be surplus to Canadian requirements and the Board usually

requests letters from adjacent utilities to confirm that they

have no need for power planned to be exported.

The project would have to be demonstrated to be in

the Canadian public interest. One of the ways of demonstrating

this is by means of a social cost benefit analysis - which is more

fully described in the recent NEB Reasons for Decision in the

Omnibus Gas Export Hearing. The regional economic impact would

also be examined. The Board would also look at the broader,

less easily quantifiable aspects in relation to US/Canada

relations, quality and reliability of the markets, risk analysis

and sharing of the risk and undoubtedly other matters.

The price question would generally be examined by

considering the Board's three price tests to determine that the

price

(i) recovers all appropriate Canadian costs,

(ii) is not less than the price for equivalent

service to Canadians,

(iii) does not result in a price in the export

market area that is materially less than the

least cost alternative in that saune market

area.
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It should be remembered, however, that these tests are

guidelines and not regulations. The social cost benefit analysis

and Canadian public interest assessment could override the rigid

application of the three price tests.

Further to the mandatory requirements under the Act,

the Board would need copies of any export contracts. We do not

see how any utility could start construction of a generating

station for export without having a signed contract. From the

Board's point of view these contracts would be necessary to con-

firm pricing arrangements and the term of the export.

Environmental questions would be important in dealing

with any nuclear plant dedicated to export» The Atomic Energy

Control Board would be the agency responsible for licensing the

plant itself and we would hope that they would hold public

hearings on any project. It would be the responsibility of the

sponsor to include, in its economic analysis, any indirect costs

to the community of any possible environmental effects. The

Board has two responsibilities. The first is to satisfy itself

that the production of any power for export would not cause

pollution in excess of the limits set by those agencies with

primary responsibility. Secondly, the Board would examine the

anticipated benefits from the export of the power in relation to

the costs of any likely adverse enviromental impact on the community.

Some people have raised the question of "Decisions in

Principle" to avoid placing the heavy financial burden on applicants
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of proceeding to the end of a long and costly hearing only to have

the application denied on an issue which the applicant might con-

sider could have been determined in principle much earlier in

the.process. This subject is very complex from the legal point of

viewy it is still evolving and I can only touch on it lightly

here and then only from a personal point of view.

I believe that the Board would be very reluctant to

answer a hypothetical question and can only make a decision within

the framework of a specific application. The Board has frequently

used the phased approach and could, if appropriate, render a

decision at the end of a phase, as it did in the Omnibus Gas

Hearing. However, the Board is unlikely, on current thinking, to

give a decision in principle at the end of a phase. What it would

be more likely to do is either stop the hearing after a particular

phase or give the green light to proceed to the next step.

Finally, should the application be complete before

the Board starts the first phase of a public hearing? In my opinion

this would depend on circumstances. The Board exists to serve the

Canadian public interest rather than to apply rigid legal procedures

regardless of the circumstances. If an applicant were to make a

sound case for starting a particular phase, which was complete in

itself, pending the filing of deficiencies for a later phase, the

Board would be prepared to consider such a request. However, the

Board is not sympathetic to the awarding of a fishing licence to

hunt for a market at a later c'ate.
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Another topic raised in the past has been the idea of

guaranteeing firm exports by international treaty on the grounds

that this would reassure foreign purchasers and" enable sales to

be made more easily. Recently the NEB Act has been

changed to give the Board specific powers to terminate or change

export licences for oil and gas but not for electric power.

This different treatment of electric power shows, I believe, that

the Government has no intention of interfering with firm exports

of electricity, once licensed. In my opinion, a treaty would give

little protection beyond that existing already.

I hope that this outline of our current export situation,

the prospects for the future, and the Eoard's approach to firm

export licences, will help you in looking at nnclear export

oossibilities.


