BORDEN
LADNER
GERVAIS

Borden Ladner Gervais LLP
Lawyers * Patent & Trade-mark Agents
) World Exchange Plaza
. . . 100 Queen Street, Suite 1
By electronic filing and by e-mail ® Ottawa ON K1P 1138
tel.: (613) 237-5160 fax: (613) 230-8842
www.blgcanada.com

VINCENT J. DEROSE
direct tel.: (613) 787-3589
August 31, 2010 - e-mail: vderose@blgcanada.com

Kirsten Walli

Board Secretary

Ontario Energy Board
P.O. Box 2319

27" floor

2300 Yonge Street
Toronto, ON M4P 1E4

Dear Ms Walli,

Ontario Power Generation Inc. (“OPG”)
2011-2012 Payment Amounts Application
Board File No.:  EB-2010-0008

Our File No.: 339583-000064

Please find attached the evidence of Bruce Sharp from Aegent Energy Advisors Inc.
(“Aegent”), which is being filed on behalf of Canadian Manufacturers & Exporters

("CME")'

nceht J. DeRose

VID\slc

enclosures

c. Barbara Reuber (OPG)
EB-2010-0008 Intervenors
Paul Clipsham

OTTO1\4175865\1

Montréal Ottawa Toronto Vancouver

Calgary



EB-2010-0008

IN THE MATTER OF the Ontario Energy Board Act,
1998, S.0. 1998, c. 15, Schedule B;

AND IN THE MATTER OF an Application by Ontario
Power Generation Inc. pursuant to section 78.1 of the
Ontario Energy Board Act, 1998 for an order or orders
determining payment amounts for the output of certain of
its generating facilities.

EVIDENCE OF BRUCE SHARP
FROM AEGENT ENERGY ADVISORS INC. (“AEGENT”)

ON BEHALF OF |
CANADIAN MANUFACTURERS & EXPORTERS (“CME”)

August 31, 2010

Peter C. P. Thompson, Q.C.
Vincent J. DeRose

Borden Ladner Gervais LLP
World Exchange Plaza

100 Queen Street

Suite 1100

Ottawa ON K1P 1J9

Telephone (613) 237-5160
Facsimile (613) 230-8842
Counsel for CME



INDEX

TAB #

Evidence of Bruce Sharp from Aegent Energy Advisors Inc. (“Aegent”), August 2010

Attachments

Aegent Report of March 2010

Curriculum Vitae of Bruce Sharp of Aegent

Tables

Table 1a - FIT (prices)
Table 1b - FIT (capacity additions)
Table 1c ~ FIT (energy, added costs)

Table 2 — RESOP (remaining)

Table 3 — Renewables (other)

Table 4 - Bruce Power (existing)

Table 5 — Bruce Power (new)

Table 6 - OPG

Table 7 — Natural Gas

Table 8 — NUGs

Table 9 - CDM

© 00N O dh i IWwiN

Table 10a — Transmission -
Table 10b — Transmission (GEA, major)
Table 10c ~ Transmission (GEA, other)

-
o

Table 11 - Distribution (non-GEA)

-—
-—

Table 12 - Distribution (GEA)

N
N




Aegent

ENERGY ADVISORS INC.

Ontario Electricity Total Bill Inpact Analysis
August 2010 to July 2015

About Aegent Energy Advisors

Aegent Energy Advisors Inc. (“Aegent”) is a consulting company providing independent, objective advice to large energy
buyers on all aspects of their electricity and natural gas procurement. Aegent specializes in helping buyers to reduce
commaodity cost, manage commodity price risk, and optimize utility contracts.

More on Aegent can be found at www.aegent.ca.

Background

With all of the changes the Ontario electricity industry is undergoing, it is clear there will be future cost increases and
resulting customer impacts. Related to the Ontario Energy Board (“OEB”) process for considering Hydro One Networks
Inc.’s (“Hydro One”) application for transmission rate increases for 2011 and 2012 (EB-2010-0002), Canadian Manufacturers
and Exporters (“CME") commissioned Aegent to develop a total bill impact analysis of increases over the next five years.
CME has concluded that this total bill impact analysis is also relevant to Ontario Power Generation Inc.’s (‘OPG”) application
for payment amounts for 2011 and 2012 (EB-2010-0008). In this regard, CME takes the position that the total bill impact of
any specific utility rate application the OEB considers cannot be evaluated by simply considering utility-specific changes to
line items in the electricity bill and holding everything else constant. Rather, there is a need to consider the total bill impact
of what a particular utility is proposing in conjunction with everything else in the electricity bill that is simultaneously
changing. It is within this context that CME files this evidence.

CME asked Aegent to provide this analysis because Aegent has experience in estimating total bill impacts of this nature. An
example of this type of analysis was released by Aegent in March 2010 in a report. A copy of this is attached at Tab A.

This document provides a discussion of the method Aegent has applied and the results of the analysis. These materials
have been prepared by Mr. Bruce Sharp of Aegent. Mr. Sharp, whose curriculum vitae is attached at Tab B, will testify to
support this analysis.

The information upon which this analysis is based includes information published by the Ontario Power Authority (‘OPA”),
the Independent Electricity System Operator (“lESQO”), Ontario electricity distributors, and rate case filings with the OEB
made by Hydro One and OPG. Almost all of these entities, except some of the electricity distributors, are owned by the
Government of Ontario, and all are entities over which the OEB exercises regulatory authority.

Aegent does not have access to the five (5) year Business Plans of these entities. Accordingly, where necessary, this
analysis provides Aegent's estimates, based on assumptions that it considers to be reasonable and conservative, of the
electricity price implications of the five (5) year Business Plans of these entities that will have an influence on elements of
the electricity bill. Aegent readily acknowledges that entities such as the OEB or the Ministry of Energy and Infrastructure
(“MEI” or the Ministry of Energy), with an ability to access the five (5) year Business Plans of the OPA, IESO, Hydro One,
OPG and other transmitters and distributors the OEB regulates, are in a position to provide any information that is needed to
better align Aegent’s estimates with the contents of those five (5) year Business Plans.

It is possible that the OEB and/or the MEI have already prepared total bill impact reports of the type presented in this
analysis. If they are conducting total bill impact studies, then the results of those studies or reports should be made public.
They are urgently needed by manufacturers and other consumers for business planning purposes.
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Time Period Covered

This analysis assumes that there will be no lag in the bill impact of utility cost increases for a particular year for which the
OEB sets prospective test period rates. Cost increases derived from information on file with the OEB are assumed to have
an effect on the bill in each particular year for which those costs are either forecast or estimated to be incurred. For other
cost increases, including those linked to procurements by the OPA, the analysis assumes that there will be a lag between
the contracting commitments made by the OPA and the total bill impact of those procurement arrangements. The analysis
assumes that commitments made between August of one year and July of the ensuing year will affect electricity bills in that
ensuing year, so that costs reflected in OPA publications pertaining to the period August 2010 to July 2011 will be reflected
in the analysis for the year 2011. Procurement commitments made by the OPA in the period between August 2011 and July
2012 will be reflected in the analysis for the year 2012. The same method is applied to estimate cost increases for 2013,
2014, and for early 2015.

Cost Increase Elements

The following cost increase elements, shown with the residential bill areas they fall under, were evaluated:

. cost increase element bill area table
Feed-In-Tariff (FIT) Electricity (Provincial Benefit) 1a,1b, 1c
Renewable Energy Standard Offer Program (RESOP) Electricity (Provincial Benefit) 2
Renewables (other) Electricity (Provincial Benefit) 3
Bruce Power (existing) Electricity (Provincial Benefit) 4
Bruce Power (new) Electricity (Provincial Benefit) 5
OPG Electricity (Provincial Benefit) 6
Natural Gas Electricity (Provincial Benefit) 7
Non-Utility Generators (NUGSs) Electricity (Provincial Benefit) 8
Conservation and Demand Management (CDM) Electricity (Provincial Benefit) 9
Transmission Delivery or Regulatory | 10a,10b,10c
Distribution (non-Green Energy Act) Delivery 11
Distribution (Green Energy Act) Delivery or Regulatory 12

Excluded Cost Increase Elements - Already in Effect
The following cost increase elements have already come into effect for residential consumers:

a) Two-tier RPP rate increase - This increase came into effect May 1, 2010. For consumers using 800 kWh per
month, this increase amounted to $ 7.10/MWh (12 month impact).

b) TOU RPP increase - This has affected some residential consumers, with most to follow. The cost increase is in
the order of § 4/MWh.

¢) Special Purpose Charge - Effective May 1, 2010 many or most local distribution companies began collecting this
from customers. The rate/increase is $ 0.38/MWh.

d) HST - Introduction of the Harmonized Sales Tax on July 1, 2010 resulted in the sales tax on electricity increasing
from 5 % to 13 % -- a residential bill impact. The additional 8 % adds about $ 9/MWh to an approximate, previous
GST-exclusive residential unit rate of about $ 115/MWh.

The total of items a) to ¢) is about $ 11.50/MWh (no HST) or $ 13/MWh with HST. In combination with item d), the total bill
impact of the items already in effect is about § 22/MWh. This is an increase of about 18% from a previous GST- inclusive

AEGENT ENERGY ADVISORS INC.
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unit price of about $ 120/MWh. Increases included in this analysis are additive, though there is some overlap with these
excluded items (in the order of § 3/MWh). ¢

Excluded Cost Increase Elements — Other
The following elements were not included in the analysis as they have non-uniform and/or uncertain impacts:

a) Industrial “time-of use” rates ~ This concerns the reallocation of Global Adjustment / Provincial Benefit costs, from a
postage-stamp basis to one determined by coincident peak demands.

b) Coincident peak allocation of future transmission costs - Similar to the Global Adjustment/Provincial Benefit
reallocation noted above, the same could occur with transmission. Even with transmission rates rising rapidly,
there are less total dollars involved and so if this occurs the ultimate (into 2015) increase would likely be less than $

0.50/MWh,

¢) IESO Smart Grid investment — These costs may arise in the future but as of this date the IESO has not identified
any significant related costs in its most recent Business Plan (2010 - 2012).

d) Ancillary services - The integration of a huge amount of new generation will most likely lead to significant operating
challenges, which in turn will result in increased ancillary services (including operating reserve and regulation
service) costs.

General Methodology
The following general methodology was used in analyzing each cost increase element:

a) Calculate cost in reference time period prior to first increase period, if applicable ($ million)

b) Calculate cumulative cost in forecast periods ($ million)

¢) Cumulative increase for each forecast period is value or value less reference period value (§ million)

d) Use IESO total annual energy consumption forecast (and escalated) values (TWh)

e) Calculate cumulative unit cost increase values ($/MWh)

f) Increases will manifest themselves through increases to the Global Adjustment/Provincial Benefit, transmission
distribution and possibly regulatory charges.

Methodology Details

The following methodologies were used in analyzing groups of or individual cost increase elements:

FIT, RESOP, Renewables (other), Bruce Power (new)

For each period, subtract reference spot price from contract price to arrive at premium over spot price in $MWh
Estimate MW quantities added each period

Calculate cumulative MW quantities to end of each period

Use capacity factors and 8,760 hours in year to arrive at cumulative MWh to the end of each period

Cumulative $, to end of period = cumulative MWh, to end of period x $/MWh

Cumulative increase § = cumulative $ (all “new” so no reference required to prior to Aug10)

Bruce Power (existing)

For each period, subtract reference spot price from contract price to arrive at premium over spot price in $/MWh
Use current, uniform MW quantity in each period

Apply capacity factors and 8,760 hours in year to arrive at cumulative MWh in each period

Cumulative $ to end of each period = cumulative MWh x $/MWh

Cumulative increase $, to end of each period = cumulative $, in each period less cumulatvve $, prior to Aug10

AEGENT ENERGY ADVISORS INC.
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OPG, NUGs

Subtract reference spot price from contract price to arrive at premium over spot price in $MWh
Use annual TWh quantities for each period

Calculate premium-over-spot $ in period = $/MWh x MWh

Increase $ to end of period = premium-over-spot $ in period less same, prior to Aug10

Natural Gas

Estimate MW quantities added each period

Calculate cumulative MW quantities to end of each period
Estimate contingent support payment rates ($/MW/year)
Cumulative $ to end of each period = cumulative MW x $/MW/year
Cumulative increase $ = cumulative $

(@]
o
=

Estimate expenditures in each period
Cumulative increase $, to end of each period = cumulative $, to end of period less cumulative $, prior to Aug10

Transmission

o Determine / estimate Rates Revenue Requirement in reference and each forecast period
o Cumulative increase $, to end of each period = cumulative $, to end of period less cumulative $, prior to Aug10

Distribution (non-GEA)

o Use 2009 total Ontario LDC distribution revenue (OEB's 2009 Yearbook of Electricity Distributors)
o Estimate annual increase percentages

o Calculate increased annual revenues

e Cumulative increase $, to end of each period = revenue, each period less revenue, 2010

Distribution (GEA)

¢ Use Hydro One Distribution Green Energy Act data to extrapolate total Green Energy Act investment by all Ontario
LDCs

o Determine / estimate Rates Revenue Requirement in reference and each forecast period

e Cumulative increase $, to end of each period = cumulative $, to end of period less cumulative $, prior to Aug10

Commodity Price Assumptions

For this analysis we define the total commodity price for electricity as being comprised of the spot price of electricity and the
Global Adjustment (the “GA”). By spot price we generally refer to the arithmetic average price of electricity, also referred to
as the Hourly Ontario Energy Price (‘HOEP"). The GA is also referred to as the Provincial Benefit on local distribution
company (“LDC”) - served customers’ electricity bills).

AEGENT ENERGY ADVISORS INC.
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HOEP-GA Interaction

There is a clear interaction between the spot price of electricity and the GA. When spot prices fall, the GA rises and vice
versa. This occurs because the government and its agencies have entered into electricity supply arrangements that cover
off a very large majority of Ontario electricity supply requirements. The majority of these contracts included fixed prices
(some with escalators). With the huge amount of contracted generation coming in to service over the next five years,
virtually no new supply will be un-contracted and so this interaction will become even stronger.

The dynamic is more complex than that but for the purposes of this analysis we assume that the combination of HOEP and
the GA are generally fixed. This means that a lower spot price is offset by a correspondingly higher GA and vice versa.

Uniform Forecast of HOEP

We also assume that HOEP is fixed during the forecast period. This simplifies the analysis related to most of the
generation-related elements, by taking away the need to forecast and incorporate HOEP and the GA for each year

analyzed. Even if different HOEP forecast values were used for each period, HOEP-GA interaction assumption would have
an offsetting impact, resulting in the same reference total commodity price and rendering varying annual HOEP values moot.

Reference Spot Market Prices

Based on the monthly behavior of HOEP and the GA over the last six to twelve months, we estimate the current, total
commodity price to be approximately $ 65/MWh, comprised of HOEP at $ 38/MWh and the GA at $ 27/MWh. For most of
the new generation sources with fixed-price contracts, we assume they will be paid $ 38/MWh from the spot market and then
be “made whole” through payments funded through the GA. Solar and NUG projects are the exception - as they produce
energy during higher-priced daylight and on-peak hours. We assume they will be paid $ 48/MWh from the spot market, with
the remainder funded through the GA.

Other Assumptions

This analysis includes a number of assumptions. Some relate to forecast years beyond test periods documented in OEB
rate cases; in those cases we assumed similar and/or moderate increases in future years. In all cases we have tried to be
reasonable and err on the side of being conservative, i.e. the low side.

One major assumption of note is the amount of FIT generation that will come into service during the forecast period. For our
analysis, we assume a total of 10,500 MW of FIT generation will come online by July 2015. This is comprised of 8,000 MW
of FIT applications received by the OPA as of April 2010 and 2,500 MW of Samsung wind and solar projects.

Incremental Surplus from New Generation

Using near-term IESO forecasts and similar escalation rates, we estimate that annual Ontario energy consumption will grow
by 6.2 TWh between 2010 and 2015. By 2015, the new generation (FIT, remaining RESOP, other renewable, new Bruce
Power) identified in this analysis will produce an approximate 41 TWh (259 + 1.4 +1.5 + 12.0) of incremental annual
energy.

Generation that will or could be retired or otherwise out of service in the next few years includes coal (10 TWh in 2009) and
nuclear (OPG's Pickering B: 2,160 MW at a capacity factor of 85% ~ 16 TWh), for a total of about 26 TWh. Not included in
this number is the inevitable contribution of energy from incremental natural gas generation, required for system operability
and other purposes.

AEGENT ENERGY ADVISORS INC.
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That leaves an incremental surplus of at least 15 TWh. Possible consequences of this surplus include:

a) Displacement of OPG's unregulated generation

b) Displacement of Bruce Power or renewable output, both with possible take-or-pay implications
¢) Significantly increased surplus base load generation

d) Significantly increased (and subsidized) exports

Concerning the potential for renewable-related take-or-pay or curtailment events, if just 10% or 2.9 TWh of new renewable
energy output by 2015 had to be dispatched off and still paid the above-market premium (an average of over $ 140/MWh),

the impact would be § 406 million. It should be noted however that in the context of this analysis this would not be additional
as the above-market cost is already accounted for.

Results
Throughout the analysis we have used nominal (i.e. non-constant) dollars.

Cumulative Increase, Total Dollars ($ million)

The cumulative total dollar increase from 2011 to early 2015 is $ 7.739 billion. The cumulative dollar increase for each
element and in total, on a year-by-year basis, is shown below:

element 2011 2012 2013 2014 early 2015
Feed-In-Tariff (FIT) $ 481 | $ 963 |$ 1444 | % 2646 | $ 3,848
Renewable Energy Standard Offer Program (RESOP) | $ - |8 110 $ 220 $ 330 | $ 330
Renewables (other) $ k] 718 36|% 66 (% 96
Bruce Power (existing) $ 141§ 291% 43 (% 58|$ 74
Bruce Power (new) $ - $ 377 1% 404 | % 443 | $ 461
OPG $ 234 | % 304 | $ 166 $ 166 | $ 237
Natural Gas $ 57 1% 861% 111 $ 111§ 192
Non-Utility Generators (NUGSs) $ 941$ 197 $ 158 | $ 258 | $ 170
Conservation and Demand Management (CDM) $ 105 $ 187 | $ 226 | $ 265 $ 267
Transmission $ 189 | $ 299 | § 505 $ 7041 $ 1,012
Distribution (non-Green Energy Act) $ 80|% 163 | $ 206 % 249 $ 293
Distribution (Green Energy Act) $ 156 | $ 310 $ 465 $ 615 % 759
total $ 1,411 § 3,032 |$% 3,986 | $ 5911 | $ 7,739

Annual Energy

The following Ontario total annual energy consumption values were used. The 2011 value is the IESO’s most recent
weather-normalized forecast. We used the same energy quantity for 2012 - 2015 as we believe that increased conservation
and demand management efforts will offset load growth that would otherwise take place.

for 2011 2012 2013 2014 2015

Ontario annual energy, TWh 142.9 142.9 1429 1429 142.9

AEGENT ENERGY ADVISORS INC.
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Cumulative Increase, Unit Cost, ($/MWh) -

The cumulative unit cost increase from 2011 to early 2015 is $ 54.15/MWh (no HST) and $ 61.19/MWh with HST. The
GST/HST-exclusive cumulative increases for each element and in total, on a year-by-year basis, are shown below:

element 2011 2012 2013 2014 early 2015

Feed-In-Tariff (FIT) $ 337(% 6.74 | $ 1011 | $ 1852 | $ 26.93
Renewable Energy Standard Offer Program (RESOP) |$ . - |8 077 ($ 154 $ 231§ 2.31
Renewables (other) $ - |9 005]$ 025($ 046 | $ 0.67
Bruce Power (existing) $ 0.10]$ 020§ 030($ 0411$ 0.52
Bruce Power (new) $ - |$ 264 | $ 283|$ 310 % 3.22
OPG $ 1638 213($ 1161 $ 116 [ $ 1.66
Natural Gas $ 040($ 060|$ 0781$% 078 | $ 1.35
Non-Utility Generators (NUGs) $ 066|$ 138 (8% 11118 180 $ 1.19
Conservation and Demand Management (CDM) $ 073 % 1318 158|$ 185 % 1.87
Transmission $ 132 $ 209 $% 353|$% 4921 % 7.08
Distribution (non-Green Energy Act) $ 056 | $ 11418 144 1% 174 1$ 2.05
Distribution (Green Energy Act) $ 1.09 | $ 217 1% 3261 $ 430 ($ 5.31
total $ 9.87 | § 2122 ($ 2790 | $ 4136 | $ 54.15

Unit Cost Impacts

Non-Residential

Unit costs can vary greatly, depending on load characteristics and LDC rates.

Based on the forecast total unit cost increase and depending on the reference unit cost, by early 2015, non-residential
consumers would see their total unit cost rise by 47% - 64% (over the increase already experienced in 2010). This is
equivalent to an average, annual, compounded increase of 8.0% - 10.4% (again, over the increase already experienced in

2010).

The table below shows the unit cost impacts for August 2010 reference unit costs ranging from $ 85/MWh to $ 115/MWh.
This range has been selected as being representative of the total bill unit cost that small to large manufacturers currently
pay. Note that all unit rates shown in the table below exclude GST/HST.

c;r:rl.:aa::e $ 987|$ 2122($ 2790|$ 4136|$ 54.15 % increase, Aug10 - Jul15

August2010[ 2011 2012 2013 2014 | early2015 | toal | 2Verageannual
(compounded)

$ 8500($ 9487|$ 10622|$% 11290|$ 126.36[$ 139.15 63.7% 10.4%

$ 9000($ 9987 |$ 11122|$ 11790($ 13136([$ 144.15 60.2% 9.9%

$ 9500($ 10487|$ 11622|$ 12290|$ 136.36[$ 149.15 57.0% 9.4%

$ 10000($ 10987 |$ 12122|$ 12790($ 14136|$ 154.15 54.2% 9.0%

$ 105.00($ 11487|$ 12622|$% 13290|$ 14636|$ 159.15 51.6% 8.7%

$ 11000($ 11987 |$ 13122|$ 13790|$ 151.36|$ 164.15 49.2% 8.3%

$ 11500|$ 12487 |$ 13622|$ 14290|$ 156.36[$ 169.15 471% 8.0%

AEGENT ENERGY ADVISORS INC.
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Residential

This metric is included in this analysis as it is one the board is familiar with and regularly applies. Unit costs can vary
greatly, depending on LDC rates.

Based on the forecast total unit cost increase and depending on the reference unit cost, by early 2015, residential
consumers would see their total unit cost rise by 38% - 47% (over the significant increase already experienced in 2010).
This is equivalent to an average, annual, compounded increase of 6.7 - 8.0% (again, over the significant increase already
experienced in 2010).

The table below shows the unit cost impacts for August 2010, HST-inclusive reference unit costs ranging from $ 130/MWh to
$ 160/MWh. ,

cumulatve| noHST |$§ 987 |$ 2122($ 2790($ 41.36|$ 54.15 )
increase | WIhHST |§ 11.15|8 2397]§ 3152|§ 4674 |5 6Ti9| ~nerease,Augl0-Juls
: with HST otal average annual
August2010 2011 2012 2013 2014 |early2015 (compounded)
$130.00 $ 14115(8% 15397 $ 16152 |$ 176.74 [ $ 191.19| 47.1% 8.0%
$135.00 $ 146.15|$% 15897 |$ 16652 |$ 181.74 | $ 196.19| 45.3% 78%
$140.00 $ 15115($% 16397 [$ 17152 $ 186.74 [ $ 201.19| 43.7% 7.5%
$145.00 $ 156.15|$ 16897 |$ 17652 |$ 191.74 | $ 206.19| 42.2% 7.3%
$150.00 $ 16115[$ 17397 ($ 18152 |$ 19674 |$ 211.19| 40.8% 71%
$155.00 $ 166.15|$ 17897 |$ 18652 |$ 201.74 | $ 216.19| 39.5% 6.9%
$160.00 $ 17115( % 18397 ($ 19152 |$ 206.74 | $ 221.19| 382% 6.7%
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e The Ontario Government's recently announced green levy
or tax of $4/year for a typical residential consumer is only
a small part of the total electricity bill increase that will

4 occur by the end of 2011. '
o By the end of 2011, green levy, smart meter, generation .
and HST-related increases will cause the typical Subscribe to Aegent
residential bill to rise by 26% or $304. Update

* Residential consumers moving to the Smart Meter
Regulated Price Plan will see their costs rise by $50/year.

* Pending generation cost increases will cause the typical
residential bill to rise by $30/year, and future generation
cost Increases will cause a further increase of $122/year.

e Combined with near-term cost increases, the HST will add
$98/year to the typical residential bill
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On March 20, the Ontario Government announced a green levy Sample » : Privacy Policy
or tax on electricity that will take effect soon. The levy is intended .
to help cover the gavernment's conservation and green energy
program. The cost to a typical residential electricity consumer is '
only $4 per year and yet many are up in arms over it. The
problem is this cost is only a small portion of what consumers will
see over the next eighteen or so months - the tip of an
approaching iceberg.

Above the Water Line

Although It has drawn a lot of attention in the press, the new $4
levy for a typical residential consumer with modest, annual
consumption of 10,000 kWh is relatively minor. The charge is
based on a total annual callection of about $54 million. Spread
across all Ontario users, it works out to about 0.04 cents/kWh.
This cost increase is Insignificant compared to other, less-obvious
increases, some pending and others expected in the future. .

Ontarlo Power Generation (OPG) has announced an application
for a 9.8% Increase (about 0.5 cents/kWh) on the rates pald for its
regulated generation, which represents about 47% of Ontario
consumption. In the past, OPG has not received Its full requested
increase. If this time around they were 1o receive say 2/3 or about
0.3 cents/kWh of the increass, the residential bill impact would be
0.15 cents/kWh or $15/year.

Also pending is the Harmonized Sales Tax (HST) that will take
effect July- 1, 2010. It will add 8% or $92 1o a current typical
residential bill, The HST will also have the compound effect of
adding 8% to all other cost increases that are Incurred down the
road. The HST is a fiscal policy, not an energy policy, but
consumers will see that as a distinction without a difference when
their energy bill arrives in August.

http://www.aegent.ca/newsletters/BewareThelceberg.html ’ 8/26/2010
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Below the Water Line - Smart Meters

In May 2008, the Oritario Government set targets for the number
of consumers on time-of-use rates under the Regulated Price
Plan (RPP). This plan is also commonly referred to as the Smart
Meter RPP. As of the end of 2009, Ontario utilities had installed
about 3.4 million smart meters and about 350,000 residential
consumers were on smart meter rates. By the summer of 2010, 1
million consumers are to pay these rates while by June 2011, the
target is 3.6 million consumers.

Unfortunately, there are cost impacts with the Smarn Meter RPP,

Typical residential consumers will see a cost increase when
moving from the conventional RPP rates to the new Smart Meter.
RPP, because of a difference in how the rates allocate costs. The
conventional RPP rate charges a lower energy cost to smaller
volume users, something that tends to benefit residential
consumers because they are subsidized by commercial or
institutional users (whose use is greater). When they move to
Smart Meter RPP rates, these customers will pay for energy
based on time of use, and will no longer get a small volume
discount rate. Resldentlal consumers will see a cost increase of
0.38 cents/kWh or $38/year from the loss of this small volume
discount that was imbedded in the conventional RPP rate.

The second Smart Meter cost impact is the assumed load profile
used to set the Smart Meter RPP prices - currently 9.3, 8.0 and
4.4 cents/kWh for the on-, mid- and off-peak periods. Ostensibly,
the OEB set these rates to recover the same average revenue -
used in setting the conventional meter rates, In so doing, the OEB
identified two ditterent load profiles - one for a typical Smart Meter
RPP consumer and one for those with conventional or energy
meters. If not on the RPP, the latter group would be charged for
electricity based on an assumed load profile; namely, their utility's
Net System Load Shape or NSL.S. Close examination of Toronto
Hydro's 2009 NSLS, however, indicates that if that collective
group switched to Smart Meter RPP rates, they would pay 6.34
cents/kWh. The additional cost of 0.12 cents/kkWh equates to
$12/year for a typical residential consumer.

(Once all RPP consumers have moved to the Smart Meter RPP,
revenues will reach an equilibrium state and the 0.12 centkWh or
$12/year increase should disappear.)

Individual consumers who move to the Smart Meter RPP may in
fact see an energy cost decrease based on their energy use
profile. Our comments here address the overall impact on the
average residential users,

The total impact of the Smart Meter increases is therefore 0.50
cents/kWh or $50/year for a typical residential consumer,

Below the Water Line - Pending Generation Cost Increases

A number of factors have caused the actual costs underlying the
Regulated Price Plans to be higher than anticipated. General
RPP rates will therefore rise to cover these higher actual costs
and the unfavourable variance that has accumulated since
November 2008. The new rates that take effect May 1 will be
announced in mid-April. Aegent's current estimate for the RPP
Increase Is 0.30 - 0,40 cents/kWh. Choosing the lower value, the
Increase for a typical residential consumer is $30/year.

It's worth noting that the RPP rate increases could be higher,

http://www.aegent.ca/newsletters/BewareThelceberg. html
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depending on the extent to which the OEB anticipates future cost
Increases and Includes them in the rates established for May 1.

ek s

Below the Water Line - Near-term, Future Generation Cost
M Increases

£ A

¥

A number of generation plants are coming online, under a variety
of Ontario Power Authority programs. All piants will be paid .
above-market rates or receive other supporting payments. The
estimated cost impacts are shown in the table that follows.

S S—

:

. |tesuling”}

: © | estmated | gV per; A df. ocost” |'$iyearfor
Sy | generaton | conbract: {1,000 Jncrease; |residertal
- ype  |cost¢kWh| added | and 2013 | gAWH | consumer
: idtural gas{ 676,000/

: fred ! e N &
“niciear | 7 1 046 [ 1800 E74

TAAET
REBOP - | pricing, as:
_wing | belowy | 022 | 300 | oor | 7

s [da3ery] oat | s | wte. | e

FIT-soiar| 443 0.38 600 049 | 49

T 7,600
FIT-wind| 141 | o022 |esmaed)| 033 | 33
total $1.07 | $107

Notes and Assumptions:

1. increases calculated relative to base spot price ot 4.0
cents/kWh

2. costs spread across Ontarlo total annual consumption of
141 TWh

3. natural gas-fired: Clean Energy, Combined Heat and
Power; cost is conservative Deemed Dispatch Payment

4. nuclear capacity factor of 85%

5. RESOP is Renewable Energy Standard Offer Program,

precursor to Feed-In-Tariff program (FIT); majority of

RESOP projects assumed to be paid FIT prices

wind assumed to be 90% onshore, 10% offshore with

combined capacity factor of 31%

7. wind assumed to require natural gas fired back-up and
enabling wires investments

8. solar assumed to be ground-mounted and less than 10
MW, capacity factor of 15%

o

As noted earlier, some of these cost increases could affect the
new RPP rates that will take effect on May 1, 2010,

Summary of Cost Increases

Aegent's analysis indicates that by the end of 2011, a typical
residential consumer could see a total cost increase of 3.04
cents/kWh or $304/year In their electricity bill. This represents a
26% increase over their current total cost of electricity. The
components of the increass are:

http://www .aegent.ca/newsletters/BewareThelceberg. html 8/26/2010
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SUb-Hofal, Increases in.iext 9
moptis 132 182
near-term; iire .OPG. ) 016 S
near-term; other Jture-genieration | 1T
costincregses ' 107 497
tofelIncrease o end o 2011 | 304 | $304
Looking Ahead

In a future article, look for Asgent to discuss a cost increase
wildcard: largely-fixed costs such as transmission and distribution
and how Ontario’s recent step-change drop in total consumption
could cause associated unit cost increases. We'll also discuss
how conservation may generate lower savings than expected and
how non-conserving entities will see their total elsctricity costs
rise as they shoulder more of the fixed-cost burden.

Ontario's Green Energy Act: A Major Shift Read more»
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BRUCE SHARP, P, Eng.

~ SUMMARY

Bruce is Aegent Energy Advisor's senior resource in electricity consulting. Bruce holds a Bachelor of
Applied Science degree in Mechanical Engineering from the University of Waterloo and has 23 years of
experience in the energy business. Bruce is a professional engineer and a Chartered Industrial Gas

Consultant,

Prior to joining Aegent, and as principal of his own company, Bruce provided independent advice to
medium- and large-volume consumers of electricity and to small generators, on purchasing power and
operating in the new Ontarlo market, As Manager, Power Products and Services with Engage Energy, he
was actively involved in the design, sale, and delivery of client products and services targeted at the
commodity segment of the electricity business. Bruce's professional experience also includes work at -
Ontario Hydro as an industrial energy advisor and at The Consumers' Gas Company Limited working with
industrial and commercial customers.

Bruce has been a repeat speaker at industry conferences on the topic of practical power procurement
strategies, and copies of these presentations are available on Aegent's web site. Bruce has been widely
quoted in the press for his insightful analysis of the economic implications of government energy policy

-decisions.

PROFESSIONAL EXPERIENCE
2002 - Present Aegent Energy Advisors Inc.

Senior Consultant
2001-2002 Sharp Energy Advice
Principal
1998 - 2001 Engage Energy Canada, L.P. / Encore Energy Solutions, L.P.

Manager, Power Products & Services

- 1995-1997 The Consumers' Gas Company Limited

Manager, Industrial Product Marketing
Industrial Utilization Consultant

1987 - 1993 Ontario Hydro
Industrial Energy Advisor
Assistant Engineer, Hydraulic Generation -
Engineering Traines, Hydraulic Generation
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