May 15, 2012

HOUSE OF ASSEMBLY PROCEEDINGS

MR. SPEAKER: The hon. the Minister of Natural Resources.
SOME HON. MEMBERS: Hear, hear!
MR. KENNEDY: Thank you, Mr. Speaker.
I had indicated last week that during the Budget debate I would have three opportunities to speak
for twenty minutes at a time and I was going to use those timeframes to speak about Muskrat
Falls.
I spoke last week about the need for power. Tonight I am going to speak about options and
alternatives, and next week, Mr. Speaker, if I get a chance to speak again, I will talk about the
effect of Muskrat Falls on electricity rates. I will talk about environmental economic benefits,
debt, cost overruns, and things like that.
Mr. Speaker, last week I prefaced my comments with the two basic questions: Do we need the
power? If so, what is the best way to deal with the issue for the need for power? What is the
lowest cost option?
Mr. Speaker, in terms of the options, what are the options once we determine we need power?
One is to develop Muskrat Falls for the Labrador-Island link; that is the interconnected option.
The second is to refurbish Holyrood with a combination of small hydro and wind which would be
referred to as the Isolated Island option; to develop Gull Island; to use natural gas. Number five,
Mr. Speaker, would be to use wind; number six would be to recall power from the Upper
Churchill; number seven would be to import power from Quebec; or to do nothing. Mr. Speaker,
to do nothing is not an option because we need the power. We have heard other members in this
House over the last week or so concede that point, that we need the power.
Mr. Speaker, while we would all like to develop Gull Island, which is approximately 2,000
megawatts of power, it is not an option at present because we cannot get transmission access
across Quebec. Four decades of Newfoundland and Labrador politicians, Mr. Speaker, have tried
to negotiate with Quebec to resolve this issue, all without success. With all due respect to the
member of the Opposition last week who said it does not matter to him whether he deals with
Nova Scotia or Quebec, there is no difference – well, Mr. Speaker, there is a significant historical
difference in dealing with Quebec. There is no dealing with Quebec on the issue of hydroelectricity power in Labrador.
This all begins, Mr. Speaker, in 1927, with the decision of the Judicial Privy Council defining the
Labrador boundary and giving Labrador to Newfoundland. Quebec has never forgiven us for
that. At some point in this House over the next few weeks, I hope to talk about the Upper
Churchill; I will trace to 1927, along with documents that were relied upon in the 1960s, along
with quotes from the Premier of Quebec and the Premier of Newfoundland at the time, Mr.
Speaker, and René Lévesque, the Minister of Energy in Quebec at the time.
It is what is referred to, Mr. Speaker – I think it was a journalist in Quebec who coined the
phrase, it was the revenge of geography, that the Upper Churchill had nowhere to go and we were
back to that 1927 decision. In fact, we will still see maps from Quebec that show the border as it
used to be still to this day, Mr. Speaker.
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What we do have at present, Mr. Speaker, is a reservation to export 265 megawatts of power on
Quebec transmission lines. We are currently in legal wrangling in Quebec in the courts with their
Régie, or equivalent of their PUB, on obtaining open access.
We need to develop Gull Island. The most that we can export at present on the Quebec lines is
265 megawatts of power. Gull Island is not an option at present. As I think I said last week, Gull
Island, there is a market for that power, certainly in Ontario.
We have all heard Nalcor has concluded that Muskrat Falls has a cumulative present worth of
$2.2 billion, or is $2.2 billion cheaper than the Holyrood option, Mr. Speaker. MHI, the company
hired by the Public Utilities Board, has also accepted that conclusion. We have a $6.2 billion
project at present, subject to the Decision Gate 3 numbers, which break down as follows, in terms
of cost to our Province: $2.9 billion for the generating station and $2.1 billion for the Labrador
Link.
Mr. Speaker, last week I talked about the price of oil and why Holyrood becomes so expensive,
when at peak it burns 18,000 barrels of oil a day. It only currently operates at 15 per cent to 25
per cent. What we have to plan for, what utilities plan for, is that coldest day in the winter when
you need the most energy.
Last week I talked about PIRA and why the price of oil will continue to rise, at least in their
opinion, Mr. Speaker. It has to do with the factors such as the activities in the Middle East,
supply and demand, growth in China, growth in the middle class, and the issue of security of
supply.
Interestingly enough, Manitoba Hydro International did a sensitivity analysis where even if oil
went to $40 a barrel – we can say never say never, but the likelihood of that happening is
minimal, Mr. Speaker – Muskrat Falls would still be cheaper than the isolated option by $120
million.
I think we heard this the other day: why don’t we continue to use Holyrood till 2041? Mr.
Speaker, Holyrood will not last until 2041. We heard the Minister of Transportation talk the
other day on the environmental impacts of Holyrood, where closing down Holyrood would be the
equivalent of taking 300,000 cars off the road. That is why we use the experts. That is why we
use Nalcor, Mr. Speaker. We look at inherent risk and uncertainties; whatever project we do will
have risks and uncertainties. Anytime you are looking into that crystal ball, in the future there are
going to be risks and uncertainties. What we have to try to do is minimize those risks and
identify the uncertainties, because if we need the power, we have to do something. It is that
simple.
Now, Mr. Speaker, natural gas has been put forward as an option. There are two ways that
natural gas could be utilized. The first would be the importation of natural gas where we would
buy gas from, for example, the United States. The price of natural gas is currently less than $3
per million cubic feet, Mr. Speaker. That is not the cost, though, to deliver that to Holyrood,
because what you have is a situation where you have to add liquefaction costs, transport costs,
regasification costs. So the Henry Hub price, or the price of which gas is measured, is not the
delivered price to Holyrood. Beyond the cost of building a terminal, Mr. Speaker, an LNG or
liquefied natural gas terminal, you have to get your gas.
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It would have to be, according to Dr. Wade Locke, at least $2.2 billion cheaper than Muskrat
Falls. According to Dr. Locke’s calculations, Mr. Speaker, natural gas would have to cost less
than $5.75 delivered to be cheaper than Muskrat Falls. The spot prices that are currently being
paid in Europe and in Asia are $13 and $16; we cannot compete. The amount of gas needed for
Holyrood – we are not going to be burning natural gas here in our Province; we are not set up for
that, Mr. Speaker, in terms of our homes.
That cost will continue to rise. The experts predict that it is only going to go to $6 for a million
BTU in the next decade, but the delivered cost, what you pay will be much greater to have it
delivered. We would be competing with China and Europe. We would be a very small player in
a very big market, and vulnerable to a volatile market, because we cannot compete with these
countries. Why would any company sell gas to Newfoundland and Labrador for such a small
amount when they can obtain higher prices in the European and Asian markets? Mr. Speaker, we
would still be dependent on volatility of fuel prices.
Mr. Speaker, even if natural gas was an option, it does not do anything for these mining projects
in Labrador. What is it that we are going to do: change Holyrood to natural gas to provide power
for the Island which we need, and then develop Muskrat Falls? Muskrat Falls is the only option,
Mr. Speaker, which can deal with the needs in Labrador and the needs on the Island.
We have met with independent experts, market analysts, and industry representatives; we have
heard from Dr. Locke, Mr. Speaker, and those are the numbers that we have today. The other
option that has been put forward is to build a 350 kilometre to 600 kilometre pipeline from the
Grand Banks. Mr. Speaker, that is a capital cost of a minimum $1 billion to $2 billion, but then,
how do you get the gas?
There is a very practical issue of who owns the gas. According to the Atlantic Accord, it is
governed by both the federal and provincial governments in terms of the C-NLOPB, so the
Province cannot force the oil companies to develop. I have met with the oil companies, Mr.
Speaker. The Atlantic Accord provides for joint management of the offshore and requires federal
and provincial concurrence to development decisions or amendments.
We do not have any legislative authority, Mr. Speaker, to order an existing project to deliver gas
to the Province, so the low price of gas at present is a deterrent to development. I think it went
below $2 per million cubic feet in the last month. What we are told by the oil companies is that
the price needed to develop it would be a minimum $10 to $12 per million BTU. The price in the
next decade, we are told, will stay around $6. Natural gas, Mr. Speaker, is part of our energy
plan, but there is no pressing present need to develop it. The reason that no proposal has been
received to develop the gas and build the pipelines is because it is not economically viable.
Mr. Speaker, the best way I can describe it was one oil executive who said: We are in the
business of making money. If we could make money we would do it.
What we have decided to do, Mr. Speaker – I am just outlining the facts as I understand them
today; what we are willing to do is to obtain a report that will outline these options, that will
examine the options of both the importation of natural gas, and also the building of the pipeline.
A company out of Calgary has been commissioned to prepare a report and when that report is
prepared, Mr. Speaker, it will be provided to the public and to members of this hon. House, so
essentially it will be exact.
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Mr. Speaker, Nalcor’s position, supported by MHI, is that wind is an important component in our
Energy Plan, but at present only a small amount of wind can be integrated into the system as it
exists. We cannot operate on wind only, even though we have the best wind in North America.
Contrary to what the Member for St. Barbe said the other day, it only generates electricity 40 per
cent of the time. Mr. Speaker, the development of the Maritime Link allows for the development
of more wind to use as export.
We have a number of small hydro projects, Mr. Speaker, that amount to about seventy-seven
megawatts of power. We have Round Pond with eighteen megawatts, Portland Creek with
twenty-three megawatts, and Island Pond with thirty megawatts. It is MHI’s conclusion, in the
PUB setting, that Nalcor’s estimate of the cost was reasonable, but the price would be more than
what Nalcor has forecast.
Another issue or option being suggested, Mr. Speaker, is to recall power from Quebec. There is
approximately 5,400 megawatts of power produced by the Upper Churchill. We receive two
blocks of energy; one is what is referred to as the TwinCo block or 225 megawatts, which was a
result of Twin Falls either closing down or being flooded and the power then being provided to
IOC and Wabush Mines at a very low price, Mr. Speaker. Then we have a 300-megawatt recall
block which goes to heat Labrador in the winter time where approximately 200 to 220 megawatts
of energy is required. We can export excess power on the Quebec transmission lines where we
have that 265 megawatt booking. We can export up to 265 megawatts, Mr. Speaker. That excess
power was sold a couple of years ago in New Brunswick or it can be sold on the spot markets in
New York or the North Eastern United States, Mr. Speaker, at prices that can range anywhere
from $25 to $100 per megawatt hour.
The question then is: why don’t we recall more power? Mr. Speaker, in the mid-1980s one of the
cases that went to the Supreme Court of Canada was the issue of whether or not, under the
contract, we could access more power, the power contract, for our own use. However, the
Supreme Court of Canada concluded that the law of the contract, the power contract, was
governed by the law of Quebec, and also there was no demonstrated need for power at that time.
92A of the Constitution was subsequently enacted, Mr. Speaker, and we have obtained legal
opinions from leading jurists that we can potentially recall the power constitutionally, but because
the contract is governed by the law of Quebec, we would be subject to a breach of contract action
in Quebec.
So, Mr. Speaker, there would be no economic advantage, we would be tied up in the courts for
years, and that certainty we are looking for, in terms of being able to provide power to the island
and to the companies in Labrador, would not be there. So, this issue has been explored.
Another issue is sourcing power from Quebec; why do we not buy power from Quebec? Well, let
me tell you how this would work, Mr. Speaker. We sell power under the power contract to
Quebec at $2.50 a megawatt hour, or a quarter cent power. So, we say to Quebec: Will you sell
us power? Now, there are issues of transmission lines, but that same power that is produced in
the Upper Churchill could be sold back to us for thirty to forty times what they paid for it. Now,
is that the kind of contract that people want to enter into? Did we not do that once, Mr. Speaker,
in 1969?
So, what we have to look at, we would still be potentially held captive by Quebec: subject to
Quebec prices, subject to the whim of their political masters, and subject to Hydro-Québec. Now,
Mr. Speaker, that is not the way to go, because they are going to sell at the best price they can get,
and that would be, I would suggest to you, the cost of electricity at Holyrood. So we could be
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buying power from Quebec that is generated in Labrador. There is something immoral about
that, but unfortunately, as the power contract currently exists, it is not illegal. We need power for
the island, so we buy power back from Quebec, if we could; we would have to build our
transmission lines anyway to get the power to the island. What you are running into, Mr.
Speaker, is that same issue of building transmission lines if you need the power.
When you compare that option to Muskrat Falls, there is not that same price certainty over forty
to fifty years. I will talk about prices next week, Mr. Speaker, and hopefully illustrate the
potential impact for people, people every day who wonder: what is going to happen to my power
rates? Well, hopefully I will be able to give some help next week.
To date, Mr. Speaker, we have supplied 100 per cent of the power that we need in this Province.
We cannot afford to become dependent on a supply of energy from Hydro-Québec. So, Mr.
Speaker, that is the issue of sourcing power from Quebec. It is just not feasible.
The PUB report, Mr. Speaker, there was more than $2 billion spent. What came out of this
report, Mr. Speaker, is something I would suggest to you is very positive; nothing they said in the
report, but what we have done as a government as a result of their failure to answer the question
that was put to them. MHI has been hired by the government to review the Decision Gate 3
numbers. Mr. Speaker, they will outline the costs and the potential overruns. There will be more
certainty to the process.
As I have indicated, Ziff Energy of Calgary has been retained to provide reports on natural gas.
We will have a study prepared on wind, Mr. Speaker, or a report prepared on wind. There will be
full debate in this House of Assembly and a vote on the project. There will be full discussion.
These reports will be provided to the public and to the Opposition in plenty of time so there will
be informed debate. Then there is still the issue of the loan guarantee that has to be finalized, the
issue of the Emera agreement and, most importantly, we will have our final Decision Gate 3
numbers.
Mr. Speaker, over the last week we have heard the endorsement of the federal Leader of the NDP,
Thomas Mulcair; very significantly his Quebec caucus is supporting Muskrat Falls. As my
colleague pointed out last night, you do not support the loan guarantee unless you support the
project. The Liberals accept, Mr. Speaker, that we need the power.
I want to refer you to a couple of comments of Jim Prentice, a former federal Environment
Minister, in a speech he gave, Mr. Speaker, on April 27, 2012. Mr. Prentice stated: “First and
foremost, I believe that Premier Dunderdale has charted a wise and entirely reasonable course of
action.”
SOME HON. MEMBERS: Hear, hear!
MR. KENNEDY: Secondly, Mr. Speaker, Mr. Prentice described Muskrat Falls as “a
transformational project for Atlantic Canada”.
SOME HON. MEMBERS: Hear, hear!
MR. KENNEDY: Very significantly, Mr. Speaker, he stated that Muskrat Falls is “a gamechanging regional energy plan for the 21st century”.
SOME HON. MEMBERS: Hear, hear!
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MR. KENNEDY: Mr. Speaker, I will end on those words. Next week I will be back for part
three to talk about electricity rates and other aspects of Muskrat Falls.
Thank you, Mr. Speaker.
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