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THE BARBADOS LIGHT & POWER COMPANY LIMITED

RATE APPLICATION

AN OVERVIEW

INTRODUCTION

The Barbados Light & Power Company Limited (“the Company”) has worked assiduously over the past 26 years to improve service quality and reliability, while maintaining basic electricity rates since an increase was last granted by the Public Utilities Board in May 1983.

The Company strives to be an efficient organization with a strong focus on meeting customer needs.  Electricity customers in Barbados have been served by the Company and its predecessor, the Barbados Electric Supply Corporation since 1911. 

The Company is a wholly owned subsidiary of Light & Power Holdings Limited (LPH), a company that is approximately 60% locally owned by some 2,700 Barbadian shareholders, including the National Insurance Board of Barbados which owns approximately 23%.  Leucadia National Corporation of the United States, through its ownership of CI Power Company Limited is the other significant investor.

Over the years, a significant portion of the earnings of the Company has been reinvested in new plant and equipment required to meet the increasing demand for electricity and to improve the efficiency of the Company’s operations.  A recent example is the installation of two 30 megawatt low speed diesel generators in 2005 at a cost of approximately Bds$140 million.  This installation has played a crucial role in helping to moderate oil price increases through the efficient operation of the plant on the lowest grade residual fuel, also referred to as heavy fuel oil (HFO), which is the least expensive fuel oil on the market.  Savings in fuel costs are automatically passed on to customers through the Fuel Clause Adjustment. 

Regrettably, the present basic electricity rates are now inadequate to allow the Company to continue to meet its operating and maintenance expenses which have increased over the years, as well as to attract new capital to replace older plant that is due for retirement.  Inadequate rates and inappropriate rate structures do not benefit anyone, customers or investors, and can result in significant costs to the economy through insufficient investment and resulting declines in the availability and reliability of electricity supply.

The Company’s objective is to ensure that customers are provided with a reliable supply of electricity at reasonable rates.  This is achieved when the Company is provided with the ability to raise funds to invest in new plant and equipment and customers who use the service pay their fair share of the reasonable costs associated with the service. The Company remains cognizant of the essential nature of the service it provides and the application for a review of electricity rates proposes rates that are designed to lessen the impact on those with low levels of consumption.

THE APPLICATION

On Friday, May 8, 2009 the Company submitted its application to the Fair Trading Commission (“the Commission”) for a review of electricity rates.  The Commission had earlier issued its decision regarding the depreciation rates to be used in the application (Order No.1 dated February 25, 2009)

The application is necessary for the following reasons:

(i) To provide the revenue required to meet the Company’s expenses involved in supplying a service which is safe, adequate and reasonable and allow it to continue to deliver a secure and reliable supply of electricity to all customers in an environment where the cost of inputs to the Company’s operations have risen substantially;

(ii) to attract new capital and satisfy lenders of the Company’s ability to repay loans and to maintain the confidence of investors by providing them with a fair and reasonable return, in order that the Company can buy the plant and equipment required for the delivery of service to customers;

(iii) to design rates such that the price of electricity to customers is closer to the cost of supplying the service, thereby providing correct price signals to all customers;

(iv) to provide new rate options for commercial customers on a pilot basis; and

(v) to provide a renewable energy feed-in tariff for small customer-owned renewable energy sources into the grid on a pilot basis.

The Process

The Utilities Regulation Act, Cap 282 of the laws of Barbados, and the Utilities Regulation (Procedural) Rules, 2003 set out the process to be followed leading up to the rate hearing. 

The Company has submitted various memoranda, schedules and statements of support as part of its application and these will be made public now that the application has been submitted.  This will provide the opportunity for members of the public to peruse the Company’s application and, if they so wish, apply to the Commission for leave to be intervenors in the proceedings. 

ELECTRICITY PRICES - 1983 TO 2008

Since the last increase in electricity rates granted in the 1983 PUB Decision, gains in efficiency and growth in sales have allowed the Company to maintain the same basic rates.  A comparison of electricity prices in 2008 vis-à-vis the Consumer Price Index (CPI) is shown below in Figure 1.  This indicates that while the basic price of electricity has remained unchanged, the price of electricity has increased by about 75% including VAT, due solely to increased fuel prices.  The CPI by comparison has risen by approximately 125% since 1983.

Figure 1.

[image: image7.wmf]Barbados Electricity Sales

0

100

200

300

400

500

600

700

800

900

1000

1960

1962

1964

1966

1968

1970

1972

1974

1976

1978

1980

1982

1984

1986

1988

1990

1992

1994

1996

1998

2000

2002

2004

2006

2008

Year

Sales (GWh)

 


Save for Trinidad and Tobago, which has an abundance of natural gas, electricity rates in Barbados are among the lowest in the Caribbean as attested by annual surveys carried out by the Caribbean Electric Utility Services Corporation (CARILEC).

TRENDS

Sales Growth

As shown in Figure 2, the decades of the 1960’s and the 1970’s saw significant growth in electricity demand as the Company expanded supply to all parts of the island. 


Figure 2.
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During the period 1983 to 2008, growth in the number of customers and consequently the demand for electricity was also significant.  In 1983 the Company served 72,962 customers, but by December 2008 it was serving 118,798 customers, a 63% increase.  Electricity sales during the same period rose from 317.4 million kWh to 944.0 million kWh, an increase of just under 200%.

Fuel Costs

The Company has installed a mix of base load and peaking plant to meet the demand of electricity consumers.  The Company’s low speed diesel generators, the first two of which were installed in 1982, achieve high efficiency, and operate reliably on HFO.  Dramatic increases in international oil prices over the past five years, as shown in Figure 3, have resulted in increases in the price of electricity in Barbados and throughout the region.  

Figure 3.
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In 2008, 81% of electricity was produced using HFO, which as indicated is the least expensive liquid fuel oil on the market.  This is up from the 2004 figure of about 60% for electricity production on HFO.  Savings in fuel costs are automatically passed on to customers through the Fuel Clause Adjustment.  While the average international crude oil price for 2008 was 230% above that for 1983, the Fuel Clause Adjustment had increased by about 180%, due to the Company’s efforts to maximize operations on the less expensive residual fuel.

Other Cost Increases

Other inputs into the electricity business have also increased significantly during the past few years. The Company seeks competitive bids for the materials it purchases.  In 2002, the Company purchased copper service wire at $4.18 per meter.  By 2008 the cost of this wire had risen to $9.82 per meter.  Similarly, aluminium high voltage underground cable, which cost $8.59 per meter in 2004, was purchased at $14.27 per meter in 2008. Overall, these have resulted in increased cost of operations for the Company. 

Productivity Gains

Wages have also increased during the period, as has occurred in other businesses in Barbados over the past 26 years.  The Company has been able to moderate the impact of these wage increases without compromising service to customers, by increases in productivity as illustrated by Figure 4. That figure shows that in the period 1983 to 2008, the number of customers served per employee increased from about 170 customers per employee to 236.  In terms of electricity sales, in 1983 the Company sold approximately 750,000 kWh for every employee and by 2008 this more than doubled to over 1,800,000 kWh. 

Figure 4.
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Service Reliability

It has been estimated that the cost of an electricity outage to the economy is a multiple of the cost of electricity that would otherwise have been supplied during that outage.  Countries with unreliable electricity systems cannot expect to maintain a healthy and vibrant economy in this modern technological era.  The Company continues to strive for increasing levels of system reliability, which have been in the order of 99.9% during the past few years as shown in Table 1.

Table 1.

	YEAR
	System Reliability

	2000
	99.9274%

	2001
	99.9422%

	2002
	99.9402%

	2003
	99.9585%

	2004
	99.8395%

	2005
	99.9686%

	2006
	99.8846%

	2007
	99.9656%

	2008
	99.9120%


The Company adheres to strict maintenance schedules to ensure that its plant and equipment are kept in good order and achieve high levels of availability and reliability.  The low speed generators installed in 1982 have achieved among the highest number of running hours for this type of plant around the world, still have high levels of availability and continue to operate as base load plant.

The Company must continue to invest to prevent degradation of system reliability.  Once reliability suffers, it will take years to overcome the damage done to the economy.

Standards of Service

With effect from June 1, 2006 the Fair Trading Commission established Guaranteed Standards of Service and Overall Standards of Service for the Company.   To date the Company has had a high level of compliance with regard to these standards.
On October 29, 2008 the Commission issued a Consultation Paper entitled “Review of The Barbados Light & Power Company Ltd. Standards of Service”, (“the Consultation Paper”).  The consultation has not yet been concluded.  Until the Commission issues its decision on the revised Standards of Service, the Company has proposed that the existing Standards of Service remain.  The Company considers that these are consistent with the electricity rates being applied for in this application.

System Efficiency

As the cost of energy continues to increase, the improvement in the efficiency of the electricity network remains a high priority for the Company.  System losses, which are a measure of the efficiency of the transmission and distribution (T&D) network, are inherent in the operation of an electricity system.  The Company’s electricity system losses have steadily reduced as higher levels of efficiency were being achieved.  These losses are now among the lowest in the region and comparable to those of efficient utilities in North America and Europe as shown in Figure 5.

Figure 5.
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THE NEED FOR ADDITIONAL REVENUE

As stated earlier, the present basic electricity rates are now inadequate to allow the Company to continue to meet its operating and maintenance expenses, which have increased over the years and to attract new capital to replace plant that is due for retirement.

The Company’s application is based on the audited financial results for the year ending December 31st, 2008 (the Test Year) adjusted for known and measurable changes.  The term "Test Year" refers to a 12 month period, usually beginning on the first day of a calendar or fiscal year, for which operating data is available and reflects as closely as possible the conditions (such as sales and cost) a utility is expected to face when the rates being requested will come into effect.  

The Company corresponded with the Commission in relation to the selection of the Test Year for the rate review Application and after providing its views on the factors to be taken into account to determine the Test Year it requested that it be allowed to use an audited 2008 Test Year to support its application.  On November 3, 2008 the Commission acceded to the Company’s request.  

The Company’s Revenue Requirement

The revenue requirement is the total amount, which must be billed and collected in rates from utility customers for the utility to cover its expenses and earn a fair and reasonable return (the Rate of Return) on its assets (the Rate Base) used in the provision of electricity service.

Rate Base

Rate Base is the value of utility plant financed by the Company and investors that is prudently incurred and “used and useful” in public service.  The “used and useful” concept is defined as only that plant currently providing or capable of providing utility service to the consuming public.
The electric utility business is very capital intensive, requiring significant investment in plant and equipment.  In its application, the Company’s has set out a Rate Base of $544.2 million, which is computed on the audited financial statements for the year ended December 31, 2008.
Revenues & Expenses - Income Statement

The Company has provided the Commission with details of its revenues and expenses based on the audited financial statements for the year ended December 31, 2008.  

Inadequacy of Existing Rates – The Existing Rate of Return

On the existing rates, the Company is not receiving an adequate return for its investment.  For the Test Year 2008 the Return on Rate Base is calculated to be 6.07%.  A continued decline in earnings would negatively impact on the Company’s ability to satisfy the concerns of lenders who the Company will have to approach for new loans required for expansion of the system and to replace aging plant.   This will adversely affect the operation of the business.

The Required Rate of Return

In its application, the Company has requested that the Commission adopt an overall Rate of Return on Rate Base of 10.48%.  This is a combination of the Company’s cost rates for debt (interest) and other sources of funds, and a fair rate of return on equity.

The Rate of Return is based on a study carried out by the Company’s consultants, Christensen Associates Energy Consulting, LLC of the United States.   The Rate of Return is also supported by comparisons with the returns earned by Barbadian and Caribbean companies.

If approved, the rate of return recommended in the Study will enable the Company to fulfill its obligations to its customers while providing it with an opportunity to earn a fair and reasonable return.

Revenue Requirement

The revenue requirement is the total allowable cost of providing electricity service in the Test Year, including a 10.48% Rate of Return on Rate Base.

Revenues on existing rates amounted to $474.0 million.  The revenue requirement, based on a return of 10.48% and recovery of its expenses, has been calculated as $502.2 million.  This represents an increase of $28.2 million in additional revenues, or an increase of about 5.95% on the existing price of electricity based on 2008.

This works out to be an increase of approximately 3.0 cents / kWh on average required from all customers in additional revenue.  However, the increase will not be applied ‘across the board’, but is incorporated in a broader redesign of rates.

EXISTING TARIFFS

Electricity customers are presently served in six (6) tariff groups:

· Domestic Service (DS): residential use

· Employee – Company employees and retirees.

· General Service (GS) – small business, churches, commercial rental accommodation, temporary supplies.

· Secondary Voltage Power (SVP): commercial customers (and some large residential who use more than 2000 kWh per month) who receive power from secondary side of a BLPC owned transformer.

· Large Power (LP):  large commercial customers who receive power at high voltage and have their own transformer equipment.

· Street Lights (SL)

The existing tariffs were those approved by the PUB in 1983.

PROPOSED TARIFFS

The Company has proposed revised tariffs for all the existing tariffs listed above.  It has also proposed a new Time of Use Tariff, an Interruptible Service Rider and a Renewable Energy Rider, to be implemented on a pilot basis. The Company has also proposed revised Service Charges and Fuel Clause. 

Tariff Design

A Cost of Service Study, undertaken by the Company’s consultants, guided the design of the proposed tariffs.  The purpose of a Cost of Service Study is to identify the various costs that are incurred in providing electricity service to each of the tariff categories.  The Cost of Service Study provided detail information on the following three main cost-drivers that are relevant to the provision of electricity service.

a)
Customer-related costs:  These are the fixed costs associated with having a customer connected to the electric system regardless of whether the customer uses any electricity or not.  These include, but are not limited to, costs associated with the metering and service installations, meter reading, customer service and billing.

b) Energy-related costs:  These are costs that vary with the amount of energy used.  These can be further divided into fuel costs and base energy costs (non-fuel and other operation & maintenance expenses that vary with energy usage).

c) Demand-related costs:  These costs are associated with the generating facilities, transmission and distribution lines, substations, transformers and other facilities required to meet individual customer peak demand and the combined peak demand of all customers throughout the year. 

These costs are then used to guide the design of electricity rates.  Consistent with the utility’s cost to serve, the proposed rates are made up of two or more of the following four components, as appropriate:

a) The Customer Charge to recover the customer-related costs. 

b) The Base Energy Charge to recover the variable non-fuel energy-related costs.  The demand-related costs are rolled into the energy charge for Domestic Service, General Service and Employee customers since, as is common in the electric utility industry, the meters used for customers in these tariffs do not register customer demand.

c) The Demand Charge to recover expenses associated with the demand-related costs. 

d) The Fuel Charge to recover the total cost of fuel.

Issues Considered in the Rate Design

Several issues were taken into account in the design of the rates.

· In the Decision of the Public Utilities Board of December 28, 1979 the PUB stated that “the Board has examined the rate structure proposed by the Company and notes that its design does not discourage excessive use of electricity.  The Board considers that the structure should be changed and orders that the rate structure shall be altered as set out in the Order attached hereto.”  This 1979 decision of the PUB saw the introduction of a Domestic tariff with inclining block rates designed to encourage energy conservation and also served to provide a measure of relief to the smaller - typically lower income - customer groups.  The Company considers that inclining block rates are a positive feature, and as such it proposes to maintain an inclining block rate structure in the Domestic Service category and to introduce this in the General Service and Employee categories.  

· Sales revenues from the Domestic Service customer group presently provide a rate of return lower than that provided by the revenues from commercial customers.  This situation predated the 1983 PUB Decision as evidenced by the statement by the PUB in its decision of March 14, 1974 that “It is clear from the evidence that hitherto, the domestic consumer has not borne the cost of service provided by the Company”.   The Company is proposing that rates move closer to the cost of service.

· The existing rate structure, together with Government subsidies on diesel fuel, has encouraged some manufacturing concerns to generate their own electricity. Customers who self-generate still rely on the Company to provide back-up supply in the event that their generators are out of service.  The present electricity rate structure does not allow adequate recovery of the cost incurred in providing supply for such customers since the Company must still maintain equipment and plant to serve the customer who is making intermittent use of the Company’s supply.  The existing Demand Charge in the Large Power and Secondary Voltage Power categories is inadequate for any significant recovery of costs from these customers.  The proposed structure will better reflect the cost of service to these customers.

· The present base energy charge for all tariffs contains 2.64 cents/kWh of fuel cost. The report of the Commission entitled “Fuel Adjustment Charge Findings Report” dated January 19, 2007, contains a recommendation that “the base energy charge of 2.64 cents should be removed from the energy charge and all the fuel charge should be incorporated in the fuel adjustment charge”. The Company concurs with this recommendation and proposes that the full fuel cost be recovered through the Fuel Clause Adjustment.

Domestic Service (DS)

This tariff is for residential customers.  There are approximately 99,000 (83%) customers on this tariff who account for about 32% of energy sales.

· The average increase for customers under this tariff is approximately 3.2 cents /kWh, an average increase of approximately 9.3% on their bill.

· While it is being proposed that the Base Energy Charge for customers using less than 100 kWh per month will remain virtually unchanged (taking into account the removal of 2.64 cents/kWh), the Customer Charge will be increased from $3 to $6.  This will result in an increase of approximately $3 ($3.45 including VAT) in the bill for a customer using less than 100 kWh.  

· Customers in the higher usage bands will be subject to both higher Customer and Base Energy charges.

Comparisons of the increases for customers for different usage levels and the number of customers within each usage band is shown in Figure 6.   Figure 6 shows the impact on bills for customers with usages from 50 to 500 kWh per month.  Over 90% of DS customers use less than 500 kWh per month.
Figure 6: Impact on Bills for DS Customers – 50 kWh to 500 kWh
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General Service (GS)

This tariff mainly applies to non residential customers not using large amounts of electricity and will include boutiques, small shops, smaller churches, smaller offices (NGOs), etc.  There are approximately 15,000 (13%) customers on this tariff who account for about 6% of energy sales.

· The average increase for customers under this tariff is approximately 4.1 cents /kWh, an average increase of approximately 10.4% on their bill.

· With the change from a flat energy rate to one with an inclining block structure, customers using up to 100 kWh per month would pay less for Base Energy than they did previously.  However, this reduction will be offset by the increase in Customer Charge in this band from $5 to $8.  The net increase for someone using 100 kWh is $1.66, including VAT.  

Comparisons of the increases for customers for different usage levels and the number of customers within each usage band is shown in Figure 7.  Figure 7 shows the bills for usages from 50 to 500 kWh / month.  Over 79% of the GS customers use less than 500 kWh / month. 


Figure 7: Impact on Bills for GS Customers - 50 kWh to 500 kWh
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Secondary Voltage Power (Svp)

This tariff applies to the very large residential customers and non residential customers like larger offices, commercial operations, hotels, Government institutions, manufacturing operations, banks, etc. who receive supply from a Company owned transformer (i.e. at the secondary level).  There are approximately 4,600 customers on this tariff who account for about 36% of energy sales.

· The average increase for customers on this tariff is approximately 3.8 cents /kWh, an average increase of approximately 9.9% on their bill.

· However, the level of impact will vary as the structure of the demand charge and energy charge will be changing.  Under the existing rate which has a low demand charge, a larger portion of the demand-related cost is incorporated in the energy charge.  As a result, customers with lower load factors (i.e. those who use a smaller amount of electricity in relation to their maximum demand) do not pay their fair share of the demand cost imposed.  As the rates are moved closer to unit cost-based rates and the demand charge increases relative to the energy charge, the impact will be that customers with a lower load factor will pay a relatively higher bill, and hence a greater contribution towards their demand cost, while customers with higher load factors will pay a relatively lower bill.  This will better match cost causation and hence promote a more efficient use of electricity.

About 14% (673) of SVP customers would receive a reduction in their electricity bills varying from zero to more than $1,000 per month, while the remaining 86% (4,185) would receive increases from zero to over $4,000 per month.  

Large Power (LP)

This tariff consists of larger installations that receive power at primary level and include many of the larger Business operations, manufacturing operations, hotels, Government institutions, etc.  There are approximately 180 customers on this tariff who account for about 36% of energy sales.

· The average increase for customers on this tariff is approximately 1.1 cents /kWh, an average increase of approximately 3.1% on their bill.

· However, the level of impact will vary as the structure of the demand charge and energy charge will be changing.  Under the existing rate which has a low demand charge, a larger portion of the demand-related cost is incorporated in the energy charge.  As a result, customers with lower load factors (i.e. those who use a smaller amount of electricity in relation to their maximum demand) do not pay their fair share of the demand cost imposed.  As the rates are moved closer to unit cost-based rates and the demand charge increases relative to the energy charge, the impact will be that customers with a lower load factor will pay a relatively higher bill, and hence a greater contribution towards their demand cost, while customers with higher load factors will pay a relatively lower bill.  This will better match cost causation and hence promote a more efficient use of electricity.

At the proposed rates, about 33% (60) of LP customers would receive a reduction in their electricity bills varying from zero to more than $10,000 per month, while the remaining 67% (121) would receive increases from zero to over $10,000.
Street Lighting

The Company recognizes that street lighting provides a common amenity, keeping our community safe and lighting our streets for drivers and pedestrians.  The Company has installed energy efficient streetlights.  Energy consumption for all streetlights represented just over 1% of the total electricity consumption for Barbados during 2008.  The Company therefore proposes to moderate the rate increase under this head.  

NEW TARIFF OPTIONS (PILOTS)

Time-of-Use (TOU)

The Company proposes to introduce the TOU tariff on a pilot basis for a period of three years for customers who qualify under the LP tariff.  During the pilot the TOU tariff will be limited to a maximum of 30 customers and to 6 services for one entity or their associated companies.  

TOU rates are designed to reflect the fact that a utility’s cost of providing electricity varies depending on the time of day.  The Company incurs its highest cost between the hours of 10 a.m. and 9 p.m. on weekdays (except public holidays).  It is during this time that peaking plants which have higher operating costs are needed.  This period is defined as ‘Peak’, with all other periods being ‘Off-Peak’.  Conversely, in Off-Peak periods the Company’s operating cost is lower because the majority of plant running is base load plant.  TOU rates are designed to reduce “Peak” demand.

This tariff is likely to attract customers in the LP tariff who have flexibility in their use of electricity or standby generation that would enable them to shift their usage to lower cost periods. 

Interruptible Service Rider

It is proposed to introduce an Interruptible Service Rider as a pilot project for a period of three years.  It will be available to a limited number of the larger SVP and LP customers who have flexibility in their use of electricity and who agree to interrupt their supply at the Company’s request.

Interruptible loads provide the Company with the opportunity to reduce the overall demand on the system.  As long as the interruptible demand can be relied upon, it is expected that the Company will be able to reduce its investment in new capacity in the long term.  This benefit can be passed on to the customers with interruptible loads through a capacity credit.

Renewable Energy Rider

Energy from renewable sources is growing in importance throughout the world.  Energy from wind and solar is intermittent and does not provide capacity that can be dispatched to meet customer demand when it occurs.  However, the introduction of these sources does offset the use of fuel oil and as such would contribute to greater energy independence.  The Company, as part of its long-term strategy, will explore opportunities to reduce Barbados’ exposure to the volatility that accompanies continued dependence on oil as a primary energy source.

The Company therefore proposes to introduce on a pilot basis for a period of three years a “Renewable Energy Rider” for energy supplied to the grid by the connection of small customer owned renewable energy sources, such as wind and solar.  This rate is designed to reflect the avoided cost of energy supplied from the grid and the cost of the metering and meter reading associated with this type of service.

During the pilot, the Company proposes to limit the maximum number of systems connected to the grid, the maximum size of an individual installation and the overall installed capacity.  These limits are intended to give the Company the opportunity to assess the impact that these systems will have on the grid. 

MEETING CUSTOMER NEEDS OF THE FUTURE

Sales & Financial Forecasts

The Company has prepared a forecast for electricity sales for the period 2009 to 2013.  Barbados has become more developed and all Barbadians now have access to electricity supply.  Growth in electricity demand has been tapering.  As increasing emphasis is placed on energy efficiency and conservation, this trend is likely to continue.  Table 2 shows the decline in the growth in electricity sales since 1960. 

	Table 2

	Period
	Average

Growth Rate

	1960 to 1969
	15.0%

	1970 to 1979
	9.1%

	1980 to 1989
	4.9%

	1990 to 1999
	4.4%

	2000 to 2004
	4.2%

	2005 to 2008
	3.3%


Over the last several years the Company has held seminars on energy efficiency and recommended conservation measures.  The Company’s guiding philosophy is that for it to be successful, its customers must be successful and operate in an efficient manner.

Based on analysis conducted by the Company, a growth rate of 2.0% for the first two years of the projected period and a slightly higher growth rate of 2.5% in latter years has been forecast.  This is summarised in Table 3.

	Table 3

	Forecast 

Year
	Projected

Sales Growth %

	2009
	2.0

	2010
	2.0

	2011
	2.5

	2012
	2.5

	2013
	2.5


Capital Expansion Programme

The Company has an excellent record of planning ahead to meet the demands for electricity customers.  

The electric utility industry is capital intensive and capacity additions typically cost several millions of dollars.  In addition, because of the scale of plant and the planning and approval process that must be followed, it can take several years from conception to commissioning of new generating, transmission, and distribution plant.

The Company’s expansion planning philosophy is to install generating plant that provides the overall greatest benefit to the economy of Barbados.  The Company has demonstrated this over the years by installing a mix of efficient low speed diesels, which have a high capital cost, but use the least expensive HFO for base load service and gas turbines which operate on distillate fuels for peak and intermediate duty service.

The Company’s expansion plan is intended to allow it to maintain the reliability of the system and replace older and less efficient, generating units with more modern plant.  New plant comes at a significant cost, and the Company has projected that in the absence of a rate adjustment there would be a significant shortfall in the revenue needed to fund this capital expansion.  It takes over two years for new generating plant to be installed and commissioned.  The new plant, which is required by 2012 will have to be ordered by late 2009.

Given the volatility of oil prices experienced in recent years, the Company considers that a safe, secure, reliable, long-term supply of natural gas at competitive and stable prices would be of significant benefit to electricity consumers and to the economy of Barbados.  There are also environmental benefits, which accrue from the use of natural gas, the cleanest of all the fossil fuels.  The Company is vigorously exploring the possibility of importing gas from Trinidad & Tobago via pipeline, but cannot state with certainty if and when this will materialize.

With increasing uncertainty over future oil prices and increased emphasis on environmental considerations, renewable energy technologies are becoming more attractive.  The Company is presently cooperating with Government and other interested parties to explore opportunities for renewable energy projects.

The Company’s present plans call for the installation of efficient medium speed diesel engines which can operate on HFO, but can be converted to use natural gas if and when imported natural gas becomes available in sufficient quantities.

The first Five Year Financial Forecast based on existing rates shows that, in the absence of a rate increase, the Company’s revenues would be insufficient to meet its financial and service obligations.  The second forecast, based on the proposed rates and projected growth in electricity demand, shows that the Company is being given the opportunity to improve its rate of return, but will fall short of the requested rate of return during the five year period.

The Company continues to expand and improve its generation, transmission, and distribution facilities to meet the growing demand for electricity.  New underground transmission circuits and modern substations are being planned to ensure that the Company continues to provide a reliable service to customers throughout the island.

The Company seeks to keep up-to-date with procedures and practices, and efficiencies that are offered by modern information system technologies.  In this regard, a new Customer Care & Billing System was introduced during 2008 to offer better service options to electricity customers.  The Company also received certification under the international standard, ISO 9001:2000 for its Quality Management System, and is presently working to implement the relevant environmental and occupational health & safety standards.

The Company has demonstrated by its conduct that it has taken all steps to avoid seeking an increase in rates over the last 26 years.  The Company has made every effort to minimize charges through increased productivity and better use of available resources.  The Company has also financed expansion largely by reinvested earnings while achieving what some would consider a low rate of return for our shareholder.  It has achieved universal service and contributed to the reputation of Barbados for sound infrastructure, good service and reliability.  External forces have caused the tides to change significantly.  Proud as the Company is of its record, circumstances merit an increase in rates at this time.  The continuation of a secure and reliable supply of electricity makes the Application unavoidable. 

Peter W.B. Williams

Managing Director

May 9, 2009
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