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January 8, 2001

P.U.B. Hearing - Newfoundland & L abrador Hydro - Rate Hearing

(9:30 am)

MR. NOSEWORTHY, CHAIRMAN: Good morning. | hope
everybody had an enjoyable Christmas, wish everybody a
happy new year and those new year's resolutions that
haven't been broken to date, | wish you well with them.
(laughter) 1'd like to as well congratulate Mr. Hutchings
on his appointment as Queen's Counsel. Mr. Hutchings,
congratulations, sir.

MR. HUTCHINGS, Q.C.: Thank you very much, Mr. Chair.

MR. NOSEWORTHY, CHAIRMAN: | don't have any other
preliminary matters. 1I'll ask counsel, actually counsdl, if
you could, to review the schedule for the next few days and
| guess toward the end of the month just to confirm in
everybody's mind that at this point in time and if there are
any preliminary matters before we start this morning,
please.

MR. KENNEDY: Yes, Chair, the schedule calls for Mr.
Brushett to take the stand. | see he's quite eager and
aready is here this morning, and the intention is to
complete the cross-examination of Mr. Brushett by the end
of tomorrow, following which, as currently scheduled, we
would start Thursday morning, being the 10th, with the
Abitibi witnesses. I'll let the counsel for the Industrial
Customers confirm exactly who will be testifying on behalf
of Abitibi on Thursday morning. And that would be
followed by the recal of Mr. Henderson, Hydro's
employeeg, to file his latest updated information which was
filed before we broke before Christmas. We then are
scheduled to have final written arguments filed by no later
than 4 p.m. on the 18th of January and we are then
scheduled to return for oral presentations on the 28th and
the 29th of January, and upon the compl etion of those, that
would be the completion of this phase of the hearing
regarding the evidence, and | believe that's the schedule.
Again just the, asfar as confirmation for the witnesses from
the counsel from Abitibi, that might be appropriate just to
get that now.

MR. NOSEWORTHY, CHAIRMAN: Sure. Ms. Henley
Andrews, good morning.

MS. HENLEY ANDREWS, Q.C.: Good morning, Mr.
Chairman. That is correct with respect to Abitibi witnesses,
however, when we had an opportunity on the 18th of
December or the 19th of December to review with all of our
clients the industrial contract, and as was indicated in the
letter which accompanied it or certainly Ms. Greene's or Mr.
Y oung's comments, when the last version of the industrial
contract was filed, one of the industrial customers has
difficulty with the ceiling on the liability for service
provision in Article 9, and that's North Atlantic Refining.
The paper companies don't have any difficulty with the $1
million celling. The nature of the operations at the refinery
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and therefore the exposure, the financial exposure in the
event of a loss of energy due to negligence, that would
only be in those circumstances where it would be due to
negligence, North Atlantic Refining feels that the $1 million
capistoolow. Mr. Mifflin has indicated that he would like
to provide evidence just on that point of the potential
exposure. He's getting the data to me today and | hope to
bein aposition, with leave obviously from the Board at this
late point, to file that tomorrow, and we would then
propose that he would testify on Thursday, provided that
when people had had an opportunity to take a look at his
testimony, they felt that they had adequate time to prepare.

MR. NOSEWORTHY, CHAIRMAN: Okay, thank you.
That's something additional, | guess, to the schedule.
What I'll ask counsel to do isto ... | think your intention is
to probably meet with counsel sometime today, Mr.
Kennedy, isthat correct, with the other parties?

MR. KENNEDY': Yes, that's correct, Chair. | was hoping to
be able to initiate a discussion with counsel regarding a
couple of matters, one of which is an application that's
before the Board, but certainly we can discuss the issues
regarding the industrial contracts at the same time and how
that should be handled.

MR. NOSEWORTHY, CHAIRMAN: With leave of the
Board, isthat satisfactory? Okay, that'sit. Thank you very
much. Are there any other preliminary matters, Mr.
Kennedy, please?

MR. KENNEDY: Not that I'm aware of, Chair, other than
the fact that there is an application that's been filed by
Newfoundland and Labrador Hydro, filed, the date escapes
me but it was the Friday before new year's.

MS. GREENE, Q.C.: December 28th.

MR. KENNEDY: December 28th. Thank you, counsel.
And with the Board's indulgence it was my intention to
canvass counsels, counsel for the parties to determine if
they had a response to that and, if so, how substantive it
would be for the purposes of trying to determine the
amount of time that should be allotted to deal with that
application and that | could report back to the panel on that
and we could set atime for it perhaps later in this week in
anticipation of trying to complete the evidence portion of
the hearing.

MR. NOSEWORTHY, CHAIRMAN: Thank you.

MR. KENNEDY: The only other thing | would ask, Chair,
is, with the panel'sindulgence, if it was appropriate to sit to
4:30 today, which | think would be efficient use of the day,
again in an effort to try to complete Mr. Brushett's cross-
examination in time.

100 MR.NOSEWORTHY, CHAIRMAN: Certainly | think that
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that's fine. We'd even go to five o'clock if that was
appropriate to try and finish this evidence, quite frankly,
this week on schedule and to ensure that it's timely for
everybody. That would be fine.

MR. KENNEDY: Well, perhaps we could do the same as
we were doing during the cost of service experts, which is
allow the counsel who's doing cross-examination at the
time at the end of the day to use their discretion in
extending beyond 4:30, if it ...

MR. NOSEWORTHY, CHAIRMAN: Absolutely, that's
fine.

MR. KENNEDY: ... if they feel that that's appropriate.
MR. NOSEWORTHY, CHAIRMAN: Thank you.

MR. KENNEDY: And that's, | believe, all the preliminary
matters | have at this particular time, Chair.

MR. NOSEWORTHY, CHAIRMAN: Areyouin aposition
to introduce your witness, Mr. Kennedy, please?

MR. KENNEDY:: | am, Chair, thank you.

MR. NOSEWORTHY, CHAIRMAN: Good morning, Mr.
Brushett.

MR. BRUSHETT: Good morning.

MR. NOSEWORTHY, CHAIRMAN: You'refinaly here,
looking forward to this, I'm sure. | wonder could you take
the Bible in your right hand, please, Mr. Brushett? Do you
swear on this Bible that the evidence to be given by you
shall be the truth, the whole truth and nothing but the
truth, so help you God?

MR. BRUSHETT: | do.

MR. NOSEWORTHY, CHAIRMAN: Thank you, sir, very
much. Please be seated.

COMMISSIONER SAUNDERS: Normally Mr. Brushett's
appearance means the end is near. (laughter)

MR. HUTCHINGS: Of the hearing. (laughter)

MR. NOSEWORTHY, CHAIRMAN: Oh my, thank you,
Mr., Commissioner Saunders. Your levity iswelcome. You
may proceed, Mr. Kennedy, please.

MR. KENNEDY: Thank you, Chair. Mr. Brushett, you
have filed with the Board of Commissioners of Public
Utilities a report entitled, "The Financial Consultant's
Report of Newfoundland and Labrador Hydro for the 2001
General Rate Hearing," dated August the 15th, 2001. Do
you adopt that report in its entirety?

MR. BRUSHETT: | do.

MR. KENNEDY': You have filed supplementary evidence,
"The Newfoundland and Labrador Hydro 2001 General Rate
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Hearing, Supplementary Evidence by Grant Thornton,"
dated December the 13th, 2001. Do you adopt that
supplementary evidencein its entirety?

MR. BRUSHETT: Yes, | do.

MR. KENNEDY: Thank you, Mr. Brushett. Chair, that
completes the direct examination. The witnessis available
for cross-examination by Hydro's counsel.

MR. NOSEWORTHY, CHAIRMAN: Thank you, Mr.
Kennedy. I'll move now to Ms. Greene. Good morning,
Ms. Greene.

MS. GREENE, Q.C.: Good morning.

MR. NOSEWORTHY, CHAIRMAN: [I'll ask you to begin
your cross-examination, please.

MS. GREENE, Q.C.: Thank you. Good morning, Mr.
Brushett.

MR. BRUSHETT: Good morning, Ms. Greene.

MS. GREENE, Q.C.: You aso filed and completed areport
dated August 7th, 2001, on the 2000 year Hydro, is that
correct?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: And | will be asking you a number of
questions on that report as well, and | note that your
counsel didn't ask you to adopt that as your evidence for
the purpose of this hearing but | assume that you did
complete the 2000 report which is actually dated July 24th,
2001. Isthat correct?

MR. BRUSHETT: Yes, that ... | don't think there's adate on
the cover of that, Ms. Greene, but that would be about the
time that it was completed, | guess, 2000 Annual Review,
Annual Financial Review Report.

MS. GREENE, Q.C.: That's correct, and | was referring to
the date on the covering letter.

MR. BRUSHETT: Okay, yes.

MS. GREENE, Q.C.: So | will have a number of questions
for you on the 2000 report as well as the 2001 report, and if
we could look first at the 2000 report, Mr. O'Rielly. Thefirst
thing I'd like to look at is the terms of reference on page one
of that 2000 report. One of the terms of reference was to
review Hydro's operations and administration expenses and
the other expenses listed in Section 3, isthat correct?

MR. BRUSHETT: That is correct.

MS. GREENE, Q.C.: I'd like next to moveto page 11 of the
samereport. Actually, perhapsif you could just go back to
page 10, Mr. O'Rielly. Beginning on page 10, is that a
summary of your findings with respect to the costs that
were listed in Section 3 in the terms of reference?
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MR. BRUSHETT: That would be ... it's essentially an
introductory section to that major section of the report but
it would be asummary, | guess, of the major findings, yes.

MS. GREENE, Q.C.: Now then to the next page, page 11,
and | would ask you, if you could, please, Mr. Brushett, to
read in the last paragraph on page 11.

MR. BRUSHETT: "Based on the results of our procedures,
nothing has come to our attention to indicate that the
operations and administration expenses, fuels, power
purchased and interest costs are imprudent or
unreasonable in relation to sales of power and energy,
however, as noted throughout this section of the report,
there are several expenses that are experiencing trends that
will require monitoring and will be subject to our review and
preparation for the 2001 fall rate hearing."

MS. GREENE, Q.C.: Thank you. And | wanted to explore
that conclusion or opinion you reach therein relation to the
expenses that were reviewed by your firm. Isit correct that
the next few pages of your report then deal in detail with
each of the categories of expensesthat are listed in Section
3 of the terms of reference?

MR. BRUSHETT: Yes, that would be correct.

MS. GREENE, Q.C.: You mention that there were certain
expenses that were experiencing trends, and | believe you
made a similar comment in your December 13th
supplementary evidence. Could you please indicate what
those expense categories were?

MR. BRUSHETT: Theindividual expense categorieswould
all show some, some would show increases, some would
show decreases of course, and for the most part we would
attempt to obtain explanations as to why those trends or
those changes were occurring, but the several categories
that were certainly showing trends over the past number of
years would be certainly system equipment maintenance,
| believe, would have been one of the major categories
where there have been some significant increases that have
occurred over the last number of years, and another
category that comes to mind is certainly in the area of
professional fees where weve seen some significant
increases on a, certainly on a percentage basis in that
category, and it's difficult, | guess, from my perspective in
terms of the review, to get an appropriate level of comfort
that some of those are reasonable until you get, you know,
really deep into the detail of that.

(9:45am)

MS. GREENE, Q.C.: So the two that you mentioned in
terms of increasing trends just then were system equipment
maintenance and professional fees. | believe a third
category, if you review your report as well as your
supplementary evidence, that you express that point as
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well was salaries and fringe benefits, that category.

MR. BRUSHETT: Yes. Well salaries and fringe benefits
would be the other category, you're right.

MS. GREENE, Q.C.: Sothose are the three categories that
were, you pointed out in your opinion were needed to be
reviewed in more detail, isthat correct?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: And now what | wanted to do wasto
look at each of those three categories with you. The first
category that isfirst in terms of your report is salaries and
benefits, and looking at the 2000 report on page 12,
commencing on that page is a more detailed review of each
of the components of that category, is that correct, Mr.
Brushett?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: And you would have reviewed all of
the categories of expenses that are included under that
broad category of salaries and benefits, isthat correct?

MR. BRUSHETT: Yes, we would have had ... we would
have conducted a review of that and different levels of
review, | guess, for some of the categories, but certainly we
would have obtained explanations where we could for
changes in each of the categories.

MS. GREENE, Q.C.: Andif you could, please, read in the
first paragraph under the column that begins with "While
salaries," because | think this explains the reason for the
increase.

MR. BRUSHETT: Yes. "While salaries and benefits
increased in amost every category in 2000, the magjority of
the overall increase can be attributed to the following
categories. employee future benefits, $2.243 million; hourly
wages, $755,000; and fringe benefits, $691,000. Thesethree
categories account for $3.689 million or 87 percent of the
overal increase."

MS. GREENE, Q.C.: And the rest of the section until page
15 goes into a detailed explanation of those, each of those
reasons, isthat correct?

MR. BRUSHETT: To page 15, did you say, Ms. Greene?

MS. GREENE, Q.C.: Yes, that's correct. Commentary on
each of those.

MR. BRUSHETT: Yes. There may be some additional
commentary throughout those pages but essentialy it's to
review the impact of those changes, yes.

MS. GREENE, Q.C.: Having gotten the explanation of each
of the categories of expenses, did you conclude that any
portion of the 2000 salary benefits costs were not prudent
or were not reasonable?
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MR. BRUSHETT: | guess the conclusion is that based on
the explanations that we received, nothing came to our
attention to indicate that they were not or that they were
imprudent or unreasonable, and that's the basis of our
conclusion.

MS. GREENE, Q.C.: Turningnow to the 2001 report, and I'd
likefirst to look at the terms of reference which are on page
one of that report, I'm looking at No. 7, isit fair to say that
Section 7 in the 2001 report which relates to the, what | will
call the revenue requirement, is essentially the same as the
same terms of reference we saw in your 2000 report?

MR. BRUSHETT: Yes, it would be essentialy the same
objective.

MS. GREENE, Q.C.: Turning to page 25 of this report,
please ... actualy it's 24, sorry. Here we find a similar
description of the category of salaries and benefits for 2001
and 2 that we had seen for 2000, is that correct?

MR. BRUSHETT: Yes. Thiswould be similar in terms of
commentary as to the changes in those, in that expense
category.

MS. GREENE, Q.C.: And | wonder if you could, the lines
aren't number on your report, but if you could read the
paragraph that's halfway down the page that begins with
"Per review"?

MR. BRUSHETT: "Per review of Exhibit 3(A), the most
significant variances between 2001 and 2002 forecasts and
2000 actuals occur in the following categories of salaries:
increase in permanent salaries for 2001 and 2002, decrease
in temporary saaries for 2001 and 2002, decrease in
overtime for 2001 and 2002."

MS. GREENE, Q.C.: Andthen| won't ask you to read al of
the following, but then you went on to review the reasons
for the increase in permanent salaries, isthat correct?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Andover onpage25I'dliketorefer to
your conclusion on the increase in permanent salaries, and
it begins with the part that begins, "The net difference”
and | wonder if you could just read actually half a sentence
really beginning the second last line after the word "and,”
which in my view was your conclusion on that category of
expense.

MR. BRUSHETT: Right at the end of the second last line?

MS. GREENE, Q.C.: Yes. If you like you can read the
whole paragraph to yourself first and if you want to read
any additional comments feel free to do so.

MR. BRUSHETT: Thefina part of that last sentence isthat
the forecast 2001 permanent salaries appear reasonable, and
that's made within the context of our review where | guess
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we've looked at the reconciliation of how the budgeting
and forecasting has been done for the 2001 salaries, where
we start with the permanent salaries for 2000 and try to
reconcile what the major changes would be in that expense
category. It does come down to a net difference of
$400,000, which is a potential over-budgeting, but we do
acknowledge that there's a decrease in the forecast
temporary salaries. Overall it appeared reasonable, and |
guess the standard that we're trying to apply is
reasonableness and prudence overall, which is sort of a
very high level general standard and, so that everyone
understands, | guess, that's the context in which the review
was undertaken. That wouldn't necessarily, Ms. Greene, |
guess, lead you to a definitive conclusion as to efficiencies
or whether there were other efficiencies there. That's sort
of, | guess, a normal management day-to-day thing where
you would be exploring (phonetic) and looking for
efficiencies in terms of your operations, but on an overall
basis there's nothing that came to our attention to indicate
anything was unreasonable or imprudent.

MS. GREENE, Q.C.: And if anything had come to your
attention | assume you would recommend that it would not
be allowed, such asthe spousal travel?

MR. BRUSHETT: That would be correct, yes.

MS. GREENE, Q.C.: Where you did not recommend that
the spousal travel be allowed as a reasonable expense, is
that correct?

MR. BRUSHETT: WEéll, | guessour recommendation isthat
as a regulated expense the spousal travel, you know ...
again that would be the decision of Hydro management as
to whether they allowed it per se. It's... from arate-setting
point of view, it should not be regulated. That's the
recommendation.

MS. GREENE, Q.C.: And looking to the next paragraph, a
similar, you made a similar conclusion with respect to the
2002 forecast permanent salaries, is that correct?

MR. BRUSHETT: Yes.
MS. GREENE, Q.C.: Asyou did with respect to 2001.

MR. BRUSHETT: Yes, we did, and there is no similar
reconciliation because of, | guess, the sensitivity as to the
forecast that Hydro has made with respect to increases for
union and non-union employees, but we have reviewed a
similar reconciliation and our conclusion was that they
were reasonable based on that reconciliation. It certainly
covered off similar adjustments and there was nothing
cameto our attention that indicated there was any problem.

MS. GREENE, Q.C.: So again for 2002, you did not
recommend or find that any of the expensesincluded in this
category were unreasonable or not prudent or should not
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be included as a regulated expense?
MR. BRUSHETT: That's correct.

MS. GREENE, Q.C.: | believe the next category that you
referred to as indicating (inaudible) trend was system
equipment maintenance, is that correct?

MR. BRUSHETT: That's correct.

MS. GREENE, Q.C.: AndI'dliketo look first at your 2000
report where you reviewed this category of expense, and it
would be on page, beginning on page 16 of the 2000 report.
Again, with respect to system equipment maintenance, a
similar approach was taken with respect to salaries, Mr.
Brushett, and that you reviewed the detail provided of each
of the expense categories under that broad heading of
system equipment maintenance, is that correct?

MR. BRUSHETT: Yes, that's correct, and we would have
looked at it on a, sort of a departmental basis as well, just
to get to the detail to be able to assess the explanations
and so on that were given for the variances that occurred
from year to year.

MS. GREENE, Q.C.: And with respect to your 2000 report,
what was your conclusion with respect to this category?

MR. BRUSHETT: There were some concerns with this
category and unlike the salaries there was certainly no,
unless you can point something out to me on the screen, |
think the conclusion was that there was concern with this
and that further review was required on certain, in certain
areas.

MS. GREENE, Q.C.: And those certain areas, | believe, on
page 17, you referred to the increasing expenses at the
Holyrood thermal plant as your area of concern.

MR. BRUSHETT: Yes, that wasthe primary area of concern
with respect to system equipment maintenance. There were
fluctuations up and down with respect to Holyrood and
there has been over a number of years and it's very difficult
to assess what an appropriate normalized level of
expenditure would be, | guess, in that area.

MS. GREENE, Q.C.: Sowhen | read thisreport and as well
the 2001 report, my conclusion of your conclusion was that
the, your concern was primarily with the Holyrood thermal
plant maintenance costs, is that correct?

MR. BRUSHETT: That was the only areawhere we really
identified significant fluctuations where we couldn't get a
certain comfort level, | guess, with respect to whether they
were reasonable or prudent or not. There were trends in
other categories as well but that was really the focus of our
comments, you'reright, and certainly in the 2000 report.

MS. GREENE, Q.C.: And with respect to Holyrood, have
you any engineering expertise with respect to the
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mai ntenance that would be required for a thermal plant of
that age?

MR. BRUSHETT: No, you're absolutely correct, | would
not. | guess my focus has been from a financial point of
view. Assessing whether the changes and the
explanations given by management are reasonable in the
circumstances, having knowledge that there are certainly,
it's an aging plant and there are, from an engineering point
of view, I'm sure there are quite, | was going to say detail,
| guess, | don't know if that's the right word, but certainly
quite a lot of effort that goes into scheduling and
maintenance and determining what maintenance is required
and so on. | acknowledge al that but from an overal
financial point of view, the inconsistencies that occur there
are very difficult to assess the reasonableness, | guess,
overall of the expenditures.

MS. GREENE, Q.C.: From afinancial perspective.

MR. BRUSHETT: From a financial perspective, that's
correct.

MS. GREENE, Q.C.: Did you recommend that any of the
expenses in the 2000 category of system equipment
maintenance not be allowed as reasonable or prudent
regulated expense?

MR. BRUSHETT: No, we did not.

MS. GREENE, Q.C.: I'dlike now to look at your 2001 report
on the same topic of system equipment maintenance, and
it begins on page 28 of your 2001 report where again you
review the categories and on page 29 you outline your
conclusion, and | wonder if you could read the last
paragraph on page 29, please?

MR. BRUSHETT: "Except for our comments above on
annual routine maintenance for the Holyrood thermal plant,
based on the results of our review, nothing has come to our
attention to indicate that the system equipment
maintenance costs for 2002 are unreasonable.”

MS. GREENE, Q.C.: So that was a similar conclusion to
what you just outlined to me in your previous answer
about thistopic, isit?

MR. BRUSHETT: That's similar to the concerns in 2000,
and actually would have arisen in prior years aswell but in
2000 you're correct, what we just reviewed.

MS. GREENE, Q.C.: And your concern relates primarily to
the Holyrood thermal plant.

MR. BRUSHETT: Holyrood thermal plant and the
maintenance costs associated with that.

(10:00 a.m.)
MS. GREENE, Q.C.. The third category that you have
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indicated had an increasing trend is professiona services.
MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Andif we could look at the 2000 report
on page 20 to look at your comments on this category?
Thank you. Again as with the other categories you outline
the reasons for, or the main contributors to this category of
expense on page 20, isthat, then over to 21, is that correct?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Did you obtain explanations of the
increases in professional service category shown there on
page 207?

MR. BRUSHETT: Yes, we have obtained explanations and
have conducted detailed analysis of that.

MS. GREENE, Q.C.. And some of that additional
explanation is provided on page 21, isthat correct?

MR. BRUSHETT: Yes. Page 21 isreally amost alisting of
some of the significant projects included in that cost
category and was redlly provided in the report to illustrate
the types of things that were ... it's not meant to be a
complete analysis and | don't think it does tie back into the
totals that are there. It was to highlight some of the
significant items.

MS. GREENE, Q.C.: And it demonstrates that you had

gotten additional detail of some of the expense categories,
isthat correct?

MR. BRUSHETT: Yes, that is correct.

MS. GREENE, Q.C.: Having gotten a detailed explanation
did you recommend that any of the 2000 expenditures
under the category of professional services not be included
as areasonable or prudent regulated expense?

MR. BRUSHETT: Nothing came to our attention to
indicate that any of these were unreasonable or imprudent
in terms of the review and the inquiry and analysis that we
conducted, you're correct. The...

MS. GREENE, Q.C.: | want ...
MR. BRUSHETT: I'm sorry.
MS. GREENE, Q.C.. Go ahead.

MR. BRUSHETT: Thedifficulty, if you read through, and
I was trying to find the explanations that were here, some
of the difficulty is not that an individual project was
unreasonable or imprudent, and it would be very difficult,
as you I'm sure would agree with me, for us as financia
consultants, to indicate whether an engineering study was
imprudent in terms of what its objective was and what the
outcomewas. The concern iswith the trend that's here and
whether al of the studies are required and whether there are
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certain things that can be deferred or scheduled at different
timesin terms of controlling the overal level of expenditure
in this category. | think that's really the focus of what our
concerns are with respect to professional fees.

MS. GREENE, Q.C.: Could I just go back to the terms of
reference in the 2000 report, please, Section 3, page 1? And
I wonder if you could just read the first sentence in that
terms of reference in Section 3?

MR. BRUSHETT: "Conduct an examination of operations
and administration expenses, fuels, power purchased,
depreciation and interest to assess the reasonableness and
prudence in relation to sales of power and energy."”

MS. GREENE, Q.C.: And that iswhat you undertook to do.
MR. BRUSHETT: Oh, yes, itis.

MS. GREENE, Q.C.: The 2001 report with respect to system
equipment maintenance on page 34 ...

MR. BRUSHETT: I'm sorry, what's the reference, Ms.
Greene, to system equipment maintenance on page ...

MS. GREENE, Q.C.: | have thewrong page reference here,
sorry. It's actually page 29. And again ... sorry, it was
professional services commentary. We hadn't finished that
in the 2001 report, and again that was starting on page 33
of the 2001 report, sorry, and | just wanted you to outline
or to alow you to see that you've outlined a similar
conclusion on page 34 as you've just outlined to the Board,
which is the increasing trend of professional services, and
that is your third category and the last category where you
had indicated an increasing trend that should be monitored,
isthat correct?

MR. BRUSHETT: Inthethird paragraph? I'm sorry, | ...

MS. GREENE, Q.C.: Your conclusion actually ison page 34
on professional ...

MR. BRUSHETT: Yes, okay.
MS. GREENE, Q.C.: ... services, right?
MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Andit'sin the last paragraph before
travel and conferences.

MR. BRUSHETT: Yes. Yeah, that's the basis of the
conclusion that's carried forward, | guess.

MS. GREENE, Q.C.: But again with respect to your 2001
report, there were no 2001 or 2002 expenditures in the
category of professional services that you recommended
not be included as a reasonable or prudent regulated
expense, was there?

MR. BRUSHETT: That is correct.
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MS. GREENE, Q.C.: | just wanted to briefly look now at
some of the attachments to your 2001 report. | found it
helpful in putting these, al of the categories of expenses
into context, and the first one | wanted to look at was
Exhibit 5(A) of the 2001 report. Can you explain, Mr.
Brushett, what Exhibit 5(A) demonstrates?

MR. BRUSHETT: 5(A) is a graphical illustration of the
comparison of total cost of energy to kilowatt hours sold
and used, and total cost of energy includes al operating
costs in addition to depreciation and fuel, purchased
power, interest expense and the margin or the net income
earned, so it's essentially the revenue requirement on it, the
actual revenue requirement for the years and the forecast
revenue requirement for 2001, 2002.

MS. GREENE, Q.C.: Asfiled with the original application,
just ...

MR. BRUSHETT: That's correct, yes.

MS. GREENE, Q.C.: Now if we could turn to the next page,
which is Exhibit 5(B), which also has atotal cost of energy
per kilowatt as a heading in the graph, but how is that
different from Exhibit 5(A)?

MR. BRUSHETT: 5(B) excludes the cost of fuel from the
total cost of energy to be abletoisolate, | guess, the impact
of that particular item on the analysis.

MS. GREENE, Q.C.: And what does the table demonstrate,
the Exhibit 5(B)?

MR. BRUSHETT: WEéll, it shows a decreasing trend from
1998 to 2002 in terms of the cost per kilowatt hour and that's
attributed to, if you look at the table really, it would be the
decrease in interest and the decrease in margin would
contribute quite a bit to that because of the decreasing
trends in those two categories.

MS. GREENE, Q.C.: That it showsit for 2002, the lowest
cost of energy per kilowatt hour for any of the years shown
on the graph.

MR. BRUSHETT: Excluding the fuel, yes.

MS. GREENE, Q.C.: Excluding fuel, that's correct. Now the
next table that | wanted to look at was 6(C)., wasit 6 or ...
it's the pie charts that are attached where it shows the
comparison of cost as a percentage of total revenue, 6(C).2,
in..

MR. BRUSHETT: 5(C).2, Ms. Greene.

MS. GREENE, Q.C.: 5, isit? And again | wonder if you
would explain what these charts indicate?

MR. BRUSHETT: Wadll, these charts would show from '97,
1997 to 2002 the breakdown or the percentage that each
cost category, including margin, would be of the total
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revenue requirement, and it shows it again in a graphical
formin apie chart.

MS. GREENE, Q.C.: And would show again that these
categories of cost have been decreasing from 2000, in 2002
versus 2001, 2000, is that correct?

MR. BRUSHETT: Which category are you referring to, Ms.
Greene, other costs?

MS. GREENE, Q.C.: Other costs, the total of other costs.

MR. BRUSHETT: Yes, other costs as a percentage of the
total revenue requirement is decreasing.

MS. GREENE, Q.C.: And what is that category of other
costs? Would it be fair to categorize it as Hydro's
controllable costs, it excludes interest margin, depreciation,
fuel and power purchased?

MR. BRUSHETT: That is correct, and | think it's been
referred to throughout, several times throughout the
hearing as controllable and you would expect those to be
the costs that, under control of management more so than
the others, yes.

MS. GREENE, Q.C.: The charts show decreasing trend in
the controllable costs since '99, is that correct?

MR. BRUSHETT: Thereis, in terms of the percentage of
thetotal revenue requirement, yes, from 2000 at 32 percent,
it decreases to 28 percent, although the total absolute
dollar amount of those costs areincreasing. That was back
onthe5(A), | believe.

MS. GREENE, Q.C.: Yes. And the last schedule, whichis
asimilar one, | think it's Exhibit 5(D).2, which illustrates the
same point in a different way, is that correct?

MR. BRUSHETT: Yes, yes.

MS. GREENE, Q.C.: And can you explain what this chart
shows, Mr. Brushett?

MR. BRUSHETT: Thisisjust aline graph that shows the
trend from 1997 to 2000 of other costs, and thisis not total
revenue requirement as you saw in the other schedules.
Thisisthetotal of other costsincluding the salaries.

MS. GREENE, Q.C.: And again it showsthe declining trend
as a percentage.

MR. BRUSHETT: A declining trend on a kilowatt hour
basis, yes.

MS. GREENE, Q.C.: I'd like now to turn to your
supplementary evidence of December 13th on the topic of
controllable operating and maintenance costs, and that
begins on page four of your supplementary evidence.
Beginning on line 21 you refer to the fact that the Board
ordered a productivity allowance for Newfoundland Power
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in 1996, isthat correct?
MR. BRUSHETT: That's correct.

MS. GREENE, Q.C.: And what happened at Newfoundland
Power's 1998 hearing with respect to the productivity
allowance?

MR. BRUSHETT: There was no productivity allowance
ordered in '98, if that's what you're asking. To my
knowledge therewas no ...

MS. GREENE, Q.C.: And do you know if the Board
specifically dealt with the issue?

MR. BRUSHETT: | am sure the Board considered it. |
would expect they would have considered it in the context
of the overall level of operating expenses, but in the report
itself and in the order, | don't think it was specifically
referenced, no.

MS. GREENE, Q.C.: Soitwouldn't surpriseyou, if | refresh
your memory, the fact that the Board specifically rejected
the application for productivity allowance in 19987

MR. BRUSHETT: That would be the outcome, | guess, if,
the fact that it wasn't ordered, yes.

MS. GREENE, Q.C.: Aswe've just reviewed with you, you
did not recommend that any of the expensesin 2000, 2001
or 2002, be not included as reasonable prudent regulated
expenses, isthat correct?

MR. BRUSHETT: The conclusion that we have made is
that, based on the results of our review and our
examination of those individual cost categories, nothing
has come to our attention to indicate that any of those
expenses are unreasonable or imprudent in terms of the
operation of the utility.

(10:15a.m.)

MS. GREENE, Q.C.: | wanted now to turn to another
category and that's the Rate Stabilization Plan, and if we
could look back to the 2000 report, please, again to the
terms of reference, this time to page two, and 1'd ask you to
read number six into the record, please.

MR. BRUSHETT: "Conduct an examination of the changes
to the Rate Stabilization Plan to assess compliance with
Board directives.”

MS. GREENE, Q.C.: And | understand from your report
that you did review the Rate Stabilization Plan activity asa
result of, as part of your 2000 review, isthat correct?

MR. BRUSHETT: Yes, that's correct.

MS. GREENE, Q.C.: Andl'dlikeyou to now turnto page 33
of the 2000 report and I'd ask you to read your conclusion
into the record, please.
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MR. BRUSHETT: "Based upon our review, we report that
the adjustments made to the RSP in 2000 are reasonable and
it has been operating in accordance with Board directives.”

MS. GREENE, Q.C.: And the review that was undertaken
for the purpose of the 2000 review was of the actual activity
that had occurred in the Plan in relation to existing Board
recommendations, is that correct?

MR. BRUSHETT: That's correct, in terms of the
methodology and the charges to the plan, yes, and the
recoveries.

MS. GREENE, Q.C.: Inthe2001 report I'd liketo turn to that
report on the same topic of the Rate Stabilization Plan, and
again if we look at the terms of reference, page two, |
wonder if you could read number 11 on page two into the
record, please?

MR. BRUSHETT: "Review the Rate Stabilization Plan,
including the rebase of data and the Company's request to
increase the cap for Newfoundland Power to $100 million."

MS. GREENE, Q.C.: Soisitfair to say that your review this
time was a bit broader in the sense that you were also
looking at recommended changes or changes proposed by
Hydro to the RSP?

MR. BRUSHETT: Yes, yes, interms of the rebasing of data
and the increase in the cap, in particular those are
referenced there.

MS. GREENE, Q.C.: Your review of the Rate Stabilization
Plan commences on page 43 of the 2001 report. In your
2001 review, did anything come to your attention with
respect to the application of the methodology of the RSP
that would have changed the conclusion outlined in your
2000 report?

MR. BRUSHETT: I'm not sure. The conclusion being that
it was in accordance with, in compliance with the Board
directives?

MS. GREENE, Q.C.: Yes, that's correct.

MR. BRUSHETT: No, but I guess the changes that were
being proposed were not, are being, are part of the
application, so there's no Board directives with respect to
the implementation of the proposed changes, so we
wouldn't be able to draw the same conclusion as we did in
2000 that it's in accordance with Board directives. I'm not
sure | understand your question.

MS. GREENE, Q.C.: | just wanted to make sure that in
doing the additional work in 2001 nothing had come to your
attention that would have caused you to change your 2000
opinion. | recognize it's with respect to how the Plan had
operated, not with respect to the proposed changes.

MR. BRUSHETT: No, nothing did cometo our attention to
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indicate there was anything incorrect in the 2000, that's
correct.

MS. GREENE, Q.C.. And nothing has come to your
attention throughout the course of this hearing, is that
correct, because you made no reference to it in your
supplementary evidence?

MR. BRUSHETT: Not interms of the scope of the review
that we undertook, no, no.

MS. GREENE, Q.C.: Looking at how some of your evidence
with respect to the proposed changes, the first one that |
wanted to explore with you isthe increase in the cap.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Andtodo that I'd like to look at your
supplementary evidence of December 13th, and that
begins, your commentary on the cap begins on page seven
of your supplementary evidence, and | just wonder if you
could, Mr. Brushett, to ensure everyone understands your
recommendation, outline what your recommendation is as
contained, well it's really contained on page eight but your
commentary begins on page seven, so if you could, please,
outline what you're recommending to the Board with
respect to the cap, the proposed increase in the cap.

MR. BRUSHETT: The conclusion or the recommendation
that we are presenting in this supplementary evidence
really starts at line four on page eight, and based upon the
commentary we have in the preceding page as well as the
review of the evidence and discussion and so on
throughout the hearing, we're recommending that the Board
approve atemporary or an interim increase in the retail cap
for the Plan at this time, but the cap should be set in
reference to the revised projected peak balance of the retail
plan over the 2002 and 2000 (sic) time period as opposed to
the $100 million requested by Hydro. | believe thereisa...
andif | can explain the basis for that, that recommendation.

MS. GREENE, Q.C.: Yes, I'dlike you to, thank you.

MR. BRUSHETT: | believethereisaconcern expressed by
a number of parties certainly about the growth of the RSP
in terms of the total dollars that are effectively deferred into
future years and that $100 million would certainly be almost
athird of the total revenue requirement of the Utility, and
deferral of cost of that magnitude is certainly something
that should be of concern to, I'm sure it's a concern to
Hydro as well as to the Board and to the regulator, and it
really needs to be reviewed in probably more detail. Now,
the understanding is that Hydro is coming in in 2003 for
another rate application and | think it would be prudent for
the Board to approve atemporary increase in that cap until
such time as it can review the effectiveness and any other
approaches that can be taken with respect to the RSP. So
that's the basis and the context in which we recommend
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only a temporary increase in the cap, and it should be set
in reference to what the forecast is over that short, shorter
time frame of 2002, 2003 period.

MS. GREENE, Q.C.: Sojust to explore with you that a bit
further, you're recommending that the cap be increased as
proposed by Hydro but that it would be a temporary
increase and not a permanent one. Is that a correct
statement of your recommendation on that part?

MR. BRUSHETT: Temporary in the sense that it should be
reviewed again, and the next paragraph actually refers to
the Board having the opportunity to review it again within
a reasonable time frame, temporary in the sense that until
there's more in-depth review probably of the operating
mechanisms and the recoveries of the plan, that it be
temporary in that sense, yes.

MS. GREENE, Q.C.: And the size of the cap, the amount of
the cap, how do you suggest that it be set?

MR. BRUSHETT: | believe there are revised forecasts for
the, certainly for 2002, with respect to the balance in the
retail, in the RSP overall and the retail portion of the Plan,
and | think it should be set in reference to that, and |
believe the revised projection is somewhere in the range of
$65 million to the end of 2002, so | think it should be set in
reference to that, not at $65 million necessarily because
there has to be some room for ... nothing is precise, it's al
forecasting. But maybe a 70 or $75 million cap at this point
and if circumstances were such that Hydro felt it was going
to exceed that, then maybe they should come forward and
do a more detailed review, would be an indication that
things certainly weren't unfolding as projected today, so |
think maybe it would be prudent to carry out further review
at that time.

MS. GREENE, Q.C.: Perhaps, Mr. Brushett, if we could for
everyone's benefit, you've referred to the response to PUB-
81, perhaps if we could bring that up on the screen? And
if you ... just to ensure that everyone is with us, if you
could read the question that's there, Mr. Brushett?

MR. BRUSHETT: "The RSP follow-up to PUB 78. Please
provide the schedules, including the revised split for retail
and industrial for 2001 and 2002 that was included in your
response to PUB-78, incorporating the changes that result
in the No. 6 fuel prices that were provided by Mr.
Henderson's supplementary evidence filed on Wednesday,
December 12th, 2001."

MS. GREENE, Q.C.: Okay. So thisisthe update that you
referred to where Hydro provided a response to the answer
of the revised forecast of the RSP balance for 2002. Mr.
O'Ridly, if you could scroll down, please, till we see the
actual, the schedule, which is the next page? And that is

100 2001 where we see the balance at the end of the year in the
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retal planis... could you read it there, please, Mr. Brushett,
"December"?

MR. BRUSHETT: "December balance 2001, $60,356,209."

MS. GREENE, Q.C.: Okay. Andthenext page, Mr. O'Ri€lly,
page (inaudible). And again, Mr. Brushett, thisis the RSP
balance for 2002 revised, isthat correct?

MR. BRUSHETT: That's correct, forecast, revised forecast
balance as of December 2002, retail plan, $64,947,655.

MS. GREENE, Q.C.: So we know what the revised 2002
balance is. You're suggesting, if | understand your
recommendation, that looking at what the forecast is for
2002 and 2003, that we have some guide as to what the cap
on the RSP would be but that it would not necessarily be
tied specifically to what the forecast is recognizing it's only
aforecast, isthat correct?

MR. BRUSHETT: That would be correct. | certainly
wouldn't be recommending setting at, you know, at 65 ...

MS. GREENE, Q.C.: 64...

MR. BRUSHETT: $65 million and not ... forecast is
obviously subject to some degree of projection and will
change, so it should be said in reference to that, | guessthe
comment was more that setting it at $100 million when
you're now forecast to be at 65 is probably not appropriate,
should review that in reference to the revised forecast.

MR. NOSEWORTHY, CHAIRMAN: Excuse me, Ms.
Greene, we're going to have to take a break now, if that's
okay. Actualy well take a 15-minute break early this
morning if that's okay, please. Thank you.

(10:25a.m.)
(break)
(10:50 a.m.)

MR. NOSEWORTHY, CHAIRMAN: Thank you.
(inaudible) believe there's somebody doesn't (inaudible).
Thank you very much. We will proceed on with the cross-
examination, Ms. Greene. | can't promise there won't be
another interruption but we'll certainly go aslong, I'm sure,
aswe possibly can. Thank you.

MS. GREENE, Q.C.: That'sfine. Thank you, Mr. Chair. |
suffered the stomach flu last Thursday and Friday so I'm
quite sympathetic. Mr. Brushett, we were talking about the
Rate Stabilization Plan before the break and | wanted to
continue that discussion and to discuss with you your
proposal or your aternatives to recover the balance in the
Plan which you have outlined in your December 13th
evidence, and | wonder if you could, please, summarize the
two alternatives you have suggested to the Board for
consideration that are outlined on page nine of your
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December 13th evidence?

MR. BRUSHETT: Yes. Just so you understand, | guess,
the, this section of the supplementary evidence deals with
certain alternatives to recovering the balance in the Plan
that the Board may wish to consider. You'll note there's
really no recommendation. | think that the idea was that the
Board should at least have some options available to them
that they may be able to consider if it was their desire to
pursue that. The options that we've put forward are really
examples or aternatives that, to the existing recovery
methodology, and the first, referenced on page nine of the
supplementary evidence, isto, titled (A) at line four, it says,
"Freeze the balance of the Plan and recover, continue to
recover that balance," which isthe balance that's arising up
to the end of December 2001, "using the three-year
declining balance method and then to alter the recovery for
future increases in the Plan using a straight-line basis over
atwo-year period." The second option that they may want
or aternative they may want to consider is to, and this will
have the impact of accelerating the recovery, is to recover
it over a, the existing balance over a three-year period and
use a two-year period for any subsequent additions to the
Plan, the whole basis of these two alternatives is, or the
effect isto increase or accelerate the recovery.

MS. GREENE, Q.C.: And theonly difference between the
two is the change in the declining, from the declining
balance method in (A) to astraight-line basisin (B) for the
current outstanding balance as of December 31, is that
correct?

MR. BRUSHETT: That is correct. One of the impacts of
using declining balance of courseisthat it, whileit's meant
to be a three-year recovery or certainly conceptualy it
appears to be a three-year recovery, using the declining
balance method, makes it much longer than that.

MS. GREENE, Q.C.: And | believe you've illustrated the
impact of that in Exhibit 4 attached to your supplementary
evidence, isthat correct?

MR. BRUSHETT: Yes, that's correct.

MS. GREENE, Q.C.: | wonder if we could turn to that,
please? Mr. Brushett, we had a little bit of difficulty in
understanding the Exhibit 4 and | wondered if you could
explain under Option "A," which isthe third column in, the
assumptions that you use for the retail adjustment for July
1, 2002?

MR. BRUSHETT: July 1 of 2002?

MS. GREENE, Q.C.. Yes, and then for 2003. What
assumptions did you use for the RSP retail adjustment?
They're set out above. For example, in "B" you say what
the retail sales are for December 2000, for 2001 and 2002,
and with respect to retail sales, what forecast energy sales,
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what energy sales were used in doing the RSP retail splitin
your Exhibit 4 there?

MR. BRUSHETT: In Exhibit 4. It should ... | can check the
calculations, if you wish, but for Option "A," July 1, 2002,
is to take the assumption of a $65 million balance in the
Plan as of December 2001, divide that by three and the retail
sales number used for calculating the mill rate is the 4,475
gigawatt hours for the year ended December 31st, 2001, so
the math should work out. It would be one-third of $65
million divided by 4,475 gigawatt hours.

MS. GREENE, Q.C.: Andin doing, looking at that for 2002,
it appeared when we did the calculation that the energy
sales used was the 2001 energy sales, isthat ...

MR. BRUSHETT: For 2002 recovery ...

MS. GREENE, Q.C.: Yes. The split was based on the 2001
sales.

MR. BRUSHETT: Yes, for the year ended December 31st,
2001.

MS. GREENE, Q.C.: Yeah, and you know ...

MR. BRUSHETT: And the balance was December 31<t,
2001, which isamil rate adjustment on July 1 of 2002.

MS. GREENE, Q.C.: Okay. So that is what you did in
Exhibit 4. You are aware that Hydro is proposing as one of
the changes in the Plan on a go-forward basis to use the
current year's forecast of energy sales as a basis for doing
the split.

MR. BRUSHETT: Uh hum.

MS. GREENE, Q.C.: Soif that were done it would change
some of the numbersin your Option"A," isthat correct?

MR. BRUSHETT: Yes. | haven't done those calculations
but you'reright, yes, it would.

MS. GREENE, Q.C.: And with respect to the period of time
that you used in Exhibit 4 for the ... how long did you
assume that the 4.84 mils would be in effect in 20027

MR. BRUSHETT: In 2002 it would bein effect from July 1
to the end of 2002 aswell as from January 1 of 2003 to June
30th of 2003.

MS. GREENE, Q.C.: Yes, but it would only be in effect for
six monthsin 2002, wouldn't it?

MR. BRUSHETT: That's correct.

MS. GREENE, Q.C.: And | guessthat's where we had some
of the difficulty in doing the numbers, so | would like to
circulate a new Exhibit 2, and | would take you through
some of the assumptions when we do that. Now that
everybody has a copy, Mr. Brushett, | just wanted to
explain what this is where this is the first time you've seen
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it.
MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: So we tried to reproduce your
calculations in Exhibit 4 and had some difficulty with the
numbersin Option "A" shown in your Exhibit 4, and | think
the first reason for the changes, as I've indicated and as
you've just testified, in preparing Exhibit 4 you used the
2001 sales to determine the 2002 customer splitsin the RSP,
isthat correct?

MR. BRUSHETT: Our assumption isthat the retail balance
in the Plan is $65 million at the end of 2001 and $70 million
at the end of 2002.

MS. GREENE, Q.C.: Andthenin ...

MR. BRUSHETT: When you're referring to the customer
splits, what ...

MS. GREENE, Q.C.: Yes, because you had to do the retail
adjustment, you see, that's shown up in Option "A."

MR. BRUSHETT: Yes. Well, it'sbased on the $65 million
as being the retail balance.

MS. GREENE, Q.C.: Okay. And| guesswhat thisexhibitis
doing is using the same numbers but using, as you can see,
using assumptions stated revised as follows, we've
indicated what the two changes are as we have been able
to determine, and | know you're seeing this for the first time
S0 ...

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: ... it's subject to verification by you
obviousy. We have used the 2002 sales forecast to
determine the 2002 recovery and that is Hydro's proposal
for achange in the RSP methodology on a go-forward basis
as you do the splits of the energy forecast sales for the
year, and the other oneisthe...

MR. BRUSHETT: The splitswith respect to the....

MS. GREENE, Q.C.: Industrial and retail.

MR. BRUSHETT: TheincreasesinthePlan, isthat what ...
MS. GREENE, Q.C.: Right.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: But when you get to the balance and
how you do, going to be doing it based on the ...

MR. BRUSHETT: Yes.
MS. GREENE, Q.C.: ... forecast energy for the....

MR. BRUSHETT: Yes, | understand that and our example,
| guess, was much more simpler. It assumed ...

MS. GREENE, Q.C.: Yes.
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MR. BRUSHETT: ... what the balances were going to be
without calculating splits based on what you're proposing.

MS. GREENE, Q.C.: And the only reason we're doingit, |
guess, is just to demonstrate that even with your Option
"A," the percentage of the increase, if we use the, | guess
the more detailed method calculation ...

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: ... would be alittle bit lower than what
you've suggested.

MR. BRUSHETT: Yes, sure.

MS. GREENE, Q.C.: And the other there, in "B," the
second assumption that we changed is what the mill rate
adjustment would be for six months in 2002, and | guess
that's subject to check. 1 just ... if you could confirm
whether you agree with the calculations in the revised
Exhibit 4. We just wanted to understand the basis for your

MR. BRUSHETT: Yes, sure.

MS. GREENE, Q.C.: Okay.

MR. BRUSHETT: | can undertaketo ...

(11:00 a.m.)

MR. KENNEDY: Chair, thiswould be Hydro-2.
EXHIBIT HYDRO-2 ENTERED

MR. NOSEWORTHY, CHAIRMAN: Thank you, counsel.

MS. GREENE, Q.C.: So going back to ... asyou're saying,
you're not making a specific recommendation to the Board,
is that correct, with respect to the, a changed recovery
method, but you'reillustrating two different approaches for
the Board's consideration, is that correct?

MR. BRUSHETT: That's correct, yes. The aternatives, if
the Board having considered all of the evidence decided
that this was an area where they wanted to change, | guess
our objective here was to place severa alternatives before
them so they could understand the impact of that type of
achange.

MS. GREENE, Q.C.: And Exhibit 4 that we just reviewed
illustrates what the impact of the changed recovery method
would be, isthat correct?

MR. BRUSHETT: Interms of the mil rate adjustments that
would occur in subsequent years, yes.

MS. GREENE, Q.C.: I'd like now to turn to the topic of
Hydro's capita budget and I'd like first to look at your 2001
report at page 14 where you review the history of Hydro's
capital expenditures since '96, and | wondered was there
any reason why you included 1996 which was a year prior,
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was ayear that Hydro's capital budget wasn't regulated?

MR. BRUSHETT: No. There's a five-year history, as
basically we were looking for some extended history to be
able to work out an average. There's no reason other than
that.

MS. GREENE, Q.C.: Because under The Hydro Act the '96
budget was deemed to have been approved. Do you recall
that?

MR. BRUSHETT: Yes, that would be correct.

MS. GREENE, Q.C.: And wereyou ... | believe you were
present, at least for part of the evidence of Messrs.
Osmond and Roberts.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: And did you hear their evidence with
respect to the change in approach of the capital budget
because of regulation?

MR. BRUSHETT: Yes, | did hear that and | guess my
understanding or interpretation of that is that with respect
to the way those projects are managed, the objective is to
try and complete the projects within the time frames that are
being submitted to the Board in terms of the application,
and redly in terms of our review, we don't really take
exception or have a concern with the way the projects are
being managed, and as you've indicated before, not being
an engineer, it'snot my area of expertise really to assessthe
management of individual capital projects. It was more
again from the financial point of view. For various reasons
projects get delayed or deferred and that is really a common
occurrence, and the impact of that is that there is under
(inaudible).

MS. GREENE, Q.C.: And you're pointing out that the
average for the five-year period you've chosen thereisa 15
percent variance.

MR. BRUSHETT: Correct.

MS. GREENE, Q.C.: Which isyour conclusion on page 15
of that report. Are you familiar with how the Board treated
the similar issuefor Newfoundland Power in 1996 and 1998?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: In the 1996 hearing, and perhaps it
might be helpful for the other partiesif ... | have a copy of
the extract of the Board order, to, and it might be helpful for
everybody if | distributed it at thistime. Mr. Chair, | have
identified at the top of this extract that it is an extract
commencing on page 73 of the PUB Order No. 7 of 1996-
1997 and that it was issued with respect to a Newfoundland
Power application. | don't know, Mr. Brushett, if you've
had the opportunity to review it and seeiif it looks familiar
to you.
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MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: On page 74 at the top of the page,
would you agree that that schedule there sets out
experience of Newfoundland Power with respect to its
capital budget experience and its under (inaudible)?

MR. BRUSHETT: Yes, | accept that that's what that
represents. | wouldn't obviously be able to check the
details out but | accept that that's what that represents, yes.

MS. GREENE, Q.C.: Now well rely ... I'd liketo refer to the
second paragraph on that page where we see the Consumer
Advocate provided argument that the traditional capital
(inaudible) rate amounted to 12 percent.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Andif you could turn to the next page,
could you indicate what the actual order of the Board was,
given that experience?

MR. BRUSHETT: Would you like meto read it?

MS. GREENE, Q.C.
Determination.”

Yes, please, under "Board

MR. BRUSHETT: Yes. "The Board orders that for rate-
setting purposes the 1997 capital expenditure budget be
reduced by four percent and that the 1997 depreciation
expense be reduced by $40,000."

MS. GREENE, Q.C.: Andthat wasin light of the historical
experience set out in page 74 of the order.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: That wasthe 1996 hearing. 1'd like now
to look at the '98 hearing, and | have a copy of that extract
to distribute at thistime.

MS. HENLEY ANDREWS, Q.C.. Hasthefirst one... we
didn't mark the first one?

MR. KENNEDY': No, but it wouldn't be necessary, counsel.
It's a Board order. Similarly the one just handed out by
counsel for Hydro isaBoard order, so ...

MS. GREENE, Q.C.: And again, Mr. Brushett, you'll see at
thetop it's been identified as an extract from PUB Order No.
36 from 1998-99, concerning the Newfoundland Power '98
hearing, is an extract that begins on page 77.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: And | don't think it's necessary to read
it al, but beginning there at the, under the heading,
"Discount of four percent versus ten percent.”

MR. BRUSHETT: Uh hum.

MS. GREENE, Q.C.: And | wonder if you could just read
the second sentence that begins, "The Board's financial
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consultant.”
Thornton.

| believe that was you at the time, Grant

MR. BRUSHETT: Yes.
MS. GREENE, Q.C.: Okay. Could you read that?

MR. BRUSHETT:
financia" ...

MS. GREENE, Q.C.: Yes.

MR. BRUSHETT: "TheBoard's financial consultants have
reviewed the variances in the capital budgets for the period
1992 to 1997 and conclude that the average over-budgeting
for al expenditure categories has ranged from 3.75 percent,
1993, to 19.04 percent in 1995, to give a total average
variance of 10.1 percent." References the Grant Thornton
Report, page 20.

MS. GREENE, Q.C.: Now if you could turn the page, so
you made a similar finding as you made with respect to
Hydro, that with respect to the actua level of the, what
you're calling the over-budgeting over a period of time, is
that correct?

So beginning with "The Board's

MR. BRUSHETT: That is correct.

MS. GREENE, Q.C.: If you look to page 78 in the
highlighted section, which is the Board's finding, | wonder
if you could read the second sentence in the second
paragraph on page 787?

MR. BRUSHETT: "The Board accepts the position of the
Company that a four percent discount is reasonable and
will not require any further discounting of the capita
budget.”

MS. GREENE, Q.C.: Soin both of those casesthere was a
discount applied that was lower than the actual over-
budgeting as reflected in the financial report, is that
correct?

MR. BRUSHETT: The Board had ordered in both those
situations, yes, alower discount from what, the average of
the over-budget.

MS. GREENE, Q.C.. And I didn't take from your evidence
that you were making any specific recommendation, only
pointing out the implications, isthat correct?

MR. BRUSHETT: That is correct.

MS. GREENE, Q.C.: I'd like now to turn to the topic, Mr.
Brushett, of the Holyrood efficiency factor, which you dealt
with at length, or was the first topic dealt with in your
December 13th supplementary evidence.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Andl'dlikefirsttolook at therationale
for the Holyrood efficiency factor and to review that with
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you, and | wonder here, Mr. O'Rielly, if you could bring up
the transcript of October 9th, please, at page 34?7 We
should begin at line 79, and | think it would be helpful, Mr.
Brushett, for the purpose of this, if you could read
beginning with the line 81, "I grant you that," because this
sets out the explanation or rationde for Hydro's
recommendation.

MR. BRUSHETT: "I grant you that but what we do with a
conversion factor is try again to come up with an average
that will be applicable over awide range of operating levels
at Holyrood, so if you take a particular year with a high
production level, then you'll get a higher conversion factor,
but then as you vary, pluses or minuses around the
average hydraulic production here at Holyrood, production
will go up and down and what we're trying to do with the
610 kilowatt hours per barrel is try to come up with an
average conversion factor that would apply in those
extremes, and what happens is when you go, you only can
go so far up and you can go way down. You saw in the
previous page that went down to 570." Would you like me
to continue, Ms. Greene?

MS. GREENE, Q.C.:
would be the last.

MR. BRUSHETT: "Sowe'retrying to strike abalance. That
balance (inaudible) the resulting production at Holyrood
from wet and dry years so that you come up with an
average conversion factor for Holyrood, not one that is
perfectly fitted to the forecast year because again thisis a
factor that goesinto the Rate Stabilization Plan that has, as
you know, pluses and minuses in it for variances in
hydrology.”

MS. GREENE, Q.C.: And there are other references
throughout but that explains the basis for the 610
recommended by Hydro is based on, looking back over
experience, over aperiod of time, isthat correct?

MR. BRUSHETT: That is correct.

MS. GREENE, Q.C.: And you do recognize that this basis
for coming up with the recommendation is consistent with
past practice before this Board?

MR. BRUSHETT: Yes, | acknowledge that certainly and
we'd have to go back obviously to 1992 which would have
been the last time that the Board would have looked at this
and the evidence would have been presented on it but ...

MS. GREENE, Q.C.: Andin previousrate referrals prior to
'92.

MR. BRUSHETT:
knowledge of that.

MS. GREENE, Q.C.: And | wonder if we could look now at
NP-51, please, Mr. O'Rielly? That shows the efficiency

| think the last, the next sentence

Il accept that. | don't have any
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factor back to 1992, isthat correct, Mr. Brushett?
MR. BRUSHETT: Yes, that is correct.

MS. GREENE, Q.C.: Subject to check, would you agree
that, having a quick look over that, that the average, if you
work out the average for that period of time, is 605.7
kilowatt hours per barrel?

MR. BRUSHETT: That would appear reasonable.

MS. GREENE, Q.C.: Inyour supplementary evidence you're
recommending that rather than looking at experience over
a period of time, could try to come up with a forecast of
what the efficiency factor will be in the test year, is that
correct?

MR. BRUSHETT: Yes, and certainly in the sense that in
any circumstance where you're trying to forecast you
would look at history to try and predict the future, but the
idea behind setting a revenue requirement in a test year
would be to forecast what the conditions would be in that
year. That would be my understanding of looking at
history, would be for the purpose of trying to forecast and
predict.

MS. GREENE, Q.C.: And if we could, please, ook at page
three of your supplementary evidence now, please? |
guess there's a couple of statements made on page three
that we had difficulty in understanding, so I'll give you the
opportunity to explain what you meant by that. Thefirstis
if you could read into the record line one, starting at line
one, that first sentence.

MR. BRUSHETT: "Based on information provided by
Hydro for the first ten months of 2001, the thermal
production level in 2001 islikely to be more representative
of an average hydrological year."

(11:15a.m.)

MS. GREENE, Q.C.: Andagainif you godowntoline17,
would you read that as well, which is a similar thought, |
believe?

MR. BRUSHETT: "Since 2001 thermal production is more
representative of an average hydrologica year, then the
efficiency factor of 633 kilowatt hours per barrel may be a
better proxy for the forecast efficiency at Holyrood in the
test year 2002.

MS. GREENE, Q.C.: What did you mean by both of those
statements? Are you implying, which obviously couldn't
be correct, that 2001 was an average hydraulic year?

MR. BRUSHETT: What this, the context in which | guess
these statements are made is that 2001 is more
representative of what would be viewed, particularly if you
look at 2001 and 2002 in your forecast as being based on
average, your average hydrological record, then 2001 is
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certainly more representative of that average hydrological
production than the period 1996 to 2000.

MS. GREENE, Q.C.: | wonder if we could look at U-Hydro-
17 revised, please, and it's actually the last chart attached
tothat. I'll give you amoment to look at that, Mr. Brushett,
and if you'd like to look back at the beginning page of it as
well to refresh your memory as to what that demonstrated.
It did demonstrate hydraulic conditions over the period and
this chart summarized the previous pages from 1950 to 2000.
Figure 7 is a compilation of all of the hydraulic production
and the previous figures would have been different plants.
So this isillustrative of the total system and | just wanted
to show or for you to indicate where on the chart you see
2000 ... first of al you'll see that, would you agree, that the
solid line there is, and this is showing the difference
(inaudible) therolling (phonetic) averages, but the lines, all
of them show what the average hydraulic production would
be using different periods, and you'll see below the pink
oneis 30-year average, the solid oneis reduced full average
and the dotted one is full average based on different ways
of calculating it.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Canyou aso seefrom the chart at the
bottom that the square box is supposed to be the 2001
hydraulic estimate, 2001 hydraulic year, and if you look up
on the chart you'll see that that is well below the historic
average. So | guess we had some difficulty in
understanding your statement that 2001 was an average
hydraulic year.

MR. BRUSHETT: And | didn't reference this particular
chart when | was doing that review, Ms. Greene, but in
terms of the production at Holyrood, the production level
at Holyrood on the thermal side, was, for 2001, certainly the
actuals experienced up to October was indicative of the
level of thermal production that was being proposed by
Hydro for 2001 and 2002 in terms of, and that was being
characterized as being an average hydrological record used
for purposes of determining the thermal and hydraulic split,
so that was, | guess, the basis for referencing the level of
thermal production as being based on an average
hydrological year in terms of our analysis.

MS. GREENE, Q.C.: Okay, but you can see from that that
I guess 2001 wouldn't be considered to be an average
hydraulic year, would it?

MR. BRUSHETT: It's based on what the, and subject to
checking, where these numbers come in on this chart, no,
it's below the line obvioudly, yes.

MS. GREENE, Q.C.: Coming back, you're recommending
that the Board adopt a new approach to setting the
efficiency factor based on the forecast for the test year as
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opposed to look at past experience, and | wanted to review
with you what the implications of doing that would be.
Could we look at NP-262, please? I'll just give you a
moment to review that, Mr. Brushett. The question was,
Hydro was asked to quantify the impact of a change in the
fuel efficiency factor at Holyrood, which is what you and |
have been talking about, to being ten percent less than the
forecast, and of course the forecast that we're talking about
is the 610 which has been recommended by Hydro, and |
wonder if you could just read the answer in?

MR. BRUSHETT: "A two percent reduction in the forecast
Holyrood fuel efficiency factor would result in a conversion
factor of 597.8 kilowatt hours per barrel. Thiswill resultin
approximately 72,000 more barrels of No. 6 fuel being
consumed. Assuming the cost of service is established as
per Hydro's application at $20 per barrel, using a 610
kilowatt hour per barrel conversion factor, the impact on
2002 results would be an increase to the RSP balance of
approximately 500,000 and a reduction in Hydro's net
income of approximately $1.5 million."

MS. GREENE, Q.C.: And that talks about a two percent
reduction, and what | wanted to work through with you is
what would be the reduction if Hydro experienced the same
type of year asit did in 1999, and if you go back to NP-51
for a moment, 1999, two years ago, where the efficiency
factor was 577.1 kilowatt hours per barrel, and if you
compare that to your, page three of your evidence, you're
suggesting that the line 18, the efficiency factor of 633
kilowatt hours per barrel may be a better proxy for the
forecast?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: And I wanted to demonstrate with you
what the impact would be on Hydro if the 663 were used
but Hydro's actual efficiency wasthe same as it experienced
in 1999.

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: | think the calculationissimple...
MR. BRUSHETT: Yesh.

MS. GREENE, Q.C.: ... and we can work through it.
MR. BRUSHETT: Sure, yes.

MS. GREENE, Q.C.: The difference between 633 and 577
works out to be an 8.8 percent reduction. Would you,
subject to check, will you accept my math?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.: Now if we could, please, go back to
262, Mr. O'Rielly, where we saw that a two percent
reduction reduced Hydro's net income by 1.5 million, so if
we have an 8.8 percent reduction, if we have the efficiency
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of 1999, that would be 4.4 multiplied by the 1.5 of, or atotal
reduction of 6.6 million, again subject to checking my math,
Mr. Brushett.

MR. BRUSHETT: That's sounds reasonable. If you want
tojust...

MS. GREENE, Q.C.: It'san 8.8 percent reduction, if instead
of the 633 you suggested on page 3, we actually achieve
577, so it's an 8.8 percent reduction, and using the same
basis of calculation as NP-262, that works out to about
$6.6 million reduction.

MR. BRUSHETT: Usingthe same basis of calculationasin
NP-262, that math would work out, yes.

MS. GREENE, Q.C.: Sothat'safairly significant impact for
Hydro.

MR. BRUSHETT: That would beif that were the end resullt,
YEs.

MS. GREENE, Q.C.: Assuming, I'm asking you to ...
obviously you would have to agree that the, if that's the
assumptions that did prevail. 1'd like now to look at what
the return on equity that Hydro is actually asking for in the
test year, and here the easiest way to find the revised one
isin John Brickhill's schedule, revision two, of October 31,
page 1 of 94, Mr. O'Rielly, and you'll see on line 21 that the
return on equity being requested is only $5.6 million, so if
1999 were to repeat we would wipe out the, but just with
the efficiency factor, we'd wipe out the profit we're asking
for, isthat correct?

MR. BRUSHETT: Based on the calculation you just ... let
me see, Ms. Greene, that would be correct, $6.6 million, that
would be deducted from the proposed return there. Subject
to checking those calculations in terms of the number of
barrels and so on that would result from that, the details of
the calculation in NP-262.

MS. GREENE, Q.C.. Having read your evidence of
December 13th, | didn't find that you were making a
recommendation as you did, for example, on the cap on the
RSP, isthat correct?

MR. BRUSHETT: That is correct. There is no specific
recommendation. Again, the, starting on page 3 thereis a
table which illustrates the potential savings at the various
efficiency levels, and starting at 615, 620, increments of five
up to 625. Asamatter of fact, as you can see, it doesnt, it
doesn't show what the 633 would be. The objective here
again is to present evidence for the Board that would be
able to alow them to assess the impact of any changes
they may contemplate, and | think those changes would
have to be made in the context of any other changes they
were considering with respect to the application, whether
it be the price of fuel in the revenue requirement aswell as
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the efficiency factors, and all these things are interrelated,
of course, so it's no specific recommendation and | think
the Board certainly would be able to assess that in the
context of any other changes they're proposing.

MS. GREENE, Q.C.: Aswith your previous comments this
morning, | assume that you're not expressing any
engineering opinion as to what the fuel efficiency of the
thermal plant should be.

MR. BRUSHETT: No, | guess one of the underlying
assumptions, Ms. Greene, is that obviously Hydro has the
expertise to operate Holyrood and are operating in the most
efficient manner possible, and that's sort of, | guess, an
underlying assumption and obviously I'm not an engineer
and couldn't attest to that.

MS. GREENE, Q.C.. Then the purpose of your
supplementary evidence was to demonstrate the financial
impacts of different conversion factors, isthat correct?

MR. BRUSHETT: Yes.

MS. GREENE, Q.C.:
concludes my questions.

MR. NOSEWORTHY, CHAIRMAN: Thank you, Ms.
Greene, thank you, Mr. Brushett, well move now to
Newfoundland Power's cross, Ms. Butler please, and good
morning.

MS. BUTLER, Q.C.. Good morning, and thank you, Mr.
Chairman. Good morning, Mr. Brushett.

MR. BRUSHETT: Good morning.

MS. BUTLER, Q.C.: I'd like to start, if | might, with the
budgeting process at Newfoundland Hydro, which you
commented on, and | wonder, Mr. O'Rielly, if we might look
a NP-179. Mr. Brushett, this evidence generally about the
budgeting process within Hydro was the subject of
evidence from at least two other witnesses, Mr. Reeves and
Mr. Roberts. You recall the evidence as it starts at the
bottom of ... with 150 business units and it spans a period
of some eight or nine months?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, and you're familiar with the
details of that particular budgeting process?

MR. BRUSHETT: Yes, we have reviewed the process
followed by Hydro for their operating budget.

MS. BUTLER, Q.C.: Okay, and | wonder, aside from this
guestion and answer, NP-179, if we might just go into the
report itself that you wrote for 2001 on page 5, in the
paragraph just prior to the title, "Review of Assumptions’,
and maybe you could just read that into the record please.

Thank you, Mr. Brushett, that

MR. BRUSHETT: As a result of our review we have
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determined that the overall methodology used by Hydro for
forecasting revenue, expenses, and net income, is
reasonable and appropriate. Our observations with respect
to the reasonableness of individual expense estimates and
revenue from rates are included within the respective
sections of our report that follows.

MS. BUTLER, Q.C.: Does it necessarily follow, Mr.
Brushett, that a process which is, as you described there,
reasonable, will result in accurate forecasting of actual
expenses?

MR. BRUSHETT: WEéll, that's the nature of the forecasting
itself. You will not be accurate in the sense that ... the only
thing that can be certain about aforecast is that it will vary,
the actuals will vary, and it's just to what degree and how
reliable the forecasting may be, but no, it will not be
accurate, no forecasting is. That's not an issue with respect
to this application or this forecast, it's just the nature of
forecasting, it'strying to predict the future.

MS. BUTLER, Q.C.: And with your genera accounting
background and experience, can you tell the Board, isthere
a range of reasonableness in terms of variances from
forecast to actual which is acceptable?

MR. BRUSHETT: | would not suggest that there is a
specific range. It obviously would be acceptable to have
variances around ranges that, | would suggest, would be
different for different expenditures categories and so on.
It's not something where you could say plus or minus five
percent is reasonable. Most people would consider that
somewhat reasonable, but in an area where you should be
able to forecast a higher degree of precision, five percent
variance may be very unusual, so it would have to depend
on the individual expense category or the individual, the
nature of the individual item that you're looking at.

MS. BUTLER, Q.C.: Would it be fair to say that through
the process of your 2000, 2001, and then the ultimate
supplemental evidence you filed in December, you would
have commented on any variances that you found to be
outside of a range of normal, or which deserved
commentary?

MR. BRUSHETT: That would be the nature of our review.
Anything that we found to be outside of what we would
consider to be reasonable would have raised some
commentary in our report.

MS. BUTLER, Q.C.: Inrelation to the 150 business units at
which level the entire budgeting process starts, to your
knowledge, can you tell us whether, from your general
experience, 150 business units is an unusually large
number?

MR. BRUSHETT: Certainly on the surface it would appear
to be a very large number. | think in terms of the way
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Hydro operates, it's not unmanageable in the sense that it
leaves the impression there is a, in terms of a hierarchical
structure, there is 150 people reporting up the line. It's
much more focused or condensed than that, and what's
referred to as a business unit may be a specific piece of
property that would have specifically identifiable costs and
operating parameters around it, so they would identify that
as a business unit or a budget unit within their systems.
That doesn't mean that it requires a significant amount of
management and supervision around that particular item,
so it'slike ... | don't think it's unmanageable in that sense.
It's unusual to talk in terms of 150 business units. Most
people think of business units as amost a self-contained
division or something of that nature and that's not the
context, or not the basis of the way Hydro breaks down its
business units.

MS. BUTLER, Q.C.: Okay, would it neverthelessbe agiven
that having 150 business units would amount to increased
time and effort as well as increased costs associated with
the budgeting process?

MR. BRUSHETT: To acertain degree| guessit would and
it would depend on what management Hydro viewed as
being essential for control purposes, to what level of detail
they needed to get down to. It certainly can add more time
and effort to the process to get to that level of detail and it
probably wouldn't be significant, that level of detail would
be developed at alower level within the organization soit's
probably not something that you could say is really
burdensome on the overall management of the company
but it would be more time and effort to develop budgets at
that level, yes.

MS. BUTLER, Q.C.: Areyou also the advisor to this Board
for Newfoundland Power?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And are you aware of how many
business units, just on a comparable basis, Newfoundland
Power had at itslast hearing?

MR. BRUSHETT: No, my memory isnot that good. Maybe
you can remind me?

MS. BUTLER, Q.C.:
approximately 227

MR. BRUSHETT: That would sound about reasonable,
about right.

If | suggested to you that it was

MS. BUTLER, Q.C.: Yes, and in terms of your report and
primarily, of course, we're using the 2001 report on Hydro,
do you, did you consider it part of your mandate to
comment on, or make a recommendation to the Board on
Hydro's 150 business units and whether they could be
condensed?
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MR. BRUSHETT: No, we certainly did not focus on that,
and didn't see any mgjor problems with that, with that set
up in terms of Hydro's business units and their system of
accounts.

MS. BUTLER, Q.C.: Okay, Mr. Brushett, when | read
through your 2001 report in terms of the details of your
discussion of the operating budget process, | noted that
you didn't specifically refer to the same process in terms of
the compiling of the capital budget. Do your general
comments with respect to the process and the time that it
takes and your overall opinion on the capital budget
process apply equally to what you said of their operating
budget process?

MR. BRUSHETT: We have reviewed their capital budget
process and yes it is comprehensive and we would have
similar conclusions to the operating budget process.

MS. BUTLER, Q.C.: Now in relation to the capital process,
you note that Hydro does not budget for overtime on
capital projects, do you recall that note that you made in
your 2001 report?

MR. BRUSHETT: Yes, that wasin the section on salaries,
| think.

MS. BUTLER, Q.C.: And | wonder, can you tell the Board
how does Hydro's decision not to budget for overtime on
capital projects relate to Hydro's ability to manage projects
to the budgets established?

MR. BRUSHETT: Specifically to capital projects and
capital budget?

MS. BUTLER, Q.C.: Right.

MR. BRUSHETT: | have not reviewed that specificaly, the
issue of whether they budget overtime, so | really couldn't
provide any specific comment on it. Maybe you could
rephrase the question and | might be able to help you.

MS. BUTLER, Q.C.: Asageneral comment, would it be fair
to say that not budgeting for overtime on capital projects
makes it more difficult to manage projects to the budget
established?

MR. BRUSHETT: That could be the case but not
necessarily, | guess, if the plan is that the work would be
carried out in anormal timeframe so that there may not be
a need to budget for overtime. You would expect to
complete projects without incurring overtime by use of
your own forces on aregular basis. What typically | would
suspect, and I'm speaking in more general terms now
because | have no detailed review of Hydro's projects or
causes for delays, but if a project were delayed, that might
give rise, because of materials being late delivered to asite
or something, those are the type of situations | can imagine
would give rise to having to incur overtime or additional
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time in order to keep a project on schedule and so on, so
you wouldn't be planning for those types of things, |
guess, so hot planning or not budgeting for overtime may
not cause you problems. However, as a result of those
types of things if you had to incur overtime, yes, maybe it
would cause you problems in meeting your budget if you
were incurring overtime that you didn't anticipate and the
most likely result would be that you will be over budget.

MS. BUTLER, Q.C.: Wéll, in your general accounting and
auditing experience is it more customary to budget for
overtime on capital projects or not?

MR. BRUSHETT: | would say not because if you were
anticipating X number of man hours to complete a project,
you would try and budget for that workforce to be available
to you if you were planning, at the planning stage. You
wouldn't be planning to work overtime.

MS. BUTLER, Q.C.: Thank you. | want to turn now to
Hydro's 2001 original operating budget as presented to the
Minister of Mines and Energy, which is shown in NP-24.
| apologize, Mr. Chairman, but that is electronicaly
incomplete. Mr. Brushett, have you located the document?
It's page six that I'm looking at?

MR. BRUSHETT: Page six of which ...

MS. BUTLER, Q.C.: It's the 2001 budget, actually dated
October 2000.

MR. BRUSHETT: Pagesix, yes.

MS. BUTLER, Q.C.: Okay, the original net operating
expenses projected at that time for 2001 were $87,011,000.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Andl wonder, Mr. O'Ridly, if we might
look at U-Hydro No. 3, and | think this shows at the top,
Mr. Brushett, that what's not included in that figure is a
loss on disposable fixed assets so that the total operating
costsin the budget are really $88,059,000?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, and that, as| say, speaks as of
October of 2000 when it was first prepared. Can you look
now a JCR Schedule 1 which wasfiled on May 31<t, 2001,
line 39, for 2001, column G, so the comparable figure for
budget at that time was $90,204,000?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And that figure would be comparable
to that $88,059,000 figure | gave you a moment ago.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, thank you, now let's see how
that was revised again on October 31st, Mr. O'Rielly please,
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JCR Schedule 1A, page 1 of 4, thank you, line 38, column
C, $91,050,000.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, now Mr. Brushett, do | haveto
add the loss on disposable fixed assets to that one or is
that comparable to the $88,000,000 figure?

MR. BRUSHETT: | believe that's comparable, the loss on
disposable fixed assets is above.

MS. BUTLER, Q.C.: Isabove, soitincludesthat, okay. So
keeping this document on the screen then, if | compare the
$91,000,000 in the revised 2001 forecast with the
$88,000,000, the original forecast, we see an increase in the
operating budget of approximately $3,000,000?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And to your knowledge, as advisor to
the Board, that increase is not related to the genera rate
review that we're in today because Hydro has elected to
defer $2,000,000 of hearing costs, right?

MR. BRUSHETT: That is, yes, that would be essentially
the case, although the deferral is not necessarily all of the
interna costs, but it was meant to represent, | believe, the
external costs rather than the costs that they were
forecasting.

MS. BUTLER, Q.C.: Okay, well what makes up the variance
between the original $88,000,000 budget for 2001 and the
most current budget for 2001 of $91,000,000?

MR. BRUSHETT: | would have to do an analysis of that,
Ms. Butler. I'm not sure if there's a document that already
does that comparison for us, but right offhand | don't recall
al the details of what makes up those differences. | recall
looking at them earlier in this hearing but right offhand |
don't think I can ...

MS. BUTLER, Q.C.: No, that'sfine.

MR. BRUSHETT: ... specifically, although the ...
MS. BUTLER, Q.C.: Itisfootnoted here...

MR. BRUSHETT: Inthe previous... yes, go ahead.

MS. BUTLER, Q.C.: Okay, Mr. O'Ridly, canyou just scroll
up so Mr. Brushett can see the title of the document that
we're looking at here? Okay, thisis page one of four.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: On pages 2, 3, and 4 of the same
schedule, we do have the footnotes talking about the
increases and decreases.

MR. BRUSHETT: Yes, but you were asking to compare it
back to the original budget as opposed to the previous
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filing. These footnotes| think refer to the previousfiling.

MS. BUTLER, Q.C.: Correct, yes. Just go back, Mr.
O'Rielly, to page 1 of 4? Thanks. Does your 2001 report,
which we don't need to get on the screen for a moment,
made a conclusion on the variances between Hydro's
operating budget forecast versus actual similar to what you
concluded for the variances between the capital budget
forecast and actualsin your report?

MR. BRUSHETT: Looking back over anumber of years?
MS. BUTLER, Q.C.: Yes.
MR. BRUSHETT: No, it doesn't.

MS. BUTLER, Q.C.: Okay, and | just wonder why it
doesn't?

MR. BRUSHETT: It was just a matter of the approach
we've taken in terms of reviewing these items. We did not
look at the budgets in those years and compare the actual
results. We were comparing year over year comparisons
and identifying trends and assessing the reasonableness of
the forecast in relation to actuals and trends in actuals over
aperiod of about five years.

MS. BUTLER, Q.C.: Okay, can we just leave that for a
moment, Mr. O'Rielly, please, and have alook at NP-22. |
don't know if this oneis electronically complete. Okay, we
have to look, if we might, at page 40 of the report, which
was your 1999 annual review.

MR. BRUSHETT: Yes, that'sright.

MS. BUTLER, Q.C.: When you locate that document, Mr.
Brushett, it's page 40 that | was looking at.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: I'll just wait for the Commissionersto
get their copy. Okay, can you just read the last paragraph
please, and maybe before you do that, just satisfy yourself
whether you're addressing here the operating budget or the
capital budget.

MR. BRUSHETT: Yes, I'm familiar with this.

MS. BUTLER, Q.C.: Are you addressing operating or
capital budget.

MR. BRUSHETT: Operating.

MS. BUTLER, Q.C.: Thank you, and perhaps you could
just read it in for me?

MR. BRUSHETT: Overal we have observed some
significant variances between original budgets and actual
results for the 1998 and 1999 fiscal years. While Hydro has
provided reasonable explanations for these variances, this
does not necessarily provide comfort for the Board in terms
of the assessment of budgeted or forecast expenses for a
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test year. Inlight of our observations, the Board will need
to bediligent in their review of Hydro's forecast of test year
EXPenses.

MS. BUTLER, Q.C.: So although this conclusion does not
appear in the 2001 report, would you say, Mr. Brushett, that
the same conclusion applies in terms of the need for the
Board to be diligent in review of Hydro's forecast test year
expenses?

MR. BRUSHETT: Yes, it does, and if | could, just to
explain, | guess, back in the 1999 review we did undertake
an additional procedure which we do not undertake each
year, which was to assess the variance from budget, actual
versus budget for those two years, the purpose of which
was to assess how the budgeting process was working and
the conclusion was that there were some significant
variances. One of them would have been in fuel, and |
think we've heard throughout the hearing the way Hydro
budgets for fuel and budgets in terms of its hydraulic
versus thermal split, so that would account for a significant
portion of that. But the experience was that there were
enough variances that would cause concern in terms of
being diligent on a go-forward basis in terms of examining
the forecast, and while we didn't undertake this type of a
review, you know, that's the nature of actually the 2000
review as well as the 2001, 2002 forecast, was with thisin
mind that there would have to be close scrutiny, | guess, of
those forecasts and the basis for the forecast.

MS. BUTLER, Q.C.. Okay, and in terms of the
recommendations that you make in this report, that's the
2001 report, relevant to the operating budget, is it fair to
say that your recommendation is that of a productivity
allowance?

MR. BRUSHETT: The recommendation with respect to the
productivity allowance certainly takes into consideration
this, but aso looks in terms of the trends in expenses, and
the fluctuations in expenses, and all of the evidence, |
guess, that we've heard with respect to efficiencies and
opportunities for improved efficiencies within Hydro's
operations throughout its operations, so it's not directly
tied to this recommendation if that's what you're asking.

MS. BUTLER, Q.C.: Alright, let's have alook at page four
of the 2001 report. 1'm sorry, it's actually your ...

MR. BRUSHETT: Supplementary.

MS. BUTLER, Q.C.: December supplementary, page4. Mr.
O'Rielly, isthat page 4? Thank you, line 11.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, and do you make a specific
recommendation, and if not in writing, do you have one for
the amount or the level of the productivity allowance?

50
51
52
53
54
55
56
57
58

59
60

61

62
63
64
65

66
67
68
69

70
71
72

73

74
75
76
77
78

79
80

81
82

83

84
85
86
87
88
89
90

91

92
93
94
95

96

MR. BRUSHETT: | think | would leave that to the Board,
having heard all the evidence, to make a decision as to
whether an allowance is appropriate and the level of that
allowance. | think that our recommendation isisthat if the
Board were to consider this then a productivity allowance
in the range of one to one and a half percent would be
reasonable. Those numbers would not be unreasonable in
terms of putting Hydro at risk or in terms of meeting its
financial parameters and so on.

MS. BUTLER, Q.C.: Okay, | want to turn now to a different
area and this relates to the 2001 report at page 38.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, you comment in the last
sentence on cost levels over the 2000 to 2002 period.
Could you read the last sentence for the record please?
"Each of these exhibits'.

MR. BRUSHETT: Each of these exhibits show that while
generation levels are increasing, costs beginning in 2001
are declining from 2000 and continue to decrease into 2002
with the exception being the cost of fuel.

MS. BUTLER, Q.C.: Okay, sothe suggestion isclearly that
Hydro's other costs are showing a downward trend in
comparison to 20007?

MR. BRUSHETT: On aper kilowatt hour basis.

MS. BUTLER, Q.C.: Okay, now | wonder if we might look
relevant to that point to NP-3, page 3 of 3. Thank you, line
72. Arewe speaking in terms of apples versus apples when
| address that subtotal line, Mr. Brushett, in terms of the
point that you were making for other costs?

MR. BRUSHETT: Yes, | believethat isthe same category
that we're referring to in the exhibits, the same subtotal.

MS. BUTLER, Q.C.: Okay, thank you. So firgt, let'slook at
2000 other costs, $102,033,000?

MR. BRUSHETT: Yes.

MS.BUTLER, Q.C.: Andin 2001, $97,768,000, but that has
since been revised by Mr. Roberts, I'll just ask you to make
a note, if you might, if you've got any paper up there, to
$101,592,000, and that's apparent, we don't need to look it
up, Mr. O'Ridlly, but you'll see that in JCR Schedule 1A.
And in 2002 forecast $97,394,000, which has also been
revised by Mr. Roberts, | believe, to $99,275,000.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.. Okay, now line 29, do you have page
2, Mr. ORidly, arethe earlier years. Isit fair to say that the
other costs, that's the subtotal of other costs for 2000 were
the highest of the ten years presented?

MR. BRUSHETT: Yes, | think that would be correct.
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MS. BUTLER, Q.C.: Sol guess my point is, when you talk
about the declining trend you speak of it as a declining
trend because we're talking about 2000 reducing to 2001
and reducing to 2002.

MR. BRUSHETT: That is correct.

MS. BUTLER, Q.C.: But 2000's happen to be the highest
year on record historically back to 1992.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, now in your 2001 report,
Schedule 5 D-1.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: It'sgoing to be hard to read, | think,
but well see. Alright, so the heading is helpful, here we
have a comparison of other costs, which is the category we
were just looking at from NP-3.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: By breakdown before allocations,
right?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, thefirst three columns al relate
to 1997.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And at the top of the columns you've
got indicated there kilowatt hours sold and used by Hydro
as $6.816 million?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Underneath that where you deal with
costs and the second area that's sort of shaded beige, cost,
salaries, 51,863.

MR. BRUSHETT: Correct.

MS. BUTLER, Q.C.: That is in thousands of dollars, so
that's $51 million, right?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, and if we scroll to the bottom
part of the table in the second last row on that page, you
see total operating costs of $31.558 million.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: For 1997, okay, and the grand total
there of $83.421 million.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Sothetotal salariesin 1997 was that
figure.
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MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: The cost in the first column, whichis
the $83.421 million is divided by the number of kilowatt
hours sold above, and that's 6.816?

MR. BRUSHETT: Yes.
MS. BUTLER, Q.C.: Toarriveat the cost per kilowatt hour?
MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, soif werelooking right at the
bottom of the page, the second column, .01224 per kilowatt
hour is derived from dividing the $82.421 million by the
6.816 kilowatt hours sold.

MR. BRUSHETT: That's correct.

MS. BUTLER, Q.C.: Okay, and these costs don't include
fuel?

MR. BRUSHETT: No, they do not.

MS. BUTLER, Q.C.: When welook at the 0.01224, isthat a
measure of efficiency of productivity?

MR. BRUSHETT: | think you could certainly consider that
to be some form of measure of efficiency in terms of the
operation compared to the output.

MS. BUTLER, Q.C.: Okay, now looking across the bottom
of the table when we look at the cost per kilowatt hour for
1997 of .01224 and then compare that to the same number
for 2002, would you just scroll right there.

MR. BRUSHETT: Yes.
MS. BUTLER, Q.C.: And thefigure now is0.01345?
MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Alright, and if | just compare the two
numbers by dividing the 0.1345 by the 0.01224 to be just
short of aten percent increase in the cost per kilowatt hour
over that six year period.

MR. BRUSHETT: That certainly appears reasonable based
on those numbers, yes.

MS. BUTLER, Q.C.: Okay, now someof these figures might
have been dlightly updated in JCR Schedule 1A.

MR. BRUSHETT: Yes, they are.

MS. BUTLER, Q.C.: But for the purpose of my point that
I'm making, | don't think it will makeasignificant difference.
If I look at the other costs per kilowatt hour as a measure of
efficiency, I'd like to get your opinion on a hypothesis if |
could.

MR. BRUSHETT: Yes.
MS. BUTLER, Q.C.: If the other costs per kilowatt hour of
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1997 of 0.01224 was applied in 2002 instead of the 0.01345

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: The total operating expenses would
be, I'm sorry, $88.985 million?

MR. BRUSHETT: That sounds reasonable.

MS. BUTLER, Q.C.: And just for the benefit of the Board,
that would then compare to what is shown as $97,803
million.

MR. BRUSHETT: What wasthat number again, Ms. Butler,
88?

MS. BUTLER, Q.C.: $88.985 million.
MR. BRUSHETT: Yes, that sounds reasonable.

MS. BUTLER, Q.C.: Thank you, and my point is, speaking
hypothetically, that if the same productivity level as the
company experienced in '97 was maintained in 2002, the
operating costs shown on this schedule would have been
about $9 million lower.

MR. BRUSHETT: That is correct, yes.

MS. BUTLER, Q.C.: Thank you, I'm finished with that
screen, Mr. O'Ridly. | want to ask afew questions now, if
| might Mr. Brushett, about regulated versus non-
regulated, and the separation of accounting records.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: I'm sure you were here for the
evidence of Mr. John Browne.

MR. BRUSHETT: Yes, | was.

MS. BUTLER, Q.C.: And his prefiled evidence and the oral
evidence that he gave when he testified suggested that this
was the appropriate time for Hydro to commence the
maintenance of separate accounting records for regulated
operations. Do you recall that recommendation?

MR. BRUSHETT: Yes, | do recal the recommendation,
yeah.

MS. BUTLER, Q.C.: And can you tell the Board please
your view of that recommendation?

MR. BRUSHETT: Certainly the recommendation, | have no
disagreement with it in principle because it's important for
the utility and for the Board to be able to identify and
segregate non-regulated expenses from the financia
information that is generated by Hydro and non-regulated
expenses cannot be recovered from ratepayers so they
must be identified and specifically excluded. Hydro, I
believe, has the ability to be able to segregate and identify
those expenses within its code of accounts. The system of

46
a7
48
49
50
51
52
53
54
55
56
57

58
59
60
61
62

63

65

66
67
68
69
70

71
72

73
74
75
76
77
78

80
81
82

83
84

86

87
88

89

90
91
92
93
94

accounts that they have would alow them to be able
through the account code structure, to separate those
accounts out and be able to extract them, | think, from their
financial records, so to set up separate accounting, I'm not
sure what Mr. Browne meant exactly in his comment and
maybe it was similar to what I'm suggesting is that they
should be specifically directed to set up an account code
structure that will allow them to identify those accounts
very easily and | don't think that would be a problem for
Hydro to do that. Maintaining separate records | don't
think is necessary, and | don't ... that's probably what he
meant at the time.

MS. BUTLER, Q.C.: And that's my overal view of the
evidence of both Mr. Osmond and Mr. Roberts when they
testified was that they certainly weren't against the
separation or the establishment of a separate set of
accounts, regulatory and non-regulatory at thistime.

MR. BRUSHETT: | don't think they would be, and as a
matter of fact, | think they're more or less set up that way as
itisnow.

MS. BUTLER, Q.C.: Okay, | think though, Mr. Brushett, in
fairness that Mr. Browne went a little further in terms of
recommending that Hydro also be required to provide a
clear definition, a written definition of what constitutes
regulated operation.

MR. BRUSHETT: | don't recall that specifically but | accept
that that's part of his recommendation, yes.

MS. BUTLER, Q.C.: Okay, well maybe we might just look
at the transcript, | believe it is November 1st, page 34. It
was lines 47 to 54 in my hard copy, let's see where it falls
here. Okay, yeah, it'sline 37, | think he says here, Hydro ...
at the very least should require of Hydro to have a clear
written definition of its regulated operations and it should
require them to maintain separate financial reports for its
regulated operations as if they were carried out by a
separate company. It's that specific recommendation that
I'd like your view on.

MR. BRUSHETT: The recommendation that they require a
clear definition, written definition of its regulated
operations?

MS. BUTLER, Q.C.: Uh hum.

MR. BRUSHETT: We've aready spoken about the
separate accounts.

MS. BUTLER, Q.C.: Yes.

MR. BRUSHETT: Clearly | think that that is appropriate
and it may be better for al parties particularly when you get
into a setting like this in a hearing where we have
intervenors without the detailed knowledge to be able to
separate that. | think the Board probably already has a
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pretty clear understanding of what the nonregulated
operations of Hydro are, but you're right, it isn't written or
incorporated into any specific report that's been filed or
order that's been issued, and it may be appropriate to do
that for purposes of the record on a go-forward basis so |
don't have a problem with that recommendation at all. |
think that there is certainly an understanding of what is
regulated and not regulated and there are some areas where
there's, you know, | was going to say grey, but not grey
but where there is some overlap and the Board needs to be
cognizant of that and | think they are. So having a clear
written definition would certainly be beneficial to everyone.

MS. BUTLER, Q.C.: And Mr. Brushett, relevant to that, |
think as you alluded to, he actually said in his prefiled
testimony that good regulatory control requires a clear
definition of regulated operations, but what you've just
indicated is that you believe the Board has an
understanding of it and you do from your experience.
Because Hydro doesnt have a written definition of
regulated operations, on what do you base your
assessment of what's regulated and nonregulated when
you're reviewing Hydro's books?

MR. BRUSHETT: It would be regulatory precedent
primarily and just understanding of the operations of
Hydro themselves.

MS. BUTLER, Q.C.: Okay, so adefinition would make your
job alittle easier to do.

MR. BRUSHETT: Yes, sure.

MS. BUTLER, Q.C.: And perhaps relevant to that issue,
thereisthe other issue of intercorporate charges, which Mr.
Browne also addressed, and here he said in the November
1st transcript, page 36, lines 46 to 49, the Board should
focus on the policies and procedures for intercorporate
charges rather than to get mired down in a detailed review
of theindividual transactions. Do you agree with that?

MR. BRUSHETT: Yes, obviously the Board, | think the
Board's role isto review those policies and procedures and
where they feel they're appropriate approve them or
otherwise give direction to the company by way of order as
to what policies and procedures they would like to see in
place. So | think that's the Board's role primarily. The
detailed review isreally just from a compliance perspective
assessing whether the utility is complying with the Board's
direction.

MS. BUTLER, Q.C.: Okay, well onthat point, | understand
that Hydro recently changed their methodology for
alocating intercorporate costs in  response to
recommendationsthat | think you made in your 1999 annual
review.

MR. BRUSHETT: Yes, they certainly undertook areview
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which resulted in some changes, and | guess being more
specific in terms of how they track intercorporate costs.

MS. BUTLER, Q.C.: Yes, and | think you address that
specifically in the 2001 report, if | might, Mr. O'Rielly, at
page 37. There you go, the paragraph that Mr. O'Rielly has
put his signa by, starting with "We have reviewed". |
wonder could you just read that paragraph, Mr. Brushett,
please?

MR. BRUSHETT: Yes, we have reviewed the
methodological changes proposed by Hydro for
determining intercompany charges. Under the revised
approach, the calculation or determination of cost
recoveries is based more on actual documentation and less
on management judgement. The result should be a more
accurate determination of the cost of providing services.
Based upon our review we conclude that the new
methodology for determining intercompany charges is
reasonable and appropriate.

MS. BUTLER, Q.C.: Okay, so that's a positive message, but
then later on the same page you indicate, the second last
paragraph, the first sentence, that the forecast for 2001 and
2002 was not prepared using the new methodol ogy.

MR. BRUSHETT: Wédll, no, that's correct, it was estimates
of what the intercompany charges would be, and | think it's
essentially looking back to 2000 with some adjustments for
some hilling adjustments, | guess, that were made early in
2001, and that's the basis for the budget or the forecast of
what the intercompany charges would be in 2001 and 2002,
and it's, | didn't have, | certainly don't have a problem with
that because the level of servicesis not forecast to change,
the activity in CF(L)Co, for example, is not forecast to
change, so | think that was a reasonable basis for
determining what they should be. Obviously if the new
approach is to track actual time spent based on time
reporting and so on, you can't use that methodology, you
have to look back and see what the basis is for 2001 and
2002 and whether it's reasonable in relation to the
experiencein the prior year.

MS. BUTLER, Q.C.: Okay, so we know that there is a
methodological change proposed by Hydro and we know
that what we've got before us for 2001 and 2002 was not
prepared using that, but should the methodology be
something that's approved by the Board?

MR. BRUSHETT: Yeah, | think the Board probably should
specifically approve that methodology, and well, should
review that methodology and approve it or order any
changes they feel are appropriate in terms of the process
and the procedures that are followed.

MS. BUTLER, Q.C.: Thank you, I'm going to turn now, and

100 | think just briefly, Mr. Brushett, to the issue of recall sales.
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MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Andyou're obvioudy familiar with the
$800,000 increase in interest expense to regulated
operations based on cash flow from recall sales because
you comment on it in your report.

MR. BRUSHETT: Yes, | am.

MS. BUTLER, Q.C.: I'mgoing to just get everybody's mind
back around this. If we might look at PUB-56.1, the
attached reconciliation. Thank you. Page 2 of 4, line 32,
okay, so there's the adjustment there in the third column
which, as we can see, is an $800,000 increase to interest
expense?

MR. BRUSHETT: Yes.
MS. BUTLER, Q.C.: And these are the regulated expenses.
MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Now well leavethat on the screen. In
your 2001 report you indicated that you had reviewed the
rationale for that adjustment and concluded that it was

appropriate.

MR. BRUSHETT: Yes, we reviewed the rationale put
forward and we've also checked the basis for the
calculations and we felt it was reasonable. | have no
problem with it certainly on a conceptual level that, as put
forward by Hydro, that to the extent they have those funds
available, they are to reduce costs that they, or avoid costs
that they would otherwise incur.

MS. BUTLER, Q.C.: Okay, is it fair to say though, Mr.
Brushett, that there is subjectivity involved here in both
the adjustment itself and in the interest rate chosen to
calculate the adjustment?

MR. BRUSHETT: I'm sorry, would you repeat that?

MS. BUTLER, Q.C.: Sure, | asked whether you would agree
that there was some subjectivity involved in both the
decision to have an adjustment and the calculation of the
actual adjustment based on the interest rate?

MR. BRUSHETT: Yes, some subjectivity involved in the
calculation, | guess, but the way Hydro has done is they've
run their financial model which calculates their interest
expense based on cash flow with the recall power in and
out so | guess the assumptions used with respect to the
interest rates are consistent with the assumptions used
with respect to interest rates as it applies to the whole
application, so that's the way it's been calcul ated.

MS. BUTLER, Q.C.: Alright, again, asfinancia advisor to
the Board, is it your view that the adjustment, if any, and
the methodology or calculation should be Board approved?

MR. BRUSHETT: | think the Board should, should
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approve the adjustments to the revenue requirement that
appear here, similar to what we were talking about just a
little while ago in terms of regulated versus non-regul ated.

MS. BUTLER, Q.C.: Right.

MR. BRUSHETT: This is an aspect or a notional
adjustment to the regulated expenses so | think the Board,
yes, should specifically addressiit.

MS. BUTLER, Q.C.: Okay, thank you, and are you aware
that there are other prominent Crown owned electric
utilities within regulated export sales?

MR. BRUSHETT: Onein particular comesto mind, yes, BC
Hydro.

MS. BUTLER, Q.C.. BC Hydro, Manitoba, Hydro Quebec.

MR. BRUSHETT: I'm not familiar with ... well Hydro
Quebec obviously, but Manitoba, I'm not sure of the details
of that.

MS. BUTLER, Q.C.: Okay, and in concluding that this
particular notional adjustment was reasonable and
appropriate, I'm just wondering did you check with
anybody, any other similar utilities to determine whether
they are permitted that kind of a notional adjustment on
recall sales?

MR. BRUSHETT: I'mfamiliar with and did review in genera
terms really what's happening at BC Hydro, and | believe
that they are, there's no similar adjustment because they
treat their export sales and account for it separately, so |
guess the implications in terms of cash flow is aready
segregated, but that was my understanding of how they
were handled.

MS. BUTLER, Q.C.: Okay, now | wanted to deal with
capitalized expenses and the impact of general expenses
capitalized, if | can.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Mr. O'Ridly, thisis JCR Schedule 1A
from the October 31st filing, page 1 of 4, line 34. Okay,
when we see here areference to Hydro capitalized expense,
can | make the point first that this is not al, or the entire
capitalized expenses of Hydro for 2001 but merely just a
portion being allocated?

MR. BRUSHETT: Yes, that would be correct.

MS. BUTLER, Q.C.: Okay, so what's happening hereisthat
from the subtotal which we see at line 30, of 97 or $101
million depending on which figure you want to use.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Hydro is allocating out at line 34
respectively $5.6 million and in the revised figure $6.6

EXECUTECH Inc. - 579-4451

Page 24



10

11
12
13

14
15
16
17

18
19

20

21
22
23
24

25

26
27
28

29
30
31
32
33

34

35
36
37

38
39

40
41

42

43
44

January 8, 2001

P.U.B. Hearing - Newfoundland & L abrador Hydro - Rate Hearing

million of capitalized expensesto reduce the subtotal down.
MR. BRUSHETT: Yes, correct.

MS. BUTLER, Q.C.: The difference between the as filed
and the revised at line 34 is $961,000 which is close enough
to amillion that I'll refer to it as a million dollars there in
column D.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, and that increaseisexplained in
footnote 16, and can | go to that, Mr. O'Rielly please? And
could you read that explanation for us?

MR. BRUSHETT: Origina forecast updated to reflect
increased involvement of internal forces in the capital
program.

MS. BUTLER, Q.C.: Alright, so does that suggest that
more internal staff are expected to work on the capital
program than previously was expected to the tune of
approximately $1 million?

MR. BRUSHETT:
explanation, yes.

MS. BUTLER, Q.C.: Okay, now ...

MR. BRUSHETT: That variance should be consistent with
the variance in the salary or the explanation with respect to
salaries, | guess, noted at the bottom aswell, and it's not on
the screen but | believe it would be.

MS. BUTLER, Q.C.: Note 7 | think you're looking for.

MR. BRUSHETT: Yes, some of those explanations there
are related to additional capital work and so on which are
capitalized.

MS. BUTLER, Q.C.: Well what were seeing at note 7 isan
explanation, and we can go back to it in a second but not
right away, Mr. O'Ridly, if we might. Thisnote 7 dealswith
the full explanation of a$1.7 million increasein salaries and
wages.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And the references to the capital
program in that footnote to a temporary wage increase of
approximately $200,000.

MR. BRUSHETT: (inaudible) and additional capital work,
yes.

MS. BUTLER, Q.C.: Okay, $200,000, and overtime is
$72,000 also associated with capital work.

MR. BRUSHETT: Uhhum.

MS. BUTLER, Q.C.: So of that total increase you've only
got $272,000 associated with the capital program.

| believe that is the basis of the
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MR. BRUSHETT: That's partially what's causing the
increase in the capital work, yes.

MS. BUTLER, Q.C.: Yes, okay, am | correct in assuming
that $272,000 of the $961,000 that we just saw is actual
additional costs being incurred?

MR. BRUSHETT: That would be my understanding of the
explanations given by Hydro.

MS. BUTLER, Q.C.: Okay, and the balance then, the
difference between the $961,000 and the $272,000 is a
greater portion of permanent staff being charged to the
capital program, not additional staff being added.

MR. BRUSHETT: That's my understanding, yes.

MS. BUTLER, Q.C.: Okay, well let'sjust go back to page 1
of 4 there, thank you. As a matter of principle if nothing
else changed on that Schedule 1A, it doesn't matter what
year you pick, 2001 or 2002, other than an increase in the
portion of permanent staff time being allocated to capital
jobs, which is what's happening here, isn't it, with the
allocations?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Theresult, of course, would be alower
revenue requirement, right?

MR. BRUSHETT: That's correct.

MS. BUTLER, Q.C.: So in other words the higher the
charges to Hydro's capitalized expense, the lower the
revenue reguirement.

MR. BRUSHETT: The higher the allocation of those other
costs to the capital program, yes, the lower the resulting
revenue reguirement.

MS. BUTLER, Q.C.: Okay, now if we might look back then
to NP-3 which shows the previous test year for Hydro,
1992, line 34, thank you. Hydro capitalized expenses, there
you go, inthefinal cost of service, thank you, Mr. O'Ridlly,
were $5,071,000.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And what do they actually comein at
in the next column?

MR. BRUSHETT: $6,296,000.

MS. BUTLER, Q.C.: And so in the third column, the
variance of $1.225 million, what does that actually mean in
terms of margin for Hydro?

MR. BRUSHETT: Waell what that means is Hydro has
increased the allocation to the capital program and
decreased its operating expenses which has the impact of
increasing its margin or its net operating income, that
particular line. That may be related to the change in
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salaries above, athough the cost of service actuals are
lower than, | think, the salaries and fringe benefits in the
cost of service aswell.

MS. BUTLER, Q.C.: Alright, but this clearly showsthat ...
MR. BRUSHETT: A higher alocation.

MS. BUTLER, Q.C.: Yeah, inthelast test year the result of
low balling the capitalized expenses in this particular
example resulted in $1.225 million in profit for the
corporation it wouldn't otherwise have had.

MR. BRUSHETT: Taking that inisolation, yes, I'm not sure
what other changes occurred in the '92 actuals versus its
forecast at that time, but yes, looking specifically at that
alocation that's what the impact would be.

MS. BUTLER, Q.C.: Weéll the point I'm making is only
related to that issue in isolation.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Just perhapsto hallmark the danger or
the effect of low balling the general expenses capitalized.

MR. BRUSHETT: Yeah, that's correct.

MS. BUTLER, Q.C.: Let's go back to NP-16, page 2,
because here Hydro has listed their capitalized
expenditures for aten year period beginning in '92, page 2,
thank you very much. And it's this (inaudible), I'll just
point out for the benefit of everyone, was filed prior to the
October 31st revision so in order to look at the most current
numbers we would have to add $961,000 to the Hydro
capitalized expense for 2001 and so that $6.064 million
number would actually become $7.025 million. | wonder if
you might just make a note of that, Mr. Brushett, because
I'm going to be asking you where 2002 sitsin relation to the
other years.

MR. BRUSHETT: Just go over that again, Ms. Buitler, |
didn't ...

MS. BUTLER, Q.C.: Yeah, | think we saw a moment ago
that as a result of JCR Schedule 1A, the 2001 figure had
increased by $961,000.

MR. BRUSHETT: Okay.

MS. BUTLER, Q.C.: So by my math that should take you to
$7,025,500.

MR. BRUSHETT: Yes, okay.

MS. BUTLER, Q.C.: And of course the percentage would
change for 2001 and | think it would go to $8.1 million.

MR. BRUSHETT: Okay.

MS. BUTLER, Q.C.: With that correction made, Mr.
Brushett, would you agree with me that Hydro capitalized
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expense for 2002 at $6,131,000 is the lowest of theten years
we see here with the exception of '93 and '96?

MR. BRUSHETT: '92 and '96, | guess you're referring to.
Would you repeat that again please?

MS. BUTLER, Q.C.: Sure.

MR. BRUSHETT: 2002 is lower than all years with the
exception of '93.

MS. BUTLER, Q.C.: | guess'92,'93 ... I'm sorry, '92, you're
correct.

MR. BRUSHETT: No, anditis'93, | wasreading ... '93 and
'96.

MS. BUTLER, Q.C.: Yes.
MR. BRUSHETT: Okay, yes, | agree with that.

MS. BUTLER, Q.C.: And the capitalized expenses as a
percentage of capital expendituresis also much lower in the
test year, 2002, than any other year.

MR. BRUSHETT: Yes, quitedramatically obviously. The
2002 capital expenditures, aswell as 2001 to alarge extent
I think probably include, in this summary include Granite
Canal and so that would have a significant impact on the
percentage itself.

MS. BUTLER, Q.C.: Now in some other cases you've
concentrated on afive year history. If you looked at afive
year history of capitalized expense for '97 to 2001, and
using the revised figure for 2001 of $7.025 million, would
you accept my math that the average for that five year
period would be closer to $7.8 million?

MR. BRUSHETT: Sure, I'll accept that. The analysis
though you would have to, | think, look through what's
causing that. My memory is going back to '98 and '99
reviews and so on, but | do believe those were the years
when there was some fairly significant costs associated
with the Lower Churchill negotiations so, which were all
capitalized 100 percent, so that may be impacting some of
those numbers and the trends you're talking about, but |
haven't done a detailed analysis of that, so | can't say for
sure, but that'smy ...

MS. BUTLER, Q.C.: Wéll, | can refer you to a portion of
your report where you've addressed the decline from 2001
to 2002.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And of course it is a decline, yeah,
despite what we see on the screen because of the
adjustment.

MR. BRUSHETT: Okay.
MS. BUTLER, Q.C.: So perhaps maybe we could just go
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back to your 2001 report, page 26.
MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And just start with what's at the
bottom of the page then, Mr. Brushett, referring to Exhibit
3H.

MR. BRUSHETT: Exhibit 3H indicates the allocation of
gross payroll costs from 1997 to forecast 2002 between
operations and capital. The payroll costs charged to
capital areforecast to decrease by $1.6 million in 2001 with
only slightly higher charges in 2002. The main reasons
given by Hydro for the declining capitalized salaries in 2001
are no alowances...

MS. BUTLER, Q.C.: You don't need to give the details as
long as you just get the point from the bullets for sure.

MR. BRUSHETT: I'm sorry, you didn't want to read the
whole amount, the whole ...

MS. BUTLER, Q.C.: Feel freetoread it if you need to or
summarize the main ...

MR. BRUSHETT: Well, the main reasons are, as |
indicated, the Labrador River project, or the Lower
Churchill negotiations were capitalized in prior years and
there was no allowance forecast for those costs included in
the operating expenses and no recovery obviously through
the capitalized expenses, and also it's the reference, | think
you mentioned it earlier, with respect to the fact no
overtime is forecast for capital projects, so if you look at
the forecast for overtime costs in the salaries category, that
would be lower and also as reflected in the capitalized
salary forecast, capitalized expense forecast, there's
$700,000 in 2000 that doesn't appear in 2001, so those are
the two main reasons for the decrease as presented by
Hydro.

MS. BUTLER, Q.C.: Thank you, now this does not refer
specifically to the 2002 capitalized expenses.

MR. BRUSHETT: No, | believe they were forecast to be ...
MS. BUTLER, Q.C.: Almost identical to 2001?
MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, soisthat why you didn't bother
to mention it?

MR. BRUSHETT: Weéll, there was no, we did review that
and I'll tell you the explanation ... that was the basis for the
forecast so there was nothing, no further information which
to review at that point.

MS. BUTLER, Q.C.: | agree that that was correct at that
point, but of course we've seen subsequently that that was,
2001 was increased by $961,000.
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MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: So 2002 is now for capitalized
expenses lower than 2001.

MR. BRUSHETT: Correct.

MS. BUTLER, Q.C.: So have you received a reasonable
explanation for the decline in 2002 compared to the revised
2001 number?

MR. BRUSHETT: Well, we haven't conducted any further
review of 2002 since that change occurred, but | guess you
would have to look to the explanation in 2001 as being a
higher use of internal forces. Does that mean there will be
increased use of internal forcesin 2002, | think, you know,
you'd have to apply judgement in that case and it's difficult
to say whether it would necessarily result in a higher
alocation. It may, you know, | can certainly concede that
point that it may mean that there would be a higher
alocation in 2002 also, but | don't think it necessarily
follows that there will definitely be a higher alocation.

MS. BUTLER, Q.C.: Waéll, would you agree with the
proposition that Hydro's capitalized expenses for 2002 are
conservatively estimated?

MR. BRUSHETT: They are conservative in the sense that
they are now lower than 2001 and certainly lower than they
have been in prior years, and | would certainly agree with
that comment.

MS. BUTLER, Q.C.: Andwe saw from your earlier exhibit
amoment ago, the natural effect of that in terms of rates ...

MR. BRUSHETT: Yes, yes.

MS. BUTLER, Q.C.. Okay, now were you aware that
Newfoundland Power had a full review by the Board of
capitalized expenses with a separate Board order approving
the methodology and the method of recording capitalized
expenses?

MR. BRUSHETT: That Newfoundland Power had a
separate ...

MS. BUTLER, Q.C.: Had afull review of the Board of their
capitalized expenses.

MR. BRUSHETT: Yes, yes.

MS. BUTLER, Q.C.. And because you're the Board's
financial advisor for both corporations can you tell us

whether the method being used by Hydro is the same as
Newfoundland Power's Board approved method?

MR. BRUSHETT: No, itisnot.

MS. BUTLER, Q.C.: Okay, and as Board advisor, do you
have an opinion as to whether the methods of the two
separate corporations should be the same or appropriately
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different, whether the Board should approve the method?

MR. BRUSHETT: | ... they're certainly different and | think
it may be appropriate on a go-forward basis to undertake a
similar review of Hydro but | wouldn't offer an opinion at
this point without looking at such areview or undertaking
such areview asto whether that was appropriate for Hydro
or not.

MS. BUTLER, Q.C.: As to what would be appropriate,
sorry?

MR. BRUSHETT: To use the incremental approach which
is used by Newfoundland Power in terms of capitalizing
expenses.

MS. BUTLER, Q.C.: Right, okay.

MR. BRUSHETT: It would certainly have an impact on the
revenue requirement and that the Board would have to do
some sort of review to assess those impacts, as well as
assess the appropriateness of going to incremental and it
would depend on the nature of the capital project and the
program undertaken by Hydro versus Newfoundland
Power and consider all those factors.

MS. BUTLER, Q.C.: Mr. Chairman, what time did you wish
to break today, because I'm ...

MR. NOSEWORTHY, CHAIRMAN: I'd like to break now
if | could.

MS. BUTLER, Q.C.: Would you, okay, grand.

MR.NOSEWORTHY, CHAIRMAN: Okay, thank you, welll
reconvene at 2:00.

(break)
(2:10 p.m))

MR. NOSEWORTHY, CHAIRMAN: Good afternoon.
Before we get started, Mr. Kennedy, are there any
preliminary matters?

MR. KENNEDY: Chair, asyou're aware, we had a meeting
of counsel and it was to cover mostly scheduling, so |
wanted to place on the record what the understanding
reached was, and it's that we would continue with the
cross-examination of Mr. Brushett and that presuming that
we're going to complete his cross-examination tomorrow
with still time available for some further evidence, that we
would slot Mr. Henderson in to be heard right after Mr.
Brushett, and then that would complete tomorrow. On
Thursday morning at 9:30 we would commence with the
Abitibi witnesses who are sitting as a panel, and then right
after that would be Mr. Mifflin putting into evidence his
direct files which the counsel for the Industrial Customers
has indicated will be the case, and then presuming that that
takes less than the full day we would deal with the
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application before the Board submitted by Hydro on the
28th, and that would be it for the schedule itself, Chair.

MR. NOSEWORTHY, CHAIRMAN: Thank you, Mr.
Kennedy. Does the panel consent to those revisions?
Okay. Thank you, very much. WE'Il proceed now with
cross-examination, Ms. Butler, please? Well try and ... for
the benefit, | guessit's quarter after two now. We said wel'll
go to 4:30 or 5:00, as necessary. Well try and break
somewhere between 3:15 and 3:30, if that's okay, please?
Thank you.

MS. BUTLER, Q.C.: Thank you, Mr. Chairman. Mr.
Brushett, on page 25 of your 2001 report you had
addressed Hydro's vacancy alowance or vacancy
adjustment for staff?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And while we're waiting for that to
come up on the screen, you essentially indicated that they
were budgeting for a $1 million vacancy allowance?

MR. BRUSHETT: Yes. | think the terminology they useis
a vacancy credit which effectively represents the positions
that aren't filled, yes.

MS. BUTLER, Q.C.. Okay, and there was an RFI,
information request which suggested that the $1 million
vacancy alowance equated with a 2.5 percent vacancy rate.
Areyou familiar with that?

MR. BRUSHETT: Maybe | should ... you can refer meto
that againso | can ...

MS. BUTLER, Q.C.: Okay. Well, before we |lose page 25
which is now on the screen, your indication from page 25
isthat the $1 million represents four percent. I'm sorry. Is
that the vacancy allowance is one million but that
historically Hydro has over budgeted by four percent. Can
we see that fifth line there?

MR. BRUSHETT: Yes, that is correct.

MS. BUTLER, Q.C.: Alright, so we know that it's one
million?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And we know that on average,
historically it's been four percent?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Now, canwelook at NP-255, lines 23
to 25?7 Okay, thank you. Hydro estimates that
approximately 2.5 percent of total permanent salaries is
representative of the vacancies and amounts to
approximately one million?

MR. BRUSHETT: Yes.
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MS. BUTLER, Q.C.: Okay, so what | want to ask you about
is given your conclusion that historically the vacancy rate
has been four percent, whether you have a
recommendation on the vacancy alowance? The
calculation for Newfoundland Power was that four percent
amounted to 1.8 million as opposed to one million.

MR. BRUSHETT: No, | don't have a specific
recommendation. | guess if you wanted to go back to the
reconciliation in our report where we tried to assess overall,
because we did start out in that reconciliation with actual
salaries in 2000, | believe, that we had reconciled it down
with the other factors that had to be considered there,
down to about a $400,000 difference and assess that in
relation ... that could have been a potential over budgeting
which would really be picked up, | guess, in terms of the
four percent average versus the two and a half percent
credit of a million on the permanent salaries. However,
there was aso a significant, | think fairly significant
reduction in the temporary salaries and so on which is
usually tied into the permanent compliment in terms of what
we refer to as backfilling or just using temporary people to
do the work that would otherwise fall to the permanent
position. So it seems reasonable in an overall ... from an
overal perspective. However, you're right, you know,
historically, on the permanent salaries categories aone
that's four percent and the credit at amillion dollarsistwo
and a half percent, so thereis adifference there.

(2:15p.m)

MS. BUTLER, Q.C.: Thank you. The issue of employee
future benefits was addressed in the evidence of John
Browne aswell. Do you recall that?

MR. BRUSHETT: Yes, | recall that.

MS. BUTLER, Q.C.: And we know and accept that Hydro
has shifted to the accrua method of accounting for
employee future benefits?

MR. BRUSHETT: Right.

MS. BUTLER, Q.C.: In response to the CICA Handbook
recommendations or requirements?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Areyou aware of how Newfoundland
Power has dealt with the new requirements?

MR. BRUSHETT: Yes. It'sbeen some time ago now, but |
did review that. 1 do know that it'snot ... it's essentially not
been implemented by Newfoundland Power. The
recommendations from the CICA have not been
implemented, waiting for direction from the Board as to how
those costs will be recovered, | guess, is probably the way
| understand it's been handled.
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MS. BUTLER, Q.C.: So until there's ashift Newfoundland
Power continues on what's called a cash basis as opposed
to an accrual basis?

MR. BRUSHETT: That's correct, yes.

MS. BUTLER, Q.C.: Okay, and the move to the accrual
basisin the test year for Hydro, if we might look at NP-53,
page 2 of 2, line 16?7 Amountsto, | believe, a$1.2 million
increase in revenue requirements?

MR. BRUSHETT: You'retaking that ... maybe we should
work through that.

MS. BUTLER, Q.C.: Sure. Did you want to see how the
guestion was worded? We can scroll up to question ...

MR. BRUSHETT: But part C | ... yeah, sure. Part C, |
understand, is the cash basis.

MS. BUTLER, Q.C.: Okay. C was, "Provide a projection of
the impact on revenue requirement if Hydro had elected to
account on a cash basis rather than accrual .”

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, and well go back to the answer
again, so for 2002, which is the test year, it was
approximately 1.2 million?

MR. BRUSHETT: That's correct.

MS. BUTLER, Q.C.: Okay. Now, John Browne took the
position that a regulatory board could deem continuation
of the cash method as more just and reasonable. Do you
agree with that?

MR. BRUSHETT: A regulatory board certainly could do
that, yes.

MS.BUTLER, Q.C.: Giventhe$1.2 millionincreasethat the
shift to the accrual method would have in the test year and
al of the factors which are currently before the Board on
this application, do you have an opinion on whether, in
fact, thisis the right time for Hydro to shift to the accrual
method?

MR. BRUSHETT: WEéll, I think you would have to look at
it in terms of the impact of Hydro's decision overall and the
fact that ... and | shouldn't quote numbers, | guess, from
memory, but the fact that they did do retroactive
adjustment and effectively accrued without any intent of
recovering it from ratepayers, the accrual to the end of "99,
| think you would want to take that into consideration in
addition to considering whether on a go forward basisit is
a higher expense under the accrual method versus the cash
basis. | guess the assumption is that these benefits are
being provided, and at some point they have to be funded
by ratepayers, so | don't think | would necessarily be
recommending deferral of those into future periodsif there
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was a reasonable basis for proceeding with the adoption
right now, particularly considering the fact that the
retroactive adjustment is charged off to retained earnings
with no intent of recovering from ratepayers, as |
understand.

MS. BUTLER, Q.C.: Hydro has made the decision, as
you've indicated, to totally absorb the amount standing on
the books to the end of 997

MR. BRUSHETT: Correct.
MS. BUTLER, Q.C.: And they did not have to do that, but

MR. BRUSHETT: That's correct.

MS. BUTLER, Q.C.: ... you're saying that given that they
did you have no difficulty with the decision to shift to an
accrual basis at thistime?

MR. BRUSHETT:
have no difficulty.

MS. BUTLER, Q.C.: Okay, but that is without establishing
a regulatory precedent for any other company that may
choose a different approach?

| think with that consideration, no, |

MR. BRUSHETT: | think that the Board would have to hear
the case for each utility on thisissue separately, yes.

MS. BUTLER, Q.C.: Okay. Related to theissue of deferred
hearing costs, | wonder if we might look back at JCR-1A
whichisthe October 31st filing? And if we can scroll down
to line 33?7 Okay. We saw this table earlier this morning
when we were talking about different alocations, | believe,
but here we see the $2 million decrease in rate hearing cost
deferrals?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: And I think we heard evidence from,
| believeit was Mr. Roberts, could have been Mr. Osmond,
that although Hydro had originaly elected to absorb
certain hearing costs, sometime between May and October
they made the decision to seek to defer two million of
hearing costs over atwo year period?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay. Now, areyou familiar with the
situation that exists historically with Newfoundland Power
and their rate hearing cost deferral approved by this Board?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, and can you just for the record
indicate your understanding of that?

MR. BRUSHETT: The specifics, I'd have to be careful on,
but, certainly, in 1998 there was ... that would be the most
recent situation, and during 1998 | believe there were two
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hearings, or certainly over that short period of time,
whether it spanned over the course of ... extended over the
12 month period, I'm not sure, but there was a cost of
capital hearing as well as ageneral rate hearing in that fall
and there were some significant costs incurred as a result
of both of those hearings. And at that time, in the fall
application, | believe, Newfoundland Power came forward
and the Board accepted a deferral of those costs over a
three year period.

MS. BUTLER, Q.C.: Okay, and are you aware whether the
costs that were deferred were external only?

MR. BRUSHETT: They were external, yes.

MS. BUTLER, Q.C.: Okay, sointernal hearing costs were
not deferred?

MR. BRUSHETT: No.

MS. BUTLER, Q.C.: And of the $2 million that we see on
the screen here for Hydro's proposal for hearing cost
deferrals, are you familiar with how much of that is external
and how much isinternal ?

MR. BRUSHETT: Thereis an information request, and |
don't recall the number. Maybe someone else can help me
with that. It was a question that was put to Hydro after
they filed the October revision and it's ...

MS. BUTLER, Q.C.: Isthat one of the last few questionsin
December before we broke?

MR. BRUSHETT: No. That would have been issued in
around the second week of November.

MS. BUTLER, Q.C.: Okay.

MR. BRUSHETT: And the question was posed from the
Board staff whether in fact there were any internal costs
being proposed for deferral, and | think the response was,
I'm going from memory, was that there were not, and this
was their estimate of the external costs.

MS. BUTLER, Q.C.: Okay.

MR. BRUSHETT: And it was their own witness, expert
witness costs as well as costs being billed through from the
Board which would represent the Board's costs as well as
the Consumer Advocate's costs, and that was their estimate
of the incremental costs.

MS.BUTLER, Q.C.: I'msorry, Mr. Brushett. Intermsof the
precedent and the order that ... the last order that was given
in relation to Newfoundland Power, was it merely the
Board's costs that Newfoundland Power was alowed to
defer or was it Newfoundland Power's external costs being
third party costs?

MR. BRUSHETT: | don't recal that there was arestriction.
There was an estimate similar to what was done here, there
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was an estimate of what the cost would be, and | don't
recall whether there was any specific exclusions. There
doesn't appear to be a specific exclusion. | don't recall a
specific exclusion at the Board's ... of Newfoundland
Power's external costs.

MR. KENNEDY: PUB-75, | think isthe ...
MR. BRUSHETT: Right. That'sthe...
MR. KENNEDY': Hearing costs.

MR. BRUSHETT: Hearing costs. With respect to the
Newfoundland Power deferral, Ms. Butler, | don't recall
there being arestriction. There may have been. We could
certainly look it up, | guess, in one of the orders, but | don't
recall there being a restriction. It was meant to ... my
recollection is that it was meant to be what I'll call
incremental costs, which would be, for the most part, all the
external costs.

MS. BUTLER, Q.C.: Thank you. Now, we have PUB-75 on
the screen which relates to the two million?

MR. BRUSHETT: Right.

MS. BUTLER, Q.C.: And, of course, the question is asked
whether they are incremental in nature, so what does the
answer tell you in terms of what is incremental, do you
agree that all those are incremental ?

MR. BRUSHETT: Based on my understanding, and | have
reviewed this response, | believe that they are incremental
costs. Your question initially was not incremental, was
external ?

MS. BUTLER, Q.C.: Correct.

MR. BRUSHETT: And, of course, the first two categories
would beinternal.

MS. BUTLER, Q.C.: Right.

MR. BRUSHETT: But | would view them as being
incremental in nature and costs that they would have
avoided had they not been in the hearing.

MS. BUTLER, Q.C.: Okay.

MR. BRUSHETT: So on that basis, they are ... you know,
the cost isthe hearing itself.

MS. BUTLER, Q.C.: Thank you. Ms. Greene, fairly
exhaustively did some cross-examination with you this
morning on the Rate Stabilization Plan. | just have a couple
of questions on that. First of all, you correctly pointed out
that there was an information request, it's PUB-81, which
indicated the projections for the Rate Stabilization Plan
balance for 2001/2002?

MR. BRUSHETT: Right.
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MS. BUTLER, Q.C.: Do you have any information on the
forecast balance for 2003?

MR. BRUSHETT: | should check the ... just give me a
second now, I'll check.

MS. BUTLER, Q.C.: Sure.

MR. BRUSHETT: No, | don't think we have ... I'm looking
a PUB-82 wondering if there was any information there on
the 2003 year end balances. | don't think thereis.

MS. BUTLER, Q.C.: Okay.
MR. BRUSHETT: But that'swhy | was hesitating.

MS. BUTLER, Q.C.: Let'slook back, if we might, to your
December supplementary evidence, pages 5 to 9, in which
you address the RSP in some detail.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: | think it's pages 7 and 8 when you
address the cap, and thisis what this relates to, of course?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Let mejust look at my hard copy for a
moment. Okay. At page8§, if | might, Mr. ORidlly, lines4 to
7. You see you're referring there to the cap being set in
reference to the revised projected peak over the 2002 and
2003 time period, but we don't seem to have any
information on that 2003 period. Do you have any reason
to believe that it would exceed the 65 million which is
projected for 20027

MR. BRUSHETT: | have no reason to believe that it would.
The recovery, once it reaches that level, is quite significant
on a year-over-year basis, and with the ... certainly on the
fuel, which iswhat we ... | guess the only hard evidence, I'll
cal it, that we have, it would not cause the plan to increase,
| think, 1 don't think beyond the recovery amount, the
difference between the forecast fuel price and the cost of
service fuel price.  Whether other changes that flow
through that, the RSP would, you know, | guess it is
possibleif fuel prices, for example, spiked for some reason,
beyond what the forecast was showing today, then yes,
there's an opportunity for the plan to continue to increase,
but, I think if that were to happen it's probably appropriate
that it be reviewed at some point earlier than it would
otherwise be, in any event, so keeping it at the level, close
towhat is being forecast is, | think, a reasonable approach.

MS. BUTLER, Q.C.: Well, wouldit befair to say that we are
where we are with the balance in the RSP because there
hasn't been areview since 19927?

MR. BRUSHETT: | would agree with that, yes.

MS. BUTLER, Q.C.: Yes, so | think wereall in agreement
with more frequent review, but at lines 9 to 13 here you are
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suggesting a maximum of three years for review?
MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: But in the event that Hydro comes
forward with an application in 2003 this review can be
undertaken earlier?

MR. BRUSHETT: Yes.
(2:30 p.m.)

MS. BUTLER, Q.C.: Perhaps to state it in an even more
pointed manner, if the Board is satisfied that Hydro will
indeed be filing an application in 2003 for test year 2004,
then is your recommendation only that the RSP temporary
cap be limited to that period of time and recovered over, as
you say, atwo year period instead of athree year period?

MR. BRUSHETT: | think that was sort of ... was there two
guestionsin there?

MS. BUTLER, Q.C.: Probably.
MR. BRUSHETT: Yes,

MS. BUTLER, Q.C.: | hope the transcript iskind to me, Mr.
Brushett.

MR. BRUSHETT: The recommendation would be that the
Board should request or order areview when Hydro comes
forward in 2003 for 2004 test year, assuming that they do,
and circumstances may change, who knows. | think that's
predicated a lot on in-service dates on Granite Canal and
things like that, so with that in mind, | think it should be the
earlier part of 2003 when there is another application or
three years beyond the end of this hearing, so that would
be my recommendation.

MS. BUTLER, Q.C.: Thank you. Now, you did have three
options on page 7 and they were indicated by bullets.
There you go.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Neither of those three options, which
of course we can read for ourselves specifically addresses
the proposal which was a recommendation made by Mr.
Larry Brockman. Although it's possible, | suppose, the one
at line 26 could be considered similar to that. Do you recall
Mr. Brockman's specific recommendation on leaving the
cap at 50 million and alowing Hydro to book the difference,

in asense, and make application back if it wished to recover
it?

MR. BRUSHETT: Yes, | recdl it but not ... maybe we
should look at the detail if you want me to comment
specifically on it. | don't view it as a whole lot different
from increasing the cap on a temporary basis and looking
at possible different recovery methods for that access.
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MS. BUTLER, Q.C.: Okay.

MR. BRUSHETT: Sol don't view it asawhole lot different
from that.

MS. BUTLER, Q.C.: And by memory only then you had no
particular difficulty with what his proposed, did you?

MR. BRUSHETT: No, | guess | don't if we're... no
substantive difference of opinion with respect to what he's
saying, except | think that just it would be appropriate if
we're going to exceed 50 million it's just as well to say the
cap is a different number so that it's not viewed as being
outside, | guess, what the Board has permitted. 1'm not
sure exactly how Mr. Brockman had intended, you know,
his proposal to work in practice, but | don't view it as a
whole lot different from what I'm suggesting, that
temporary increase in the cap which would alow you to
address the recovery of the excess in some different manner
possibly than the current mechanism.

MS. BUTLER, Q.C.: Okay, thank you. A follow-up
guestion actually from one that Ms. Greene asked you this
morning relates to your Schedule 5B, which was from the
2001 report.

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Can we scroll down there a bit, Mr.
ORIidly? Thank you, very much. Now specificaly, of
course, Ms. Greene pointed out that this table with bar
chartsindicates a decreasing cost for kilowatt hour without
fuel being included?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay, but does this table imply that
Hydro has become more efficient over the period covered?

MR. BRUSHETT: Youd have to look at the individual
components and it doesn't necessarily reflect that. For
example, apart of the reason that the total energy cost here,
excluding the fuel, is going down would be the reduction in
interest. That's not areflection of efficiency in operations
at all. In addition, if you looked at “98 as being the peak,
the margin in that year was 25 million and in 2002, and this
is based on the original filing, it's 9.6 million, so that affects
the cal culations which are here, so you have to look at the
individual components if you want to realy look at
efficiencies with respect to controllable operating expenses
versus overall cost of electricity per kilowatt hour.

MS. BUTLER, Q.C.: Okay, thank you. Just afew questions
now, if I might, on the interest on overdue accounts.

MR. BRUSHETT: Okay.

MS. BUTLER, Q.C.: This is to the rural customers. |
believe both Mr. Roberts and Mr. Osmond addressed in
their testimony that Hydro does not currently charge
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interest but will do so effective January 1st, 20027
MR. BRUSHETT: Okay.

MS. BUTLER, Q.C.: And was that your understanding as
well?

MR. BRUSHETT: | haven't reviewed that area in detail
specificaly, so | can't comment. | do remember though that
testimony and do acknowledge it, but | didn't undertake
any separate review of that in terms of policy.

MS. BUTLER, Q.C.: Okay. May | just ask for the transcript
of November 19th to be produced, please, page 46? And
lines64 to 82. | had asked Mr. Osmond for 2002 if he could
tell me whether there'd been an adjustment to the revenue
requirement for the test year, and as you can see, his
answer there, he indicated that he'd be surprised because
it would be very difficult to estimate the interest forgone as
a result of not charging the interest on the overdue
accounts from the rural customers?

MR. BRUSHETT: Yes.

MS. BUTLER, Q.C.: Okay. My question first is whether
you fed it's appropriate for Hydro not to include any
interest revenue for overdue accountsin the test year?

MR. BRUSHETT: Waéll, just in principle the fact that they
plan to charge interest and there's none there, | guess, yes,
you know, in response to your question, it would be
appropriate to include the interest into the revenue ...
incorporate it into the revenue requirement. 1'm not sure
that it would be significant. | certainly would ... in terms of
the rural customers and the arrears and the collectability
problems that might exist, I'm not sure how significant it
would be to the overall revenue requirement, but in
principle, yes, if there is policy to charge interest you
would expect to see that included in the revenue
requirement for the test year.

MS. BUTLER, Q.C.: Thank you, and secondly on that
point, do you have any suggestions on an appropriate
methodology to estimate the interest amount, or even
better, what anotional adjustment might be?

MR. BRUSHETT: | haven't considered that so you know,
| could review that, but | haven't considered that at this
point, no. Sorry.

MS. BUTLER, Q.C.: Mr. Chairman, those are my questions
for Mr. Brushett. Thank you, Mr. Brushett.

MR. NOSEWORTHY, CHAIRMAN: Thank you, Ms.
Butler. Thank you, Mr. Brushett. We'll move now directly
to the Industrial Customer's cross and Ms. Henley
Andrews, please. Good afternoon.

MS. HENLEY ANDREWS, Q.C.: Good afternoon. Mr.
Brushett, unfortunately since some of my questions arise
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from other people's questions, and some of them | had
before | came, | might end up jumping back and forth alittle
bit. In terms of your role and your terms of reference for
your 2001 report, aswell in fact asfor your 2000 report, you
don't look at issues like assignments of plant and those
types of things, isthat correct?

MR. BRUSHETT: That would be correct.

MS. HENLEY ANDREWS, Q.C.: And when you are
looking at the reasonableness of expenses you have no
means of knowing whether a particular project is going to
cost this or that, correct?

MR. BRUSHETT: Maybe you should clarify. When you
say "(inaudible) or that" what areyou ...

MS. HENLEY ANDREWS, Q.C.: For example, whenyou're
looking at Hydro's actual expenses for 2001, and if you are
looking at a capital project as an example, you can look a
what they spent versus what they budgeted, right?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: But you don't do any
review to determine whether what they spent was least
cost, or do you?

MR. BRUSHETT: No. It wouldn't bethat detailed areview
in terms of investigating on a project by project basis
whether it's least cost or the most efficient way of doing
things. It's more an overal review of the reasonabl eness of
expense categories in relation to, | guess, the operations
and the activities that are undertaken.

MS. HENLEY ANDREWS, Q.C.: Andwould you aso agree
that from a reasonableness point of view there is a range
that, | mean, there's no precise number that's the reasonable
number, but numbers could be on the high end or the low
end but still be reasonable?

MR. BRUSHETT: Theres aways a range of
reasonableness around any, | qguess, activity or
expenditure, and particularly when it comes to, say, capital
projects where you're trying to plan and forecast those
sorts of things, yes.

MS. HENLEY ANDREWS, Q.C.: And one of the problems
with over budgeting, if there is over budgeting in the
revenue requirement, is that the consumers then pay rates
that are based upon overestimates of cost?

MR. BRUSHETT: Yes. Yeah, | agree with that, certainly
the principle that you're putting forward that to the extent
there is overestimating or over budgeting and the purpose
of the estimating is to set the revenue requirement, then
yes, rates based on that revenue requirement then capture
more than what isthe actual costs are likely to beif, in fact,
it's proven to be over budget.
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MS. HENLEY ANDREWS, Q.C.: When you took alook at
Hydro's system of accounts and in particular its JD
Edwards program, Ms. Butler asked you some questions
about, you know, being able to use different types of
categories for separating out the regulated versus the
unregulated expenses, but Hydro's system is aso
sufficiently sophisticated to allow it to track the deficit from
itsrural operations, it set it up that way, correct?

MR. BRUSHETT: Weéll, it's certainly avery comprehensive
accounting and integrated software program, so I'm sure it
could accommodate that. The question would be ... the
only thing I would have to qualify for would be to the
extent there may be common costs or overhead costs that
have to be allocated, then you would still have to go
through some sort of process of allocation and we wouldn't
necessary capture them, you know, directly into the
account system, but the system is fairly comprehensive
and could be used to capture those types of costs, yes.

MS. HENLEY ANDREWS, Q.C.: And since ... but would
you agree that when you look at the information requests
as awhole and then look at the work that Hydro has had to
doin order to generate its cost of service, that a significant
amount of time and effort in connection with this hearing
has been spent in getting information as to what has been
a cost associated with the rural and the isolated systems
versus what are costs of the non-subsidized part of the
system? And I'm thinking, for example, of the fact that the
central accounts had to be broken out and initialy there
was a problem with breaking them out, that some of the
rural costs were included in common costs and that it
becomes a very difficult exercise?

MR. BRUSHETT: There may be some difficulty with that.
| can't speak with firsthand knowledge of the difficulty they
would have had in breaking out costs like that. In the
course of our review and the work that we do we don't look
at breaking out the cost in terms of cost of service
parameters, so | haven't directly dealt with that aspect of
their system, so | can't really speak to that, and how much
difficulty. | understand, from listening through alot of the
testimony and seeing all the information that it was quite a
bit of effort required to generate that, but | can't speak with
firsthand knowledge of that.

(2:45 p.m)

MS. HENLEY ANDREWS, Q.C.: But going back to my
original question, the accounting software system that's in
place would ... yes, you're right, thered have to be some
judgment calls, but it would nevertheless permit those
costs being tracked separately if the Board decided that
that was the best way to have them tracked?

MR. BRUSHETT: | think so and to a certain extent those
costs already are tracked separately for isolated systems

57

58
59
60
61
62

63
64
65

66
67
68
69
70

71

72
73
74
75
76
7
78

79
80
81
82
83

84
85
86

87
88
89
90

91
92
93
94
95

96
97
98
99

and cost of diesel generating units. In Ramea is probably
... they can pull those out of their system now. Those
would be tracked on abusiness unit basis, | think.

MS. HENLEY ANDREWS, Q.C.: Now, if you look at your
Exhibit 5-C, which were those pie charts.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Ms. Greene suggested to
you that the pie charts show a decline in other costs over
the period from 1997 to 2002, but | would put it to you that
what Exhibit 5-C actually shows is the percentage that
those other costs are of the total?

MR. BRUSHETT: Yes, and | thought | had mentioned that
point in my response, that it was a decline in the
percentage of those costs relative to the total revenue.

MS. HENLEY ANDREWS, Q.C.: And at atime when fuel
costs are going up you would expect that ... and going up
much more rapidly than other costs, you would expect that
the other categories would decline, you know, from a
percentage of total cost perspective, right?

MR. BRUSHETT: Absolutely, yes.

MS.HENLEY ANDREWS, Q.C.: Now, I'dliketotak alittle
bit about the RSP. One of the questions that you were
asked was the extent to which you had actualy done a
review of the RSP plan, and | thought | understood from
you that one of the things that you had done was to review
how the plan had been applied by Hydro vis-a-vis the
directives from the Board. Isthat correct?

MR. BRUSHETT: Yes. Well, theoriginal directive or order
with respect to the methodology and the various
adjustments that flow through the plan, we have reviewed
those each year in terms of whether they're in accordance
with the original methodology.

MS. HENLEY ANDREWS, Q.C.: Therearetwo RSP plans
though there's one for Newfoundland Power and there's
one for the industrial customers?

MR. BRUSHETT: Yes. | guess| haven't viewed it as such
that way. The costs are accumulated in there and then
split. | view it more as one plan with a split as opposed to
two plans.

MS. HENLEY ANDREWS, Q.C.: But, isit correct that the
plan that was approved by the Board and the directives
that have been issued by the Board with respect to the RSP
all related to the RSP for Newfoundland Power? Thereis
no Board approved RSP for the industrial customers?

MR. BRUSHETT: | guess I'll accept that. I'm thinking in
terms of the specific orders that were issued, and because
when the plan was set up in “86, of course, the regulatory
environment was different and it was arate ... or areferra
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essentially on the retail side only and the application at the
time for the plan was only related to the retail portion.
That's my understanding, subject to checking, going back
and checking those orders, but | believe it initially was all
in relation to the retail.

MS. HENLEY ANDREWS, Q.C.: And there hasn't been a
hearing since the industrial customers became regulated,
thisisthe first hearing dealing with it?

MR. BRUSHETT: That's correct, yes.

MS. HENLEY ANDREWS, Q.C.: Okay, so the directives
that you would have dealt with would have been directives
that were specifically aimed at the retail plan?

MR. BRUSHETT: Those directives that we would have
reviewed would have been ... yes, the directives that were
originally issued with respect to the set-up of the RSP
which was based on aretail plan, but over the years it has
been, | guess, carried forward as a, | refer to it as a total
plan with a retail and an industrial component to it, and
that's the way we have conducted our reviews on the total
of the plan.

MS. HENLEY ANDREWS, Q.C. Ms. Greene had
suggested to you that in your review of the RSP you had
discovered noirregularities. Do you recall her putting that
guestion?

MR. BRUSHETT: Yes, | recal that question.

MS. HENLEY ANDREWS, Q.C.: But you would agree that
while your review didn't discover any irregularities as a
result of the information requests, it did become clear that
Hydro had not eliminated the impact of the rura rate
subsidy for the industrial customers?

MR. BRUSHETT: | certainly ... yes, | agree with you.

MS. HENLEY ANDREWS, Q.C.: And so that was an error
with respect to the application of the RSP?

MR. BRUSHETT: Yes, and that was effective January 1 of
2000 and ... yes.

MS. HENLEY ANDREWS, Q.C.: 2000, yesh.
MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.. And did your review
indicate that the Hope Brook Gold and the Long Harbour
demand in energy were still being used for adjustments
even though they had closed a number of years ago?

MR. BRUSHETT: We did not identify those as issuesin
terms of our review. Our understanding of the way the RSP
operated was that those elements, I'll call them, of the plan
were set as a part of the 92 cost of service and that that
was the basis of which the adjustments flow through the
plan al in reference to the 92 cost of service.
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MS. HENLEY ANDREWS, Q.C.: For theretail plan?
MR. BRUSHETT: Fromour ...
MS. HENLEY ANDREWS, Q.C.: In 1992?

MR. BRUSHETT: . perspective, our review was
conducted on the overall plan, | guess. That's the point |
made before.

MS. HENLEY ANDREWS, Q.C.: But in 1992 it was in
relation to the retail plan?

MR. BRUSHETT: WEéll, those elements were in there, so
they wereincorporated. Theindustrial sales were in the "92
plan. However, | acknowledge your point that effectively
theindustrial customers were not regulated at that time.

MS. HENLEY ANDREWS, Q.C.: Andwould you agree that
there is no Board directive that indicates that remaining
industrial customers should pick up the losses of others
who |eave the system?

MR. BRUSHETT: No, there's nothing specific to my
knowledge on that.

MS. HENLEY ANDREWS, Q.C.: Andwould you agree that
the purpose of the RSP is to protect Hydro and its
customers from ... but in particular in dealing with Hydro,
it'sto protect Hydro from revenue requirement problems as
aresult of changesin the price of fuel?

MR. BRUSHETT: Yes, | would agree with that. Of course,
you can't disentangle the other element of that, which was
on the premise that under regulation a utility has the right
to recover its costs from ratepayers. Then it did ensure
Hydro had the opportunity to recover those costs and they
were deferred, and at the same time because of the
mechanism for recovery it prevented, | guess, significant
fluctuations in the price of the energy to the ratepayers.

MS. HENLEY ANDREWS, Q.C.: That's right, but it
smooths out the price fluctuations from a customer
perspective?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: But, from Hydro's
perspective the way that it works also means that they have
... without going to a rate hearing they have a means of
recovering extrafuel costsif the price goes up?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Or crediting back lower
fuel pricesif the price goes down?

MR. BRUSHETT: It ensures they are able to recover the
full cost of fuel, yes.

MS. HENLEY ANDREWS, Q.C.: Now, you would have
read and heard most of the evidence concerning the RSP,
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right?
MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And so you would also
now be aware that Hydro was doing a revised cost of
service every month?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And reallocating costs
between its customers?

MR. BRUSHETT: That's my understanding, | guess, from
what I've heard as to the impact of the revisionsto the ... or
using the 92 cost of service to determine the splits in the
RSP.

MS. HENLEY ANDREWS, Q.C.: And was that something
that you would have been aware of at the time you were
doing your review?

MR. BRUSHETT: That isnot an issue that was identified
asbeing aproblem in our review. Asamatter of fact, to be
quite honest with you, the splits was not a ... | refer to the
splits in the RSP, was not something that we did review in
detail in those years, so it didn't come to our attention.

MS. HENLEY ANDREWS, Q.C.: Okay, but you would
agree that doing those revisions on a monthly basis and
then incorporating the changes into RSP adjustments on an
annual basis would have the effect overall of changing the
rates as between the retail customers and the industrial
customers?

MR. BRUSHETT: | can't say I've done a sufficient review
of that, Ms. Henley Andrews, to sort of draw a conclusion
onit. | sort of view that more, | guess, in the area of cost of
service experts. We hadn't undertaken a detailed review of
the methodology and the impacts of the cost of service
methodology and how rerunning that impacted the splits.

MS. HENLEY ANDREWS, Q.C.: Would you agree that
there is no Board directive that specifically deals with the
issue of rerunning the cost of service on a monthly basis?

MR. BRUSHETT: That's my understanding, there's no
specific direction as to that it should be rerun or that it
shouldn't be rerun, there's no specific direction on how that
works.

MS. HENLEY ANDREWS, Q.C.: Okay. Now, have you
seen Hydro's November, 2001 RSP report?

MR. BRUSHETT: Yes. Can'tsay | have...
MS. HENLEY ANDREWS, Q.C.: Do you haveit there?
MR. BRUSHETT: Yes, in PUB-83.

MS. HENLEY ANDREWS, Q.C.: And that showsthat the
RSP balance for Newfoundland Power now exceeds the $50
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million cap or did as of the end of November?

MR. BRUSHETT: | believeyou're correct. I'll check that if
you wish.

MS. HENLEY ANDREWS, Q.C.: I think it's 56 million?
MR. BRUSHETT: Fifty-six, nine zero nine, two, yes.
MS. HENLEY ANDREWS, Q.C.: Closer to $57 million?
MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Would it be fair to say
that as aresult of the hearing you now have a much better
understanding of the operation of the RSP than you did a
the beginning of the hearing?

MR. BRUSHETT: | think | had areasonable understanding
of most of the methodology used in the RSP prior to this.
One area, as I've just talked about, using the "92 cost of
service to determine the splitsin the RSP is something that
I'm obviousdly more familiar with now than | was before, but
other than that, you know, as you go aong surely you,
yes, gained a better understanding, there's no doubt about
that.

MS. HENLEY ANDREWS, Q.C.: Now, one of the things
that you did in your December supplementary evidence
that Ms. Butler also referred you to on page 9 islook at the
options with respect to the RSP?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: AndI'dlikeyou. ... before
| go back to that I'd like you to also take alook at your own
Exhibit 4.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And | guessthere's... if
you look at Option A or Option B for the industrial
customers the additional increase would be 23 percent for
Option A and 50 percent for Option B?

MR. BRUSHETT: Those are the increases in the mill rate
relative to what they would otherwise be under the current
recovery method.

MS. HENLEY ANDREWS, Q.C.: Yeah.

MR. BRUSHETT: That's not a 23 percent increase in
overall rates, no.

MS. HENLEY ANDREWS, Q.C.: No, no.
MR. BRUSHETT: Okay.

MS.HENLEY ANDREWS, Q.C.: Itwould add 23 percent to
the increase?

MR. BRUSHETT: Yes.
MS. HENLEY ANDREWS, Q.C.: Yeah, andsimilarly, for the
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retail it would be 19 percent additional increase under
Option A and 50 percent under Option B?

MR. BRUSHETT: Yes, that's what our calculation in this
exhibit shows.

(3:00 p.m)

MS. HENLEY ANDREWS, Q.C.: And when we go back
now to page 9, depending on how any changes to the RSP
might be structured, you could reduce that impact, would
you agree? For example, if you froze the balance as of
December 31st, 2001, and recovered it over a five year
period instead of athree year period, you wouldn't get the
balance down quite as fast but the impact on the
consumers would be less?

MR. BRUSHETT: Absolutely, yes, | agree with you. The
two examples are alternatives we've suggested here are just
that, two alternatives that the Board could consider, and
both of them, of course, reflect an accelerated recovery on
them, and the premise there is that it is better to recover a
cost when incurred as opposed to deferring them into the
future, but if you are concerned and put more weight on, |
guess, the objective of minimizing the impact of any rate
changes or rate shock, if you want to call it that, then you
can consider deferring over an extended period of time and
minimize that.

MS. HENLEY ANDREWS, Q.C.: Yes, and those are the
very things that have been discussed in the past with
respect to even things like preferential rates, which is that
once you make a change in the way that you've been doing
something you try and spread the financial impact over
perhaps a longer than ideal period of time in order to
minimize rate shock?

MR. BRUSHETT: Yes. Certainly, any time you make a
change that's going to cost consumers, whether they be
industrial or the retail consumers more you would be
cognizant of and give consideration to, | think, the impact
that that would have in terms of rate shock or the increase
in rates revenue and whether that could be spread over a
period of time.

MS. HENLEY ANDREWS, Q.C.: I'm going to move on to
Holyrood efficiency.

MR. BRUSHETT: Sure.

MS. HENLEY ANDREWS, Q.C.: Andin particular | want
you to look at your supplementary evidence, page 2.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And Ms. Greene had
asked you a lot of questions on your conclusion that a
conversion factor of 633 kilowatt hours per barrel was
probably more reasonable than the 610 that was proposed.
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Do you recal that?
MR. BRUSHETT: Yes, | do.

MS. HENLEY ANDREWS, Q.C.: Whenyou look at page 3
of your testimony, and in particular at the chart at the
bottom, it looks to me like there's roughly a $700,000
change in revenue requirement for every five kilowatt hours
per barrel of efficiency?

MR. BRUSHETT: | think that math seems reasonabl e there,
Y€s.

MS. HENLEY ANDREWS, Q.C.: Okay, so when you go
from 610 to 630, leaving out the 33, just to make the math
easier, you're really looking at $2.8 million?

MR. BRUSHETT: Yes.
MS. HENLEY ANDREWS, Q.C.: Roughly?

MR. BRUSHETT: Probably a little higher than that.
Probably closer to 3 million.

MS. HENLEY ANDREWS, Q.C.: Okay. Now, Ms. Greene
challenged you with respect to a number of your
assumptions on the 633, but would you agree with me that
one of the challenges in looking at an appropriate
conversion factor is to make sure that we're comparing
apples and apples, that when you are looking at along-term
average hydraulic production that you have to make sure
that in using five years of efficiency that they relate to an
average water?

MR. BRUSHETT: | agree with you, and | think that's the
basis for the assumption that we've made, that the 2001
production level is more representative of the forecast or
expected planned, whatever word you want to use,
production in terms of thermal versus hydraulic in the test
year than the record that they've been using for purposes
of calculating an average efficiency aspect.

MS. HENLEY ANDREWS, Q.C.: And one of the things
that was put to you was that the Board's past practice has
been to look at the preceding five years. Do you recall
that?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Now, I'dlike, Mr. O'Ridly,
if we could, to look at U-Hydro-17, and the chart that we
looked at this morning that had the 30 years plotted on it
and the three graphs that ... yes, that one, Figure 7. When
Ms. Greene was referring you to Figure 7 she was focused
principally on the projected water levels for 2001 versus the
average, but 1'd like to focus on the period around 1990,
because at the time of the 1992 hearing the five years that
would have been used in efficiency would presumably
have been the period from “87 to "91 or thereabouts. Now,
if you look at that chart it appears to me that in that time
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period most of those little green markers are pretty close to
the average, would you agree?

MR. BRUSHETT: That's difficult to tell, Ms. Henley
Andrews.

MS. HENLEY ANDREWS, Q.C.: Well, if you look at 1990
and you go up from 1990.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Andyou look at ... then
there's a cluster of about four of them?

MR. BRUSHETT: Yes, | seethat.

MS. HENLEY ANDREWS, Q.C.: Inthat time period that is
pretty ... well, some are above the average and some are
below the average?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And there might be one
year which was afair bit below, but on the whole they were
close to the average?

MR. BRUSHETT: The actual energy which is the green
triangles?

MS. HENLEY ANDREWS, Q.C.: Yes.

MR. BRUSHETT: Yes, isfocused around the lines that are
there.

MS. HENLEY ANDREWS, Q.C.: Yes, but that contrasts
quite ... it's quite different when you look at the five years
that we're looking at in this hearing, which were all ...

MR. BRUSHETT: When you move to the far end of the
graph, yes, they are all well above the lines which reflects
the average inflows.

MS. HENLEY ANDREWS, Q.C.: Sothat, infact, whenyou
look at Figure 7 there may not have been a problem in using
the previous five years hydrology in determining the
efficiency factor, because it may very well be that most of
those five years were pretty close to the average, but our
problem here is that we have evidence that the last five
years have been, on the whole, very wet years and we
know that thermal efficiency islower with the less thermal
energy we generate?

MR. BRUSHETT: Yes, | agree with that.

MS. HENLEY ANDREWS, Q.C.: Inlooking at the forecast
cost of fuel there are two forecasts that really need to be
dealt with. Oneisthe actual forecast price per barrel which
isdonein USdollars, correct?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And the other is the
forecast for the exchange rate?
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MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Neither of which is
particularly easy to predict?

MR. BRUSHETT: | would agree with that.

MS. HENLEY ANDREWS, Q.C.: Have you, in your
evaluation of Hydro's practises and procedures, ever done
any study of whether Perra forecasts are more reliable or
less reliable than other means of looking at price?

MR. BRUSHETT: No, we haven't looked at that. | guess
the focus of our review when it comes to fuel and the two
parameters that you've suggested are the variables, we
have more, based on inquiry and so on, determined the
methodology that Hydro uses, and they use external
sources of information, you know, as opposed to trying to
predict that in-house, so you get some level of comfort that
at least they're using experts in the field, whether the one
they're using is more reliable than another, you know, we
haven't attempted to substantiate that.

MS. HENLEY ANDREWS, Q.C.: On the overtime issue,
which has also been explored with you a certain amount
today, | think your comment in your evidence was that the
fact that Hydro doesn't budget for overtime on capital
projects makes it harder to manage the capital budgets?

MR. BRUSHETT: No, | don't think | said that.

MS. HENLEY ANDREWS, Q.C.: Okay. | wroteit down. It
may have been Ms. Butler's question. Isit fair to say that
when we look at Hydro's history on spending of its capital
budget that the numbers for what it has spent include its
overtime?

MR. BRUSHETT: Looking back at the actual expenditures?
MS. HENLEY ANDREWS, Q.C.: Yes.

MR. BRUSHETT: They most certainly would. To the
extent overtime was incurred they would be included in the
actual expenditures.

MS. HENLEY ANDREWS, Q.C.: Okay, so that even
though your analysis of Hydro's records for both 2000 and
2001 indicates that Hydro generally underestimates or
under budgets for its overtime with respect to capital
projects, that is when we look at the, you know, 13 to 15
percent underspending of its capital budget over the last
number of years, the overtimeis already in there?

MR. BRUSHETT: | ...

MS. HENLEY ANDREWS, Q.C.: In other words, if the
overtime had been properly budgeted for the differences
would be greater?

MR. BRUSHETT: No, | don't think | could come to that
same conclusion because the first part of your comment
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there was that we had determined that they had under
budgeted overtime, and | don't think that was the
conclusion we had made.

MS. HENLEY ANDREWS, Q.C.: Okay.

MR. BRUSHETT: They hadn't included any budget for
overtimein 2001.

MS. HENLEY ANDREWS, Q.C.: Okay.

MR. BRUSHETT: But there was no analysis to go back
and say how much did they budget in prior years. To be
honest with you, | believe their practise would be that they
would not budget for any overtime in any given year, but
overtime would probably be incurred, depending on how a
project proceeded, so there was no analysis to say that
they had been under budgeting overtime per se.

(38:15p.m)

MS. HENLEY ANDREWS, Q.C.: Okay, butwouldit be...if
we took 2000 as an example and if your understanding and
mine is correct, which is that Hydro generally doesn't
budget for overtime.

MR. BRUSHETT: Right.

MS. HENLEY ANDREWS, Q.C.: And welook a Hydro's
actual capital expenditures in 2000, then its actual capital
expendituresin 2000 would include any overtime that it had
incurred on its capital projects?

MR. BRUSHETT: That's correct.

MS. HENLEY ANDREWS, Q.C.: And when we were
comparing the costs to ... the actual costs to the budget for
the capital project you would, in fact, have ... the overtime
would be taken into account?

MR. BRUSHETT: It would be included in the actual, and
presumably not included in the budget, so to the extent
there was a variance it may be attributable to the fact that
overtime wasincurred as opposed to regular time.

MS. HENLEY ANDREWS, Q.C.: And then if there had
been a budget for overtime in the 2000 capital budget we
would have to assume that that capital budget would have
been alittle larger than it actually was?

MR. BRUSHETT: Sure.

MS. HENLEY ANDREWS, Q.C.: And at that point the
percentage unspent, if you like, of that budget that would
include the overtime would actualy be greater than it is
right now?

MR. BRUSHETT: | can agree with what you're saying, |
guess, sort of in principle or conceptually because to the
extent they had not included a budget for overtime and
they incurred it, yes, that would be a part of the variance
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and the variance would be larger had they budgeted
originally, but | guess you would also have to know what
caused the variance, whether it might be saving some
materias, it may also be, which I think you will find in alot
of cases is more likely attributable to delays and carry
overs on projects, so to the extent it's just a delay and it's
spent in a subsequent year then it's not really a ... on a
project by project basis. As a matter of fact, | think my
report makes reference to that. We didn't do any detailed
review of it or analysis of it, but in recent years Hydro's
actuals comein closer than the variance we had determined
on a project by project basis, but the purpose of our
review, as I'm sure you're aware, is that for rate setting
purposes the capital budget reflects what the rate base is
going to bein the test year. Therefore, to the extent there
are even carry overs in that forecast or budget items in
there that end up getting carried over to a subsequent year,
then the rate base in the test year is overstated and the
revenue requirement in the test years is potentially
overstated, so that was the purpose of our review. It's not
to whether on an individual project basis they were over
budgeting or under budgeting.

MS. HENLEY ANDREWS, Q.C.: Okay.

MR. BRUSHETT: That was the purpose of the analysis
that we did.

MS. HENLEY ANDREWS, Q.C.: Uh hum. Now, can we
look at your Schedule 5-D.1 which is the other costs? Now,
Ms. Butler had asked you specifically about the third
column ... or the second column for each of the years,
which isthe cost per kilowatt hour?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And | think you had
agreed with her that that is a reasonable measure of Hydro's
efficiency?

MR. BRUSHETT: Itiscertainly one measure of efficiency
in terms of any utility. What your costs are on a per
kilowatt hour based on your output | think is a reasonable
approach to measuring overall efficiency.

MS. HENLEY ANDREWS, Q.C.: Okay, and | think that if |
understood it correctly, that she was suggesting to you
that since the cost per kilowatt hour has gone up by
roughly ten percent since 1997, from 1997 over the
projected for 2002, that effectively there's less efficiency
now than there wasin 1997?

MR. BRUSHETT: | don't think she specifically said that,
but that would be the inference from the comments that
were made, that to the extent the costs per kilowatt hour
was higher in 2002 then you would presumably ... the
presumption would be that the efficiency was lower in
terms of that production, yes.
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MS. HENLEY ANDREWS, Q.C.: Yes, and that, in fact, if
the productivity or the efficiency for 2002 had been
maintained relative to 1997 we'd be looking at roughly $9
million less in revenue requirement at this hearing?

MR. BRUSHETT: That was ... yes, that was the basis of
the question she asked, and my response at thetime. You
would obvioudy have to look in alittle more detail, | think,
with respect to that. Some of those costs would potentially
be fixed and as you increase production you should be
seeing efficiencies. Otherswould increase just by virtue of
inflation and so on, so you know, you'd have to look in
more detail at the overall efficiency and what trends should
have been there as opposed to what ...

MS. HENLEY ANDREWS, Q.C.: Have you ever taken a
look at Hydro's capital projects and done an analysis of
the, | suppose a retrospective analysis of the cost benefit
of those projectsin terms of efficiency?

MR. BRUSHETT: No, we haven't been asked to do that by
the Board, and as part of our reviews we haven't
undertaken any review of specific projects as opposed to
cost effectiveness or efficiency.

MS. HENLEY ANDREWS, Q.C.: You have, however,
looked at the capital budget?

MR. BRUSHETT: The capital budget in relation to variance
from, you know, budget to actua and underspending
versus overspending.

MS. HENLEY ANDREWS, Q.C.: But would you agree that
if you look over the years from 1997 forward that a fair
number of the capital projects indicate that there is
expected to be an increase in efficiency as a result of
upgrading certain plants or making certain capital
expenditures?

MR. BRUSHETT: | would agree with that.

MS. HENLEY ANDREWS, Q.C.: But therecord here on the
schedule that's on the screen would indicate that on an
overall cost per kilowatt hour basis the costs have actually
gone up, not down?

MR. BRUSHETT: That would be correct overall, yes.

MS. HENLEY ANDREWS, Q.C.: That's a good point to
break, Mr. Chairman.

MR. NOSEWORTHY, CHAIRMAN: Thank you, Ms.
Henley Andrews. Well break for 15 minutes, please.

(break)
(3:45p.m)

MR. NOSEWORTHY, CHAIRMAN: Thank you. I'd ask
Ms. Henley Andrews if you could continue, please.
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MS. HENLEY ANDREWS, Q.C.: Thank you, Mr. Chairman.
Mr. Brushett, again going back to some of the questions
that were asked earlier today, first of al can we look at your
Exhibit 5(D).2? In your pre-filed evidence, the evidence
that was filed before the hearing began, this is attached to
that evidence, correct?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Sothe... intermsof total
other costs, the graphic representation, which is the green
line on the top of the plan, indicates that costs have been
declining since 2000, correct?

MR. BRUSHETT: The forecast costs are, yes, declining
below the 2000 level.

MS. HENLEY ANDREWS, Q.C.: Andinfactin your pre-
filed testimony you indicated a declining trend, correct?

MR. BRUSHETT: Intheforecast years, yes.

MS.HENLEY ANDREWS, Q.C.: Yes. However, youwould
agree, | think, that if you look at the period from 1997 to
2000, which reflect actuals, in fact what you see over that
period of timeis an increasing trend.

MR. BRUSHETT: Yes, over the full period 1997 to 2002,
yes.

MS. HENLEY ANDREWS, Q.C.: Andwould you agree that
if you took Hydro's latest forecast for 2001 as opposed to
the forecast that it was utilizing at the time that you
prepared this chart, that the decline in costs between 2000
and 2001 would not be nearly as great?

MR. BRUSHETT: That would be correct, yes. There's
obviously an increase in the revised 2001 forecast and the
decrease from 2000 would be much less.

MS. HENLEY ANDREWS, Q.C.: Andif we could look at
NP-3, page three of three, and in particular line 72, the
expected decrease at the time that you did that plan of the
2001 other costs over the 2000 actuals was 4.265 million?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: But when you take the
figures that Ms. Butler went through with you and look a
the revised other costs budget of $101,592,000 for 2001, in
fact the decrease is only about $1 million.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: About a quarter of what
had been expected.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And again because there
was very little decrease projected between the 2001 costs
and the 2002 forecast costs, your chart, if revised to reflect
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the current forecasts, would not really show what you
could really call adeclining trend.

MR. BRUSHETT: No, it wouldn't be certainly as significant
as was originally submitted and it would be much flatter, |
agree with you. 102 would drop down to ninety-nine two
seventy-five, ninety-nine two hundred and seventy-five |
believe under the revised 2002 forecast, so it's not
significant in terms of percentage drop.

MS. HENLEY ANDREWS, Q.C.: If we can look at Mr.
Roberts' Schedule 1A, and, let me see, line 38. Yeah. The
current figure for 2002 as revised for total other costs is
91,643,000, correct?

MR. BRUSHETT: Yes, that's net of the alocations and
recoveries.

MS. HENLEY ANDREWS, Q.C.: So you would haveto ...
would you agree that that does not include the $2 million of
proposed deferred hearing costs?

MR. BRUSHETT: The 2002 does not, however, | believe
the professional services, and maybe we can just confirm
this by checking the footnote, the professional services
which is showing an increase there is the amortization of
the $2 million that is shown as a deferred or, amount in
2001, so effectively there's $1 million worth of, and maybe
we should check the footnote on that if Mr. O'Rielly wanted
to scroll down. 25, yes.

MS. HENLEY ANDREWS, Q.C.: Canwego ...

MR. BRUSHETT: So the $2 million that's being shown as
a reduction in the 2001 other costs, which is the deferred
rate hearing costs, $1 million of that falls into the 2002
revenue reguirement by virtue of the amortization.

MS. HENLEY ANDREWS, Q.C.: And can we go back to
JCR Schedule 1A again? When you look at the 2001, when
you look at line 38 in the 2001 budget ...

MR. BRUSHETT: Yeah.

MS. HENLEY ANDREWS, Q.C.: ... that $91 million that is
showing there, that doesn't include the $2 million in costs
that Hydro is proposing to defer from 2001, is that right?

MR. BRUSHETT: That is correct, it does not.
reduction of the costs as shownin line 33.

MS. HENLEY ANDREWS, Q.C.: Andwould you agree that
in accordance with generally accepted accounting
principles, that $2 million would normally be included in the
costs for 20017

It's a

MR. BRUSHETT: Yes, you're correct in terms of what
generally accepted accounting principles and the rules
indicate are appropriate to defer costs into the future and
it's, the basic premise is that they should benefit future
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periods, but from a regulatory perspective | think there is
certainly precedent for deferral such as this because the
underlying premise isthat the Utility is permitted to recover
those costs from ratepayers and to the extent they are
unable to recover them in the year 2001, because there's no
increases there, the regulator, you know, thereis regulatory
precedent for deferring such costs and allowing for them to
be recovered in future rates, so whilethat is|I'll say contrary
to what would be normal generally accepted accounting
principles, in a regulatory environment it would be based
on order of the regulator that they would be permitted to be
deferred and recovered.

MS.HENLEY ANDREWS, Q.C.: Well redlly what the effect
would be is that if you included that $2 million worth of
costs in 2001 and you kept the revenue requirement the
same, what would happen is that the margin of the return
on equity would drop to $9 million.

MR. BRUSHETT: Exactly.

MS. HENLEY ANDREWS, Q.C.: Whichinfact islessthan
what Hydro is currently projecting, is more, sorry, than
what Hydro is currently projecting for 2002 in terms of its
margin of return on equity.

MR. BRUSHETT: Inabsolute dollar terms, yes, it is, yeah.

MS. HENLEY ANDREWS, Q.C.: And Ms. Butler had gone
through with you the budgeting process and since going
back initialy to U-Hydro-3 and the revisions to the 2001
budget over that period of time, and if you go from the $88
million originally forecast in October of 2000 to $93 million,
which would be the forecast for total other costs if you
included the rate hearing costsin 2001, basically you've got
a 5.7 percent increase in the budgeted other costs since the
beginning of the budgeting process.

MR. BRUSHETT: | certainly acknowledgethe, recall the 88,
and the ninety-one zero five zero plus the two will give you
93,050, and I'll accept your math that that represents afive
percent increase.

MS. HENLEY ANDREWS, Q.C.: Oneof thethingsthat you
explored in your testimony was the possibility of a
productivity alowance, and you were asked some
questions about it and | realize that the Board ultimately
took a somewhat, didn't really follow that approach in terms
of Newfoundland Power, but how does a productivity
allowance work?

MR. BRUSHETT: Essentialy the way it has worked in
terms of the previous situation in which the Board used
this, the Board would determine, based on itsreview of the
evidence, whether it was appropriate to apply such a
allowance to the forecast expenses in the test year and
would, based on that and their assessment, would take the
forecast operating expenses and do a overall alowance or
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decrease in those expenses to reflect improvements that
they deem are appropriate in terms of efficiencies and cost
savings that may be available to the Utility that aren't
reflected in the forecast.

MS. HENLEY ANDREWS, Q.C.: And when you take an
approach similar to the approach that you've recommended,
which is that while you would leave the amount to the
discretion of the Board, that your suggestionisaoneto 1.5
percent discount, if you like, then that basicaly just
provides an incentive to the Utility to keep its costs down
if it wantsto earn its margin, right?

MR. BRUSHETT: It has the effect of providing certainly
some incentive to control costs in order to, yes, meet the
projected or the desired return.

MS. HENLEY ANDREWS, Q.C.: W.ith respect to the
$800,000 increase in the interest expense associated with
interest on the amount held by Hydro from the re-called
sales...

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: ... does the debt for the
purpose of calculation of the guarantee fee include the
amount held?

MR. BRUSHETT: I'm not 100 percent sure. | don't think it
does. The interest is calculated based on running the
financial model with the cash flows associated with the re-
call power excluded. That's my understanding of how it
works. | don't think that affects the calculation of the debt
guarantee fee but | would have to check that to make sure.

MS. HENLEY ANDREWS, Q.C.: And couldyou check that
for me?

MR. BRUSHETT: | can do that.

MS. HENLEY ANDREWS, Q.C.: Now, right now the
inclusion of that $800,000 in interest in the revenue
requirement assumes that that money will be available to
Hydro throughout the year, right?

MR. BRUSHETT: It's based on the cash flow and the
forecast as to how the cash flow comes in in terms of
billings to Hydro Quebec, accounts receivable and the
collection period on accounts receivable being the normal,
| think it's probably 30 days, and then the timing of the
dividend payments to the province. The dividend
payments, | believe, are quarterly with sort of in arrears
with the balance paid out in the first quarter of the
succeeding year. | believe that's the approach used by ...

MS. HENLEY ANDREWS, Q.C.. And if government
directed Hydro to, at some point in the future to deal with
those dividends differently, then there would be an impact
on the revenue requirements?
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MR. BRUSHETT: Wéll, you would have to determine what
impact that would have in terms of cash flow which would
impact, yes, the notional interest adjustment that's
calculated.

MS. HENLEY ANDREWS, Q.C.: But from a practical
perspective, which is from a consumer's perspective,
because the interest rate that is used to pay interest to
Hydro on that money is the same as the short-term debt
interest rate, it doesn't matter much to the consumers one
way or the other, would you agree?

MR. BRUSHETT: I'm not sure | follow your question.

MS. HENLEY ANDREWS, Q.C.: Okay. Whichisthat my
understanding, and | want to be corrected if I'm wrong, is
that the interest rate that is utilized to come up with that
$800,000 in interest on the revenue from the re-call salesis
based upon Hydro's short-term debt cost.

MR. BRUSHETT: That's my understanding, yes, cost of
short-term borrowings, yes.

MS. HENLEY ANDREWS, Q.C.: Exactly. So whether
Hydro borrows on the basis of normal short-term debt or
whether Hydro utilizes that money, which is the re-call
money, to help its cash flow, it doesn't really matter to the
consumer because the consumer in the revenue
requirement is being allocated the short-term cost of debt
in any event.

MR. BRUSHETT: | think I follow what you're saying and
if 1 am following that correctly then | would agree that it's
a notional interest adjustment that is effectively, |1 guess
the way | term it is reflects the interest otherwise avoided,
so the consumer should be indifferent to that in that sense.
It's not, no extra costs or extra mark-up or anything in that
to my knowledge.

MS. HENLEY ANDREWS, Q.C.: And no benefit.
MR. BRUSHETT: And no benefit to ...

MS. HENLEY ANDREWS, Q.C.: The consumer.

MR. BRUSHETT: No benefit to the consumer, no.
(4:00 p.m.)

MS. HENLEY ANDREWS, Q.C.: On page six of your 2001
report you recommend that Hydro be requested to update
its assumptions and revenue and expense forecasts with
more current information at some point as the hearing
progresses, and you say an update based on data to the
end of the third quarter might be appropriate, and there
certainly has been an update | think to the end of the third
quarter, but there have been changes, would you agree, in
terms of forecasts, both with respect to fuel and thermal
production and consumption by, and demand by
Newfoundland Power and the industrial customers, would
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you expect that you would have an opportunity, that if an
updated one were filed after the conclusion of the evidence
or after the conclusion of the hearing, would you expect
that you would have an opportunity to review and
comment on the update?

MR. BRUSHETT: | would say yes. My understanding
would be certainly the Board would want some review of
that information because it may be, some of the changes
there may be substantive depending on what the Board
orders in terms of the various issues that have been
presented and so I, considering that some of those
changes may be substantive, | would expect the Board
would want some review of that, and, yes, we would
normally be able to review that on their behalf.

MS. HENLEY ANDREWS, Q.C.: Haveyou reviewed Mr.
Drazen's evidence with respect to the working capital
allowance?

MR. BRUSHETT: | did review that pre-filed evidence, yes,
and read the transcript. | wasn't here the day he was on the
stand but | did review the transcript.

MS. HENLEY ANDREWS, Q.C.: Do you agree with his
conclusions with respect to handling of cash working
capital allowance?

MR. BRUSHETT: WEell, he's proposing one adjustment, |
understand, which is related to the interest on the bonds
and the fact that because those, interest is paid on
(phonetic) arrears, then there is a contribution to cash
working capital or areduction in the required cash working
capital. Conceptualy, yes, | can see the basis for his
comments. | hadn't done a detailed review of that, to be
honest with you, Ms. Henley Andrews, but conceptually
there is some reasonable basis similar to the HST
adjustment that Hydro makes, that those funds are
available for aperiod of time to meet normal working capital
regquirements in terms of paying the operating expenses.

MS. HENLEY ANDREWS, Q.C.: Soyou ... basically your
reaction isthat it's a reasonable recommendation?

MR. BRUSHETT: | think conceptually | would agree that
it's reasonable but | haven't done a detailed review of his
calculations and what the, al the impacts are.

MS.HENLEY ANDREWS, Q.C.: Okay. Now whenwelook
at page 13 of your evidence ... you would, | think, have to
agree that a considerable amount of time and effort has
been spent during this hearing looking at the issue of rate
of return, correct?

MR. BRUSHETT: Not asconsiderableor ...

MS. HENLEY ANDREWS, Q.C.: A considerable amount of
time has been spent looking at that issue and discussing
rates of return on equity and al those types of things.
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MR. BRUSHETT: | guess | would say there's been
considerable time and effort put into that in terms of the
cost of capital experts. | think | could agree with that. |
don't recall it being canvassed a whole lot in terms of, you
know, cross-examination and so on and spending a lot of
timein that regard.

MS. HENLEY ANDREWS, Q.C.: In 1992, inlooking at the
approved interest rate coverage for Hydro, the amount
approved by the Board was 1.08 times the interest expense,
correct?

MR. BRUSHETT: | believe that's correct, yes.

MS. HENLEY ANDREWS, Q.C.: And Hydro has operated
since 1992 with that approved amount of profit, correct?

MR. BRUSHETT: Hascertainly operated with rates based,
set based on that parameter at that time, yes, 1.08 interest
coverage.

MS. HENLEY ANDREWS, Q.C.: And areyou aware of any
detriment that that has had on Hydro from a financia
perspective?

MR. BRUSHETT: No, not based on the information that
certainly is available to me. | have no knowledge of any
problems that that has caused Hydro over the period from
1992.

MS. HENLEY ANDREWS, Q.C.: So that when welook at
your conclusion at the bottom of page 13 of your 2001
report, which isthat interest coverage for the 2002 test year
has been calculated at 1.09 times, and that's, we're talking
about the regulated portion of Hydro's operations, then
would you agree with me that when you look at Hydro's
proposed dollars for rate of return, that in fact what's
projected at three percent is effectively the equivalent of
the profit level that the Board has approved for Hydro
since 1992?

MR. BRUSHETT: | guessit hasthe same result in terms of
interest coverage, yes, | would have to, but there are a
number of things I'm sure that have changed in the interim
in terms of Hydro's total debt that's outstanding and the
interest rates on that debt and so on, and | think there have
been alot of things that have changed between 1992 and
2002 in terms of the debt and the profile and so on in terms
of capital structure of Hydro.

MS. HENLEY ANDREWS, Q.C.: But most of that ...

MR. BRUSHETT: But at the end result, yes. 1.09 times
interest coverage excluding re-call power is comparable to
1.08 timesin 1992. | can't, you know ...

MS. HENLEY ANDREWS, Q.C.: And you'd agree that
most of the differences in terms of Hydro's capital structure
are as a result of (inaudible) dividends and therefore
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reduction in the amount of equity.

MR. BRUSHETT: Wall that is certainly one of the changes
that has occurred. You know, there was foreign debt that
was re-financed and a lot of bond issues with fairly high
interest rates carried over from the '80s and so on that have
matured and there's been a lot of changes, | guess, in the
intervening period that you would have to look at.

MS. HENLEY ANDREWS, Q.C.: But you would agree that
the 1.08 times has been sufficient to enable, the interest
coverage of 1.08 times has been sufficient to enable Hydro
to maintain its credit rating.

MR. BRUSHETT: | have to be careful in terms of
responding to that because | think that's more a question
for someone who would be considered a cost of capital
expert and things such as the government guarantee on the
debt and so on al has to be considered in terms of the
credit rating and whether that impacts credit rating and how
1.08 is viewed relative to 1.15 or 1.05. | don't feel like |
should comment specifically on the fact that 1.08 is
sufficient or give any opinion with that respect. | will
acknowledge that | am not aware of any problems that
Hydro has had over the years because of the 1.08.

MS. HENLEY ANDREWS, Q.C.: And you have aready
acknowledged that Hydro's proposed three percent rate of
return on equity for 2002 yields 1.0 times the interest.

MR. BRUSHETT: 1.09.
MS. HENLEY ANDREWS, Q.C.: 09 timesthe interest.

MR. BRUSHETT: Based onthe original application and the
financial forecast included in the original application.

MS. HENLEY ANDREWS, Q.C.: Okay. Now when wetake
alook at the capital expenditures, and in particular page 14
of your evidence, and you have concluded that basically
Hydro's capital expenditures have been lower than budget
by an average of 15 percent over the last five years, right?

MR. BRUSHETT: Yes, 1996 to 2000, correct.

MS. HENLEY ANDREWS, Q.C.: And that in fact, that
averageisnormalized, that if you look at the pure numbers,
the actual budget versus the actua expenditures, the
averageis quite abit higher. It'smore like 23 percent?

MR. BRUSHETT: I'll accept your number because | don't
recall it right offhand but | did see it calculated before
obviously normalization, but, yes...

MS. HENLEY ANDREWS, Q.C.: But the ... and then you
did the normalization in order to try and take out anything
really unusual that might have impacted the spending of
the budgets?

MR. BRUSHETT: Yes, that's correct.
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MS. HENLEY ANDREWS, Q.C.: And the result of the
normalizing isthe 15 percent.

MR. BRUSHETT: That's correct, after normalizing, thereis
still a variance of 15 percent in terms of over-budgeting
versus actual.

MS. HENLEY ANDREWS, Q.C. And your
recommendation is that there be a downward adjustment to
the 2001 and 2002 forecast capital expenditures, is that
right?

MR. BRUSHETT: My commentsin terms of our report are
to provide for the benefit of the Board what the impact
would be of a downward adjustment but essentially, you
know, | would recommend that they consider a downward
adjustment on the basis that because of things such as just
delays, weather, any delaysin receiving material, it ismore
often than not, and as evidenced by the 15 percent
average, that budgets aren't completely spent in any given
year and that some downward adjustment should be
reflected for purposes of rate setting. That's not to say
these budgets shouldn't be approved by the Board
because if Hydro has an estimate, you have to assume that
they're trying to spend least, you know, premise, least cost,
and they will go out and try and do it as efficiently as they
can, but for purposes of rate setting, because the forecast,
the capital budget has an impact on what the forecast rate
base is, then, yes, it should be a downward adjustment to
reflect what is more likely to happen in the test year.

MS. HENLEY ANDREWS, Q.C.: If | understand your
example on page 15, then if Hydro's projected capital
budget for 2001 is 15 percent too high, then the amount
that would be included in the revenue requirement for 2001
that shouldn't be there is $157,000 for depreciation expense
and $350,000 for interest expense?

MR. BRUSHETT: Those are, yes ... that's the calculations
we've made with respect to the impact of the 15 percent
reduction and those are ...

MS. HENLEY ANDREWS, Q.C.: And they would total
$507,000?

MR.BRUSHETT: Wdll, thetotal, yes, of 157 and 350is507.
Another way to approach that would be to take the
reduction in the capital budget and adjust the rate base and
calculate the rate of return on rate base which is the way
Hydro works through its cost of service, and you would
get asimilar result, | guess, in terms of areduction. That is
the, our estimate of the impacts associated with
depreciation and interest.

(4:15p.m)

MS. HENLEY ANDREWS, Q.C.: And similarly if Hydro
under-spends its 2002 capital budget by the 15 percent that
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it's under-spent its capital budget for the, on average over
the last five years, then there will be included in the
revenue requirement $122,000 in depreciation expense and
$302,000 in interest that would not in fact be incurred, so
the revenue requirement would be over-stated by $424,000?

MR. BRUSHETT: In 2002, yes. That's based on the
numbers that were presented in the origina application
with respect to the capital budget.

MS. HENLEY ANDREWS, Q.C.: So with respect tothe test
year of 2002, if the capital budget or the salaries or the fuel
or any of those things are over-estimated, then the rates
that are set will be based upon arevenue requirement that's
too high.

MR. BRUSHETT: The rates will be set higher than what
will be required to recover the actual cost because they
would comein lower, yes.

MS. HENLEY ANDREWS, Q.C.: Okay. Now, on page 19,
your last paragraph, you said that, "We're able to verify the
calculation of revenue for industrial customers and
Newfoundland Power 100 percent and for rural customers
on a test basis," and that was with respect to the re-
calculating the 2002 forecast revenue from (phonetic) rates.

MR. BRUSHETT: Yes, that's correct.

MS. HENLEY ANDREWS, Q.C.: Haveyou beenableto do
that for the latest revision?

MR. BRUSHETT: No, we haven't undertaken that
calculation or that, checked those numbers for the latest
revision, but, you know, it certainly could be done.

MS. HENLEY ANDREWS, Q.C.: Would that be something
that you would normally undertake before the rates were
finally approved by the Board?

MR. BRUSHETT: Yes, we would and as a matter of fact
generally when the rate schedule is submitted in the past,
particularly with respect to Newfoundland Power, we'd
verify that the rates schedule when applied to the forecast
energy sales generates the required revenue requirement,
so we will undertake to check those calculations.

MS. HENLEY ANDREWS, Q.C.: Now, let's moveto page
22 of your report, and page 22 is the start of your
discussion on the fuel issues, and at the bottom of page 22
you observe that the reason for the large variation is
attributed to an increase in consumption of approximately
1.639 million barrels as well as an increase in average price
forecast, right?

MR. BRUSHETT: Yes. Thisisthe, what I'll call the fuel
cost or the fuel expense before adjustment for recoveries
through the RSP.

MS. HENLEY ANDREWS, Q.C.: Now whenyou ... on page
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23, the paragraph that begins, "Based on our analysis of
the cost of No. 6 fuel from 1997 to 2000."

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: That Hydro's actua costs
have always been less than budget?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Andthedifferenceranges
from, am | correct, alow of $9.9 million in 1997 to $30.3
million in 20007?

MR. BRUSHETT: That's correct.

MS. HENLEY ANDREWS, Q.C.: And as with the capital
expenditures, you would agree that if Hydro overestimates
the cost of fuel for itstest year then the rates that are set as
aresult will betoo high?

MR. BRUSHETT: WEéll, it's not quite the same as the
capital expenditures, | guess. In this particular case what's
happening with fuel, Hydro generally does not forecast,
and as we've heard the evidence presented here by their
own ... Mr. Henderson, | believe, and maybe others from
the company, they certainly have not budgeted on the
basis of thermal hydraulic split in energy production that
they have experienced over the years, so in other words,
the actual hydraulic production has always been higher
than what they forecast, similar to the way they've come
forward here with an average hydraulic year.

MS. HENLEY ANDREWS, Q.C.: Uh hum.

MR. BRUSHETT: So that's the reasoning why you see
such a wide variation in the budget for fuel versus the
actual fuel.

MS. HENLEY ANDREWS, Q.C.: Okay.

MR. BRUSHETT: And soit'snot quite similar to the capital
expenditures. | think what you need to focus on with
respect to fuel isthe forecast in the price itself, whether that
is reasonable or whether it should be higher or lower and
the efficiency factor which affects the amount of fuel
consumed to generate the forecast thermal production.

MS. HENLEY ANDREWS, Q.C.: You would agreethat if
Hydro's 2002 forecast is $9 million over what its actuals
turn out to be that the customers will pay more than they
should.

MR. BRUSHETT: No, not ... | don't know ... we'd haveto
work through exactly what you meant by it being $9 million
over.

MS. HENLEY ANDREWS, Q.C.: Well, you indicated here
that based upon your analysis of the cost of No. 6 fuel,
Hydro's actua costs have been less than budget.
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MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And thedifferenceranges
from $9.9 million in 1997 to $30.3 million in 2000.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And let's assume that
there had been arate hearing in 1996 for the 1997 test year.

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: That $9.9 millionin costs
would have been included in Hydro's forecast, right?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: And at theend of the year
it wouldn't have been spent, right?

MR. BRUSHETT: Right.

MS. HENLEY ANDREWS, Q.C.: But theratesthat would
have been set for Hydro's customers for 1997 would have
assumed that that $9.9 million would be spent.

MR. BRUSHETT: The rates would have been set based on
that being included in the revenue requirement, yes.

MS. HENLEY ANDREWS, Q.C.: And if it hadn't been
included, and therefore, the rates would have been higher
than they should have been based upon the actual
experience.

MR. BRUSHETT: Basedon the actua experience, however,
unlike depreciation or professional fees or whatever, the
savings doesn't fall to Hydro's bottom line with respect to
fuel, particularly if it relatesto avariation in the price, if it's
acredit into the RSP, so it goes back to customers.

MS. HENLEY ANDREWS, Q.C.. And how it goes back to
the customers and all those kinds of things depends on
how the RSP operates.

MR. BRUSHETT: Yes, that is correct.

MS. HENLEY ANDREWS, Q.C.: Now on the bottom of
page 24, you talked about the staff realignment and the
elimination of the permanent staff and that type of thing
and that according to the company the reduction in staffing
levels was expected to provide cost savings of
approximately $1.3 million on an annualized basis?

MR. BRUSHETT: Yes, | think that's the calculation that
they have provided.

MS. HENLEY ANDREWS, Q.C.: Inlooking at the 2002
forecast, and doing your analysis of it, is this savings
seen? | meanisit incorporated into ...

MR. BRUSHETT: Yes, it has. You won't see the detail, |
guess, in our report and it was a function of some
sensitivity with respect to the forecast increases for
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employees in terms of union and union contracts that
hadn't been negotiated, so the details aren't laid out in the
report explicitly, however, we have had the opportunity to
review 2002 forecasts with respect to the annualized
savings from the staffing reductions and the estimated
increases that they have built into their forecasts for wage
increases and other adjustments that may be there,
although there weren't any other significant adjustments
that | recall in terms of staffing levels or whatever, and so
we have been able to recalculate the 2002 forecast for
salaries taking into account the $1.3 million annualized
reduction.

MS. HENLEY ANDREWS, Q.C.: Andareyou satisfied that
that has been achieved?

MR. BRUSHETT: I'm satisfied that the $1.3 million has
been incorporated into their calculation and is reflected in
there.  You know, it hasnt, and subject to the
reasonableness of al the other adjustments that are there.

MS. HENLEY ANDREWS, Q.C.: Now when we look at
page 25, as | understand your report, when you do a
reconciliation of the, of Hydro's calculations or Hydro's
proposals with respect to its permanent salaries, it's your
conclusion that there may be $400,000 over budgeted for
permanent salaries?

MR. BRUSHETT: When we completed an overal
reconciliation of the permanent salaries category, yes, it
showed that there was a ... if you take into account the
expected savings from the elimination of the positions, the
impacted increases in salaries for union and non-union,
management and so on, that resulted in a figure of $42.2
million. The forecast net of the vacancy credit or vacancy
alowanceis $42.6, so thereisa$400,000 difference between
our reconciliation of the changes that were expected within
that category and what the forecast shows. What we have
considered though is that how reasonable is that $400,000
relative to the overall category of salaries and benefits
considering that certain other categories were projected to
go downward and that's the basis for our conclusion there.

MS. HENLEY ANDREWS, Q.C.: Okay, andif that $400,000,
if the Board didn't approve that $400,000, then obviously
the revenue requirement would go down by $400,000.

MR. BRUSHETT: That's correct.

MS. HENLEY ANDREWS, Q.C.: On page 27, and Mr.
Chairman, | realize that it isalittle after 4:30. | think | can
finish in 15 minutes.

MR. NOSEWORTHY, CHAIRMAN: Please proceed.

MS. HENLEY ANDREWS, Q.C.: Youll notice that | made
no commitment, but | think | can. If you look at page 27,
and that isthe executive salaries for the period from 1997 to
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2000.
MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: Whenyou look at ... the
total number of executives has remained the same over that
period?

MR. BRUSHETT: Yes.

MS. HENLEY ANDREWS, Q.C.: But the average salary
and the total executive salaries have increased by 16
percent?

MR. BRUSHETT: Yes, subject to checking that. | think |
can agree with that.

MS. HENLEY ANDREWS, Q.C.: Okay, do you know when
the wage freeze on provincial government employees
ended?

MR. BRUSHETT: | can't recall.

MS. HENLEY ANDREWS, Q.C.: Would you agree that the
increases, if you look at the average salary increase, the
increase from 1997 to 1998 was fairly large on a percentage
basis.

MR. BRUSHETT: Yes, it'sabout 10,000 average, increase
in the average.

MS. HENLEY ANDREWS, Q.C.: Which is somewhere
around 8 percent, | think, 7 percent?

MR. BRUSHETT: Subject to checking I'll take your word
on that. There were other ... I'm not sure, | would have to
go back and check the reports and so on where we
undertook our review during that period of time. We would
have reviewed those increases and there may have been
some reassignment of responsibilities and those sorts of
things during that period. | don't recall. Those are the
types of changes that | would have expected to be there if
we went back and looked at the explanation.

MS. HENLEY ANDREWS, Q.C.: But you would agree that
looking at the numbers, it certainly appears that there is a
16 percent increase in salaries.

MR. BRUSHETT: Oh yes, yeah, there's no disputing the
numbers. Those are correct.

MS. HENLEY ANDREWS, Q.C.: And there'sa projection
then of athree percent increase, an additional three percent
increasein 2001 and ... on January 1st of 2001 and a further
two percent increase on July 1st of 2001.

MR. BRUSHETT: Yes, with further increasesin 2002 which
are consistent with what's projected for the non-union,
etcetera, which ...

MS. HENLEY ANDREWS, Q.C.: Which | think by my
calculation would mean that by 2002 that executive salaries
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would have increased by over 20 percent compared to
1997?

MR. BRUSHETT: Subject to checking now, yes, 16 percent
plusthe 5 percent, sounds reasonable.

MS. HENLEY ANDREWS, Q.C.: Now onthe... on page 29
on the maintenance projects, the last sentence of the third
from last paragraph, it appears that some of the
maintenance projects may be discretionary in nature, at
least with regard to timing, and you say that therefore
determining the appropriate level of expenditure for the
2002 test year requires further review. Did you identify
specific maintenance projects that you thought might be
discretionary?

MR. BRUSHETT: No, it's more a review of the overall
projects, the total projects that are contemplated there.
Some of them, and they vary in size, but just the nature of
them, | guess it's more a general comment, the nature of
them is that they are, they would give the appearance at
least in the review of being discretionary in nature, should
we repair this, upgrade this piece of egquipment this year
versus next year, and the timing of when that would be
required ... certainly appeared to be discretionary in nature
and that while Hydro staff in terms of their budgeting
would look at that presumably, there's no, | guess,
evidence that | could obtain that would say, you know,
these projects were essential at thistime, so it was difficult
to assess whether they were al required to be carried out as
planned in the test year.

MS. HENLEY ANDREWS, Q.C.: I'm sure you've seen the
evidence that, with respect its capital projects, and in
particular with respect to diesel generators, Hydro has in
the past replaced diesel generators after six or seven
overhauls and has now adopted a policy to replace them
after five overhauls on the whole. Have you done an
analysis of the reasonableness of that policy change?

MR. BRUSHETT: No, | have not.

MS. HENLEY ANDREWS, Q.C.: On page 46, the bottom
conclusion which is the swing in rural rate ateration is
primarily due to the rebate issued to consumers by
Newfoundland Power in April of 2001. Hydro was also
required to provide the rural customers with the same
rebate.

MR. BRUSHETT: Yes.

MS.HENLEY ANDREWS, Q.C.: Forgetting for themoment
that Hydro's rates for its rural interconnected customers are
generally, and also, | suppose, for the first block for the
isolated customers are generally pegged at the same as
Newfoundland Power's residential rate, given the deficit in
the operation of both the interconnected rural and the
isolated rural systems, does it make any sense to be
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providing a rebate to the rural customers when Hydro has
not overearned?

MR. BRUSHETT: | think that ismore of a... not more, it is
apolicy issue and it'sreally ... the decision or the direction
to do that is, to my knowledge, not based on what costs are
incurred or whether there are deficits. It's to provide
consistent electricity rates across the entire province as
opposed to being based on cost of service and the cost of
serving those customers, so it's more of a policy issue.
Obvioudly, if you're asking my opinion on whether it makes
sense | think it makes sense that ... I'll make a generd
statement which won't help you, I'm sure, that people who
cause costs to be incurred should be the ones who pay
them, but having a policy that sets uniform rates across the
province is, you know, a matter of policy which is
something that the Board and Government have dealt with
in the past.

MS. HENLEY ANDREWS, Q.C.: And | can see, | guess|
can see the policy side of setting the uniform rates, but
depending on what causes the rebate for Newfoundland
Power's customers, | don't necessarily see the logic of
Hydro having to refund because the refund could have ...
the refund to Newfoundland Power's customers could have
absolutely nothing to do with Hydro's costs or Hydro's
expenses.

MR. BRUSHETT: No, and I'm sure that that appliesin most
situations, yes. The reasons giving rise to an increase or
decrease for Newfoundland Power would not be
representative of any change in costs for Hydro's rural
customers, so that would be true in amost all situations
where you would see that situation arise.

MS. HENLEY ANDREWS, Q.C.: Now on page 48 you deal
with other RSP changes, and at the bottom it says
according to 1C-120 the RSP for 2002 includes severa
other changes that are different from the current practice
that will require the Board's approval, and then you outline
on page 49 three of them. Initsapplication | don't see any
specific request by Hydro for approval of some, of the first
two of those changes. Would you agree with that?

MR. BRUSHETT: | think you'reright. | don't recall seeing
anything requesting specifically those changes.

MS. HENLEY ANDREWS, Q.C.: But you would agree that
the RSP being a creature, | suppose, of the Board and being
subject to the approval of the Board, that any changes to
it would also require a directive from the Board?

MR. BRUSHETT: Yes, | believe they should be reviewed
and the Board should deal with them specifically
(inaudible).

MS. HENLEY ANDREWS, Q.C.: Okay, now on page 6 of
your supplementary evidence, when ... am | correct that

when you do your analysis of costing No. 6 fuel, whether
it's $20.00 per barrel, $22.00 per barrel, $24.00, $26.00, that
there is obvioudly a relationship between the rates that
would be set based upon the revenue requirement,
depending on which of those you chose, and that the
higher the number that you choose then the impact on the
RSP adjustment in 2003 would be |lowered?

MR. BRUSHETT: Oh absolutely, yes, that's the point, and
we did not have the information at the time to calculate
that, but that would be the impact. For example, | think if
you look at thelast column over, which is $26.00 per barrel,
that is the revised forecast of fuel into the test year and
presumably if cost of service fuel were set at $26.00 per
barrel, there would be no fuel adjustment in the RSP,
everything else being equal.

MS. HENLEY ANDREWS, Q.C.: However, because the
balance that has already accumulated in the RSP is so high,
there'd be avery significant rate increase.

MR. BRUSHETT: There would still be a significant rate
increase, but therefore the increase in the revenue
requirement you would see as a result of changing or
increasing the cost of No. 6 fuel in the revenue requirement,
the test year revenue requirement, there would be, I'll say
a corresponding decrease in the RSP adjustment in that
particular year.

MS. HENLEY ANDREWS, Q.C.: Okay, now when you've
done this recalculation on page 6, in looking at the revenue
requirement and picking the choices of, like the $20.00, the
$22.00, the $24.00, the $26.00, do your numbers for the
additional revenue requirement incorporate an improved
fuel efficiency for Holyrood at 6337

MR. BRUSHETT: No, it does not.

MS. HENLEY ANDREWS, Q.C.: Okay, sothese, if wewere
to incorporate 633 kilowatt hours per barrel as opposed to
610 kilowatt hours per barrel for the fuel efficiency, then the
additional revenue requirement would go down.

MR. BRUSHETT: Towhatitis, yeah, it would be an offset,
a partial offset to the additional revenue requirement
reflected in the statement, yes.

MS. HENLEY ANDREWS, Q.C.: Soinorder to really look
at the impact you'd need to have the numbers run as to
what, depending on the assumptions that were used?

MR. BRUSHETT: Yes, | think that's something that the
Board will deliberate on and will reach its conclusions with
respect to these issues, but they all, they are al interrelated
in the sense that you may increase the cost of number six
fuel and increase the efficiency and have some offset effect
in the revenue requirement and that needs to be considered
in an overall context as well as reviewing the issues on an
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individual basis.

MS. HENLEY ANDREWS, Q.C.: Now with respect to your
comments at lines 13 to 17 on page 6, do you now have the
information that you need in order to figure out the impact
on the rates, on the mill rates?

MR. BRUSHETT: Actualy, | did have, and we were hoping
to see Mr. Henderson on the stand to clarify that, I'm not
sure | have ... the response to PUB-82 provides some of
that detail, but | think, subject to checking with him that
those numbers are based on PUB-78 as opposed to
rebasing the opening balances, so I'm not sure it gives the
exact information we wanted, although it certainly reflects
the impacts in those years on the mill rate adjustments of
change in the fuel price, but it uses as its base the PUB-78
number, so I'm not sure it gives us the exact numbers
(inaudible).

MS. HENLEY ANDREWS, Q.C.. Those are dl my
questions, Mr. Chairman. Thank you, Mr. Brushett.

MR.NOSEWORTHY, CHAIRMAN: Thank you very much,
Ms. Henley Andrews. Thank you, Mr. Brushett. Well
adjourn for this evening and welll reconvene at 9:30
tomorrow morning with the Consumer Advocate's cross,
please. | want to thank Commissioner Whalen for her
resolve today. | know it hasn't been an easy day for her.
Thanks, see you in the morning.

(hearing adjourned to January 9, 2001)
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