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(9:30 am)

MR.NOSEWORTHY, CHAIRMAN: Good Friday morning,
everybody. | never thought I'd look forward to a weekend
of raking leaves so much before in my life. (laughter)

MS. GREENE, Q.C.: Not saying ...
MR. NOSEWORTHY, CHAIRMAN: Pardon?

MS. GREENE, Q.C.: Not saying you find us boring or
(laughter) ...

MR. NOSEWORTHY, CHAIRMAN: No. Just | like the
raking leaves, that's al. Before we proceed, Counsel, would
you have any preliminary matters, please?

MR. KENNEDY: The only preliminary matter, Chair, is
Newfoundland Power has filed a revised page 22 from Mr.
Browne's pre-filed direct testimony which corrected the
number from 144 percent to 158 percent, and that's being, as
| understand it, distributed to al the parties and the
Secretary of the Board has been given copies as well to
update your own documentation.

MR. NOSEWORTHY, CHAIRMAN: Thank you, Counsel.
Isthat it?

MR. KENNEDY: And that'sit.

MR. NOSEWORTHY, CHAIRMAN: Thank you. Good
morning, Mr. Browne.

MR. JOHN BROWNE: Good morning.

MR. NOSEWORTHY, CHAIRMAN: Good morning, Ms.
Greene. Are you prepared to continue with your cross,
please?

MS. GREENE, Q.C.: Yes, thank you, Mr. Chair. Good
morning, Mr. Browne.

MR. JOHN BROWNE: Good morning, Ms. Greene.

MS. GREENE, Q.C.: | think we broke off yesterday when
we were looking at the definition of regulated versus
unregulated activities for Hydro. The next thing that |
wanted to look at was the issue of separate accounting
records to reflect the regulated activities. | take from your
evidence that is not necessary that there be a separate
corporate entity established for the unregulated activities.
Isthat correct?

MR. JOHN BROWNE: As| indicated, I'm not proposing
that, no.

MS. GREENE, Q.C.: Are you aware that the issue of the
appropriateness of the financial report has never been
raised by the financial expert for the Board?

MR. JOHN BROWNE: | do not know what comments he's
made in that area.
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MS. GREENE, Q.C.: Have you reviewed the annual
financial report completed by the current auditor, Grant
Thornton, and the previous auditor?

MR. JOHN BROWNE: | have gone over the reports that
are prepared for this Board. I'm not sure if 1've seen the
most recent one but certainly, which came out this summer,
but certainly the one before | did go through and I glanced
through some of the earlier ones.

MS. GREENE, Q.C.: Andinthe onesyou reviewed, did you
find any reference to raising the issue of the
appropriateness of the financial reports for regulatory
purposes?

MR. JOHN BROWNE: | don't recall specific commentsin
there, no.

MS. GREENE, Q.C.: No.

MR. JOHN BROWNE: But | couldn't verify absolutely they
weren't there but | don't recall any.

MS. GREENE, Q.C.: Youwouldn't besurprised thenif | told
you that it has never been raised?

MR. JOHN BROWNE: | wouldn't be surprised the comment
was there, athough I'm alittle surprised the comment hasn't
been raised, but if this Board is being asked to regulate
Hydro, at aminimum they should have financial statements
on Hydro or the regulated operations of Hydro.

MS. GREENE, Q.C.: I'm going to get to your position. |
was just trying to establish that this has not been raised by
the Board's own financia expert, and | believe you have not
been able to refer to any report where it has been.

MR. JOHN BROWNE: No, | have not.

MS. GREENE, Q.C.: I'd like to look at Mr. Raoberts
evidence, page one, again, please, Mr. ORidly, if you could
bring it up on the screen. Mr. Roberts evidence ...

MR. JOHN BROWNE: Is there a button I'm supposed to
push on thisthing?

MS. GREENE, Q.C.: Wejust have to push Mr. O'Ridlly's
button. (laughter)

MR. NOSEWORTHY, CHAIRMAN: It must be Friday.

MS. GREENE, Q.C.: Yes, itisFriday. At the bottom of the
page. We looked at this yesterday, and the definition of
what non-regulated activities for Hydro ... Mr. O'Rielly, if
you could scroll down, please, to the bottom of the page.
And | won't take you through that again. We looked at
that yesterday and we saw that it talked about the
exclusions from regulated activities and the non-regul ated
activities. Canyou just scroll to the next page, Mr. O'Ridlly,
please? And he's referring to Schedule 1, and in line three,
beginning on line two actually, he talks about that the,
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there are certain costs in an unregulated customer in the
Labrador industrial customer and that that ... would you
agree that Schedule 1 attached to Mr. Roberts evidence
provides for al non-regulated activities being excluded
with the exception of the Labrador industrial customer?

MR. JOHN BROWNE: Sorry, could you state that again?
A bit of amouthful, | gather.

MS. GREENE, Q.C.: | can go through this more slowly. |
was just trying to save time. | thought we had established
yesterday that in Mr. Roberts evidence he had defined
what were the unregulated activities, and | won't read that
again. That was clear from page one, as well as | C-259.
And looking to Schedule 1, if we could, we can go to
Schedule 1, to Mr. Raberts' evidence, which isthe revenue
requirement. Looking back to page two, lines three and
four | just referred you to, he indicated that the only thing
included, that the ... refer you specifically to line three and
four. The projected margin in this customer, this customer
being the Labrador industrial customer, is included on his
Schedule 1 but everything else has been excluded, if you
read the bottom of page one and the top of page two.

MR. JOHN BROWNE: The question is?

MS. GREENE, Q.C.: Thequestionis, | would take from that
that you would agree that Schedule 1 has excluded
everything that is unregulated with the exception of the
sales associated with unregulated Labrador industrial
customer.

MR. JOHN BROWNE: I'm not in a position to do that, and
| think that gets very much back to my evidence that |
believe Hydro should come forward clearly with adefinition

MS. GREENE, Q.C.: | thought we had agreed ...

MR. JOHN BROWNE: ... and there should be policies and
procedures to ensure that what you're saying is actualy
there. You have this statement there but | have no way of
verifying it.

MS. GREENE, Q.C.: You would assume though that Mr.
Roberts has correctly truthfully stated what are the
unregulated activities and what Schedule 1 shows?

MR. JOHN BROWNE: | do not disputethat. All I'm saying
is that | believe the definition should come to this Board,
this Board should rule on it, and this Board should ensure
there are appropriate policies and procedures to ensure
what is stated there actually occurs.

MS. GREENE, Q.C.: And | thought yesterday afternoon
you had agreed that in terms of a definition of what is
regulated and unregulated, that that information had been
provided to the Board.
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MR. JOHN BROWNE: 1| ...
MS. GREENE, Q.C.: Will we go to your transcript?

MR. JOHN BROWNE: ... would like to clarify then.
Certainly there is a definition but | cannot verify that that
is an accurate definition.

MS. GREENE, Q.C.: Okay. So let's assume then that what
| just said is correct, that Schedule 1 excludes all of the
unregulated activities with the exception of the Labrador
sales, which is what Mr. Roberts has said on page one and
two of hisevidence. | wanted to ... if that is correct, for the
purpose of my question I'll ask you to assume that that is,
and that Mr. Roberts in his evidence did truthfully state
what the impact isfor Hydro ...

MR. JOHN BROWNE: Let meclarify. | wasnotin any way
stating that Mr. Roberts was not truthful. 1'm just stating
that you, certainly most corporations would have good
controls in place, and possibly Hydro has them. I'm just
suggesting that those policies and procedures put before
the Board so they can have assurance that that statement
is correct.

MS. GREENE, Q.C.: If weassumethat thereisrevenuefrom
one unregulated activity in there, your recommendation to
the Board will be to have that excluded as well, | take it,
from the revenue requirement.

MR. JOHN BROWNE: | would suggest that non-regulated
operation should be kept separate. It wouldn't be just the
revenues you would take out, it would be the cost.

MS. GREENE, Q.C.: All theimplications.

MR. JOHN BROWNE: And of course to the extent that
there are benefits that the non-regulated operations are, I'm
sorry, the regulated operations are providing to those non-
regulated operations, the value of those benefits should be
included in the calculation through a reduction of revenue
requirement.

MS. GREENE, Q.C.: And perhapsthat iswhat | wanted to
explore with you, because in your evidence before the
Board on Newfoundland Power's application for approval
of its pole purchase agreement, one, and | acknowledge
that there were severa reasons why you suggested the
non-joint use pole should be included in rate base, which
wouldn't be an ordinary regulatory principle, one of the
reasons was that the part of flow out of that
recommendation is that the revenue from the non-joint use
poles would aso have been included as part of the revenue
from the regulated activities.

MR. JOHN BROWNE: I'm sorry, | missed the exact
guestion there. Are you asking me that the revenue, the
proposal was both the cost and the revenues would have
been put into the overall calculation?
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MS. GREENE, Q.C.: Yes.
MR. JOHN BROWNE: Yes, that is correct.

MS. GREENE, Q.C.: So that there would have been an
unregulated aspect, ownership of non-joint use poles
included in the regulated activity.

MR. JOHN BROWNE: Inthat particular case, yes, and the
regulated operations would be fully compensated for the
Ccosts.

MS. GREENE, Q.C.: So your principle that there should
always be the separation is to be modified, | take it then.

MR. JOHN BROWNE: Certainly | wastalking as a general
principle. The non-use joint poles were arelatively small
asset and my understanding that in doing the deal Newtel,
or Aliant, sorry, wanted to sell the poles as a group and
that was part of the overall transaction and therefore from
a, in order to have that transaction, it would have to be
done as a whole, and my understanding is that the
regulated customer would be left whole in that the
revenues would cover the costs associated with those
poles. That was my understanding and that underlay my
testimony at that time.

MS. GREENE, Q.C.: But you have agreed that there are
situations when the unregulated activity gets blended in a
financial sense with the regulated activity and that isin fact
what you recommended to this Board with respect to
Newfoundland Power's application on the poles, isn't it?

MR. JOHN BROWNE: There's exceptionsto every rule. |
think you have to look through it and boards are, certainly
their responsibility is to determine what is just and
reasonable, and certainly there will sometimes be
exceptions where boards will deem differences from the
general rule to be just and reasonable and to the benefit of
the ratepayers.

MS. GREENE, Q.C.: I'dlikenow, please, Mr. O'Ridlly, if you
could turn to page 15 of Mr. Browne's pre-filed evidence.
If you could look, please, at line 20. And | take from your
evidence, both pre-filed and yesterday, that you agree in
principle, which is what's stated on line 20, that the
investment, that the ... I'll read line 20 so we won't have any
dispute asto my summary of your evidence. "l believe that
there is an opportunity cost associated with the investment
of a government in a utility and the allowed return on rate
base for a public sector utility should be determined on a
stand-alone basis, the same as an investor-owned utility."
| took it from reading that and from what you said
yesterday that you agreed in principle with the starting
point of Ms. McShane and Dr. Kalymon that a government
or Crown-owned utility should be allowed to earn the same
commercial rate of return as an investor-owned utility and
that would be your starting point.
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MR. JOHN BROWNE: That is correct.

MS. GREENE, Q.C.: You have suggested, unlike Dr.
Kalymon and Ms. McShane, that normal rate of return
which a government-owned utility is entitled to like the
investor-owned utility needs to be modified in certain
situations. And what would that be in your opinion?

MR. JOHN BROWNE: Sorry, what were you suggesting
that | was proposing to modify?

MS. GREENE, Q.C.: Let'sturnto page 16. My question
was directed at lines three to five of your evidence where
you say, "It may be appropriate for a public sector utility to
seek a lower return or to incur costs that are not
recoverable through rates." So while you started with the
same basic principle as Ms. McShane and Dr. Kalymon,
you have suggested that a government-owned utility's rate
of return may need to be adjusted. Isthat correct?

(9:45am)

MR. JOHN BROWNE: What isajust and reasonable return
may be lower. | think that is a common practice among
regulators. For example, some regulators, | believe this
Board also, treats certain costs as a shareholder cost, even
though it's a cost the utility incurs. One example that
comes to mind are donations. Boards say that certainly is
acost. | don't think anyone can dispute it's a cost, but they
believe that that is not a cost that should be recovered from
the ratepayers. They therefore leave it as a shareholder
cost which effectively reduces the rate of return that the
utility isable to earn.

MS. GREENE, Q.C.: Now donations are common to both
Crown and investor-owned utilities, is that correct?

MR. JOHN BROWNE: | can't see any reason why a Crown
would not, but there may be certain instances where their
policies are such that they don't, but | can't, as a general
principle, see why Crowns couldn't.

MS. GREENE, Q.C.: Butwhat | wanted to explore with you
was why you believe that the return of a Crown-owned
utility should be adjusted in circumstances and that would
not occur for an investor-owned utility. Now ...

MR. JOHN BROWNE: Excuseme. Youremaking ... you're
implying that I'm stating there's adifferent ...

MS. GREENE, Q.C.: Yes.

MR. JOHN BROWNE: ... trestment and I'm not. What | am
saying is that where there are costs that the shareholder
decides to incur and which the Board feels are not
necessary to provide regulated service, they should not be
recovered in rates, whether that is a Crown or a privately-
owned utility. So | am not implying different treatment for
Crowns rather than a private utility.
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MS. GREENE, Q.C.: Wdll, could welook at line 17 on that
page, please?

MR. JOHN BROWNE: 17?
MS. GREENE, Q.C.: Page 15.
MR. JOHN BROWNE: Sorry.

MS. GREENE, Q.C.: I'm sorry, it's page 18 actually. Page
18, line 20, okay. You say would be appropriate to ask
Hydro, so you're saying that actualy if an investor-owned
utility also pursued social or policy objectives then they
should have the rate of return adjusted. That's what you've
just stated.

MR. JOHN BROWNE: Actually | was, my statement was
broader, that any case where a utility be privately-owned or
government-owned, pursued certain objectives and incurs
costs which are not necessary to provide regulated service,
it is certainly within the bounds of the regulatory board to
remove those costs from the revenue requirement and
effectively treat them as a shareholder cost, which of
course would effectively reduce the rate of return they
could earn.

MS. GREENE, Q.C.: And you state there on line 20 that it
would be appropriate to ask Hydro to identify cases where
it has pursued socia or public policy objectives, because
if it or another utility has, in your opinion, then the Board
may need to consider whether the rate of return needsto be
adjusted. Are you aware that your client asked that very
guestion to Hydro?

MR. JOHN BROWNE: Which question?

MS. GREENE, Q.C.: Whether Hydro has pursued social or
public policy objectives.

MR. JOHN BROWNE: Yes, | believethey didand | ...
MS. GREENE, Q.C.: Haveyou reviewed the answer?
MR. JOHN BROWNE: Yes, | have.

MS. GREENE, Q.C.: Mr. O'Ridly, could you bring up NP-
214? Hydro was asked to identify where it has pursued
socia or public policy objectives by Newfoundland Power,
presumably to see if the return, if the Government has or if
Hydro has followed such objectives and whether the Board
should consider on your opinion adjusting to take that into
account with respect to the rate of return. Just could you
scroll to the next page, Mr. O'Rielly? | just wanted Mr.
Browne to see that there are only three items that have
been listed, so could we go back to the first page? And
again, Mr. O'Rielly, can you scroll down so Mr. Browne
could see what the three are? We have the rural rates
policies listed and then in number three we have the
payment of the rural deficit, and actually in hindsight |
would have put them together as one because it's redly the
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impact is on the deficit as aresult of policy, and the second
one is purchase power from NUGS. | believe in your
evidence you'll agree that if there was alegidation to allow
acost, then that, the Board must allow that.

MR. JOHN BROWNE: I'd say the direction that requires
the cost, then the Board must allow that.

MS. GREENE, Q.C.: And you are aware that under The
Hydro Act there is such a direction with respect of
purchase power from non-utility generators?

MR. JOHN BROWNE: Specificaly, no.

MS. GREENE, Q.C.: Youwill takeit that if | say that Section
17.3(c) of the Act does provide that with respect to
purchase power costs from NUGS, you will accept that?

MR. JOHN BROWNE: Certainly | wouldn't be able to
comment one way or the other, but for purpose of
guestioning I'm willing to accept your assumption.

MS. GREENE, Q.C.: Okay. So that leaves uswith oneitem
that has been listed, and that really isthe rural rates and the
resulting deficit as a result of that. Are you aware of any
other social or public policy objective disclosed in this
record that the Board should consider or are, in the context
of this application is the only thing that you're suggesting
the Board should consider then the rural deficit? Are you
aware of any others not listed here?

MR. JOHN BROWNE: | am not but | think that comes back
to the purpose of my testimony, is that you should be, on
an ongoing basis, reporting what social policy objectives
you are pursuing, since it's my understanding that in a
response to another information request that Hydro
indicated, yes, they do pursue socia policy objectives, so
consistent with that | believe it is appropriate for this Board
to ask that Hydro on an ongoing basis report to the Board.
| think it's very important that this was in response to a
question from Newfoundland Power. It is not information
that Hydro presented to the Board.

MS. GREENE, Q.C.: But you would agree thisis now on
the record before the Board and this is the information the
Board will take into account and that there is no other
evidence on the record besides the social policy objectives
listed?

MR. JOHN BROWNE: Inthisparticular proceeding | would
agree, however, my evidence taked about exerting
regulatory control on agoing forward basis.

MS. GREENE, Q.C.: And what I'm trying to explore with
you, Mr. Browne, isto bring your genera principles down
to specifics of this application to give some guidance to the
Board how they should take your evidence into account in
the context of this application.
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MR. JOHN BROWNE: Uh hum.

MS. GREENE, Q.C.: Sometimesit'sdifficult to understand
the general principle unless you talk about in specifics of
what the Board has to deal with. Looking at the subsidy,
so the ... when we go back to your previous statement that
they should, the Board should consider pursuit of social or
policy objectives by a utility, be it investor-owned or
Crown, which you've said this morning, the one that is
before the Board here isthe rural subsidy. | believe you've
acknowledged in your pre-filed evidence that subsidies
among ratepayer classes are common in utilities. Is that
correct?

MR. JOHN BROWNE: Some cross-subsidization is, yes.

MS. GREENE, Q.C.: And that your concern here, |
understood from the pre-filed evidence, is the size of the
deficit.

MR. JOHN BROWNE: Yes. It's my understanding this
Board has previously concluded that the subsidy, the rural
deficit in Newfoundland, is unusually large.

MS. GREENE, Q.C.: Have you done any of your own
analysis or reviewed any other documentation with respect
to the size of the deficit in Newfoundland compared to
other jurisdictions or even the size of the subsidy provided
to Newfoundland Power's customersin its rate classes?

MR. JOHN BROWNE: No, and that was not deemed to be
appropriate. My testimony basically starts from the point
that the Board has already concluded this and did not seem
to be a need to put evidence to the Board on an issue
they've already decided.

MS. GREENE, Q.C.: So you are basing it on the one
statement you refer to in the Board's '95 rural report. You
have no other information with respect to the size of the
deficit in Newfoundland compared to any other
jurisdiction?

MR. JOHN BROWNE:
prepared in 1995.

MS. GREENE, Q.C.: Can you refer me in that report to
anything other than the one statement you've referred to to
compare the deficit size in other provinces?

MR. JOHN BROWNE: I'd have to go back over it. That
was a conclusion and | presume that it was not just anidle
statement the Board made, that they had evidence at the
time and drew a conclusion based on that evidence.

MS. GREENE, Q.C.: Well if there is other evidence there,
would you provide me with an undertaking to provide it to
me?

MR. JOHN BROWNE: Certainly, to the extent that it is
there.

| relied on the report that was
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MS. GREENE, Q.C.: Soit'sthe size of the deficit ...

MR. JOHN BROWNE: Just for clarification, in the report
itself or are you also asking that we ...

MS. GREENE, Q.C.: No. I'm only asking if you relied on
that report, I'm asking you to provide us with what in the
report you relied on specifically.

MR. JOHN BROWNE: I'm just asking for clarification in
that do you want us to also go back and collect the
information the Board used in preparing that report?

MS. GREENE, Q.C.: If youwishto dothat, you can aswell,
because what the issue is, if you're saying it's the size of
the deficit that the Board should be concerned about, |
wanted to explore with you now the size of that deficit, how
do you make the determination that it's large? You must
compare it to something else and what are you using for
your basis of comparison to make that statement? In your
question to me you said you relied on a statement the
Board had made.

MR. JOHN BROWNE: That is correct.

MS. GREENE, Q.C.: Okay.

MR. JOHN BROWNE: Anditwas...

MS. GREENE, Q.C.: Ina'95 hearing.

MR. JOHN BROWNE: ... referenced in my testimony.

MS. GREENE, Q.C.: So if there is any other information
with respect to, in the report, other than that one statement,
| would ask that you provideit. So that's the basisfor your
assertion that the size of the deficit is unusually large.

MR. JOHN BROWNE: The conclusion of this Board, yes.

MS. GREENE, Q.C.: Do you know what the size of the
deficit was at that time in comparison would show
(phonetic) for revenue requirement?

MR. JOHN BROWNE: | don't recall that amount.

MS. GREENE, Q.C.: Do you know what the size of the
deficit is now in comparison to the total revenue
regquirement?

MR. JOHN BROWNE: Total revenue requirement was $318
million. No, it's gone up to $320 million now. I'm sorry,
which ... and the ... my understanding, the rural deficit,
based on the latest numbers, is $3.6 million, no, $31.6
million, so $31.6 million divided by ...

MS. GREENE, Q.C.: 320.

MR. JOHN BROWNE: ... 320, | think you're looking at
roughly 14, 15 percent of the total revenue requirements
relate to the rural deficit.

MS. GREENE, Q.C.: $32 million out of ... 31.6 out of 323?
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MR. JOHN BROWNE: I've got the ... | think it was 244.
That was another number there. So it would be, yes...

MS. GREENE, Q.C.: Lessthan ten percent.

MR. JOHN BROWNE: Slightly less than ten percent, yes,
SO your ten percent being 3, 32.2, and a 31.6, so, yes, it
would be dlightly less than ten percent.

MS. GREENE, Q.C.: Mr. ORi€dly, could you bring up NP-
185, please? Areyou familiar with thisinformation request,
Mr. Browne?

MR. JOHN BROWNE: | recall seeing something like this,
so | believe | have seen it, yes.

MS. GREENE, Q.C.: We have prepared another scheduleto
add a column to the table that is listed there that | have
available to distribute at thistime. And just to be, | guess
tobe...

(10:00 a.m.)
MR. ALTEEN: Wedon't haveit yet, Mr. Chairman.

MS. GREENE, Q.C.: And | wasjust going to explain some,
or go through with Mr. Browne to ensure that he
understood the table, because, and to ensure that
everybody does because it's not the total deficit. And
would you agree, Mr. Browne, that sometimes it's hard to
get information but, subsidization, because utilities don't
necessarily report on that basis where the, between ... for
example, Newfoundland Power wouldn't necessarily know
how much it would cost to serve a customer in one of its
more remote areas as opposed to a customer in St. John's,
that type of subsidy is not necessarily accounted for.

MR. JOHN BROWNE: It's difficult to specifically identify
the subsidies, | would agree with that comment, yes.

MS. GREENE, Q.C.: Sothissurvey redly ... it was done....
you'll seein the answer that was done by Manitoba Hydro,
and you will see in the second line that it's only in the
remote areas served by diesel, so it wouldn't be for al of
Newfoundland Hydro's interconnected customers. It is
only the isolated diesel, so it's not al of the deficit. |
wanted to make sure you understood that, so ...

MR. JOHN BROWNE: Uh hum.

MS. GREENE, Q.C.: ... or that everyone under stood it. I'm
not saying that it is the total rural deficit but it is ... would
you accept that the largest portion of the rural deficit is
associated with serving the isolated customers of
Newfoundland Hydro?

MR. JOHN BROWNE: That is my understanding.

MS. GREENE, Q.C.: Sothiswould bethelargest portion of
the deficit. And that the survey was done of those utilities
that do have customers in remote areas served by diesdl
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generation. What ... in terms of looking at the operating
deficit in dollar terms, there would be other, there would be
higher amounts than the one indicated there for Hydro,
wouldn't there, in terms of total amount of deficit? Y ou see
$28 for B.C. Hydro, $106 million Hydro-Quebec.

MR. JOHN BROWNE: | see the $16 million and | gather
what you are saying is that is different than the $31.6
million.

MS. GREENE, Q.C.: Yes,itis.
MR. JOHN BROWNE: Yes.

MS. GREENE, Q.C.: Andinal fairness, Mr. Browne, one of
the difficulties | have is that the amount of the deficit keeps
changing if you change the allocation of costs.

MR. JOHN BROWNE: Uh hum.

MS. GREENE, Q.C.. It's not that the direct costs of
operation changes, how we allocate the cost change. So
thisisonly aportion of the deficit, yes, itis. Sointerms of,
even from, which is the largest portion or the biggest
contributor to Hydro's deficit, there are utilities that have
higher amounts of the subsidy, aren't there, in terms of
absolute dollar terms?

MR. JOHN BROWNE: |n absolute dollar terms, yes.

MS. GREENE, Q.C.: Now in what I've just circulated, if
you've had an opportunity to look at it, the first four
columns are the same and after the black line you'll see that
there's another column been added to show cost per
customer. If you look at the cost per customer, we'll have
to accept that the, we did the mathematics correctly, how
does Hydro's cost per customer compare to the other
utilities shown there, the cost of the subsidy per customer?

MR. JOHN BROWNE: Wéll | think you're using the wrong
terminology. My understanding of the number of
customersis not the number of customers ... for example, if
welook at B.C. Hydro, 9,100 is not, | presume, the number
of customers that B.C. Hydro has but the number of
customers that are being subsidized. Your last column
talks about cost per customer. | assume that it'd be more
accurately stated, it is the benefit per customer ...

MS. GREENE, Q.C.: Oh...

MR. JOHN BROWNE: ... that isbeing received ...
MS. GREENE, Q.C.: Or even ...

MR. JOHN BROWNE: ... and | think aproblem ...
MS. GREENE, Q.C.: ... the deficit per customer paid.
MR. JOHN BROWNE: | beg your pardon?

MS. GREENE, Q.C.: Maybe if we had to say deficit per
customer, how isthat? | agree with you about the cost.
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MR. JOHN BROWNE: | would say cost per customer is an
inappropriate term ...

MS. GREENE, Q.C.: Okay. What would you ...

MR. JOHN BROWNE: ...that it is a benefit to the customer,
and | think that gets to the heart of the problem with this
schedule. This is looking at the benefit, not the burden
that customers are paying.

MS. GREENE, Q.C.: Well looking at the....

MR. JOHN BROWNE: And it's my understanding that the
burden per customer in Newfoundland is much higher than
in other areas, and | believe that was the gist of the Board's
report back in 1995.

MS. GREENE, Q.C.: Well let'sgo back. You would agree
that that column shows the amount of deficit paid per
customer by the other utilities.

MR. JOHN BROWNE: | would assume what it is is the
shortfall between the revenue requirement and the cost.

MS. GREENE, Q.C.: Per customer.

MR. JOHN BROWNE: Per customer ...

MS. GREENE, Q.C.: Receiving the benefit, as you've said.
MR. JOHN BROWNE: Yes.

MS. GREENE, Q.C.: Yes, | would ... and you've also agreed
with me you've done no independent analysis to be able to
verify the size of the subsidy in comparison to others.

MR. JOHN BROWNE: That is correct.

MS. GREENE, Q.C.: But you're suggesting to the Board
that the Board take into account the amount of the subsidy
and that they somehow discount, but you're not
suggesting how, what the return would be allowed to
Hydro as a result of social policy objectives, and the only
onethat is on the record is the subsidy. Isthat correct?

MR. JOHN BROWNE: It'sthe only one that I'm aware of.

MS. GREENE, Q.C.: Are you aware of any regulatory
precedent where the return to the utility has been adjusted
or discounted because there's a subsidization of one
ratepayer class by another?

MR. JOHN BROWNE: | don't know if it's been ... | can't
think of directly, but certainly a number of Crowns have
traditionally not sought afull return, so in effect it could be
argued that some of the subsidy is being covered in that
way. I'd also go back to my point that you're focusing just
on subsidy whereas boards traditionally do identify costs
that are not necessary to provide regulated service and
remove that, those amounts from revenue regquirements.

MS. GREENE, Q.C.: So let's go to the subsidy, because
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that's what we're talking about, because you have
suggested that the Board adjust the return for social policy
objectives. You've seen that there are two have been
identified, the subsidy and the power purchases from
NUGS. Put aside the power purchases from NUGS because
there's legislation on that issue, so we're back to the
subsidy. In other jurisdictions, as we've seen some here,
there definitely is subsidization and some of those are
Crowns on that list that are regulated, has a regulator, to
your knowledge, adjusted the return sought because of a
subsidization provided by one ratepayer class to another?
Can you provide a precedent where that has been done?

MR. JOHN BROWNE: Asl said, aspecific ...
MS. GREENE, Q.C.: Explicitly done.

MR. JOHN BROWNE: Explicitly done, no, however, asl've
mentioned, this Board itself has removed costs which it has
deemed not to be necessary to provide regulated service,
so | think the precedent is there for this Board and | think
in many other boards that if they deem the cost is not
necessary to provide regulated service, it is removed from
revenue requirements and effectively reduces the return the
utility is allowed to earn.

MS. GREENE, Q.C.. Does Hydro incur the cost to provide
that serviceto its customers?

MR. JOHN BROWNE: I'm sorry?

MS. GREENE, Q.C.: You said you're taking about
removing costs that aren't incurred to provide the regulated
service.

MR. JOHN BROWNE: No, no. Necessary to provide
regulated service.

MS. GREENE, Q.C.: Okay. Does Hydro incur the cost of
serving the rural customers to provide the service to the
rural customers?

MR. JOHN BROWNE: Hydro does, yes.

MS. GREENE, Q.C.: So your issue is not that Hydro
doesn't incur the cost to provide aregulated service. Your
issue is that one ratepayer class subsidizes another
ratepayer class.

MR. JOHN BROWNE: Yes, that the cost ... readly we're
talking about Newfoundland Power and its customers are
being forced to pay a cost which is not necessary to
provide them with regulated service, and that is mandated
by Hydro's shareholder.

MS. GREENE, Q.C.: You've dso acknowledged that that is
common among Uutilities for one ratepayer class to pay a
subsidy for another, but your issue is not the principle, it's
the size.
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MR. JOHN BROWNE: It'sthe degree on issue, as|'ve said
severa times, this Board has already addressed.

MS. GREENE, Q.C.: And you will provide me with other
information in that report if you can, as we agreed. With
respect to the dividend policy and the payment of
dividends in the forecast test year, you have recommended
that the Board consider deeming a capital structure for
Hydro. Isthat correct?

MR. JOHN BROWNE: I'dsay I'd put acaveat onit. If it ...
if they believe it is appropriate in order to contain the cost
that ratepayers pay, if they believeit isjust and reasonable.

MS. GREENE, Q.C.: Would you be making a similar
recommendation to deem a higher equity than Hydro would
actually have if Hydro were seeking a commercia rate of
return or even one greater than its cost of debt?

MR. JOHN BROWNE: | would change that wording, if you
don't mind. If the Board decided that it was appropriate for
them to earn that higher amount, | would not be
recommending that. As | explained in my opening
statement, it would be a case where the Board believes the
return should be constrained because of social policy
objectives and also believes the constraint should not be
avoided by paying out a dividend.

MS. GREENE, Q.C.: Sowhat makesyou ableto doit inthis
timeisthat Hydro is seeking such alow rate of return.

MR. JOHN BROWNE: No.

MS. GREENE, Q.C.: | misunderstood your previous answer
then.

MR. JOHN BROWNE: Certainly. What | did say isthat if
this Board decides to constrain the return that Hydro can
earn because of socia policy objectives, to have those
costs removed from its revenue requirement and effectively
reduce that return, what I'm saying is the Board may also
decide that it is inappropriate for Hydro to avoid some of
that constraint by paying out a large dividend, so it's not
constrain ... the issue, or my comments are not specifically
addressed to the three percent but really to what the Board
decided is an appropriate, just and reasonable return the
utility should be given the opportunity to earn.

MS. GREENE, Q.C.: You acknowledge that at the rate of
return that Hydro is requesting, if the Board accepts your
recommendation, that the overal rate of return be even
lower than three percent?

MR. JOHN BROWNE: | beg your pardon?

MS. GREENE, Q.C.: If the Board deems the capital
structure as you have recommended and unlike Ms.
McShane where the cost of debt remains the same and you
adjust that, the overall rate of return would become lower
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aswell?
MR. JOHN BROWNE: I'msorry, I'm ...
MS. GREENE, Q.C.: Your suggestion ...

MR. JOHN BROWNE: ... for being so slow. It's maybe
Friday morning.

MS. GREENE, Q.C.: No, it could beme. Financeisnot my
area. I'malawyer, not an accountant.

MR. JOHN BROWNE: I'm very leery when lawyers say
that.

MS. GREENE, Q.C..: Your suggestion that Hydro be
deemed to have a higher equity than it actually has...

MR. JOHN BROWNE: If wejust slow down so ... yes. So
one thing is under certain conditions the Board may deem
higher equity.

MS. GREENE, Q.C.
recommending, isn't it?

MR. JOHN BROWNE: Depending on what the Board
decides with regards to what the social policies are, how it
should treat the cost of those social policies, so it's
conditional on that.

MS. GREENE, Q.C.. Were you here when Ms. McShane
testified that that would be very unusua for the Board to
deem a company to have a higher equity than it actually
would have? In fact, she could only think of one
precedent.

MR. JOHN BROWNE: Uh hum. Yes, but thisisan unusual
situation. | mean, the principle when you deem a capital
structure is the belief is that the capital structure is
inappropriate and resulting in additional cost to customers,
and that's the basic principle. What I'm suggesting here is
that because of how the Board may treat the cost of social
policy objective, it may decide to have a lower return and
therefore in order to have a just and reasonable return, to
deem alower, ahigher equity ratio, so that the constraint it
applies to the return is not avoided by paying out the
dividend.

And that is what youre

MS. GREENE, Q.C.: Now, we keep saying social policy
objectives. What was it specifically you're talking about?
I thought we had just agreed one is the subsidy. Is there
anything else?

MR. JOHN BROWNE: Not that I'm aware of at this current
time, however, certainly there's the possibility that things
could change in the future.

MS. GREENE, Q.C.: Okay, but in the context of the current
application before the Board, that's the only thing you're
aware of isthe subsidy.
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MR. JOHN BROWNE: It'stheonly onethat | am aware of,
yes. | cannot testify that it's the only one.

MS. GREENE, Q.C.: And you do acknowledge that the
Board to deem a higher equity than the Company actually
has would be very unusual for aregulator to do that.

MR. JOHN BROWNE: It's unusual for regulators to ever
do it, but they have done it. | believe this Board, for
example...

MS. GREENE, Q.C.: But now that wasn't for a higher
equity. You are asking the Board to deem that the
Company has a higher equity than it actually has. The
example in your evidence is Newfoundland Power which
deemed it to have alower equity than it had. So I'm asking
you, you're asking to deem a higher equity, isthat unusual,
just that part now?

MR. JOHN BROWNE:
general. Boards...

MS. GREENE, Q.C.: Okay. Andif ...

MR. JOHN BROWNE: ... tend to prefer to use actua capital
structures.

MS. GREENE, Q.C.: Right, but it would bemorecommonin
fact if they do deem a capital structure it is to lower what
the equity component is.

MR. JOHN BROWNE: Y es, because that usually ends up
in alower revenue requirement.

(10:15a.m.)

MS. GREENE, Q.C.. Okay. So it is unusua to deem a
higher equity. You've agreed with me, | believe. Moving
on to intercorporate charges. Mr. O'Rielly, could you bring
up NP-11(B), please? And | believe you referred to this
yesterday in your direct evidence with Ms. Butler. Thisis
the report on the allocation of costs to CF(L)Co. You've
reviewed this, have you?

MR. JOHN BROWNE: I've briefly reviewed it, yes.

MS. GREENE, Q.C.: Mr. O'Ridly, could you pleasebring up
the Grant Thornton 2001 Report, please, page 37? | guess
first we need to start at 36. Alright. Thiswill be 36. Youll
see starting on page 36 that Grant Thornton reviewed the
proposed method for allocating costs to CF(L)Co. If you
could turn to page 37, Mr. O'Rielly. These lines aren't
numbered but in that first full paragraph after (e), | wonder
if you could read that, Mr. Browne, please?

MR. JOHN BROWNE: Starting where?

MS. GREENE, Q.C.: Thefirst full paragraph beginning with
"We."

MR. JOHN BROWNE:

It is unusual, as is deeming in

"We have reviewed the
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methodological changes proposed by Hydro for
determining intercompany charges. Under the revised
approach the calculation for determination of cost
recoveries is based more on actual documentation and less
on management judgement. The result should be 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. GREENE, Q.C.: And | don't know if you'd like to look
back before, the previous page, but there you will see that
they were talking about the report on the allocation of
costs to CF(L)Co. which isthe only operating subsidiary of
Hydro.

MR. JOHN BROWNE: I'm sorry, could you just point meto
wherethat is? | don't seethat right away.

MS. GREENE, Q.C.: If you start at the bottom of the page,
36, it talks about the service agreement with Churchill and
itgoesontotak ...

MR. JOHN BROWNE: | seeatable. Isit under the table?

MS. GREENE, Q.C.: It'sunder the table, yeah, or you could
accept what I'm saying, that this is the method set out in
NP-11(B), which you've acknowledged you've read, as to
how to allocate costs from Hydro to CF(L)Co. and ...

MR. JOHN BROWNE: Yes. 11(B) was an Executive
Summary. It wasn't the full report. | would presume that
Grant Thornton had access to the full report.

MS. GREENE, Q.C.: And that they found it to be
reasonable and appropriate.

MR. JOHN BROWNE: That wastheir conclusion, however,
| believe your questioning doesn't hit the real thrust of
what my evidence was. My evidence is that Hydro should
come before this Board with its proposed policies and
procedures as Newfoundland Power has. This Board
should approve those policies and procedures in an open
and transparent process. The policies and procedures,
Hydro should then be bound by until such time they come
back to the Board and have changes approved. | would
also point out, if we could go to the other page, some of the
comments that you had me read, in particular they talk of
under the revised approach the calculation or determination
of cost recoveries is based more on actual documentation
and less on management judgement. | think it sounds to
me that there is still a problem, that they should be moving
more towards objective and verifiable methodology, one
that is not based on the judgement of management,
something that the Board can approve and which
subsequently can be verified.

MS. GREENE, Q.C.: Interms...
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MR. JOHN BROWNE: Just a second. It talks about the
result should be a more accurate determination of the cost
of providing services. It ismore accurate, thereis certainly
aquestion of isit as accurate as it should be. And again |
believe that it is this Board that should be making that
determination. This Board should have a hearing, a
transparent process where people can comment on those
policies and procedures.

MS. GREENE, Q.C.: And wouldn't that be one of the
purposes of this hearing? All of these issues are before the
Board now. The policy on the charges as identified in
11(B) has been reviewed by the Board's external auditors
and havenot ...

MR. JOHN BROWNE: | believe that you've missed ...

MS. GREENE, Q.C..
reasonable.

MR. JOHN BROWNE: Y ou've missed my point.

MS. GREENE, Q.C.: | understand your point. Y our point
isthat there should be apolicy. What I'mtryingto ...

MR. JOHN BROWNE: No. It's more than that.

And have been found to be

MS. GREENE, Q.C.: That the Board should approve and it
should be available. What I'm saying is that it's available
for this...

MR. JOHN BROWNE: In apublic process, that it should
be transparent, you should put your policies forward. The
policy should cover al intercorporate transactions. The
policies... sorry?

MS. GREENE, Q.C.: Where are we now? Are wein a
hearing now?
MR. JOHN BROWNE: Wearein ahearing.

MS. GREENE, Q.C.: Isone of the issues before the Board
the intercompany charges?

MR. JOHN BROWNE: | believeitis.

MS. GREENE, Q.C.: Isthe policy that Hydro applies to
recover costs from Churchill before the Board in this
hearing?

MR. JOHN BROWNE: My understand ... could you say
that again?

MS. GREENE, Q.C.: The policy that we just looked at for
how services are rendered to CF(L)Co. and how costs are
recovered for those services, is that before the Board now?

MR. JOHN BROWNE: No, it isnot.

MS. GREENE, Q.C.: It'snot in 11(B) and it hasn't been
reviewed by the Board's auditors and it's not subject to
question by any of the other intervenors?
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MR. JOHN BROWNE: WEell, we clearly have a disconnect
inthat my understanding of 11(B) is an Executive Summary,
is not the details. | think it's also akey point is that Hydro
should be putting this policy forward and asking for
approval, not waiting for Newfoundland Power to ask for
the information.

MS. GREENE, Q.C.: Therequest, whether it has been asked
for or not, you're not even agreeing that there's evidence
before the Board with respect to what the policy is, which
has been found to be reasonable by their auditor, okay?

MR. JOHN BROWNE: That is not a correct statement.
There is evidence, but what I'm saying is it's incomplete.
The details aren't there to allow for a full review of the
policies and procedures.

MS. GREENE, Q.C.: Your professional opinion would be
different than that of Grant Thornton.

MR. JOHN BROWNE: No, because | haven't had the
information to review it and | believe that is the problem
that I'm addressing. Y ou need to have the information to
review it and that has not yet been presented.

MS. GREENE, Q.C.: So you're not willing to accept the
opinion of Grant Thornton as expressed in the 2001 report
that the policy is reasonable and appropriate, okay.

MR. JOHN BROWNE: | have... I'm not taking any dispute
with Grant Thornton. I'm taking dispute with the process.
The process should be one in which those policies and
procedures come to the Board, not just to the advisors of
the Board.

MS. GREENE, Q.C.: Okay. And | must say | had thought
all of these issues were before the Board at thistime. Can
you ... SO you're saying that you haven't reviewed the
policy in sufficient detail to allow you to form an opinion,
areyou?

MR. JOHN BROWNE: | have not seen the information to
do that, no.

MS. GREENE, Q.C.: With respect to other subsidiaries of
Newfoundland Hydro, | believe we talked about them
yesterday and you agreed that they were all basicaly
inactive except for CF(L)Co. and we just talked about the
policy for charges to, for services to CF(L)Co. Is that
correct?

MR. JOHN BROWNE: | agreed that I'm not ... my
understanding was that, but | have no details to verify it.
| have no details as to what Hydro's plans in the future are
and whether intercorporate charge, policies for
intercorporate charges would be appropriate for those
subsidiaries.

MS. GREENE, Q.C.: Normally would there be much
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services provided to an inactive dormant company from
your perspective or your experience?

MR. JOHN BROWNE: If it is dormant, one would expect
they would be small, but you would probably have some
charges and whether they're material or not | would have to
really look at the details, but certainly if they were material
they should be identified and removed from the revenue
requirement.

MS. GREENE, Q.C.: And in looking at that the Board
should also consider your caution of yesterday that the
costs of the regulatory control should be considered in
light of the value to be obtained from the imposition of the
control ?

MR. JOHN BROWNE: Definitely. Asl said, it would have
to be material.

MS. GREENE, Q.C.: Moving on to employee future
benefits, you mentioned in your pre-filed evidence and
again yesterday that the change in the accounting
treatment for employee future benefits is a requirement
under CICA Guidelinesfor al companiesin order to get, I'll
call it a clean financial statement with the exception of
utilities who may get exempt from those guidelines?

MR. JOHN BROWNE: Could we leave that |ast part out for
amoment and | can address that separately? Yes, that isa
recommendation of the CICA handbook and all companies
that file public financial statements would have to adhere
to that recommendation if they wanted a clean audit
opinion.

MS. GREENE, Q.C.: Andhow would you be able... now I'l
go to the second part of the question that you wanted to
remove. In order to get aclean financial statement, a utility
can still get a clean financia statement if the regulator
exemptsit from the application of those principles of the Cl

MR. JOHN BROWNE: No, definitely not.

MS. GREENE, Q.C.. Agan, maybe were having a
disconnect because of my understanding of accounting,
and actually this isn't significant in terms of the, where |
wanted to go with it. But Newfoundland, for example, has
not changed how it treats employee future benefits, is that
correct?

MR. JOHN BROWNE: That is... that's my understanding,
yes.

MS. GREENE, Q.C.: Sothey're till on acash basis.
MR. JOHN BROWNE: That's my understanding.

MS. GREENE, Q.C.: So they're not complying with the
recommendations of the CICA in the guidelines.
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MR. JOHN BROWNE: | believe that they will get aclean
audit opinion.

MS. GREENE, Q.C.: And why isthat?

MR. JOHN BROWNE: I'm sorry, were getting a little
technical here. Whereto start?

MS. GREENE, Q.C.: Isn'tit becausethere'saregulator there
and, as you mentioned in your evidence, that normally
utilities follow the GAP principles or the CICA Institute
principles unless the utility, the regulator determines the
utility does not haveto?

MR. JOHN BROWNE: Technicaly what you said is
incorrect.

MS. GREENE, Q.C.: How about in normal layman's terms,
without getting into technical accounting terminology?

MR. JOHN BROWNE: For example, the committee that |
was chairing, the issue of whether regulatory boards can
set generally accepted accounting principles was brought
up, and it was unanimously agreed, no, they cannot set
GAP. What boards can do is set rates which have an
economic impact which should be reflected. For example,
Newfoundland Power, if you decideto, or if it continuesto
use the pay as you go approach, what one approach would
be is to set up the liability in accordance with the
recommendations in the handbook. It would then set up a
regulatory asset which would offset it. Impact on income
would be exactly the same and it would have the liability
and the asset. Now some people would say just use the
cash basis. As a matter of fact, some people on the study
group that | chaired suggested that. What they said is use
the cash basis and in notes to the financial statement
disclose what the amount of the liability and asset would
be. Their argument for that was they agreed in principle,
what | said earlier was appropriate, but the latter approach
saves capital tax and is therefore deemed to be more
practical, so the point is is that, yes, certainly
Newfoundland Power or even Hydro could continue to use
the cash basis and still get a clean audit opinion.

MS. GREENE, Q.C.: Why did they recommend going with
the accrual basis for employee future benefits? Why did
the CICA Institute recommend that and actually now make
it arequirement for all companies?

MR. JOHN BROWNE: Uhhum. It certainly is, | would say,
better financial reporting, both costs of these future
benefits or a cost of the current period and for financial
reportings should be included in the expenses of this
period. | would say in, certainly that issue should also be
addressed as the Board addresses the issue of whether or
not to move to the accrual basis for rate setting purposes.
| would add that | think there's a lot of merit that, to that
argument, it should be considered, but you should aso
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consider the impact on rates.
MS. GREENE, Q.C.: Solet'stake...

MR. JOHN BROWNE: For example, this Board in dealing
with Newfoundland Power requires the equivalent of a cash
basis for dealing with income taxes, presumably because
for whatever reason it believes that is more just and
reasonable.

MS. GREENE, Q.C.: From your answer | had asked you
why they have recommended it. | understood from your
answer that, among other things you said on my questions,
that it had to match the cost with the benefits as they were
accruing.

MR. JOHN BROWNE: Wéll, | wouldn't say the benefits so
much as it's the, those costs arise from service provided in
the period and there is a liability as a result of employees
providing service, there's a liability to provide those
benefits in the future, so good accounting would say that
liability should be recognized.

MS. GREENE, Q.C.: So...

MR. JOHN BROWNE: Much the same way with income
taxes, the CICA states that it is preferable reporting to
recognize the liability of future deferred taxesin the period
that givesrise to that future liability.

MS. GREENE, Q.C.: Sosimply arecognition of theliability
in the period in which the liability arises, and if that doesn't
occur then the deferring the recognition of the liability, is
that correct?

MR. JOHN BROWNE: 1 think | agree with the first part.
Could you just slow down? Thefirst part of your question
was?

MS. GREENE, Q.C.: | wastrying to get you, and | must say
I'm ... in terms of what, the answers to the questions | was
getting, very frustrating. 1'm asking you a question and
you're not answering the question, so, yes, I'll go one piece
at atime. All | wanted you to say to the Board is why
CICA recommended that for al companies that companies
recognize liabilities associated with future benefits. My
understanding is that it's to match in the period in which
the benefits arise the cost associated with the benefit.

MR. JOHN BROWNE: That's ... yes, that's certainly the
income statement approach. | would say the liability isto
recognize the liability also and | would presume that's what
drove the recommendation.

MS. GREENE, Q.C.: And that this is an issue of
intergenerational equity, which is also of concern to
regulators, isthat correct?

MR. JOHN BROWNE: | don't ... excuse me, it'sjust ... the
issue of intergenerational equity is not something that
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would have motivated the CICA.
MS. GREENE, Q.C.: Alright, butitis...
MR. JOHN BROWNE: Itisanissue...

MS. GREENE, Q.C.: ... of concern for theregulator. Itis of
concern to the regulator, intergenerational equity, whether
my grandchildren ...

MR. JOHN BROWNE: I'm sorry, | thought you were asking
what drove the CICA.

MS. GREENE, Q.C.: | wastrying to ask isintergenerational
equity an issue to be considered in the recognition of
employee future benefits?

MR. JOHN BROWNE: For the regulator?
MS. GREENE, Q.C.: Yes.
MR. JOHN BROWNE: For the regulator, definitely.

MS. GREENE, Q.C.. And the issue is whether my
grandchildren will pay for the benefits that | am accruing
today or whether there should be recognition in the period
for the people who are earning the benefit. |If we defer it
and don't recognize the liability and it doesn't get recovered
till later years, it's my children or my grandchildren who
may end up paying for their electricity rates the cost of
benefits that | am earning today.

MR. JOHN BROWNE: That'sthe... yes.
MS. GREENE, Q.C.: That'sthetheory.
MR. JOHN BROWNE: That'sthe theory.

MS. GREENE, Q.C.: With respect to the transitional
obligation, that transitional obligation as you called it in
your evidence, is the liability that was incurred for future
benefits up to December 31, 1999, for Hydro, associated
with the benefits earned that period, isthat correct?

MR. JOHN BROWNE: Not exactly asyou said it. It'sthe
present value of the future ...

MS. GREENE, Q.C.: Yes.

MR. JOHN BROWNE: ... benefit ... sorry. As of the
transition date it's the present value of the future benefits
as aresult of past services. It's not equal to the amount of
the future benefits.

MS. GREENE, Q.C.: That's my accounting knowledge
again. | agree with that. So it was ... so when Hydro
recognized the transitional obligation, December 31, 1999,
for me, for example, I've been there 21 years, Hydro
recognized the value of the benefits that | had earned to
December 31, 1999, for my past service which | will not
receive until | retire. Isthat correct?

MR. JOHN BROWNE: The present value of it, yes.
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MS. GREENE, Q.C.: And as you noted in your evidence,
Hydro has aready dealt with the transitional obligation and
in fact hastaken it into retained earnings. Isthat correct?

MR. JOHN BROWNE: Yes, | believethey ... for accounting
purposes, retroactive application, and | assume the
implication of that is that they're not going to ask to
recover it from, through rates.

MS. GREENE, Q.C.: That's correct. Now, you are
suggesting with respect to the going forward from
December 31, 1999, that that be treated or that the Board
consider treating that in a different way. Isthat correct?

(10:30 a.m.)

MR. JOHN BROWNE: What | wanted to lay before the
Board was that the Board had options.

MS. GREENE, Q.C. Oh, you didn't
recommendation?

MR. JOHN BROWNE: | say that there was options. As|
indicated in my evidence, if you were starting from scratch,
| believe the accrual approach would be the best approach,
however, as a result of you, as, changing over, there is an
increase in costs. | forget the exact increase in the
upcoming year as a result of moving to the accrua
approach, and what | suggest is the Board should consider
that as part of the overall increase which | understand with
the RSP, etcetera, will amount to about seven percent to
Newfoundland Power's customers over the next year.

MS. GREENE, Q.C.: Solet'sgo back now to the ... you have
no problem with the fact that Hydro wrote off the
transitional obligation to December 31, 1999, is not
expecting to recover that from ratepayers.

MR. JOHN BROWNE: | believe that utility should have an
opportunity to recover that transitional obligation. Hydro
has decided not to. If Hydro does not seek to recover it, |
think it'sjust and reasonable for the Board to grant that.

MS. GREENE, Q.C.: In terms of moving forward first, |
found it somewhat inconsistent that there would be a
recognition to a period but not on a go-forward basis. Do
you find that inconsistent? Y ou're recognizing my ... again
I'll use my example. The Board will be recognizing that the
value of the benefitsthat | earn for my service to December
31, '99, is recognized as a liability, (unintelligible) an
accountant would be, but then if they go to the cash
method and not the accrual method, my service from 2000
onward will not be recognized as a liability anywhere until
| actually retire and | start to receive the benefits.

MR. JOHN BROWNE: From an accounting point of view
| believe the appropriate way to do it would be to recognize
the liability and then recognize a regulatory asset equal to
that liability because if you're under the cash basis the
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Board is implicitly stating that you have aright to receive
additional revenues in the future when those payments
come due, and that would be deemed to be a regulatory
asset. That's my preferred approach, although | would
state that some people would argue you could still just use
the cash basis because the end result is similar.

MS. GREENE, Q.C.: And with respect to the switch to the
accrual method, your concern, as | understood it from page
34 of your evidence, was the impact on the revenue
requirement or the rates. Isthat correct?

MR. JOHN BROWNE: I'm sorry, | missed your gquestion
there.

MS. GREENE, Q.C.: Page 34 ...
MR. JOHN BROWNE: No, just the last part.

MS. GREENE, Q.C.. Oh. In terms of ... well, from an
accounting perspective the accrual method that Hydro is
proposing recognizes the liability in the period which it is
incurred. Y our concern that why this wouldn't be followed
isthat the impact that it would have on rates.

MR. JOHN BROWNE: Yes, | believetheimpact on ratesis
something this Board should consider.

MS. GREENE, Q.C.: And what impact would it have? |
understand that it's less than a third of a percent of the
total revenue requirement.

MR. JOHN BROWNE: Yes, | believe that's on the screen.
| did the calculation. | believeit'sin arange of .31 percent.
As | indicate there in itself, that seems to me to be pretty
immaterial, however, it is part of an increase in rates that |
gather could be in the range of seven percent to
Newfoundland Power's retail customers.

MS. GREENE, Q.C.: Now, so you're concerned about .31
percent of the revenue requirement. I'm just trying to
understand what your basisis for cautioning on the accrual
method.

MR. JOHN BROWNE: What I'm saying to the Board is
that, yes, consider intergenerational equity. What I'm also
saying is what's the overall impact on rates, and | would
say that that is a judgement call this Board has to make as
to what is reasonable.

MS. GREENE, Q.C.: Ontheissue of what Hydro is looking
f