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1 (9:19am.) 1 witnesses this morning are Mr. Barry Perry and
2 CHAIRMAN: 2 Mr. Lorne Henderson of Newfoundland Power.
3 Q. Good morning everybody, | apologize for the 3 Mr. Perry is Vice-President Finance and Chief
4 delay. We haveno rea control over traffic 4 Financial Office of Newfoundland Power and Mr.
5 accidents on the Outer Ring Road. Good 5 Henderson isthe Superintendent Rates and
6 morning, Ms. Newman, are there any matters 6 Operations. If the witnesses can be sworn.
7 before we begin? 7 CHAIRMAN:
8 MS.NEWMAN: 8 Q. Thank you very much. Good morning, Mr. Perry,
9 Q. Good morning, Chair. Yes, | believe that 9 afamiliar seat for you. Welcome back.
10 counsel for Newfoundland and Labrador Hydro 10 MR. PERRY:
11 has one undertaking they’d like to speak to. 11 A. Good morning.
12 MR. YOUNG: 12 CHAIRMAN:
13 Q. Yes, we'vecirculated to the parties, Mr. 13 Q. Mr. Henderson, good morning.
14 Chair, and provided copies to the Board 14 MR. BARRY PERRY (SWORN)
15 Secretary. It'sin response to an undertaking 15 MR. LORNE HENDERSON (SWORN)
16 that came up with Ms. McShane, it's avery 16 CHAIRMAN:
17 straight forward matter, beta was asked about 17 Q. Thank you very much. When you'reready, Mr.
18 aparticular company that wasin her data. 18 Kelly.
19 That’s dl, thanks. 19 KELLY, Q.C.:
20 CHAIRMAN: 20 Q. Thank you, Chair. Mr. Perry, you had filed
21 Q. Thank you very much, Mr. Y oung. Good morning, 21 pre-filed evidence in this matter dated
22 Mr. Kelly. Could you introduce your 22 September 2, 2003. Do you adopt your pre-
23 witnesses, please? 23 filed testimony asyour evidence in this
24 KELLY,Q.C. 24 proceeding?
25 Q. Yes,good morning, Chair, thank you. The 25 MR. PERRY:
Page 3 Page 4
1 A.Yes | do. 1 pointsin turn now if we can. Why do you say
2 Q. And Mr. Henderson, do you adopt your pre-filed 2 that ther€' Il be no measurable benefit to
3 testimony as your evidence in this proceeding? 3 customers?
4 MR. HENDERSON: 4 MR. PERRY:
5 A.Yes | do. 5 A.The proposed rate does not provide
6 Q. Mr. Perry, I'dliketo start by looking at the 6 Newfoundland Power with any new or improved
7 demand/energy rate, would you please advise 7 information with respect to system costs that
8 the Board of Newfoundland Power’s position 8 will lead usto change theretail rates that
9 with respect to the demand energy wholesale 9 arecurrently in place. These rates already
10 rate proposed by Hydro? 10 reflect Hydro and Newfoundland Power’stotal
11 MR. PERRY: 11 embedded system cost. Approximately 204,000
12 A.Yes, | can. Newfoundland Power believes that 12 or 92 percent of Newfoundland Power's
13 the proposed rate is flawed and should not be 13 customers are domestic and small general
14 approved by the Board. 14 service customers. These customers consume
15 Q. What are Newfoundland Power’s concerns with |15 approximately 61 percent of the energy sold by
16 respect to the proposed demand/energy rate? 16 Newfoundland Power. It isgenerally accepted
17 MR. PERRY: 17 that it isnot appropriate to charge these
18 A.Our concernsfocus on two specific areas. 18 customerson the basisof ademand energy
19 Number one, the proposed rate will provide no 19 charge. So 92 percent of our customers, it's
20 measurable benefit to our customers. Number 20 not appropriate to charge them a demand energy
21 two, the proposed rate will create additional 21 charge. Therefore, introducing a demand
22 earnings volatility for Newfoundland Power 22 energy wholesale rate will not result in any
23 which will in turn create rate instability for 23 changein the retail rate structure for these
24 our customers. 24 customers. The remainder of Newfoundland
25 Q. I'dliketo get youtolook at both of those 25 Power’s customers are larger general service
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1 MR. PERRY: 1 when overlaid with the impact on the
2 customers who are aready served under a 2 electrical system and generation planning.”
3 demand/energy rate. Once again, introducing a 3 The Board went on to say, "The Board findsiit
4 demand energy wholesale rate will not result 4 difficult, however, to provide specific and
5 in any change in the retail rate structure for 5 meaningful policy direction to the utilities
6 those customers. Therefore, it seems to me 6 on DsM and conservation issues in the absence
7 that we must all ask ourselveswhat are we 7 of supporting evidence and related impacts on
8 trying to achieve here, what is the objective? 8 system overall. This matter will be most
9 The current energy only rate collects 9 appropriately addressed in the context of a
10 Newfoundland Power’s share of Hydro's Cost of 10 generic proceeding involving both utilities
1 Service, including the demand and energy cost. 1 and interested parties." That wasthe Board's
12 The energy only rate has done this effectively 12 conclusion at Newfoundland Power’ s hearing.
13 for years. It has been suggested that the 13 Commissioners, Newfoundland Power agrees
14 proposed demand/energy rate will incent 14 with the Board that these matters are complex
15 Newfoundland Power to implement Dsm programs 15 and are best dealt with in ageneric hearing
16 to defer the addition of new generating 16 once Hydro has completed the necessary
17 facilitieson the system. However, neither 17 studies.
18 Hydro, nor Newfoundland Power, nor the Board, 18 KELLY, Q.C.:
19 have the information to even determine how 19 Q. The second concern that you raise, Mr. Perry,
20 much is cost effective to spend on DsMm. 20 was the issue of earnings volatility and rate
21 In Newfoundland Power’s last General Rate 21 stability. Would you please explain those
22 Order onpage 111 theBoard stated, "The 22 points?
23 relationship between rates and electricity 23 MR. PERRY:
24 consumption and the impact of bsm and energy 24 A.Hydro facesno earnings volatility under the
25 efficiency programsis complex, especially 25 current energy only rate structure and RSP.
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1 On the other hand, Newfoundland Power is 1 resulting earnings volatility is arising from
2 aready subjectto earnings volatility of 2 ademand charge of $12 combined with an energy
3 approximately $900,000 under the energy only 3 charge of 5.13 centsakilowatt hour, could
4 rate and that’ s described in my evidence. 4 consume the entire two million dollar range of
5 The proposed demand/energy rate structure 5 return on rate base.
6 introduces earnings volatility for Hydro and 6 Now if welook at Hydro's proposal.
7 significantly increases Newfoundland Power’s 7 Hydro's proposed $84 demand charge resultsin
8 earnings volatility asaresult of forecast 8 potential earnings volatility that is
9 variances. For example, Newfoundland Power 9 approximately four times Newfoundland Power’s
10 could face adecreasein pre-tax earnings of 10 two million dollar range of Rate of Return on
11 approximately eight million dollars under the 11 rate base. Thisisclearly inappropriate.
12 proposed rate. Thisis nine times the impact 12 Hydro's expert, Mr. Greneman' s suggestion
13 felt by Newfoundland Power under the current 13 that over timethe earnings volatility will
14 energy only rate. Thisisunacceptable to 14 balance out completely ignores number one, the
15 Newfoundland Power. 15 demand revenue floor proposed by Hydro; number
16 The Rateof Return onrate base for 16 two, the cap on Newfoundland Power’s earnings;
17 Newfoundland Power has been setin anarrow 17 and number three, theyear over year rate
18 range of plus or minus 18 basis points. This 18 instability that will result. Mr. Greneman's
19 tranglates into a range on earnings of plus or 19 earnings volatility solution of expanding the
20 minus two million dollars on a pre-tax basis. 20 range of Rate on Return onrate base is
21 Our current 900,000 of earnings volatility 21 contrary to Newfoundland Power’s recent rate
22 under the energy only rate already consumes 22 order and does not solve the earnings
23 about half of that amount. Let me givethe 23 volatility issue. Infact, Hydro itself has
24 Board an idea of the impact of a demand/energy 24 acknowledged that earnings volatility for both
25 rate on Newfoundland Power’searnings. The 25 utilities would be significantly increased as
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1 MR. PERRY: 1 MR. PERRY:
2 a result of introducing the proposed 2 A. Under the proposed rate and in the absence of
3 demand/energy rate. Hydro is sufficiently 3 a reserve or flow through mechanism,
4 concerned about this earnings volatility that 4 Newfoundland Power would be required to apply
5 it has proposed a floor for their demand 5 to the Board for relief in the following two
6 revenue recovery. Last week Mr. Banfield said 6 situations: number one; if peak demand
7 that the rate proposed by the Board's 7 materially exceeds the forecast or number two;
8 consultant presented significant risk to 8 if energy sales are projected to be materially
9 Hydro's earningssince it did not provide 9 below forecast. Furthermore, these events
10 Hydro with down side risk protection. 10 could also occur in tandem. In addition, if
11 Although Hydro has proposed afloor for 11 Newfoundland Power’s peak demand were to
12 itself, no such protection for Newfoundland 12 decline in a subsequent year as has happened
13 Power has been proposed. Hydro simply says 13 in the past, Newfoundland Power may then find
14 that this isa Newfoundland Power issue. 14 itself in an excess earnings position. This
15 Well, we disagree. Thisis aHydro issue as 15 would result in arebate to customers and may
16 well since anything that potentially impacts 16 result in arate decrease. Inthe next year,
17 Newfoundland Power’s customers rates also 17 the situation could again reverseitself and
18 impactsthe rates charged to Hydro's retail 18 the company may be forced to yet again seek
19 customers on theisland. Earnings volatility 19 relief from the Board. So one can see how
20 isan issue for the Board as part of its 20 rate instability can result under the proposed
21 mandate to regulate customer ratesand to 21 demand/energy rate. Even with a reserve or
22 balance customer and utility interests. 22 pass through mechanism, the issue of rate
23 KELLY, Q.C: 23 stability remains without any benefit accruing
24 Q. How does year-over-year rate instability arise 24 to customers. In Newfoundland Power’ s view,
25 for customers? 25 creating these problems in the absence of any
Page 11 Page 12
1 benefit for our customers isinappropriate and 1 two Abitibi millsthere could be upto 90
2 unnecessary. 2 megawatts of interruptible power available
3 Q. What approach does Newfoundland Power propose 3 today. Itis also possible that there is
4 should be adopted? 4 interruptible power available from the Kruger
5 MR. PERRY: 5 mill in Corner Brook. The Board should have
6 A. Commissioners, there should be acoordinated 6 al of the necessary information in order to
7 system-wide approach to this matter. First, 7 evaluate any proposed change to the wholesale
8 Hydro and Newfoundland Power should complete 8 rate structure. Thisincludes both the short
9 long run marginal costs and retail rate design 9 and long run marginal costsof electrical
10 studies. Mr. Haynes hassaid that Hydro 10 system as well asthe results of aretail rate
1 currently has ample capacity. Hydro's 1 design study.
12 decision to discontinue the interruptible B 12 Certain experts in Hydro take the
13 contract with Abitibi  Stephenville Newsprint 13 position that a demand/energy rate is needed
14 Mill was based on that premise. Hydro has 14 now to provide long-term future benefits.
15 effectively said at $28 per kilowatt for 45 15 This is to be achieved by incenting
16 megawatts of interruptible B capacity istoo 16 Newfoundland Power to do DsMm and to make
17 much to pay to Abitibi to reduce system peak 17 unspecified changesto retail rates. However,
18 because Hydro doesn’t need that capacity. 18 they say thiswithout any concrete evidence
19 At the same time Hydro is proposing to 19 that effective DSM programs are available,
20 send asigna to Newfoundland Power that we 20 without knowing how muchto spend on cost
21 should pay up to $84 per kilowatt or about 21 effective Dsm programs, without knowing how
22 three times the cost of the interruptible B to 22 retail rates should be changed, without
23 reduce system peak. Commissioners, this does 23 addressing any of the earnings volatility and
24 not make any economic sense. Furthermore, 24 rate stability issues that a demand/energy
25 Newfoundland Power believesthat between the 25 rate creates and without having fully
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1 MR. PERRY: 1 rate structure for Newfoundland Power. To
2 addressed the outstanding issues identified in 2 ensure the correct price signals are sent to
3 the Stone & Webster report. 3 Newfoundland Power’'s customers, the Board
4 In addition, a demand/energy rate creates 4 should order Hydro to work with Newfoundland
5 timing differences between payments to Hydro 5 Power to complete long run marginal costs and
6 and revenue received from Newfoundland Power’s 6 retail rate design studies. As it is,
7 customers. These timing differences can 7 Newfoundland Power’s customers and Hydro's
8 result in upto an additional five million 8 retail customerswill face a significant rate
9 dollars being paid to Hydro by Newfoundland 9 increase in 2004. The resulting rate
10 Power inthe first year if implementation 10 increases to our customers will provide them
1 occurs other than at January 1st in the year. 1 with a significant incentive to use
12 This will vary depending onthe level of 12 eectricity wisely and conserve where
13 demand charge and the amount of 13 possible. The revised RsPwill provide amore
14 implementation. But based on Hydro’s proposal 14 current price signal as changes in fuel prices
15 it's approximately five million dollars, up to 15 will be quickly reflected in electricity
16 five million dollars.  Commissioners, 16 rates. Thisinturn will create adegree of
17 Newfoundland Power believes that we should 17 rate instability for our customers.
18 consider all of these issuestogether in a 18 Adding further instability to customer
19 coordinated approach. 19 rates by introducing a demand energy wholesale
20 KELLY, Q.C. 20 rate is unwarranted. Newfoundland Power
21 Q. What is Newfoundland Power suggesting that the 21 believes that it would be prudent to allow for
22 Board should do now? 22 asettling period for customers after this
23 MR. PERRY: 23 rate increase. The settling period will allow
24 A. Newfoundland Power believes that the Board 24 time to conduct the studies required and
25 should continue with the energy only wholesale 25 conduct any generic hearingsthat the Board
Page 15 Page 16
1 considers appropriate. 1 rate, but | think you'll recognize this,
2 Q. Mr. Perry, do you have any concluding remarks? 2 particularly Mr. Henderson will at aglance
3 MR. PERRY: 3 I’m sure, asbeing essentially Newfoundland
4  A. TheBoard needsto consider the impact of the 4 Power’srate. Canyou confirm that, isthat
5 proposed demand/energy rateon Newfoundland | 5 correct?
6 Power and its 220,000 customers and Hydro’s 6 MR. HENDERSON:
7 22,000 customers for that matter. The Board 7 A.Yes.
8 should not approve a new wholesale rate 8 Q. I noticelooking at that rate that thereisa
9 structure to Newfoundland Power that creates 9 demand charge, it's-well, it’ s two different
10 additional earnings volatility and rate 10 demand charges. It looks like a seasonal
11 instability andis without any measurable 11 thing which isa littleover $6 akVa and
12 benefit to our customers. 12 there' s also energy charges which are split.
13 Q. Thank you, Mr. Perry. Chair, those are my 13 I’'m just wondering if you can give some
14 questions. The Panel isavailable for cross- 14 indication as to why you understand this rate
15 examination. 15 was designed in this way for these customers?
16 CHAIRMAN: 16 MR. HENDERSON:
17 Q. Thank you, Mr. Kelly. Once again, good 17 A.This ratel believe wascreated in 1987.
18 morning, Mr. Y oung, when you'reready, please. |18 Prior to that we had ageneral service class
19 (9:35am.) 19 for everybody above 100 kVa and when we were
20 MR. YOUNG: 20 reviewing our ratesit was apparent that our
21 Q. Thank you, Mr. Chair. Good morning, Mr. 21 largest group of customerswithin that rate
22 Perry, Mr. Henderson. Mr. O’ Reilly, | wonder 22 class had very good load factors. As aresult
23 if you could bring up CA-215, please, page 3 23 the embedded cost rates were creating certain
24 of 3. Wehavethereat thetop of the page, 24 fairness issues. To solvethose fairness
25 "Rate 2.4, General Services'. ThisisaHydro 25 issues we created the separate rate and
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1 MR. HENDERSON: 1 Newfoundland Power from Hydro's Cost of

2 brought those customers, you know, made this 2 Service study essentially are supposed to be

3 rate applicable to the larger customers that 3 transparent so that the customer actually

4 we have. You know, in so doing we developed 4 receives the costs that are reflected in the

5 the demand charge and the energy charges aswe 5 Cost of Service study that Hydro has, is that

6 felt were appropriate to ensure that there was 6 your answer, isthat what | understood?

7 fairness within the rate that was provided to 7 MR. HENDERSON:

8 those large customers. 8 A.Yes weuse that to, you know, evauatethe

9 MR. YOUNG: 9 fairness of rates.
10 Q. When you say you develop the demand and energy 10 Q. Could you have, if you wished, used an energy
11 rates to ensure their fairness isthat based 11 only rate for this customer classin order to
12 on a Cost of Service study? 12 obtain arevenue requirement that would have
13 MR. HENDERSON: 13 been required from this class to keep them at,
14 A.Yes 14 aswesay theratio of one, would that have
15 Q. Andbased onHydro's, Newfoundland Power’s, 15 been an option? I’'m not suggesting it would
16 both? How do that work? 16 have been a good option, but isit possible?
17 MR. HENDERSON: 17 MR. HENDERSON:

18  A. That'sboth. Inour Cost of Service, we take 18 A.Yes, it would be possible.

19 the demand energy splits that arise from 19 Q. That wasn'tyour choice indesigning this
20 Hydro's Cost of Service and input to our Cost 20 rate, you chose the energy and demand
21 of Service to ensure that what our end 21 differencesthat occurred from the Cost of
22 customers would see would be similar to what 22 Service study, isthat correct?

23 they'd seeif it was avertically integrated 23 MR. HENDERSON:

24 utility. 24 A.Yes. We very much tried to focus on system
25 Q. So, essentidly, the coststhat are sent to 25 cost as opposed to any vagaries of the costs
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1 that show up because of the purchase power 1 those price signalsto your larger general

2 rate structure, 2 service customers, is that correct?

3 Q. SotheCost of Service which has demand and 3 MR. HENDERSON:

4 energy rates reflected or demand and energy 4 A Wdlit'saninput into the rate design. You

5 cost components, it has two commodities 5 know, if you went through our evidence you'll

6 reflected in this rate structure. | think Mr. 6 know that we also factor in the short run

7 Perry just mentioned that Hydro's Cost of 7 marginal costsalso into the rate design so

8 Service study is something that can be used to 8 it's certainly not an exact match by any

9 determine the energy only rate appropriately 9 means, but it'sa maor means by which we
10 and--perhaps actually | can take you to page 7 10 assess fairness.
11 of your evidence. It's at lines 17 to 19. 11 Q. Hydro’'s Cost of Service study gets translated
12 I'll just read afew sentencesin and ask you 12 into rates, in Hydro's GRA's, but not in
13 to comment on them. "Hydro's Cost of Service 13 between, correct? | mean it doesn’t change
14 study properly accountsfor the demand and 14 its rates aside from--which is an energy only
15 energy of all Hydro's customers and allocates 15 rate to Newfoundland Power aside from its rate
16 the amount of demand related costs, energy 16 hearings.
17 related costs specifically assigned costs and 17 MR. HENDERSON:
18 rural deficit to Newfoundland Power." And | 18 A. That’scorrect.
19 takeit from the other comments you' ve made 19 Q. Thereare dight subtle changes with RsPs and
20 that that Cost of Service study from your 20 things like that and on some occasions they’re
21 perspective is quite properly passed on 21 not that subtle and they can be fairly
22 through an energy only rate, but that from 22 significant, but that’s essentially correct,
23 what you just told us a few minutes ago, there 23 isn'tit?
24 were times when you take those components from 24 MR. HENDERSON:
25 the Cost of Service study and actually show 25 A Yes
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1 MR. YOUNG: 1 A .Whatyou'resayingisin between hearingsif
2 Q. Asidefromthat though, for example, if you 2 our load factor changes significantly that we
3 were to go three years between rate hearings 3 will receive a pricing signal more quickly?
4 there wouldn’'t be a specific change between 4 Q.Yes
5 those rate hearings, there would be athree 5 MR. HENDERSON:
6 year break between the changes in the pricing 6 A.lsthat what you'retryingto get at? Like,
7 and consent on, is that correct? 7 you know, from what | understand of Hydro's
8 MR. HENDERSON: 8 codt, that capacity costs are generaly
9 A.Yes fromwhat | understand with the revenue 9 speaking related to long-term investments and
10 required--the rates in between hearings, Hydro 10 over the short term, those costs don't vary
11 continues to recover basically its short run 11 very much. So, if you taketheperiod in
12 variable costs through the RsPs. So to the 12 between hearings, | suspect that if there's
13 best of my knowledge, Hydro continues to 13 any material capital additions, that's
14 recover areasonable level of its cost between 14 probably going to pull Hydro infor arate
15 hearings. 15 hearing asit did thistime with the addition
16 Q. The samplerate which hasthe demand and 16 of Granite Canal. In between hearings the
17 energy component in it, would you agree that 17 demand cost don’'t vary very much and to the
18 it can beor if changes in Newfoundland 18 best of my knowledge, Hydro continuesto get
19 Power’ s rate structure--sorry, in their load 19 their adequate cost recovery. So, | don’t
20 factor, can be reflected more quickly under 20 know if thereis any necessary signa to pass
21 the sample rate, you would see a more 21 through -
22 immediate response to a change as opposed to 22 MR. PERRY:
23 waiting for aload factor change that might be 23 A.It'smy understanding that, you know, there’s
24 reflected in the following GRA? 24 no new demand expected until 2010, 2011, so
25 MR. HENDERSON: 25 really al, you know, inbetween hearings
Page 23 Page 24
1 Hydro gets paid for energy as there's 1 on the go with a bunch of bsm projects because
2 increases in energy supplied, so it gets paid 2 there’s a potential for deferral.  So we can
3 so really there' sno--1 don’'t see any lossto 3 and we always have and we monitor Hydro's
4 Hydro between hearings. 4 capital budgets and we' re familiar with what's
5 Q. Asidefromloss, justthink for a moment if 5 going on, that we know these costs are coming
6 you can, considering how our Industrial 6 down. Sowe get a signal through, you know,
7 Customers rates work though. If they havea 7 what we know is coming down through the
8 changeintheir demand or achange in their 8 system, we don't need it in awholesale price.
9 load factor which changes that shift, they get 9 Q. When Mr. Greneman was on the stand he referred
10 that price signal fairly immediately don't 10 to volatility as being part and parcel, going
11 they? 11 part and parcel with the demand/energy rate
12 MR. HENDERSON: 12 structure. And | suppose your take on his
13 A. Yes, they can do something with it also. For 13 next comment which I'm going to relate to you,
14 us, we supply customers who use the 14 he talked about dynamic efficiency whichis
15 electricity. They’'re the ones who make 15 what | spoke of amoment ago, of the more
16 decisions about e ectricity consumption. They 16 immediate transfer of the signal and changes
17 have the appropriate signals. Providing that 17 that can occur in response to that within
18 signal in the short termto usdoesn’'t do 18 Newfoundland Power’ s customer groups or within
19 anything for us because we're familiar with 19 Newfoundland Power’sratesif they so choose
20 system costs anyway, we seeit through the 20 to do that. Doyou agreethat volatility is
21 system. So we know those costs are coming 21 part and parcel of thedemand/energy rate
22 down. In the late 1980s we knew that 22 structure, going from where we are presently
23 Newfoundland Hydro was staring at a gas 23 with an energy only rate and at the RsPthe
24 turbine, you know, in the early 90s and that 24 way it is?
25 was aflag for ustoindicate we need to get
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1 MR. PERRY: 1 the absolute level of customer rates inits

2 A.lwouldsay yes, that'swhy we have amgjor 2 decisions. In addition, mechanisms such as

3 issue. Like, you know, frankly one of the 3 Newfoundland Power's weather normalization

4 things that Mr. Greneman said which continues 4 reserve and Hydro’'s Rate Stabilization Plan

5 to bother meis, you know, he suggested that a 5 have been established by the Board to provide

6 five million dollar volatility number in his 6 rate stability and predictability to retail

7 view was not a humongous number. | can tell 7 customers. The existence of these mechanisms

8 you, the Board, that it is a humongous number 8 aso provides revenue stability to

9 for Newfoundland Power and | think even the 9 Newfoundland Power and Hydro." Acouple of
10 Board considers it a humongous number in that 10 questions arise from that. One, the Board has
11 it set our range and Rate of Return on rate 11 traditionally stressed stability and rates.

12 baseat plusor minustwo million dollars. 12 Thefact that it wished to have thisissue

13 So, you know, clearly, yes, it'spart and 13 explored further in this hearing, the

14 parcel with a demand/energy rate and it's one 14 demand/energy rate structure, I'll ask you to

15 of the magjor reasons why wedon’'t support a 15 comment on whether you think that that’s an

16 demand/energy rate. 16 indication that perhaps stability is not the

17 (9:45am.) 17 only attribute that they thought was important

18 MR. YOUNG: 18 and some of the other ones perhaps are ones

19 Q.| wonder, Mr. O'Reilly if | could go tothe 19 that they are willing to look at more closely,

20 next page, page 8--alittle further down the 20 do you see that coming from this requirement

21 page, lines 18 and 19. Read the bottom of the 21 of the Board for us to report on demand/energy

22 page and go to thenext page justa few 22 rate structure?

23 sentences, ask you just a couple of questions 23 MR. HENDERSON:

24 of that. It says, "The Board has 24 A.l cannot presuppose what the Board's

25 traditionally stressed stability, fairnessin 25 motivation is beyond knowing that in 1989,
Page 27 Page 28

1 1990 the company, for whatever--for particular 1 know, | wish | could just go off and talk to

2 reasons at that time, came forward looking for 2 the Industrials and say, listen, I'm getting

3 a demand/energy rate. And this issue, | 3 84, I'll pay you 28, | save the difference.

4 suspect substantially because of this 4 Y ou know, | think the Board needs to know what

5 volatility issue and to some extent the rate 5 the right number should be if it’s going to go

6 design issue has ended up never being able to 6 down thepath of settinga demand energy

7 be effectively settled between negotiations 7 charge. And right now, that evidenceis not

8 between usand it'sdragged on. And the 8 before the Board.

9 Board, I’'m sureis seeking resolution to this 9 Q. Now, Mr. Perry, that gives me some trouble
10 issue. Asto whether they in particular are 10 because as | understand the evidence that was
11 seeking resolution because they think that 11 just given afew momentsago, the Cost of
12 there s definitely certain attributes that, 12 Service at Hydro, the embedded Cost of Service
13 you know, it merits, you know, | can't really 13 Hydro uses, isused by Newfoundland Power in
14 say for sure. 14 providing rates to Newfoundland Power’s
15 MR. PERRY: 15 customers and the same rates that Hydro uses
16 A.And theother thingis | think the Board 16 for its customers as we' ve pointed out. Isit
17 continues not to have sufficient information 17 that you don’'t have any faith at al in what
18 to resolve the issue, you know, that’s our-- 18 comesout of theembedded Cost of Service
19 you know, we don’t have--wedon’'t know what |19 study because that gives the $84?

20 the long run cost of operating the system--of 20 MR. HENDERSON:

21 capacity on the systemis. Asking the Board 21 A. | think thisissue of using embedded cost idea
22 to approve $84 islike ashot in the dark to 22 with regard to rate design is--you got to go
23 me. You know, what happensif it's not the 23 back to Bombright’s principlesand realize
24 right number? It’sincenting us to go out and 24 what the objective of good rate designs.

25 do programs that, you know, up to $84 whenwe |25 Y ou're balancing off fairness and efficiency
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1 MR. HENDERSON: 1 it, therefore, there’'s no fairness issue.
2 issues. And for fairnessissues, which isthe 2 Therefore the only issue with regard to the
3 alocation of costs appropriately between 3 wholesale mill rate isreally efficiency. And
4 customers, you’'ve got more than one customer 4 if efficiency is the only real reason which
5 inaparticular class. When| go to set the 5 seems to be what everybody istalking about,
6 rate to make sure this person’s paying the 6 an incentive for potentially DsM, you know,
7 appropriate amount versus that much, you need 7 possibly aneed to make sure Newfoundland
8 demand/energy rate from an embedded fairness 8 Power setsits rates more efficiently in terms
9 perspective to allocate the cost between them 9 of rate options. Theseareal efficiency
10 properly. Andthat’'s thefairness issues. 10 arguments and efficiency requires marginal
11 From an efficiency perspective to the extent 11 costs as | believe, you know, Hydro's experts
12 to which you have goodlong run margina 12 support, along with all the other Cost of
13 costs, you build them into your rate designs. 13 Service experts. So, that’ sthe real issue
14 Y ou know, efficienciesis aprimary criteria 14 we'retrying to deal with here and the Board
15 for probably rate options and it may be 15 doesn’t have that.
16 weighted a ot higher when you just start 16 MR. PERRY:
17 developing rate optionsto ensurethings are 17 A.Infact, | think there's an RFI that Hydro
18 efficient, because customers aways have the 18 acknowledges that bsm programs should be
19 optionto go onthis rateif they consider 19 evaluated based on marginal costs. And, you
20 themselves unfairly treated, if you want to 20 know, sending us asignal of $84 that yesan
21 look at it that way. With regard to the 21 embedded cost number is mathematically correct
22 wholesale rate for Newfoundland Power, 22 based on embedded costs, suggests to us that
23 Newfoundland Power isthe only personwhois 23 that’ s the number we use as a benchmark to go
24 under this energy only rate. Hydro recovers 24 out and find DSM programs. Y ou know, | guess
25 itsfair cost from the Cost of Service through 25 the Board could order us after it ordersthe
Page 31 Page 32
1 demand/energy rate put in place, say, 1 about aligning rates with integrated resource
2 Newfoundland Power even though we set at $84, 2 planning, trying to deal with this efficiency
3 you can't spend the $84 tolook for Dsm 3 issue. Andthen hetalked about, yes, alot
4 programsand put a conditionin like that. 4 of jurisdictions do have rates based on
5 But, you know, again, what’sthe purpose of 5 embedded costs that’ s probably inappropriate.
6 doing that. 6 It's an inappropriate emphasis put on embedded
7 MR. YOUNG: 7 costs.
8 Q. Youseemto takeadifferent perspective on 8 MR. PERRY:
9 that than most of the experts|’d suggest to 9 A.ljustwant togo to NP-178 because | think
10 you who have appeared here. Mr. Patrick 10 Hydro itself answersits question on this, if
11 Bowman indicated that he didn’t see the link 11 wecould. | believethe way | understand
12 between the marginal cost study and the 12 this, anyway. If you godowntoline 15it
13 demand/energy rate structure. And some of the 13 says, "Hydro believesthat the demand/energy
14 other experts haveindicated, Mr. Greneman, 14 rate structure provides an efficient pricing
15 that the marginal cost study can be used after 15 signal since it serves the dual purpose of
16 thefact to finetune, tweak | think isthe 16 collecting embedded demands costs while also
17 word, the rates, but that pricing the two 17 providing amarginal pricing signal and thus
18 components; demand and energy, fromaCost of |18 itisin the long-term best interest of system
19 Service study, from an embedded basisis a 19 expansion planning.”  So, you know, | think
20 very traditional rate making principle. 20 Hydro is saying, you know, that it isasignal
21 MR. HENDERSON: 21 that you’ re planning on sending to us and if
22 A.That'sright. If youlook to Larry Brockman's 22 that signal, if DSmis tobe valued at a
23 testimony, he alluded to astudy, | believe 23 marginal cost, | think that if the Board in
24 that was done by NARUC, the regulatory 24 its wisdom, wants a demand/energy rate, |
25 association in the United States and it talked 25 think the rate should reflect marginal cost

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 29 - Page 32




December 9, 2003

Multi-Page™

Verbatim Court Reporters

Page 33 Page 34
1 MR. PERRY: 1 time. And to suggest that $84 is going to
2 principles rather than embedded cost 2 send us the right number, right signal, | have
3 principles. 3 trouble with that. It may turn out to be that
4 MR. YOUNG: 4 number, but | think the prudent approach isto
5 Q. Weél, it doesabit of both doesn’t it? Asl 5 do the work, do the study and thenif the
6 read that sentencel seethat the $84 per 6 Board decides to put in a demand/energy rate,
7 kilowatt per year is collecting the embedded 7 then at least it will be based on the
8 demand costs, but it also does--and Mr. 8 appropriate number.
9 Banfield touched on thiswhen hewas on the 9 Q. Going back to the--we don’t need to go back to
10 stand--it also does a fairly good job of 10 it because | read in parts of your evidencein
11 reflecting the long run marginal costsif you 11 relation to some of the issues that the Board
12 use aproxy as apeaker. | mean - 12 has stressed, the stability and things of that
13 MR. PERRY: 13 nature and part of that passage a so referred
14 A. | guessthat’s why we have problems - 14 to things the Board has looked at before for
15 Q.- it seemsto be added comfort from our point 15 rate stability. For example, Newfoundland
16 of view. | don't know why you would take it 16 Power’ s weather normalization reserve; Hydro's
17 differently. 17 Rate Stabilization Plan. | think you' d agree
18 MR. PERRY: 18 with me that those two measures were moves to
19 A.l think, Mr. Young, that’swhere we have 19 moderate or attenuate the volatility in the
20 problems. If we used a proxy--you know, this 20 past, isthat correct?
21 information can determine, the right numbers 21 MR.PERRY:
22 can be put in front of the Board. We do know 22 A. Sorry, Mr. Young, where are you?
23 that Hydro has discontinued an interruptible 23 Q. Wdll thereference | was reading fromwasin
24 contract for $28, so that’s the real evidence 24 your evidence on page 8.
25 that’sin front of the Board at this point in 25 MR. PERRY:
Page 35 Page 36
1 A. Okay, yes. Bottom of page 8. 1 canvassed other jurisdictions, have you
2 Q. It'sdtill onthe screen, actually. 2 considered what might occur where distributing
3 MR. PERRY: 3 utilities buy purchased power under a
4 A Perfect. 4 demand/energy rate structure to deal with an
5 Q. Lines18to--and it goesto the next page. 5 issue like this?
6 MR. PERRY: 6 MR. PERRY:
7 A Okay. 7  A. Generdly, obviously thefirst one you haveto
8 Q. I'mjust wondering if you'd agree with me that 8 deal with isweather normalization and | think
9 those two measures, the Newfoundland Power’s 9 Hydro has acknowledged that, you know, we'd
10 weather normalization reserve and Hydro’ s RSP, 10 have to work on figuring out how to normalize
11 they’re essentially means that the Board has 11 the demand and the work is not done yet, but
12 used in the past and has approved to deal with 12 we believe that it could be--we could agree
13 some volatility issues that have occurred even 13 with Hydro on an approach for that. | guess
14 under the energy only rate, would you agree? 14 the next solution that could be made is some
15 MR. PERRY: 15 sort of reserve mechanism where the variance
16 A.Yes 16 gets placed in areserve account, abalance
17 Q. I’'mjust wondering, under the sample rate, 17 sheet account I'll call it that is--you know,
18 your concern has been expressed that perhaps 18 SO our earnings are not impacted. And that
19 more volatility could occur and | think Mr. 19 account, | guess there’'s a couple of
20 Greneman agrees that under the sample rate or 20 approaches. Oneisit’s aflow through, you
21 ademand/energy rate structure, at least some 21 know, once you put the balance in the
22 volatility goeshand in hand withiit. Have 22 following year, customer rates are impacted,
23 you looked at other means that may be used by 23 or another mechanism probably similar to our
24 Newfoundland Power, on its own side, to 24 Hydro equalization reserve where it balances
25 address these volatility issues? Have you 25 out over time. But that presents some
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1 MR. PERRY:

2 problems because we have this floor that Hydro
3 has for their protection, we have our cap on

4 Newfoundland Power’ s earnings so we' d have to
5 factor all that in so it wouldn't be easy to

6 develop thisbut, you know, itisl think a

7 possible solution to the volatility problem is

8 to put in some sort of reserve mechanism.

9 MR. YOUNG:

10 Q. Thank you, that’s all my questions, thank you.
11 CHAIRMAN:

12 Q. Thank you, Mr. Young. Good morning, Mr.
13 Browne.

© 00 N o ok~ WODN P

10
11
12
13

Page 38
Vice President and Treasure of Abitibi
Consolidated.
Q. And you were one of a number of vice-
presidents?
MR. PERRY:
A.Yes.
Q. At Ahitibi -
MR. PERRY:

A. Yes, that is correct.

Q. And you joined in April, 2000. And upon
joining Newfoundland Power, did you take any
coursesin rate design?

MR. PERRY:

14 BROWNE, Q.C.: 14 A.No. | wentto grade school, as| said to you
15 Q. Good morning, Mr. Chairman. Good morning, Mr. 15 once before, with Mr. Alteen, but no formal
16 Perry, Mr. Henderson. Mr. Perry, let’s go 16 courses.
17 over someof your basic qualifications to 17 Q. So you had conversations with Mr. Alteen, who
18 speak to theseissues. When did you join 18 was your -
19 Newfoundland Power? 19 MR. PERRY:
20 MR. PERRY: 20 A. And Mr. Henderson.
21 A. April 2000. 21 Q. And have taken any since the time of the last
22 Q. And upon joining Newfoundland Power where did 22 hearing?
23 you come from? 23 MR. PERRY:
24 MR. PERRY: 24 A.No, | haven't, Mr. Browne.
25  A.lwaswith Abitibi Consolidated. | wasthe 25 Q. Soyou're herepurporting to be aCost of
Page 39 Page 40
1 Service expert? 1 A. Phillip Hughsisthe President; Earl Ludlow is
2 MR. PERRY: 2 VP Operations; I'm the Chief Financial
3 A. Definitely not. 3 Officer; and Michael Mulcahy isthe Vice-
4 Q. Theinformation you have in reference to Cost 4 President of Customer Serviceand Corporate
5 of Service issues and the like would come from 5 Administration; and Peter Alteen is our
6 others? 6 Corporate Secretary.
7 MR. PERRY: 7 Q. Sothere' safive-member executive?
8 A.Yeah. cFo, Mr. Browne, you know, obviously | 8 MR. PERRY:
9 haveto take input from Mr. Henderson and 9 A. Thatiscorrect.
10 other people to make decisions and, you know, 10 Q. lthought| had heardinthe press that Mr.
11 to come to conclusions on how Newfoundland |11 Hughs had gone. Is he still there?
12 Power would be impacted by Hydro’s proposal. 12 MR. PERRY:
13 o, yes, | do take input from others. 13 A. Heisthere until the end of this year, Mr.
14 Q. And you are currently Vice-President--or 14 Browne.
15 you're currently cFo at Newfoundland Power, is |15 Q. And are you--what’ s your status?
16 that your position right now? 16 MR. PERRY:
17 MR. PERRY: 17 A.I'm actualy taking a new role, as well.
18 A. That’scorrect. 18 Effective January 1st I'll be the Chief
19 Q. Andyou're amember of the executive there at 19 Financial Officer of Fortis.
20 Newfoundland Power? 20 Q.Asof January 1?
21 MR. PERRY: 21 MR. PERRY:
22  A.Yes | am. 22  A.Yes.
23 Q.And who is on the executive there at 23 Q. AndisMr. Ludlow still there?
24 Newfoundland Power these days? 24 MR. PERRY:
25 MR. PERRY: 25  A.Yes, currently he's ftill there. He's -
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Page 41 Page 42
1 BROWNE, Q.C.: 1 within the range of return that the Board has
2 Q. lshegoing aswell? 2 specified.
3 MR. PERRY: 3 Q. Okay. And that range of returnis what for
4 A He's doing some stints out west. It's 4 20037
5 possible he may move out west, but it’s not 5 MR. PERRY:
6 finalized yet. 6 A.l believeit's between something like 8.9
7 Q. And Mr. Mulcahy is till there and Mr. Alteen? 7 percent and 9.2 percent.
8 MR. PERRY: 8 Q. Andfor 2004 isit the same?
9 A. Absolutely, yes, heis. And just to complete 9 MR. PERRY:
10 the picture, Mr. Browne, as the Board would be 10 A.Yes
11 aware, Mr. Carl Smith has been appointed the 11 Q. And what are you able to achieve on your Rate
12 President and CEO as of January 1st. And the 12 of Return on Equity in reference to the
13 Board would be familiar with Mr. Smith and | 13 current Board order?
14 think you would, as well. 14 MR. PERRY:
15 Q. Andyour concern here in coming before the 15  A. Commissioners, the current order set rates
16 Board is dealing basically with volatility in 16 using 9.75 percent Returnon Equity. The
17 earnings, isthat your major concern? 17 Board aso indicated to the Company that there
18 MR. PERRY: 18 was arange of about approximately 50 basis
19 A. As well, nobenefit to customers of the 19 points abovethat 9.75 before a rate review
20 Demand/Energy Rate that’ s being proposed. 20 could be triggered.
21 Q.And in reference to your first concern, 21 Q.So-
22 volatility in earnings, how are you doing with 22 MR. PERRY:
23 your earnings? 23 A.Or, actualy, not a ratereview. That's
24 MR. PERRY: 24 probably not the right word. A review by the
25  A.We'redoing okay thisyear. We're, you know, 25 Board could be triggered.
Page 43 Page 44
1 Q. Soyou can earn up to 10.25 percent? 1 number, but if you've checkedit, I'll rely
2 MR. PERRY: 2 that it’ s the right number.
3 A.That'scorrect. 3 Q. Soyou say subject to check -
4 Q.Okay. Andin referenceto 2003, isthat where 4 MR. PERRY:
5 you’ re headed? 5 A Yes
6 MR. PERRY: 6 Q. -it'snot abad estimate? In referenceto
7 A. |l hope so. 7 thisvolatility issue, therefore, your rate
8 Q. Doyou have any idea? 8 right now and your rate for 2004 has been set
9 MR. PERRY: 9 by the Board?
10 A.No. Mr.Browne, we're, you know, we're 10 MR. PERRY:
11 tracing it at 9.75to 10 range at this point 11 A. Customer rates are set for 2003 and 2004,
12 intime. 12 absolutely.
13 Q. Andin actual earnings, in actual profit that 13 Q. And then for 2005, 2006 and 2007 you go on the
14 you've made up to the end of your third 14 Automatic Adjustment Formula, isthat correct?
15 quarter, what had your profitability been? 15 MR. PERRY:
16 MR. PERRY: 16  A. That iscorrect.
17 A.ldon't havethat number off thetop, Mr. 17 Q. Okay. In 2003 the Board set your rate in part
18 Browne, for the three quarters. It's public 18 based on the long-term Canada, is that
19 information available, | just don’t haveit on 19 correct?
20 the top of my head. 20 MR. PERRY:
21 Q. Does 24 million to 25 million sound familiar, 21 A.Yes, that’s correct.
22 perhaps? 22 Q. And the long-term Canada at the time was what,
23 MR. PERRY: 23 do you remember that?
24 A. | think it does, but | would rather just, you 24 MR. PERRY:
25 know, if you--you know, we can give you the 25 A.ldon'trecal.
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1 BROWNE, Q.C.: 1 the long Canadas go up, go down after they're
2 Q.Does5.6, 5.65 sound familiar? 2 set. But mathematically, you're right in that
3 MR. PERRY: 3 the current rate isabout 25 basis points
4 A Yeah. | thinkit'sactually 5.6. | was--you 4 lower than when rates were set.
5 know. Itis5.6 wasthe base. 5 Q. Andthat current rate will prevail for 2004,
6 Q.ltis5.6. Andwhat isittoday, thelong- 6 you rates will be set as if the long-term
7 term Canada? 7 Canadas were at 5.6?
8 MR. PERRY: 8 MR. PERRY:
9 A.lI'dsay long Canadais right now around 5.3, 9 A. Absolutely.
10 5.35, something like that. 10 Q. Despitethe fact that they might be at 5.3?
11 Q. Soit's 5.3,5.35. Sobasedon that, your 11 MR. PERRY:
12 rates are set 25 basis points above the 5.60, 12 A. Or they might be at 5.9.
13 isthat correct? 13 Q. And also, isyour--when your rateswere set,
14 MR. PERRY: 14 they were based on your forecasting of short-
15 A. Canyou repeat your question, Mr. Browne? 15 term interest rates, aswell?
16 Q. Based on that your ratesare set 25 basis 16 MR. PERRY:
17 points above the current long-term Canada, the 17 A. A certain part of our debt isforecasted to be
18 long-term Canadais five, I'm sorry, 5.3, 18 short-term debt, so we would have had a short-
19 threeis 30 basis points, right, to 5.6? 19 term interest rate forecast aswell, yes.
20 MR. PERRY: 20 Q. And the short-term interest rate forecast that
21 A.l wouldn't answer you--1 wouldn’'t ask the 21 you presented the Board with in 2003 would be
22 question the way you' ve asked it, Mr. Browne. 22 what?
23 The rates today are 25 basis points lower than 23 MR. PERRY:
24 when rates were set. That's anatural thing. 24  A.| can't recal the actual number, Mr. Browne.
25 Y ou know, rates are set at a point in time and 25 It was probably around four percent, | think,
Page 47 Page 48
1 something like, | think. | think it wasfive 1 go up, some go down and the range of Return on
2 percent for next year and four percent for 2 Rate Baseis there to accommodate for those
3 thisyear, if | recall correctly. 3 fluctuations, so that's essentially how it
4 Q. Would five--yeah, okay, five percent or 5.25 4 works. You can't set rates every day,
5 percent, in that range? 5 basically. You set them for periods of time
6 MR. PERRY: 6 and you have a mechanism in place to monitor
7 A.For 2004, yeah. 7 the returns. And obviously the Company always
8 Q.Anddoyou haveany ideaof what the short- 8 has the choice to come back inif thingsgo
9 term interest rates are now? 9 al against it, but you know, so yes,
10 MR. PERRY: 10 interests, we' re hopeful that we can make some
11 A. We're borrowing about, | would say, at about 11 gainson the short-term interest side next
12 threeand a half percent right now, three 12 year becausewe're going to need them to
13 twenty-five to three and a half percent. 13 offset some increases in some other areas that
14 Q. And for 2004 your rateswill be set based on 14 we have.
15 the forecast, the forecast of your embedded 15 Q. But basically in terms of volatility you have
16 cost of short-term debt as if it werefive 16 two good numbers in your favour as we sit, you
17 percent despite the fact you're getting the 17 have the 5.6 rate despite the fact the long-
18 lower figure? 18 term Canadas at 5.3 and you also have the
19 MR. PERRY: 19 short-term, the short-term borrowing, the cost
20 A.That'scorrect. But again, it’sthe natural 20 of embedded debt which you have booked in at
21 way that rates are set. | will tell you that 21 five despite the factit's three or below
22 we have--we' re gaining on--we expect, | would 22 three now?
23 say, to gain some on the interest side. But | 23 MR. PERRY:
24 cantell you we'relosing alot on pensions 24  A.Yeah,| agreewiththat. Butl would aso
25 and insurance costs. These things go up, some 25 add, we have a couple that are not in our
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1 MR. PERRY: 1 A.I'mnot. | hopethat’sthe case.
2 favour that are very similar in size, aswell. 2 Q. Andif that' sthe case, you'd be getting the
3 BROWNE, Q.C.: 3 benefit of that, aswell?
4 Q. And in terms of volatility in your 4 MR. PERRY:
5 forecasting, how--have you been monitoring 5  A. Commissioners, you know, this year the economy
6 your forecasting in reference to housing 6 of the island seems to be doing well, and
7 starts and the like, how well have you been 7 obviously Newfoundland Power, you know,
8 doing there? 8 benefits from that and it's a positive thing.
9 MR. PERRY: 9 We still are seeing areal split between rural
10  A. I think our customer growth is about point one 10 areasand the Avalon, that's till evident,
1 of a percent ahead of where we had expected it 1 but, you know, growth istracking slightly
12 tobe. I think point onel think is about 12 ahead of where we had expected it to be.
13 200, 200 houses or something like that. 13 Q. You'restating that the Demand/Energy Rate
14 Q. Soyou're 200 up thus far? 14 would not be beneficia to consumers. Isthat
15 MR. PERRY: 15 your evidence?
16 A.Yeah. | think that’s--if | recall correctly, 16 MR. PERRY:
17 we're about point one of a percent ahead, so 17 A.Yes. What we'resaying isthat we would--
18 220,000 customers is about 200 or so 18 because 92 percent of all our customersare
19 customers. 19 domestic and small general service customers
20 Q.AndlI think I just heardinthe pressCcMHC 20 where, you know, it's basic standard industry
21 stating that the vacancy rate for apartments 21 practice that they’re not on a Demand/Energy
22 inthe urban areas, in particular, in St. 22 Rate, we wouldn’t change anything for those
23 John's, isat an all time low of two percent 23 customers. And when you look at the remaining
24 or three percent. Are you familiar with that? 24 customers, we aready have demand rates in
25 MR. PERRY: 25 place for them, so we wouldn’t change anything
Page 51 Page 52
1 there. So, we said it’s no benefit from the 1 akilowatt. So that’swhat we're staring at.
2 rate for those customers.  And then when you 2 Q. We've had evidence from Mr. Greneman in this
3 start looking at the other issueswith the 3 proceeding. And, Mr. O’Relilly, if wecan go
4 rate, we sort of say, why would you go ahead 4 to the transcript of November 14, 2003 at page
5 with this. 5 21? And | asked Mr. Greneman the question at
6 Q.But isn'tit true that therewould be a 6 line 21, "And the rates will go down because
7 positive aspect to the introduction of the 7 there will not be as great a capital outlay?'
8 Demand/Energy Rate for consumers generally? 8 And | was spesking in reference of the
9 Do you know of any positive aspect that there 9 Demand/Energy Rate. And his answer was, "It's
10 might be? 10 not necessarily inthevery immediate term,
11 MR. PERRY: 11 but in the longer term it may defer the next
12 A.No. Onecould--you know, what you keep 12 plant and therefore will eventually be alower
13 hearing isthat itwill send asigna to 13 outlay and there actually could be a present
14 Newfoundland Power to go out and do DSM, to 14 worth effect of that." And then | asked him
15 control growthin demand on the system. We 15 again, "So with a Demand/Energy Rate we should
16 believe that you don't need to have a 16 see eventualy reduced capital budgetary
17 Demand/Energy Rate to do that. What we need 17 expenditures by Power and indeed by Hydro?'
18 isto know what is cost effective to spend on 18 And he says, "That would be my expectation."
19 DSM and at thispoint in timewe don't have 19 And then | asked him, "And therefore,
20 that evidence; Hydro doesn’t have it and the 20 ultimately the consumers wouldn’t be paying
21 Board doesn’t have it. The only piece that we 21 for what isnot realy necessary on the
22 do have isHydro hassaid they have ample 22 system?' And he said, "And that’s correct.”
23 capacity, there's no capacity issueon the 23 With a Demand/Energy Rate would you anticipate
24 system and that they just turned down a--or 24 your capital expenditures would come down?
25 not extended a deal with Stephenville for 428 25 (10:16 am.)
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1 MR. HENDERSON: 1 don’'t agree, | suspect, with the premise by
2 A.Witha Demand/Energy rateitself, no. As 2 which Mr. Greneman is coming forward with
3 we' ve described, and maybe Mr. Greneman really 3 those statements. And as far as I'm
4 doesn’t appreciate the extent to which we do 4 concerned, if the Board establishes some kind
5 this, wefocus on system cost. Or rates 5 of process for evaluating DSM against system
6 reflect system costs. DSM needs to be 6 costs, which has never really gotten off the
7 evauated based on system costs. They don't 7 ground hereand had, you know, had these
8 need to be evaluated against purchased power 8 marginal costs or has the necessary studiesto
9 rates. Purchased power ratessignal at the 9 do appropriate rate designs, we will get the
10 best of timesisnot going to--is only going 10 benefitsand it won't be attributed to the
11 to bean approximation of system costs. So 11 Demand/Energy Rate, it would be attributed to
12 you need to evaluate all these things against 12 the studies that have been done.
13 system costs. | think Mr. Greneman alluded to 13 Q. Inreference to your testimony, Mr. Perry, can
14 Newfoundland Power might make a changein its 14 you go to page 5 of your evidence, please, of
15 rates. It might be incentive to do some kind 15 September 2, 2003? And at line 6 you state,
16 of bsm. I think in light of his anticipation 16 "The use of an energy-only rate for domestic
17 that maybe we will be doing something because 17 customers and small general service customers
18 of the Demand/Energy Rateitself that there 18 asa common hilling practice among Canadian
19 may be some long-term benefits. What we do is 19 utilities." What do you mean by that?
20 we focus on system costs as if we're a 20 MR. PERRY:
21 vertically integrated utility, you know, as if 21 A. Most Canadian utilities bill their customers,
22 we're dl one, to make sure things are 22 domestic customers on an energy-only rate.
23 optimized with regard to our customers, so as 23 For example, Nova Scotia Power, Maritime
24 we best optimize EPCA Act, that type of stuff, 24 Electric, NB Power, Hydro Quebec, Hydro 1,
25 right. Soasaresult, | don’t, you know, | 25 Ottawa Hydro, Manitoba Hydro, Sask Power,
Page 55 Page 56
1 ENMAX, AquillaB.C., B.C. Hydro are all on an 1 Sothey doit, | know they purchase their
2 energy-only rate. 2 energy and capacity separately. And in
3 Q. Butisn'tit truethat these utilities, for 3 talking to them | understand they’re paying
4 themost part, purchase on a Demand/Energy 4 something in the order of $2 a kilowatt month
5 basis? 5 for purchasing capacity during the winter.
6 MR. HENDERSON: 6 So, you know -
7 A.Wadl, if yougoto how people purchase their 7 MR. PERRY:
8 power on themainland, | think there is 8 A.And they alsohave reserves in place to
9 multitude of methodologies by which they 9 mitigate volatility aswell, Mr. Browne, so.
10 purchase their power. They purchase power 10 Q. Yes. Becausel asked al the experts who came
11 under long-term contracts, under a mixture of 11 forward here to name for me any other
12 terms and conditions. They may purchase their 12 jurisdiction in Canadathat sells power on an
13 energy requirements versus their capacity 13 energy-only rate, and they came up with two, |
14 requirements separately. They--you know, I'm 14 think, which they referred to as anomalies,
15 sure some of their rates may be a 15 the Y ukon and some other place close by.
16 Demand/Energy Rate. But there' s a plethora of 16 MR. PERRY:
17 ways inwhich a lot of utilities on the 17 A. Doyou mean buy power at an energy-only rate
18 mainland purchase their power. Y ou know, it's 18 or?
19 avery much different situation than we have 19 Q. Yes. That would be comparable to yourselves,
20 here in which you have one distributor and one 20 you know. And they referred to you, | think
21 seller and there's only onerate out there, 21 one of the witnesses referred to Newfoundland
22 you know, generally speaking. | know with 22 Power asan outlier inreference to this
23 Maritime Electric they purchase power off New 23 particular matter.
24 Brunswick and Nova Scotia and occasionally, | 24 MR. PERRY:
25 think, Maine and even Hydro Quebec at times. 25 A.lguess-
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1 BROWNE, Q.C.: 1 anumber of years and been on coursesin the
2 Q. Now, Mr. Henderson, | notice you' re answering 2 States, I'veread alot of course material,
3 here. You're not purporting to be a Cost of 3 I’ ve been obviously involved with Mr. Brockman
4 Service expert yourself, are you, just to 4 quite a bit and he’ s done training courses for
5 clarify for the record? 5 public utility reports or whatever, so he'san
6 MR. HENDERSON: 6 experton it. And| guesseverybody gets
7 A.I’'mquite familiar with Cost of Service. I've 7 their training and eventually becomes somewhat
8 - 8 of an expert onit. You know, | feel | know
9 Q. Andl grant youthat. But areyou - 9 him fairly well.
10 MR. PERRY: 10 MR. PERRY:
11 A. Hesanexpertin my eyes, Mr. Browne, | know 11 A.Wedon't pay him extra, Mr. Browne.
12 that. 12 Q. Heshould get a bit of an extra cheque, maybe
13 Q. just want to get on the record what he' s--if 13 in Mr. Brockman’s style. But in any case, Mr.
14 he’' s an expert, if he's purporting to be an 14 Brockman was asked that very question
15 expert. Have you been declared an expert asa 15 concerning other jurisdictions by Mr. Y oung.
16 Cost of Service expert in the same vein asthe 16 And if we can go to the transcript of November
17 Mr. Bowmans and Mr. Greneman? 17 18, 2003? Mr. Brockman was your own Cost of
18 MR. HENDERSON: 18 Service expert presented in this hearing,
19 A.lguess if someother utility wanted meto 19 correct?
20 testify on their behaf in another 20 MR. HENDERSON:
21 jurisdiction, I'd be called an expert there. 21  A. That'scorrect.
22 You know, | don’'t know how you develop the 22 Q. And previously in previous hearings he had
23 criteriaasto what isan expert. 1I'mvery 23 presented himself on your behalf asin favour
24 familiar with theissues of Cost of Service. 24 of the Demand/Energy Rate in hearingsin 1990
25 I’ve, you know, been involved in doing it for 25 and 1992. Isthat correct, Mr. Henderson?
Page 59 Page 60
1 MR. HENDERSON: 1 relatively large wholesale distributing
2 A.That'scorrect. 2 utilities such as Hydro and Newfoundland
3  Q.But now he's come forward saying that he 3 Power?' And Mr. Henderson, can you read what
4 doesn’'t favour the Demand/Energy Rate but 4 Mr. Brockman told us in reference to this?
5 favours the energy-only rate, isthat correct? 5 MR. HENDERSON:
6 MR. HENDERSON: 6 A."Wadl, it is true that in that sense
7  A.That'scorrect. 7 Newfoundland isan outlier. | think | even
8 Q.Okay. Andhewas askedby Mr.Youngin a 8 testified to that at some point in time over
9 question, November 18th, 2003 to state--and | 9 the last--1 can’'t remember all the things I’ ve
10 think Mr. Young begins his--it's a long 10 said over the last 13 years, but you are a bit
11 question, actualy, like one of mine. On page 11 of an outlier." Will | go on?
12 18, line 4 he says, "Mr. Brockman, | believe 12 Q. Sure
13 you were present in the room the last few days 13 MR. HENDERSON:
14 when the rate design relationship that Hydro 14 A."Most very large customers are on
15 has with Newfoundland Power at present, being 15 Demand/Energy Rates. | would point out that
16 the energy-only rate has been discussed. You 16 sometimes when people start counting the
17 probably heard Mr. Patrick Bowman describe 17 number of jurisdictions that it entailsin the
18 Demand/Energy Rates as the norm. Y ou probably 18 U.S, it's redly only one jurisdiction,
19 heard Mr. Greneman refer to energy-only rates 19 that's the FERC. They regulate all the
20 as being an anomaly. And yesterday Mr. Doug 20 wholesale power rates. It's not like all 50
21 Bowman referred to the present situation of an 21 states say, well, we're going to have
22 energy-only rate with Newfoundland Power as 22 Demand/Energy Rates. They regulate the local
23 being an outlier, | think his termwas. 1I'm 23 utilities. The FERC regulates the wholesale
24 just wondering what your sense of thisis, how 24 rates and, you know, the local jurisdictions
25 common are energy-only rates between
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1 MR. HENDERSON: 1 makes us unique. And the effect of which
2 have to deal with the volatility. This 2 utilitieson the mainland are ableto deal
3 particular jurisdiction is unenviable or 3 with volatility because of their options, you
4 unenviable position to actually--of actually 4 know, | can't speak to. But it just goesto
5 regulating both the wholesale rate and the 5 show that the situation in Newfoundland is
6 retail rates. But, yes, it’'sfairly common. 6 considerably different than you would find,
7 Then again, Newfoundland Power’s isa lot 7 you know, on the North American grid.
8 different looking than most of the utilities 8 Q. Hementioned in his answer there that it's on
9 inNorth Americain termsof its hydraulic 9 account of the hydraulic mix that that would
10 mix, as you know, in terms of being isolated, 10 be a distinguishing factor. Do you agree with
11 and soon. Butl certainly can't argue that 11 that, that that would bea distinguishing
12 it doesn’t--it’s not an outlier.” 12 factor that would suggest an energy-only rate
13 BROWNE, Q.C.: 13 would be applicable for Newfoundland Power?
14 Q. Now, areyou heretelling ustoday it is-that 14 MR. HENDERSON:
15 that’ s not correct? 15 A. | think what he’ s speaking to with regard to
16 MR. HENDERSON: 16 hydraulic makes Newfoundland--the
17 A.No. | agreethat Demand/Energy Rates, | would |17 interconnected system on Newfoundland somewhat
18 say probably, except for the two, distribution 18 unique. You know, theré'sa lot of other
19 utilities generally purchase power under 19 aspects that make it unique, it being isolated
20 demand, a mixture of demand and energy rate. 20 from the North American grid and so on. With
21 Newfoundland Power isin somewhat of aunique |21 regard to why we have an energy-only rate, |
22 situation, as Mr. Brockman talks about here, 22 suspect ther€’ s other unique circumstances
23 and, you know, unlike a lot of jurisdictions 23 that attribute to that being aviable option
24 in North America, I'd say we have much less 24 in Newfoundland and it's been viable, you
25 choice in where we purchase our power, so that 25 know, ever sincewe started purchasing off
Page 63 Page 64
1 Hydro back in the’60s, and it’s still viable. 1 Q. Andthese two companies, are they in fact on a
2 On the mainland where you probably have quite 2 Demand/Energy Rate?
3 anumber of customers under the same rate, 3 MR. PERRY:
4 that energy-only rateis probably not viable 4 A I'lltak toB.C.. Maybe youcantak to
5 because you have fairness concerns which arise 5 Alberta. | think Alberta--B.C., sorry, they
6 which means that you'regoing to have one 6 generate 50 percent of their own power. It's
7 customer pitted against the other saying that 7 very much a vertically integrated company.
8 I’m not being allocated the right rate, I’'ve 8 And they purchase 25 percent under an energy-
9 got abetter load factor. Those things will 9 only rate from a hydroelectric operator. And
10 happen necessitating Demand/Energy Rates. 10 then the remaining 25 percent, they purchase
1 Newfoundland, the situation in Newfoundland is |11 from B.C. Hydro under a Demand/Energy Rate.
12 unique and as aresult an energy-only rateis 12 So they buy 25 percent of their power
13 perfectly viable here. 13 requirements under Demand/Energy Rate and
14 Q. Now, in referenceto thecurrent situation 14 thereis a reserve mechanism to deal with
15 with Newfoundland Power, it's my understanding |15 volatility for that 25 percent aswell. In
16 that Fortisis in the process of purchasing 16 Alberta, can you comment? |I'm not -
17 two new utilitiesin Canada. |sthat correct, 17 MR. HENDERSON:
18 Mr. Perry? 18  A. Alberta, all | know isthat we are basically a
19 MR. PERRY: 19 poles and wire company. We aren’t aretailer.
20 A.Yes 20 Therefore, we're not responsible for the--what
21 Q. And those utilities that they are purchasing, 21 | understand, and Barry can correct if -
22 can you name those for us? 22 MR. PERRY:
23 MR. PERRY: 23 A.You'reright.
24 A.They are Aquilla British Columbia and Aquilla 24 MR. HENDERSON:
25 Alberta. 25  A. - that we're not obligated for any of the
Page 61 - Page 64
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1 MR. HENDERSON: 1 Columbia, and you're heretelling us that a
2 differencein costs between energy salesto 2 Demand/Energy Rate would not be beneficial in
3 customers and energy purchases. The utility 3 Newfoundland because of volatility in
4 isprimarily affected by itsown poles and 4 revenues. Do you see some inconsistency in
5 wirescosts. Therates are unbundled, asa 5 that, perhaps?
6 result you have a substantial flow-through of 6 MR. PERRY:
7 any purchase power costs. So with respect to- 7 A.No, obviously on the face of it, it's
8 -you know, | don't know to what extent it 8 inconsistent when you look at it, but you
9 actually is obligated to purchase power and 9 know, every utility is different. Every
10 sell it to customers. It'sadifferent kind 10 regulator has different views in most cases.
11 of arrangement. 11 You know, | think when | look at the Fortis
12 MR. PERRY: 12 Companies, they all have unique things that
13 A.Justtogive you asense, Mr. Browne, in my 13 they do and you know, it’ s--you know, when you
14 understanding the Alberta operationis they 14 look at the BC company, they have 25 percent
15 don't even own--they don't own any 15 of their power on demand energy. They havea
16 transmission lines, they don’t own any 16 reservein place. | don't know if they’'ve
17 substations. They basically own the poles, 17 done marginal cost studies, for example, to
18 the wires and the transformers on the tops of 18 justify the demand charge that they’ re paying.
19 thepoles. That's what that company owns. 19 (10:30 am.)
20 And it basically transmits or distributes the 20 What we're saying iswe don’t support a
21 power, | would say, for afee, essentialy is 21 demand/energy rate. We think that we can do
22 what happens. 22 DSM, once we know the costs that we need to
23 BROWNE, Q.C.: 23 spend on that, based on our marginal cost
24 Q. So Fortisisout purchasing a company that has 24 studies, and we're also sayingif the Board
25 a Demand/Energy Rate, at leastin British 25 decides to go down the road for a
Page 67 Page 68
1 demand/energy rate, then make sureit’sput in 1 Customers of ours, | don’t think there's
2 with the right rate, first of al, and 2 either one so sophisticated that they could
3 secondly, make sure that we deal with the 3 see through their rates, see what the impact
4 volatility issuesand you know, it could be 4 on their costs would be by gaining an
5 put in place after that. There's abunch of 5 understanding of what's going on in the
6 other issues that haveto be sated away, 6 system. Asa result, they need a pricing
7 obviously as well, but you know, we don’t 7 signal to control their load. For
8 think you have to go down that path, but if 8 Newfoundland Power, we don’t have very much
9 you do, then do those things and we end up 9 load ourselves. The whole objective of all
10 with a demand/energy rate. 10 thisistotry to get customersto usetheir
11 Q. Soin British Columbia, acompany has been 11 electricity wisely and appropriately and the
12 acquired by Fortisthat has a demand/energy 12 pricing signalswe give our customers are
13 rate and you yourself in Newfoundland, 13 based on the best information we have, trying
14 Newfoundland Power sells to some of itsown 14 to balance fairness and efficiency, and that's
15 customers on demand/energy rate, doesit not? 15 the important pricing signal isthe oneto,
16 MR. HENDERSON: 16 you know, the end users.
17 A.Yes, that's correct. 17 Q. Now, you keep mentioning the word "volatility"
18 Q. Andhow isit that it can be good for these 18 but some of the experts that came here, didn’t
19 customers, but not good for the rest? 19 they addressthat very issue, how volatility
20 MR. HENDERSON: 20 can be addressed in reference to the
21  A.Becausewe're inthe fortunate position of 21 introduction of ademand/energy rate? Have
22 being--we're substantialy al the--we're 90 22 you been reading the transcripts at all?
23 percent of the customersin Newfoundland. We 23 MR. PERRY:
24 see the system costs. We don't need a 24  A.Yes Itis anamazing amount of material
25 demand/energy rate for a pricing signal. 25 that’s been put forward, Mr. Browne, on this
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1 MR. PERRY: 1 MR. PERRY:
2 topic. Yes, | hopel’'ve read just about all 2 A.Yes, but all the numbers we' ve talked about in
3 of it. 3 my opening comments were after weather
4 BROWNE, Q.C.: 4 normalization. So we're assuming that weather
5 Q. Becausel just want to refer you to what Mr. 5 normalization occurs and there's still a
6 Greneman had to say on the issue of 6 problem, significant problem with volatility
7 volatility, because hewas asked that very 7 after weather normalization.
8 question, and if you go to his evidence of 8 MR. HENDERSON:
9 November 14, 2003, on page 14,1 asked him 9  A.Oneof the thingsyou need to understand is
10 concerning volatility and volatility issues 10 that the process of weather normalizingisa
1 and he stated that there was a number of ways 1 process of doing some kind of anaytical
12 to mitigate the volatility on line 11 and 12 12 exercise to figure out, within the demand, how
13 on page 14, and hegoesonto state, "well, 13 much of itis actually related to weather.
14 number one, Hydro hasgone a longway in 14 That calculation is very rough at best. The
15 offering to weather normalize the demand, and 15 question becomes how good of amodel, how much
16 that goesa very largeway in mitigating 16 of the weather can you actually normalize out
17 volatility, and that isto say it’'s recognized 17 of it? Hydro has a model that probably knocks
18 that there’ll be colder winters, there'll be 18 the variances down from plusor minus maybe
19 warmer winters. What we're proposingtousea |19 ten percent down to five percent. That's
20 weather normalized demand, so that goes along 20 significant, and he talksabout it and Il
21 distanceto stabilizing volatility." And| 21 encourage it, you know. If and when
22 gather there will still be weather 22 Newfoundland Power and Hydro get together to
23 normalization in reference to a demand/energy 23 try to improve upon that, you know, we may be
24 introduction in thisjurisdiction. Isthat 24 able to knock it down a little bit more, but
25 not true? 25 knowing that our peak is dependent on load on
Page 71 Page 72
1 the west coast and load on the east coast and 1 A It will assist. It will reducewhat the
2 load in centra Newfoundland, the weather is 2 volatility will be, but will it bring it to a
3 going to bedifferent at different times 3 level that eliminates that as being a serious
4 across the province, be warm here and cold on 4 concern to Newfoundland Power? | doubt it.
5 thewest coast. Tryingto come up with a 5 Q. Heasogoes-
6 single calculation that somehow takes weather 6 MR. PERRY:
7 accounting for those huge number of variables 7 A.Mr. Browne, sorry, if | could add one comment?
8 IS going--is very difficult and the success at 8 Q. Sure
9 the end of the day, from my perspective, you 9 MR. PERRY:
10 know, 1'd be quite surprised if we're ableto 10 A. The perspective that Mr. Greneman is coming
11 get that weather normalized down to alevel 11 from, if you just go back one page, iswhat |
12 such that the volatility on demand is 12 mentioned earlier. Can | just go back another
13 comparable to volatility on energy, and from 13 page please? No, the perspective is he
14 what I’ve seen of our numbers, even if that 14 considers getting downto a five million
15 were the case, because you've moved from one 15 dollar volatility concernas being not a
16 rate formto theother, and each one has 16 problem. You know, like he usesthe word
17 different impacts, at theend of the day, 17 "that’s not too humongous,” and | tell the
18 you're probably still going to have this 18 Board that it is. That'sabig number, and
19 volatility issue or concerns for that bottom 19 Newfoundland Power facing a five million
20 line. 20 dollar issue because its demand, actual demand
21 Q. But yet we have Mr. Greneman telling us that 21 was different than forecast, you know, that’s
22 weather normalization would assist in 22 going to create issues, and you know, it has
23 reference to that volatility. Areyou saying 23 to be--mechanisms have to be put in placeif a
24 he iswrong? 24 demand/energy rate is going to be implemented,
25 MR. HENDERSON: 25 to deal with that volatility.
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1 BROWNE, Q.C. 1 day, and you know, that’s how it works.
2 Q. But you must have afavourable volatility now, 2 Q. Mr. Greneman also mentioned that the rate
3 don't you? Because you just told us 3 stabilization plan would assist in any initial
4 previoudly that your rates were booked in at a 4 volatility. Do you agreewith that, Mr.
5 long-term Canada of 5.60, even though the 5 Henderson?
6 long-term Canada is5.30 and your interest 6 MR. HENDERSON:
7 rateswere booked in at around 5, and the 7  A. Canyou take meto that in his testimony, just
8 short-term interest ratesare below 3. So 8 so as | understand the context?
9 that must be giving you acouple of million 9 Q. Sure. Same page. Well, we can go down over
10 dollars cushion there, wouldn't it? 10 ital actually, what hesaid. It's very
11 MR. PERRY: 11 interesting. It's on page 14, line 20, | was
12 A.l don't agree with that number. Mr. Browne, 12 reading from where he mentioned weather
13 you refuse to - 13 normalized demand, and then he begins at line
14 Q. Wouldyou tell uswhat the number might be 14 21, page 14, "in addition, the volatility that
15 perhaps? 15 NP has shown in their evidence is based upon a
16 MR. PERRY: 16 plus and minus five percent deviation. That
17 A.l don't know what the number is, but you 17 was really a rounded number. Within the
18 refuseto add to your statements that there 18 recent history actually, the maximum deviation
19 are other offsetting expenses that are going 19 has been in the order of 3.6 percent. It was
20 against those positives. That’sthe way it 20 just rounded up to five percent as awhole
21 works. There are coststhat go up. There are 21 number." Isthat correct, by the way?
22 costs that go down, and there is a mechanism 22 MR. HENDERSON:
23 in place which is called arange of return on 23 A. With respect to--when | look back historically
24 rate base that coversthat off. Rates are set 24 at our forecast versus actuals, there’ s a huge
25 ata pointintime. They'renot set every 25 amount of volatility that has occurred over
Page 75 Page 76
1 the last number of years. It'sup and down 1 A.ldon't-
2 and up and down and as aresult, it becomes 2 Q. IsMr. Greneman wrong in informing the Board
3 very difficult to try to say whatis the 3 of that?
4 likelihood of it being within a certain range. 4 MR. HENDERSON:
5 The plus or minus five percent figure, | took 5 A.ldon't know the basis for Mr. Greneman’s or
6 alook at variancesthat suggest that the 6 Hydro's calculation of plus or minus five
7 total range is somewhere around 11 percent. 7 percent, nor the 3.6 percent that Mr. Greneman
8 Taking half of that, you’ re talking about plus 8 talksabout. Sol can’t speak toit.
9 or minus five percent. 9 MR. PERRY:
10 Q. So Mr. Greneman isn't correct? 10 A. |l want to just make sure the Board understands
11 MR. HENDERSON: 11 that point, you know. Thisisan answer that
12 A. Depending on the period you take, it could 12 Hydro gave, in terms of the plus or minusfive
13 possibly be aslow as 3.6, but you know, from 13 percent. They calculated the number. Mr.
14 what 1’ve seen of the volatility numbers, at 14 Greneman, their expert witness, obviously came
15 3.6 percent, you know, even if you'reto try 15 up with another number and | think even
16 to--you know, just said that that was a 16 subsequent to that, Mr. Banfield discussed
17 reasonable interpretation of what the 17 thisissue in the range of five percent after
18 volatility is, it's still going to be well in 18 Mr. Greneman was on the stand. So, you know,
19 excessof what, you know, our returns, our 19 5 percent, 3.6 percent, doesn’t really matter.
20 range is. So it's still goingto be a 20 It's still abig number, and it’s too big and
21 problem, whether it's 3.6 or 5 percent. 21 has to be dealt with by the Board, in terms of
22 Q. So are you taking exception to what Mr. 22 if they’ re going to go down the path of demand
23 Greneman has said, that you' ve in fact rounded 23 energy, appropriate reserve or some other
24 up to 5 percent from 3.6 percent? 24 mechanism to deal with the volatility.
25 MR. HENDERSON: 25 Q. And we were headed toward what he said about
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1 BROWNE, Q.C.: 1 Power’sincome statement. So as aresult, it

2 therate stabilization plan, and if we can 2 is immaterial from that perspective. It

3 continue onthere. He goes onto state, 3 certainly flows Hydro's costs through to our

4 concerning the range, line 11, that "earnings 4 customers. There’sno question about that.

5 range has been negotiated based upon two 5 Sothe Rsp inof itself doesn’t stabilize

6 conditions. One of them wasthe fact that 6 volatility for Newfoundland Power. We have -

7 they would be served under an energy only rate 7 Q.Butit does-

8 and there was a decreased level of volatility. 8 MR. HENDERSON:

9 The other oneisthe fact that there was a 9 A.- we have weather normalization, which
10 load variation component in Hydro' s rates and 10 stabilizes our purchase power expense to some
11 they had Rsa aswell, so when their range of 11 extent, and our RsA, we flow through municipal
12 allowed earningsisviewed in the context of 12 tax adjustments. There'sacouple of other
13 the energy only rate and viewed in the context 13 little small things that tend to reduce
14 of the rate stabilization plan, it would, in a 14 volatility and there’s no question that the
15 sense, make sense.” Ishein fact suggesting 15 range that has been set for Newfoundland Power
16 that the rate stabilization plan would reduce 16 is based in the context that all these things
17 volatility? Would you say that, Mr. 17 exigt, therefore a certain level of volatility
18 Henderson? 18 exists, therefore therange iswhat it is.

19 MR. HENDERSON: 19 Q. How do youassist customers currently in
20 A.The rate stabilization plan, the way the 20 reference to volatility in rates? Do you have
21 mechanism worksis that Hydro has thisrate 21 any plansin effect that will assist customers
22 stabilization plan andthat is an annual 22 there?
23 adjustment that flows through Newfoundland 23 MR. HENDERSON:
24 Power’s RSA account to our customers. So the 24 A.I'mtrying to understand what you mean by
25 RSP plan itself does not affect Newfoundland 25 volatility. Customers -
Page 79 Page 80

1 Q Wadll,if welook at volatility in customers 1 impacted. You know, that’s our position on

2 rates, you people have testified here this 2 that, but the demand rate will create much

3 morning that if you alow the demand energy 3 more volatility and what we're saying isit

4 charge, there will be volatility in customers 4 would cause usto have to apply for relief

5 rates. Haven't you told us that? 5 from the Board. There'd have to be areserve

6 MR. HENDERSON: 6 mechanism, so customer rates will be impacted

7 A.Thatiscorrect. 7 and will maybe go upinoneyear. The next

8 Q. Okay. How do youdea withvolatility in 8 year, they may go down. So you're going to

9 customers' rates currently? Don’'t you have an 9 have this yo-yo effect on rates.

10 equal payment plan or something like that so 10 Q. Sure, but other utilities across the country

11 that - 11 have been dealing with this for years, haven’t
12 MR. PERRY: 12 they, they’ re on ademand/energy rate?

13 A.No. 13 (10:45am.)

14 Q.- customers canopt into asetrate each 14 MR. PERRY:

15 month? 15 A. Theonesthat I--theonel havelooked at in
16 MR. PERRY: 16 BC obviously has areserve, so it mitigates
17 A. What we're saying, Mr. Browne, is the existing 17 the volatility and Maritime Electric, | think,
18 energy only volatility of approximately 18 picks up 90 percent--90 percent of the

19 $900,000 is of a sizethat we can dedl with it 19 forecast variance is flowed back to customers
20 within therange of return on rate base. 20 and there’'sa 10 percent of it that they

21 There’'sa$2 million upside and downside on 21 absorb. So you know, again, it bringsthe
22 that range right now. The volatility on the 22 number downto a sizable number that the
23 energy only rate could takeup asmuch as 23 utility candeal with. There isno such

24 approximately half of that. So you know, we 24 proposal in front of the Board for the Hydro
25 deal with that and customer rates are not 25 rate to do that for Newfoundland Power.
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1 MR. PERRY: 1 but if the Board decides to go that way, it’ll
2 Essentially Hydro said we'll take care of 2 have the right information on what the right
3 ourselves by putting this demand floor in 3 rate should be and we can put the appropriate
4 place, and Newfoundland Power, you do what you 4 mechanismsin placeto deal with volatility.
5 want to do. They sort of washed their hands 5 We think that’s a reasonabl e approach.
6 of it, you know. 6 Q. Haven't you had every opportunity to work with
7 BROWNE, Q.C:: 7 Hydro in the past to deal with a demand/energy
8 Q. But they can’t manage the enterprise for you. 8 rate? In fact, wasn’t there an existing order
9 Certainly you're not suggesting Hydro should 9 of this Board, stemming from previous
10 come forward and inform you how you will react 10 decisions, to have the two utilities work
1 to the imposition of a demand/energy rate. | 1 together in reference to the introduction of
12 could hear the screams now. 12 demand/energy rate? Do you know of anything
13 MR. PERRY: 13 like that? Mr. Henderson, you recall that?
14  A.Mr. Browne, | think that's absolutely 14 MR. HENDERSON:
15 incorrect. Thetwo utilities deal with each 15  A.Yes, wehavelooked at it in the past and the
16 other every day. We believethat the best 16 reason why it eventualy, as far as I'm
17 approach for this would have been a 17 concerned, thereason why it faltered was
18 coordinated approach between the two utilities 18 because of thisvolatility issue and the
19 to design asolution, if one neededto be 19 consequence that whatever we do is not going
20 designed for this. We think what needsto 20 to improve things for customers, then why do
21 happen is do the long-run margina cost 21 it? Atthelast hearing, | think we both came
22 studies, retail rate design studies, then 22 forward saying it’s not necessary, it’s not
23 there can be a discussion with the Board 23 required, it’s not going to achieve anything.
24 whether a demand/energy rate is appropriate. 24 Q. And what was the reason you said that? Didn’t
25 Our position will be that we don’t think so, 25 you write a letter to the Board after their
Page 83 Page 84
1 last direction telling you to get together on 1 impasse at the last hearing in that--well, at
2 the demand/energy rate? Newfoundland Hydro, 2 thelast hearing, | suspect there was not
3 or Newfoundland Power, under Mr. Gerard Hayes 3 sufficient evidence presented for the Board to
4 signature, wrote the Board stating that it was 4 make adecision. Now we're at an impasse at
5 no longer necessary to pursue this because it 5 thispoint in time and the Board's going to
6 would impact on the revenue requirements for 6 haveto adjudicate asto whether they think
7 the utilities. Do you have any recollection 7 there' s sufficient benefitsin a demand/energy
8 of that? 8 rate to offset theimpact of volatility and
9 MR. HENDERSON: 9 that it’'s something that’ s worth going ahead.
10  A. I know, before thelast--we wrote Hydro, we 10 We're stating our position; obviously the
11 had discussions with Hydro and we wrote Hydro 11 other partiesare stating their position.
12 aletter indicating that an energy only rate 12 There'sno question that at thispoint in
13 was most appropriate. 13 time, I'm really not sure if negotiation
14 Q. And now you want to come forward and you're 14 without any firm direction from the Board is
15 suggesting to the Board, despite the fact 15 going to achieve anything.
16 we' ve been dealing with thisissue since 1989 16 MR. PERRY:
17 and you've had opportunitiesin the past to 17 A. Mr. Browne, clearly, our position, and I'll
18 deal with theissug, of suggesting that you be 18 stateit again, isthat we still believe the
19 given more opportunity to do further studies? 19 Board does not have sufficient evidence before
20 Whereisthat going to get us ultimately, sir? 20 it to make adecision on this rate. It does
21 MR. HENDERSON: 21 not know what the long-run marginal cost of
22 A.lthink theredlity of it isthat we' ve come 22 capacity ison the system. Hydro’ s asking the
23 through an impasse. We' ve come through and 23 Board to give Newfoundland Power asignal to
24 impasse probably, | don't know, maybe four 24 spend $84.00 a kilowatt on demand side
25 yearsago. Therecertainly seemsto bean 25 management programs when it knows right now
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1 MR. PERRY: 1 information which we'd liketo have. Sol'm
2 that it can go and, maybe the price has gone 2 sureit’s very possible that you could come up
3 up from the Industrials now, but it could have 3 with arate. Isit agood rate? Isit going
4 extended a contract with Stephenville at 4 to give you--can it purport to be efficient?
5 probably $28.00. So the logic of Newfoundland 5 | think there' ssignificant problemswith it
6 Power going out and spending $84.00 on water 6 purporting to be efficient. | know people say
7 heater control programs when you know you can 7 it reflects embedded costs, therefore it may
8 access 46 megawatts for sure, maybe another 50 8 be even considered fair, but as we've
9 at Grand Falls, maybe another 50 at Corner 9 discussed, | don’t think there's any
10 Brook Pulp and Paper, it's very simple there. 10 particular fairness issueswith the current
11 They have refiner lines, big motors. They 11 energy only rate.
12 switch them off; they store the pulp in their 12 MR. PERRY:
13 pulp tanks, and off you go. At onehour’s 13 A. Mr. Browne, I'll go alittle further. | think
14 notice, you know, they can doit. It boggles 14 it'sfoolhardy. | think that--I'm not an
15 my mind that there’ s this discussion about 84 15 expert here, but to put arate in willy nilly,
16 and 28. 16 | know it's based on embedded costs, but what
17 BROWNE, Q.C.: 17 isthat? When you know you can do astudy,
18 Q. lsn't ittrue that expertshave testified 18 come up with the right number, have the right
19 before this Board that there' s no requirement 19 information before the Board and the Board can
20 for a marginal cost study prior to the 20 say "okay, Newfoundland Power, thisis the
21 implementation of demand/energy rate? 21 signa that you're getting. Thisis what
22 MR. HENDERSON: 22 you're going to be measured on, on DSM
23 A. | think what they all stated isthat it is not 23 programs. We don’'t want you out there
24 necessary, you know. Newfoundland Power right |24 spending money that you don’t need to spend.”
25 now developsits rates in the absence of this 25 Y ou know, it all ends up impacting customers.
Page 87 Page 88
1 And | think it's abit foolhardy, frankly, 1 MR. HENDERSON:
2 that we' d go forward without knowing what the 2 A.Sorry, Doug Bowman argued that you needed to
3 right number is. 3 have marginal cost before you did awholesale
4 Q. Yetall the expertshave come forward, with 4 rate. Atthelatest hearing, they’re saying
5 the exception of your own, advising the Board 5 that well, you should go ahead with it anyway.
6 that it is appropriatethingto do. Areyou 6 Do the study, and then tweak it or adjust it
7 describing them as being foolhardy? 7 afterwards, and | think pretty well every
8 MR. PERRY: 8 expert has said well, marginal cost is
9 A Wadl, that’swhat boggles my mind. | wouldn’t 9 important for efficiency and you then tweak in
10 say they’refoolhardy. | don't want to use 10 therate afterwardsand I’m concerned that
11 that word, but | interpretit, when| see 11 what they call tweaking issomething that
12 what’sin front of the company and what we're 12 could be very substantial and asaresullt, |
13 being asked to do, unless the Board, as soon 13 don't particularly see that the rate theory or
14 asit writes the Order, that yes, the demand/ 14 anything along that line is inconsistent
15 energy rate is $84.00 and Newfoundland Power, 15 between the various experts, just but all the
16 you can’t spend $84.00, unless that’ s the next 16 experts--a lot of the experts are saying
17 sentence they write, they you got to ask 17 you' ve got enough information that you can do
18 yourself why was it put in place in the first 18 a rate, but | think, ingeneral you can
19 place. You know, | think that's why | 19 foresee reading between the lines that they
20 conclude it’ s foolhardy. 20 all acknowledge that in order for to ensure
21 MR. HENDERSON: 21 the rate’ s efficient, you need marginal cost
22 A.Oneother comment I’d like toadd on itis 22 and you need to reflect that in the rate.
23 that Mr. Bowman at the last 2001 GRA mentioned |23 Q. lsn'tit true that Newfoundland Power likes
24 that you need to have marginal - 24 business as usual, the energy only rate
25 Q. Which Mr. Bowman? 25 certainly in reference to the revenue
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1 BROWNE, Q.C.: 1 CHAIRMAN:
2 requirements, don’t disturb what we have now? 2 Q. Ready, Mr. Perry and Mr. Henderson.
3 Isn't it true that you're really here 3 MR. PERRY:
4 advocating the comfortable pew approach? 4 A Yes
5 MR. PERRY: 5 CHAIRMAN:
6 A.No, that’s not correct. We' ve been--you know, 6 Q. When you'reready, Mr. Browne, please.
7 obviously this demand/energy rate impacts the 7 BROWNE, Q.C.
8 company, impacts our customers. We're 8 Q. Thank you. There sjust one other areal wish
9 representing our customers and the company 9 to explore with the witnesses. Can we go to
10 here and clearly, if the Board decidesto go 10 NLH-217 NP? Therewas aquestion posed in
11 down the demand/energy rate, we will work with |11 reference to your hydraulic generating
12 Hydro and the Board. We would hope that there 12 facilitiesand you state that Newfoundland
13 would be areserve mechanism put in place, you 13 Power will continue to operate its hydraulic
14 know. Clearly that’s how we would conduct our |14 generating facilities in the best interest of
15 affairs. So Mr. Browne, you know, | think 15 the overall system, and then you state, at
16 we're putting our views forward. That’sall 16 line 16, "it is Newfoundland Power’ s position
17 we're doing. 17 that the sample rate proposed by Hydro
18 Q. Okay. Thank you for that. It’s nearly 11:00. 18 provides an incentive for the management of
19 I’m moving into another area. Can wetakea 19 generation facilitiesthat is contrary to
20 break now, Mr. Chairman? 20 Section 3.B(i) of The Electrical Power Control
21 CHAIRMAN: 21 Act and istherefore inappropriate.” Now how
22 Q. Sure. We'll take ahalf hour break now until 22 does Newfoundland Power ensure that it is
23 25 after, please. 23 operating its generating facilitiesin the
24 (BREAK - 10:55 A.M.) 24 best interest of the overall systemand in
25 (RESUME - 11:28 A.M.) 25 accordance with the Act? How do you do that
Page 91 Page 92
1 now? 1 marginal cost of Holyrood and also, seeing
2 MR. HENDERSON: 2 that seasonal cost difference would encourage
3 A Primarily through coordination with Hydro. We 3 anyone under that charge to shift their
4 talk to Hydro regularly about, you know, how 4 production from summer to winter.
5 our generation can be utilized for the overall 5 Q. Encourage who?
6 system benefit to minimize costs. Hydrois 6 A ltwill -
7 obviously responsible for generation dispatch 7 Q. What are you suggesting here?
8 and such, so they’re by far the people who are 8  A.ltwill encourage us. Now the signd itself,
9 managing the--keeping the system operating as 9 what will Newfoundland Power do in response to
10 efficiently as it can. Soit's primarily 10 it? Werecognizethat it'snot an efficient
11 through coordination with Newfoundland Hydro. |11 thing to do, toshift things. We also
12 Q. Are thereoccasions now when Newfoundland |12 recognize that the cost differenceson the
13 Power is not operating its facilities in 13 system are the same all year round for energy
14 accordance with the Act? 14 costs. It'sprimarily Holyrood fuel costs.
15 MR. HENDERSON: 15 And as aresult, we know to the system there's
16 A. Not that we know of. 16 no benefit in shifting things. Also, the way
17 Q. Inreference tothe proposed demand energy 17 the RsPis set up, if we go and shift costs,
18 charge, what exactly is Newfoundland Power 18 we may save Newfoundland Power some money on
19 suggesting therefore in reference to its 19 the bottom line, but the reduction in revenue
20 generation facilities? 20 that Hydro sees because Newfoundland Power is
21 MR. HENDERSON: 21 able to shift some generation around will
22 A.Newfoundland Power’'s concern is with the 22 result in Hydro taking money out of the RsPto
23 design of the samplerate. The sample rate 23 make up for it and charging it to our
24 itself contains atwo-block rate in which the 24 customers. So our customer isgoing to not
25 first block is significantly below the 25 benefit from it. Soit’s certainly not
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1 MR. HENDERSON: 1 water in reservoirs and given the nature of
2 something we are going to do to--we are not 2 the weather, especially on the Avaon
3 going to go out and shift our load for this 3 Peninsula, you know, winter time iswhen you
4 purpose, but the fact that the signal is 4 get alot of precipitation. It could cause--
5 there, the fact that the signal is 5 if you'regoing infull reservoirs, it could
6 inconsistent with system costs, all those 6 cause more spillage onthe system. We're
7 things make that an inappropriate signal. 7 saying why would you ever put arate in place
8 BROWNE, Q.C.: 8 that encourages that to happen? We're not
9 Q. You're not suggesting--1 think oneof the 9 goingto doit, but like, why would you go
10 witnesses, when he answered about that, used 10 therein thefirst place? That's all that
11 theterm "gaming the system." You're not 11 we're talking about here, and clearly, we've
12 suggesting that Newfoundland Power will be 12 been going around in circles on thisalittle
13 gaming the system through its generation 13 bit. I'll say on the record, we're not going
14 facilities on account of the introduction of 14 todoit. But you know, why the Board would
15 the demand energy charge? 15 approve therate in thefirst place that sort
16 MR. HENDERSON: 16 of suggests that’swhat should be done, we
17 A. No, there’' s--you know - 17 have some problems with.
18 MR. PERRY: 18 Q. Andit’s true that your facilities have a
19 A.Wedon't--no, Mr. Browne, clearly not. All 19 relatively large amount of storage, don’t
20 we'resaying isthat theratethat's being 20 they, the generation facilities, with the
21 suggested or put forward incents generation to 21 exception of Rose Blanche?
22 occur in the wintertime because that’'s when 22 MR. HENDERSON:
23 you' d pay more for purchased power, and that’s 23 A. | wouldn’t describe them as large. We have 90
24 going to cause--could cause, you know, on the 24 gigawatt hoursrelativeto annual production
25 face of it, to gointo the winter with more 25 of 400.
Page 95 Page 96
1 MR. PERRY: 1 A.Yes | do.
2 A.400 or so, yes. 2 Q.Andwhoisshe?
3 MR. HENDERSON: 3 MR. HENDERSON:
4  A. Soyou'retalking about production of--storage 4 A. Sheisthe consultant that--a consultant with
5 of maybe a quarter. Hang on now. 5 Acreswho did a hydrology study for Hydro and
6 MR. PERRY: 6 | think prior tothat, did a study for
7  A.Yes, about one quarter of annual production is 7 Newfoundland Power also.
8 what we could at any pointintime havein 8 Q. Soshe'sfamiliar with your facilities?
9 storageif al the systems around theisland 9 MR. HENDERSON:
10 were full at the sametime, which rarely 10 A. She'd befamiliar with our facilities, yes.
11 happens. 11 Q. October 28th, 2003, got the right date there,
12 MR. HENDERSON: 12 Mr. O'Reilly? Okay. If we can go to page 19?
13 A. Now Hydro's storage is probably in the order 13 And there the question was asked of Ms.
14 of 50 percent. That’saguess. I’'m not quite 14 Richter, at line 10, "I think Newfoundland
15 sure exactly what it is, but it's 15 Power estimates its spillage represents less
16 substantially greater. So you know, 16 than one percent of itsnormalized energy
17 Newfoundland Power hasamixture of run-of- 17 requirements. Isthat a high amount?' and her
18 riversand plantswith acertain degree of 18 response was "well, that's a relatively low
19 storage, but wedon't havea wholelot of 19 amount, and | think in the case of
20 storage. 20 Newfoundland Power, it’ s attributable to the
21 Q. Because Ms. Richter, when she was testifying, 21 fact that many of their developments were
22 and we can go to her evidence on October 28th, 22 sized to provide reliable electricity and
23 2003 at page 19. Do you know who Ms. Richter |23 therefore they have relatively large amounts
24 is, Mr. Henderson? 24 of storage." You don't agree with her on
25 MR. HENDERSON: 25 that, Mr. Henderson?
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1 MR. HENDERSON: 1 in their large generation.

2 A.She'sobviously much more expert than me on 2 BROWNE, Q.C::

3 this. I think she’s obviousdy comparing 3 Q. Inyour opinion, Mr. Perry, would it be better

4 ourselvesto arun-of-river plant that, you 4 and more efficient if Hydro took over al the

5 know, | think Abitibi probably hasa plant 5 generation in the province?

6 that has atremendous amount of spillage 6 MR. PERRY:

7 associated with it, but if in her judgment she 7  A.ldon't think so. | think that, you know,

8 considersit a large amount of storage, she 8 most of these plants are remotely operated as

9 can consider it. | accept that. From my 9 they are. We coordinate with Hydro very well
10 perspective, our storage is significantly less 10 ontheplants. | don’'t see ahuge amount of
1 than Newfoundland Hydro'sand wedo have a |11 savingsin putting them under one roof at this
12 significant number of generators that are run 12 pointintime. | just don't see that.
13 of theriver, you know, which does attribute 13 Q. Thank you, Mr. Perry and Mr. Henderson. Thank
14 to acertain degree of spill, but there’sno 14 you.
15 question we do have storage and the storage 15 CHAIRMAN:
16 can be managed in a manner to minimize spill. 16 Q. Thank you, Mr. Browne, Mr. Perry and
17 If shewants tocall it large amounts of 17 Henderson. We'll move now to--good morning,
18 storage, I’ Il accept that. 18 Mr. Hutchings.
19 MR. PERRY: 19 HUTCHINGS, Q.C.:
20 A.Mr. Browne, it's simply our position is Bay 20 Q. Good morning, Mr. Chair. Good morning, Mr.
21 D’Espoir is large storage, you know, that’s 21 Perry and Mr. Henderson.
22 massive storage. We're talking about Mabile, 22 MR. PERRY:
23 Tors Cove. These are little ponds around the 23 A.Morning.
24 Avaon Peninsula that are in no way in 24 MR. HENDERSON:
25 comparison to anything that Hydro would have 25  A. Good morning.

Page 99 Page 100

1 .1 had afew gquestionsas well onthe last 1 driest years, three consecutive driest years

2 subject that Mr. Browne was dealing with and 2 criteriathat Hydro uses or do you know?

3 maybe we should look at Schedule 2to Mr. 3 MR. HENDERSON:

4 Haynes' evidence, so we can just confirm that 4 Al don't know.

5 we'retalking about the same numbers here. 5 Q. Okay. Andin contrast to Hydro'sfacilities,

6 Okay, if we could just highlight the customer 6 | take it that essentially each and everyone

7 generation section there, second block on the 7 of your plants are independent in the sense

8 page. Yes, okay. So that shows Newfoundland 8 that none of them share areservoir?

9 Power’s hydroelectric capacity at 93. 2 9 MR. HENDERSON:
10 megawatts and annual average energy at 424 |10 A. Wedo have some that sharesreservoirs. We
11 gigawatt hours. Does that sound about right? 11 have--down on the Southern Shore, we have a
12 MR. HENDERSON: 12 small plant at Lourdes that feeds now into, |
13 A Yes 13 think, it's Mobile. To the best of my
14 Q. Okay. And there' safirm annual energy shown 14 knowledge, it’s probably the only one.
15 of 323. What criteria do you use to determine 15 Q. Andjust by way of comparison, if wewereto
16 your firm annual energy? 16 look at Mr. Haynes Schedule 4, the total
17 MR. HENDERSON: 17 system energy storage there, maximum operating
18  A. Fromwhat | understand, and maybe it could be 18 level, thetop line, just to put in context
19 subject to check, but from what | understand, 19 your question earlier on, issometimes in
20 that firm criteria came out of the study that 20 excess of 2500 gigawatt hours?
21 Acres recently did and was probably based on 21 MR. HENDERSON:
22 available information--was based on basically 22 A.That'swhat it shows here, yes.
23 around 30 years of historical data that was 23 Q.Yes. Andthat’'swel--it's, in fact, over 50
24 available. 24 percent of the average annual energy that
25 Q.Okay. And isthissomething like the three 25 Hydro produces hydroelectrically, yes, okay.
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1 HUTCHINGS, Q.C.: 1 A.From what | understand is we maximize
2 Do you utilize anything like this system 2 availability of our hydraulic generation
3 energy storage curve that Hydro uses? 3 during the winter season, during the peak
4 MR. HENDERSON: 4 periods during the winter season.
5 A.Youknow, | know there’s certain guide curves 5 MR. PERRY:
6 used for hydro generation. As far as 6 A. For example, Hydro called upon us last week
7 reporting storage levels on an aggregate basis 7 during the storm and we delivered 82 megawatts
8 like this, I'm not familiar with it. 8 of capacity during the storm, which | think is
9 Q. Okay. 9 exactly what they’'ve included in their
10 MR. HENDERSON: 10 assumptionsthat they would get fromus in
11 A.Wemay. 11 that situation. So you know, in this time of
12 Q. And what are the operating guidelines for your 12 year, going into the winter time, we make sure
13 hydraulic plants? What terms and conditions 13 that we can do that, if called upon by Hydro.
14 or guidelines do you follow for regulating 14 Q. Okay. And I'm assuming that the production
15 their operation? 15 from these plantsis essentialy year round,
16 MR. HENDERSON: 16 isit?
17 A.I'd haveto say I'm redlly not expert in that 17 MR. HENDERSON:
18 area. | really don't know of any formal 18  A.Yes. Youknow, during the summer when there's
19 guidelines that we have. I'm just not 19 very little water, obviously the amount of
20 familiar with it. 20 kilowatt hour production in the run of amonth
21 Q. Okay. | mean, you've told usthat obviously 21 isless than it would bein our wet time
22 you want to minimize spillage. | mean, are 22 period, but you know, they are availableto
23 there any other guidelinesthat you have or 23 run all year round.
24 you'’ re not aware? 24 Q. And this productionis localized to your
25 MR. HENDERSON: 25 service areas, | presume?
Page 103 Page 104
1 MR. HENDERSON: 1 provides information on the amount of
2 A.All of our generation connects to Newfoundland 2 generation available, which would be, you
3 Power’ s transmission or distribution line. 3 know, 81.6 for hydraulic and | can’t think of
4 Q. Yes, okay. 4 thefigure right off thetop of my head for
5 MR. PERRY: 5 thermal, but both of those, you know, elements
6 A.And that's essentially historically based 6 arefactored intoit. In our actual forecast
7 because, you know, we were here long before 7 that we give Hydro, we have a schedule that
8 Hydro was and plants were built around the 8 has here' s the native peak, and we would also,
9 service of customersin those areas. 9 on that schedule, show here’'s available
10 Q. Yes, okay. Intermsof your power purchases, 10 hydraulic generation which isthe 82.6 that we
11 how are your demands upon the Newfoundland and 11 talked about.
12 Labrador Hydro system affected by production 12 Q. Okay. When you say "native peak" you mean the
13 at your own hydraulic facilities? 13 total requirements of your customers on your
14 MR. HENDERSON: 14 system?
15  A. Our hydraulic production, you know, reduces 15 MR. HENDERSON:
16 the demand requirementsthat are on Hydro's 16 A.Yes
17 system, similarto our therma generation 17 (11:45am.)
18 being available reduces, you know, what Hydro 18 Q. Okay. Andif we could go back to Schedule 2
19 needs to have on their system. 19 for amoment, Mr. O’'Reilly? The 81, | think,
20 Q.Yes. So when you providea forecast to 20 that you referred to or 82, | takeit that’s
21 Newfoundland and Labrador Hydro, how do you 21 the 93.2 that we're looking here, less the
22 treat your own hydraulic production? 22 reserve. Isthat correct?
23 MR. HENDERSON: 23 MR. HENDERSON:
24 A. Our forecast to Hydro is primarily focused on 24 A. That’scorrect.
25 Newfoundland Power’s native peak. It also 25 Q. Okay. So asregardsthethermal, it would be
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1 HUTCHINGS, Q.C.: 1
2 54.2 less whatever reserve - 2
3 MR. HENDERSON: 3 A
4  A.That'scorrect. 4
5 Q.- number isappropriate? Okay. Sol takeit 5
6 your forecast that you provide to Newfoundland 6
7 and Labrador Hydro would assume that you're 7
8 generating average annua energy from your 8
9 hydraulic plants, the 424 gigawatt hours we're 9
10 seeing here? 10
11 MR. HENDERSON: 11
12 A.Yes that's correct. It'sdlightly higher 12
13 than that, but | think it's425 and 426 are 13
14 the actual numbers that are in the forecast. 14

15 Q. Okay. And assumesthat you generate nothing 15

16 from your thermal ?
17 MR. HENDERSON:
18  A. For energy, yes, that’s correct.

19 Q. Yes, okay. Now can youhelp mewith the

16
17
18
19

20 question of dispatch of Newfoundland Power 20
21 production? Because I’ ve seen references that 21 Q.
22 say that Newfoundland and Labrador Hydrohas |22

23 control of that dispatch when it’s necessary
24 to meet system peak. Is itimplicit that

23

Page 106
Power has control of the dispatch?

MR. HENDERSON:

It'sreally acoordinated effort. Our two
control centres coordinate things. So if
Hydro has a need for thermal generation during
the summer and requests usto put on what’s
available, wewill doso. Youknow, soit’s
very much a coordinated perspective. So to
say one person has control at one point and
someone else has control at another point is
not really correct. It's a coordinated

effort. So during the winter, if Hydro seesa
point that, well, you know, next week, we know
thisand this is happening and we really need

to make sure that your thermal generation is
on. They will contact us and we will
coordinateto make surethat every possible
thing isavailable. Soit’s much more of a
coordination effort as opposed to one having
the all encompassing role.

Okay. Isthere any contractual relationship
between Hydro and Newfoundland Power that
addresses that issue?

24 MR. HENDERSON:

25 other than on those occasions, Newfoundland 25 A.l wouldn't say there's a formal contract
Page 107 Page 108
1 arrangement. Newfoundland Power and Hydro | 1 don’'t think Newfoundland Power could willy
2 have joint committees and through that, I'm 2 nilly go off and say we're goingto run our
3 sure they develop certain guidelines. Whether 3 generation completely different than what
4 they’rewritten or verbal or whatever, it's 4 we're doing today, because | think what’sin
5 certainly avery clear understanding between 5 placetoday isgood for the system, soyou
6 the two asto the roles that they’re playing, 6 know, and | know that’s not sort of clean, but
7 and it works through that. It works through 7 there are obligations that we have and we
8 that coordination effort. 8 recognize under the PCA that factor into this
9 Q. Soadl thefacilities that we're talking about 9 aswell.
10 are owned by Newfoundland Power? 10 .1 come back to, | guess, page 10 of your
11 MR. HENDERSON: 11 evidence, right at thetop, whereyou say
12 A Yes 12 "Hydro directs the operation of Newfoundland
13 Q. Okay. Soyou know, and | don’'t know why it 13 Power’ s generating plants when required to
14 would ever come up, but it would be for 14 ensure sufficient on-line generation on the
15 Newfoundland Power to decide if Hydro 15 Island Interconnected System.” Isthat really
16 requested dispatch of any amount of power from |16 more of arequest than a direction, arequest
17 your facilities, it would be within your 17 that’ s almost inevitably answered, but -
18 rights, you'd bewithin your rightsto say 18 MR. HENDERSON:
19 "no, we just don’t want to do that right now." 19  A.Yes, you know, it depends on how you interpret
20 MR. PERRY: 20 what the meaning of "direct” means, you know.
21 A. Wadl, I think there are other considerations, 21 Hydro will call us and say we need generation,
22 you know, interms of The Electrical Power 22 and we will go and put it on.
23 Control Act and our obligation to adhereto 23 Q. Okay.
24 the Act in terms of making, | guess, the best 24 MR. HENDERSON:
25 utilization of theresources available. | 25  A.Youknow, asto say whether--you know, | can't
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1 MR. HENDERSON: 1 obviously requested it and we got 82 megawatts
2 imagine a situation where Newfoundland Power 2 on.
3 isgoing to refuse because| don't know who 3 Q. Okay. Inthe absence of arequest from Hydro,
4 that benefits. 4 it's up to you to decide whether you' re going
5 HUTCHINGS, Q.C.: 5 to haveit on or not have it on?
6 Q. No. 6 MR. HENDERSON:
7 MR. PERRY: 7 A.Yes. Now Hydro has--you know, the notice that
8 A.Andagan, arecent example wasjust afew 8 Hydro's necessarily goingto give us for
9 daysago. They asked for it and we put 82 9 putting our generation on can be fairly short.
10 megawatts on. 10 As a result, in us dispatching our own
11 Q. Okay. And that was your hydraulic generation? 11 generation, we're going to be dispatching it
12 MR. PERRY: 12 in amanner that’ srelatively consistent with
13 A Yes 13 the need to have it on during peak, okay. To
14 Q. Okay. Sowhat would be happening with those 14 say it'sgoing to be exactly as high aswhat
15 82 megawatts had not Hydro requested them? 15 it would have been if Hydro requested it, |
16 MR. HENDERSON: 16 can’'t--you know, it may not necessarily be
17 A.Werun them to optimize our kilowatt hour 17 exactly the same amount, but you know, we will
18 production. If for some reason the storage 18 certainly be dispatching it so asit could go
19 was suchin one of those facilities that 19 onif Hydro asked us, you know, an hour in
20 Newfoundland Power was better--felt it was 20 advance or you know, whatever.
21 better to build it up, in the event that Hydro 21 MR.PERRY:
22 might need to require it, we may not have had 22 A.Saying it another way, it would be
23 it on during peak. We may have left it off 23 inappropriate for us, for example, going into
24 and let the water build up, so if they request 24 the winter with zero storage. We understand
25 it the following day, we will put it on. They 25 that we have to have so much storage going
Page 111 Page 112
1 into the winter so that when Hydro placesthe 1 approach between Newfoundland Hydro and
2 call or the request that we can actually put 2 Newfoundland Power. | know onthe radial
3 the 82 megawatts on. So you know, that'sa 3 systems themselves, Hydro might need to
4 consideration that we have now, thistime of 4 maintain their line or more locally, we might
5 year, that as we go into the winter months, we 5 haveto maintain our own lineand inthose
6 need to have storage so that we can deliver 6 situations, there's acoordinated effort to
7 that 82 megawatts. 7 get the generation on to support, you know,
8 Q. But overal, the operating criteriais to 8 Hydro in maintaining their lines or in us
9 maximize kilowatt hour production from your 9 maintaining our lines. Similarly, there's
10 hydraulic resources? Isthat - 10 coordination on the high level to make sure
11 MR. HENDERSON: 11 that they’re dispatched appropriately with
12 A. That would be, I'd say, the primary criteria. 12 respect to peak, you know, or when Hydro has
13 The secondary criteriais making sure it's 13 problems on their system with generation, to
14 availablefor all peak. 14 make sure that they’re on.
15 Q. Okay. Andyou rely more on Hydro in respect 15 Q. Canyougiveusany indication of the amount
16 to the secondary criteria than on your own 16 of energy that your thermal production
17 resources, shall we say? 17 actually putsout in agiven year?
18 MR. HENDERSON: 18 MR. PERRY:
19 A.Yes. Hydro, yes. 19  A. | think there was an RFI on that, but | can’t
20 Q. Yes, okay. All right. What are the operating 20 recall.
21 guidelines for your thermal capacity? 21 MR. HENDERSON:
22 MR. HENDERSON: 22 A.Youknow, if youwant, we can undertake. |
23 A.It would be substantially similar to 23 don’'t have any of those figures with me.
24 hydraulic, from the perspectivethat their 24  Q.Okay. | mean, isit fair to say it's probably
25 dispatch would be reflective of a coordinated 25 afairly small amount?
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1 MR. HENDERSON: 1 Q. Would Newfoundland Power be prepared to sell
2 A Yes | would say it's fairly small. It 2 its therma production capacity to
3 depends on which one. | think | was reading 3 Newfoundland Hydro?
4 something that was indicating our--anyway it 4 MR. PERRY:
5 was one of our generators that had significant 5 A.We haven't redly considered that, Mr.
6 amount of production. | think it may have 6 Hutchings, as a business proposition, | guess,
7 been related to certain distribution work or 7 so I'm not prepared to answer that sitting
8 you know, we may have been reconstructing a 8 here without considering all the ramifications
9 line or something, and as aresult, it was 9 of doing it.
10 utilized more so than it otherwise would have 10 Q.| supposetheimplication of the questionis
11 been. 11 does Newfoundland Power have ause for this
12 HUTCHINGS, Q.C.: 12 generating capacity that is unrelated to the
13 Q. So essentially those generators are there to 13 Newfoundland Hydro system?
14 support the system in the event of a 14 MR. HENDERSON:
15 maintenance outage or an unplanned outage or, 15 A.Yes. Weuseit to backup, you know, some of
16 you know, for voltage support or something of 16 our own components on the system. So they
17 that nature? Isthat correct? 17 provide assistanceto the systemand they
18 MR. HENDERSON: 18 provide assistance to the local load.
19 A.It'sfor those and it’sfor system peak too. 19 Q. mean, you can understand our interest in
20 Q. Yes. 20 this, in that if Hydro owned this plant, we'd
21 MR. HENDERSON: 21 be paying less than 20 percent of the cost and
22 A. | think, you know, recently Hydro had a peak 22 now we're paying amost 60 percent of the
23 that was high enough, and | don’t know if they 23 cost. So thisisnot a subject that has been
24 had generation enough, but they requested 24 discussed between yourselves and Hydro?
25 available generation just in case. 25 MR. PERRY:
Page 115 Page 116
1  A.l havenot beeninvolvedin any discussions 1 it was like across the province and all that
2 with anyone at Hydro on that. Whether Mr. 2 kind of stuff. So that’s probably the reason
3 Hughes has, I’'m unaware, but myself, I’ ve not 3 why that variance actually occurred.
4 been involved in any discussions on it. 4 MR. PERRY:
5 Q. Okay. Just one other areato cover with you. 5 A. Thisisnot weather normalized. | don't see
6 If wecould for amoment go back to Mr. 6 it, so this again confirms what we talked
7 Haynes evidence and look at Schedule 117 | 7 about earlier about the variance potential on
8 need the original Schedule 11 actually, not 8 demand of being 10-11 percent that, you know,
9 therevision. Yes, that's the one. Looking 9 when weather isfactored in, we likely would
10 at the comparison between the forecast for the 10 have had--I think it was probably February
11 year 2002 and the actual, specifically for 11 10th of that year, it was extremely cold right
12 Newfoundland Power, and the variance of 82. 12 across the province, and that’s atime when |
13 megawatts between what Newfoundland Power 13 think we just about had everything on to keep
14 forecast its peak would be and what that peak 14 the lightson. | think there might have been
15 actually turned out to be. Can you explain 15 one piece of capacity left to put on, but you
16 how that forecast turned out to be off by so 16 know, asLorne said, everything lined up at
17 much? 17 that point in time.
18 MR. HENDERSON: 18 Q. Youmay recall that there wassome debate
19  A. That winter obviously al the variables lined 19 about this in thelast Hydro general rate
20 up such that the peak that was incurred on 20 hearing because that forecast of 1,001.2
21 Newfoundland Power’ s system was substantially 21 megawatts was, in fact, anew one which was
22 higher than forecast. It showsthereit’'s 92 22 produced in the course of the hearing, which
23 megawatts. You know, what caused it to be 23 was significantly lower than the previous one.
24 higher, you know, | guessit depends on the 24 Can you explain to us why the decrease at that
25 wind conditions and the temperature and what 25 point in that forecast?
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Page 117 Page 118
1 MR. HENDERSON: 1 MR. HENDERSON:
2  A.Basicdly, the reason why the forecast 2 A. The methodology we used wasbased on the
3 decreased iswe annually do up the forecast 3 actual load factors that occurred in the five-
4 and in 2000, we provided Hydro a forecast 4 year period and that was the consistent
5 based on the methodology we used at the time, 5 methodology that we used in the subsequent.
6 which involved looking at the load factorsin 6 You know, wedon'tgo inand start playing
7 the previous five years. So our 2000 forecast 7 with the numbersso asto tryto, | don't
8 would have been based on Newfoundland Power’s 8 know, account for something. You know, we
9 native peak that occurred from between the 9 wouldn’t have considered--we didn't go back
10 periods of 1995 and 1999. When we filed a new 10 and look at 1995 and say something weirdis
11 forecast in 2001, the five-year historic 11 going on here, as a result something should be
12 period that was covered included 1996 through 12 donedifferently. Our forecast upto that
13 to 2000 and primarily what changed with regard 13 point has been tracking reasonably good. The
14 to the load factor was that in 1995, the load 14 forecasts are high some years, low other
15 factor was considerably lower than it wasin 15 years, so that methodology was working quite
16 2000, and that resulted in the projected load 16 well. In our forecast for 2001 or 2002,
17 factor changing in the order of three and a 17 forecast that year was higher than the peaks
18 half percent. So that resulted in the 18 that have occurred, | think, in the previous
19 projected forecast dropping by roughly 25 19 four or five years asit was. | would suspect
20 megawatts. 20 whoever did the forecast at that point in time
21 (12:00 p.m.) 21 had no reasonto believethat it was, you
22 HUTCHINGS, Q.C.: 22 know, anywhere--any less accurate, | suppose,
23 Q. Did you consider making an adjustment to your 23 than what it otherwise could be.
24 forecast to take into account the anomalous 24 HUTCHINGS, Q.C.:
25 1995 year? 25 Q.| understood from Mr. Haynesthat there has
Page 119 Page 120
1 been a change in your methodology of doing the 1 Newfoundland Power purchases from Newfoundland
2 forecast? 2 Hydro based on an energy only rate, there's
3 MR. HENDERSON: 3 basically no financial implication for you as
4 A Yes. Subsequent to that occurrence of having 4 to whether or not your forecast of demand is
5 avery largevariance, Hydro approached us 5 accurate or not? Isthat correct?
6 about trying to come up with a methodol ogy 6 MR. HENDERSON:
7 that reflected alonger historic period and 7  A. There'snoimmediate impact on our costsor
8 focused on what they referred to as an 8 whatever.
9 expected peak, and our system planning, | 9 MR. PERRY:
10 wasn't involved with it at that time, but at 10  A.ltdoes comeinthough every cycle of, you
11 that time, they reviewed it and picked the 11 know, rate setting. It would be factored into
12 ten-year historic period and that was 12 that.
13 considered reasonable at that time as being 13 MR. HENDERSON:
14 enough of an historic period to cover off 14 A Yes, insofar as the actuals affect your
15 enough variances so that the forecast is close 15 forecast, so it would be reflected in the next
16 to what would be expected. 16 test year, and that will increase or decrease
17 Q. Doyou know how it wasthat you came up with |17 Newfoundland Power’s costs accordingly.
18 the five-year period in the first place? 18 Q. Yes, justso that whatever you forecast for
19 MR. HENDERSON: 19 Newfoundland and Labrador Hydro’ stest year is
20 A.No, | don't. Thatwasused historicaly by 20 going to stay in place until Newfoundland and
21 the company, you know, a long time ago, 21 Labrador Hydro comesback for another rate
22 probably in the 80s it may have been reviewed. 22 increase, correct?
23 So | don’'t know what the motivation was for 23 MR. HENDERSON:
24 the five-year historic period. 24 A.That'sright, yes.
25 Q.ltis correct, is it not, that solong as 25 Q. Thank you, gentlemen. Thank you, Mr. Chair.
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Page 121 Page 122
1 HUTCHINGS, Q.C.: 1 would agree with you.
2 Those are all my questions. 2 Q. Tothe point where earnings volatility may
3 CHAIRMAN: 3 cause Newfoundland Power to seek rate changes,
4 Q. Thank you very much, Mr. Hutchings. Good 4 that would be true?
5 afternoon, Mr. Kennedy. 5 MR. PERRY:
6 MR. KENNEDY: 6 A.Thatiscorrect.
7 Q. Good afternoon, Chair, Commissioners. Mr. 7 Q. And when you say "no customer benefits' you're
8 Perry and Mr. Henderson, | wanted to mostly 8 referring specifically to your own customers,
9 just focus on your pre-filed testimony and go 9 Newfoundland Power’s customers?
10 through it. I've got some questions 10 MR. PERRY:
11 concerning some of the data and analysis that 11 A.Yes, and | supposein the way the system works
12 you complete init. Just beforewe start 12 here, it also extendsto Hydro's customers,
13 there, | just wanted to make surel had the 13 Rura Interconnected customers.
14 correct understanding about what Newfoundland |14 Q. Okay.
15 Power’ s concerns are with the sample rate as 15 MR. PERRY:
16 proposed by Hydro vis-a-vis moving from an 16 A. | think there’'s 22,000 of those.
17 energy only rateto the proposed wholesale 17 Q. Sure, and so Hydro'sretail customers?
18 demand rate, and did | gather correctly that 18 MR. PERRY:
19 the two concerns are earnings volatility and 19 A. Correct.
20 that therewere no customer benefits that 20 Q.Right. And so you recognize though that
21 Newfoundland Power could see? 21 that’ s a different customer class than Hydro's
22 MR. PERRY: 22 wholesal e customers?
23 A.Yes. Theonly volatility point translates 23 MR. PERRY:
24 aso into a rate instability issue for 24 A.Yes.
25 customers. So they’re somewhat linked, but | 25 Q.Okay. And soif wewere going to implement a
Page 123 Page 124
1 new wholesae rate, wouldn't the first 1 awholesale level, Newfoundland Power would
2 question be whether that materially benefits 2 see two sets of prices for those two separate
3 the wholesale customer relationship? 3 products?
4 MR. PERRY: 4 MR. PERRY:
5 A.ldon't know where you're going, Mr. Kennedy, 5 A.Normally at awholesale level -
6 | guess. You know, the demand/energy rate, 6 Q. When| say normally, | mean normal utility
7 you know, our understanding is being put in so 7 practice in North America, so that the
8 Newfoundland Power can do something to--you | 8 distribution company would see two different
9 know, incent it to do something to control the 9 prices for those two different products?
10 demand growth on the system or, you know, and |10 MR. HENDERSON:
11 inorder todo that, we gotto goto our 11 A.Yes, I'd say generally that’'s the case.
12 customers. Soit's- 12 Q. Okay.
13 Q. Okay. Just leaving aside for the moment the 13 MR. PERRY:
14 intention, whether there isorisn't onein 14 A Asyou cansee, | still express discomfort
15 putting in a wholesale rate, so what 15 with this approach, but anyway, | will point
16 Newfoundland Power is expected or not expected |16 out, the examples I’ ve heard, and onesthat |
17 to do as aresult of awholesale rate being 17 know about, you know, we buy 90 percent of our
18 put in place. Would you agree with me that, 18 power from Hydro. The AquillaBc exampleis
19 just on its face, Newfoundland Power’s 19 25 percent. So you know, | think we have to
20 purchasing, as has been stated several times, 20 be careful with the words we choose, in terms
21 two products from Hydro. One's capacity and 21 of everyone elsedoesit. | don't know if
22 One’ s energy? 22 I’ve heard a name, other than AquillaBc, of
23 MR. PERRY: 23 one utility that, you know, actual name of a
24 A.Yes. 24 utility. So anyway, that's -
25 Q. Andyou’ d agree with me then that normally at 25 Q. Okay. Well, | think you haven’t sat through
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Page 125 Page 126
1 MR. KENNEDY: 1 signal between Hydro and then itswholesale
2 every day like we have, which we're - 2 customer, Newfoundland Power, that that would
3 MR. PERRY: 3 be the intention of awholesale demand rate?
4  A.Butthere’ snonamein - 4 MR. PERRY:
5 Q.- al enviousof, | can assureyou, but - 5 A.No, wedon't recognize that.
6 MR. PERRY: 6 Q. Okay. | wonder if we could just turn to your
7  A. There’ s no name on the record anywhere. 7 pre-filed evidence? And | just wanted to go
8 Q. lthink theonly nameson therecord were 8 through this and make sure | understood some
9 referred to specifically thetwo utilities 9 of thetablesas| aluded to. First, though,
10 that did not have a wholesale demand rate. So 10 | just wanted to get afix on the amount of
11 | guessit would have been superfluous to then 11 money that we're dealing with or amounts of
12 go through the exercise of namingall the 12 money that we're dealing with in your analysis
13 utilitiesin North Americathat would have a 13 of the potential volatility that the sample
14 wholesale rate. 14 rate may have on Newfoundland Power’s
15 MR. PERRY: 15 earnings. And at page 1 you indicate that--at
16 A.Aquilla, Albertadoesn't have one so, you 16 line 21, that after you do your--you say,
17 know, they weren’'t on the list. 17 starting on line 18, "The sample rate
18 Q. Yes. But youjust explained that they'rea 18 significantly increases the potential
19 poles and wires company? 19 financial impact of forecast variances." And
20 MR. PERRY: 20 you go, line21, "Consequently, thereis a
21 A.True 21 combined risk that forecast variances under
22 Q. Yes. So, | guess what I'm trying to 22 the sample rate could result in an 8.3 million
23 understand is would Newfoundland Power 23 decreasein pre-tax earnings.” Andif I'm
24 recognize that the purpose of the wholesale 24 gathering correctly, the post-tax effect is
25 demand rateis to send an appropriate price 25 provided on page 25. | just want to make sure
Page 127 Page 128
1 that we'rereferring to the samething. And 1 Q. Oh,okay. Sothisisn’tthe percent change
2 if I'm gathering correctly, the post-tax 2 based on forecast data?
3 combined risk forecast variance under the 3 MR. HENDERSON:
4 samplerate would be 5.4 million, is that 4 A.No, no.
5 correct? 5 Q.| see. Soright underneath the chart then you
6 MR. PERRY: 6 go, "Chart 5indicatesthat infour of the
7 A.Correct. 7 last ten years changes in normalized peak
8 Q. Okay. | wonder if we could just flip to page 8 demand and changes in normalized energy
9 21 of your pre-filed? And as indicated in 9 requirements moved in opposite directions.
10 your pre-filed, Chart 5, I’'m reading from page 10 This type of experience indicates the
11 20 just at the context. "Chart 5 illustrates 11 potential for additive effects. In other
12 that there is no true relationship between the 12 words, thereisarisk that in the same year
13 annual percentage change in Newfoundland 13 energy sales could be below forecast and
14 Power’ s normalized peak demand and the annual |14 normalized peak demand could be above
15 change in Newfoundland Power’s normalized 15 forecast." Butif thechart’snot dealing
16 energy requirements.” And just before we 16 with forecadt, if it's only dealing with year
17 address that, first | wonder, this chart, the 17 over year annua change, how can you reach the
18 Chart 5, the annual percent change, isthat 18 conclusion that based on this chart that
19 the annual percent change from forecast or is 19 energy sales could be below forecast and
20 that an annual percent change year over year? 20 normalized peak demand could be above
21 MR. HENDERSON: 21 forecast? Isn't that a bit of aleap in
22 A. That would be year over year. 22 logic?
23 Q. Thisisayear over year change? 23 MR. PERRY:
24 MR. HENDERSON: 24 A.ldon'tthink so. I think it’s directly--your
25 A.That'sright. 25 actual results--your forecasting and actual
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Page 129 Page 130
1 MR. PERRY: 1 in your documents?
2 should, they should move--you know, be based 2 MR. HENDERSON:
3 on the same concepts. And | think it's good 3 A.No, there' snot.
4 evidence to suggest that the demand could move 4 Q. Okay.
5 in opposite direction than energy. 5 MR. HENDERSON:
6 MR. KENNEDY: 6 A.The evidence which we relied on for the
7 Q. Soat page 22 in Chart 6, we have the annual 7 volatility in--from forecast is based on
8 forecast variance in energy requirements. So 8 Hydro'sresponse to one of their questions
9 am | gathering correctly that Chart 6 is 9 which they talked about the plus or minus five
10 showing the difference between actual to 10 percent volatility.
11 forecast in energy purchase by Newfoundland 11 MR. PERRY:
12 Power for each of theyears givenin that 12 A. And when you look at demand itself, obviously
13 chart? So in other words, in 1993 you were 13 we know that our customer demand for the
14 about one and a half percent less energy sales 14 customersthat are on demand rates does not
15 or energy purchased from Newfoundland Power |15 track the actual native peak demand for
16 from forecast? 16 Newfoundland Power, and that’ s shown in Chart
17 MR. PERRY: 17 3on page 18. Sowhen you look at demand
18 A. Correct. 18 itself, thereis no relation there.
19 Q. Whichisit, isit sales or purchased power? 19 MR. HENDERSON:
20 MR. PERRY: 20  A. It might be helpful if you want to turn to NP-
21 A. | think the total energy regquirement. 21 156, NLH, which Hydro has provided a
22 MR. HENDERSON: 22 comparison of historic forecast to actual.
23  A.That'sright. So that would be purchased and 23 It'son the second page. Andyoucan see
24 produced. 24 there the variances that occurred between the
25 Q.Okay. Soisthereasimilar chart for demand 25 forecast error and gigawatt hours. So let’s
Page 131 Page 132
1 pick ayear like 1996. In 1996 our forecast 1 what we were just looking back. Just back one
2 for energy was high and our peak forecast was 2 page, | think, yeah, Mr. O'Reilly. Therewe
3 low. So they'rein opposite directions. 3 go. Thisisthe point you were just trying to
4 (12:16 p.m.) 4 make, Mr. Henderson, of the fact that demand
5 Similarly, in 1994 they’re in opposite 5 and energy sometimes moves in opposite
6 directions. 1n 1993 they’'re in opposite 6 directions?
7 direction. 1997 they’'re in opposite 7 MR. HENDERSON:
8 directions. So, you know, that illustrates 8 A.Yes, that'sright.
9 the fact that they can be moving in opposite 9 Q. Again,thisisn't forecast. These arejust
10 directions and as aresult both of the - 10 the actual changes year over year?
11 MR. PERRY: 11 MR. HENDERSON:
12 A.Therisks- 12 A. That'sright.
13 MR. HENDERSON: 13 Q. Andyouindicate intherethat that lineon
14  A.-riskscan be additive. 14 Line 2 there, that Chart 5 indicatesthat in
15 Q. Sure. Anddo you know if thisis normalized 15 four of the last ten years changes in
16 datathat we'relooking at? 16 normalized peak demand and changes in
17 MR. HENDERSON: 17 normalized energy requirements moved in
18  A. That looks like actual. 18 opposite directions. And if I'm gathering
19 Q. Right. Sothat weather normalized percent 19 correctly, that wasin’96, '97, ' 99 and 2002?
20 error from forecast would be different than 20 MR. HENDERSON:
21 the numbers we' re seeing there, yes? 21 A.Yes.
22 MR. HENDERSON: 22 Q.Okay. Andin each of those years the opposite
23 A.They'd bedifferent, yes. 23 direction that it moved was that your energy
24 Q. Yeah. And just going back to Chart 5 then, 24 sales increased and your peak demand
25 because | think that inaway is similar to 25 decreased?
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Page 133 Page 134
1 MR. HENDERSON: 1 know, we' ve acknowledged that demand variances
2 A.That'scorrect. 2 have been ashigh as 11 percent without
3 MR. KENNEDY: 3 stripping out the weather normalization issue.
4  Q.Andwould that under the wholesalerate as 4 And stripping out the weather normalization
5 proposed by Hydro work in Newfoundland Power’s 5 brings us down to about a five percent
6 favour? 6 problem. So you're still--you know, when you
7 MR. HENDERSON: 7 weather normalize those numbers, you' re still
8 A.Yes, if that wasthe forecast variances to-- 8 going to have resulting variances.
9 variances to forecast. Thisisjust the year 9 Q. Where does the five percent come from?
10 over year changes. 10 MR. PERRY:
11 Q. Right. So- 11 A.lthink that--the five percent of stripping
12 MR. HENDERSON: 12 out weather normalization?
13 A. Therewill beyearsin which thetwo will be 13 Q. No. Thefive percent variancein forecast
14 additive so asit will - 14 demand as a potential range of what
15 Q.| know you say that, but | guess|’m trying to 15 Newfoundland Power could be off in its
16 find that informationin your report where 16 forecast of demand for a given year?
17 we're actually dealing with forecast. 17 MR. HENDERSON:
18 MR. PERRY: 18 A. Thatwas put on therecord by Newfoundland
19 A.Wadl, | think hejust took you to--hejust 19 Hydro. Just asecond, I'll -
20 took you to Hydro's evidence that - 20 Q. Ithinkif yougotoPuB-151. You actualy
21 Q. Yeah, but that wasn’t weather normalized, so 21 referenced it in your -
22 it's not much that we can do with that whether 22 MR. PERRY:
23 it's not--if it’s not weather normalized? 23 A. That'scorrect.
24 MR. PERRY: 24 Q.-report. Soit’'s, | guess, from thisvery
25 A.Well, | disagree, Mr. Kennedy, because, you 25 first sentence, that since 1996 the difference
Page 135 Page 136
1 between Hydro's forecast for NP native peak 1 guess Mr. Hutchings asked you a question that
2 and the weather adjusted actual has been 2 in between rate hearings there’' s no financial
3 within arange of plus or minus five percent? 3 driven incentive for Newfoundland Power to be
4 MR. PERRY: 4 accurate in its demand forecast?
5 A.That'scorrect. 5 MR. PERRY:
6 Q. Sonow thisisthe difference between Hydro's 6 A.There' sno financial incentive, but we do our
7 forecast for your native peak and then your 7 best on forecast year by year, Mr. Kennedy.
8 actual weather adjusted peak. So that Hydro 8 Q. Therewould bea financial incentiveto be
9 forecast, does that come from Newfoundland 9 accurate with your energy forecast?
10 Power, do you know? 10 MR. PERRY:
11 MR. HENDERSON: 11 A. Clearly.
12 A.lItdoes- 12 Q. And generaly based on your--although, we
13 Q. Or does Hydro do its own forecast? 13 don’'t have the comparison data. Could you
14 MR. HENDERSON: 14 tell us what’'s Newfoundland Power generally
15  A.No, it comes from us but Hydro, | know, 15 more accurate in forecasting, demand or
16 appliesfor our native peak. | know Hydro in 16 energy?
17 the past has tried to calculate an expected 17 MR. HENDERSON:
18 amount hydro production for Newfoundland 18  A. Oh, energy.
19 Power, so asa result they cameup with a 19 MR. PERRY:
20 component of what created Newfoundland 20 A.Butl think theissueis andit’s, you know,
21 Power’'s--hang on, that says native pesk 21 been discussed, that the forecasting demand is
22 forecast. Yeah, | suspect we should have 22 somewhat more difficult to forecasting energy
23 information that's similar to what they must 23 given the geography of the island and the
24 have based theirs on. 24 various other issues involved with that.
25 Q. Yeah. Soyou would--Newfoundland Power--and | 25 Q. Now, so do we have any data before the Board
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1 MR. KENNEDY: 1 that correct?
2 onwhat thevariance has been for forecast 2 MR. HENDERSON:
3 demand sales for the period 1993 to 2002? 3 A Yes, that'scorrect.
4 MR. HENDERSON: 4 Q. Okay. Andwhen we look at that chart, 1993 to
5 A.l believeit’'s inthat response that | took 5 1996, your forecasting seemed to be, | guess,
6 you to in Hydro’ s testimony. 6 optimistic compared to what actually occurred
7 Q. And which one was that, sorry? 7 during that period, generally?
8 MR. HENDERSON: 8 MR. HENDERSON:
9 A.NP-156. That's on the record. 9 A.Yeah. Ithink what you seeinthe slope of
10 Q. Oh,yes, okay. That's the--it's not weather 10 the curve that you' re seeing hereis probably
1 normalized? 1 business cycle effects that, you know, we use
12 MR. HENDERSON: 12 inputs from Conference Board of Canada, and |
13 A. Okay, not weather normalized, okay. 13 guessin the early '90s the Conference Board
14 Q. Okay. Just going tothe next section then, 14 of Canada was probably projecting that
15 the volatility, page 22, that Chart 6 again. 15 Newfoundland Power--Newfoundland’ s economy was
16 And this we know to bethe annual forecast 16 going to be better than what it actualy
17 variance in energy requirements. Do you know 17 turned out to be. Probably more recently
18 if thisisweather normalized? 18 they’ ve probably been under forecasting it
19 MR. HENDERSON: 19 somewhat. You know, those types of effects
20 A.Yes, that's weather normalized. 20 are going through here.
21 Q. That'sweather normalized, okay. And this 21 Q. Sure. Sol think sometimesit’s been referred
22 chart is actually representative of the data 22 to the fact that we have a cod moratorium that
23 that Newfoundland Power used to calculate its 23 took placein that early '90s and that had a
24 energy forecast variance for the period 1993 24 dramatic impact on Newfoundland Power's
25 to 2002 to be plus or minus 2.4 percent. Is 25 financia results?
Page 139 Page 140
1 MR. PERRY: 1 the fact that under Hydro’' s Application they--
2 A l'dsayit'spart of it. 2 | guess, there'sbeen some different words
3 Q. lsthat afair statement? 3 used about whether the Interruptible B
4 MR. PERRY: 4 contract was not being renewed. And | think
5 A.It'spart of the problem. 5 there was a statement that it's already
6 Q. So,do you have any idea what the plus or 6 discontinued prior to the GRA Application
7 minus energy variance would be if we took the 7 being filed, so it wasjust a case of it not
8 period 1996 to 2002? 8 being renewed. And you seemed to attach some
9 MR. HENDERSON: 9 significance to the fact that Hydro was not
10 A.If youlook at the graph, obviously the - 10 renewing that Interruptible B contract. And
11 Q. It'snot cumulative, right, so. 11 if 1 gather correctly, that significanceto
12 MR. HENDERSON: 12 Newfoundland Power isthefact that if Hydro
13 A.Yeah. Thelow pointisjust under one percent 13 doesn't feel there's value in the
14 and the high point on that graph is, you know, 14 Interruptible B contract at $28 kilowatt, how
15 somewhere around 2.4 percent. 15 could it allege that the demand charge should
16 Q. Soitwould be plustwo percent and aminus 16 be $84 akilowatt. Isthat afair summary?
17 0.2 percent? 17 MR. PERRY:
18 MR. HENDERSON: 18 A.Yes
19 A.Sure. And,youknow, | don't think that's 19 Q. Soif the Board were to accept the Industrial
20 necessarily going to be indicative of what's 20 Customer’s position and order that the
21 going to happen in the future. Things always 21 Interruptible B contract be re-instituted for
22 turn around and I'm surewe'll be seeing 22 the benefit of those Industrial Customerson
23 variances again that are in the order of minus 23 the basis that it does have value, would that
24 2.4 percent again. 24 aleviate that concern?
25 Q. Mr. Perry, you've referenced a number of times
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1 MR. PERRY: 1 the wholesale demand rate?
2 A.Notas much. | think the Board needs to 2 MR. HENDERSON:
3 understand what the cost of capacity--marginal 3 A Yes
4 cost of capacity is on the system. $28 may be 4 Q. Youreaware of that?
5 too much, you know. SoI’'mnot saying that 5 MR. HENDERSON:
6 it's--that Hydro should go off and enter into 6 A.Yeah.
7 a-or extend its contract for $28. | think we 7 Q.And they calculated the--or proposed, at
8 need to understand how much isthis worth. 8 least, that another view would give a demand
9 And right now, we don’t know, we don’t know 9 rate of four and a quarter a month as opposed
10 how much it'sworth. So, you know, I'm just 10 to $7 akilowatt per month charge?
11 saying we have evidence before us that 28, you 11 MR. HENDERSON:
12 know, was too much, and therefore you have to 12 A. Yeah, they put on adifferent -
13 wonder about 84. 13 Q. And sothe four and aquarter gives you
14 MR. KENNEDY: 14 roughly $51 annual kilowatt charge?
15 Q. Mr. Perry, | don’t think | saw you here when 15 MR. HENDERSON:
16 EES was testifying, but | believe, Mr. 16 A.Yes.
17 Henderson, you sat in which Ms. Tabone and Mr. 17 Q. Andthey arrived at that figure by combining
18 Chymko testified? 18 the $28 portion of the demand relating costs
19 MR. HENDERSON: 19 equated to the Interruptible B contract and
20 A.Yes, | did. AndI’'m sure Barry has probably 20 the balance was derived from the transmission
21 read over the testimony. 21 portion of Newfoundland Power’s gen credit?
22 MR. PERRY: 22 Y ou understand that?
23 A. | have, yeah. 23 MR. HENDERSON:
24 Q. Okay. And you know that they, while on the 24 A.Youknow, | know that they came up with arate
25 stand, put forward an aternative proposal for 25 that’ s based on some numbers they pulled from
Page 143 Page 144
1 here and some numbers they pulled from there. 1 substantial volatility.
2 Y ou know, the numbersthey’re basing it on is 2 Q.Okay. Sojust going back to Chart 5, or at
3 not based on the marginal cost to the system, 3 least page 21 again. And just dealing with
4 so | don’t know if eight point two--four point 4 these additive effects as you described them.
5 two, five isnecessarily correct or better 5 That additive effect would require a scenario
6 than $28 or better than zero dollars. 6 where your energy sales are below forecast and
7 Q. Okay. Isityoudidn't follow their argument 7 your normalized peak is above forecast,
8 or you didn’t agree with it? 8 correct?
9 (12:30 p.m.) 9 MR. HENDERSON:
10 MR. HENDERSON: 10 A. Yes, that’s correct.
11 A. | followed their argument inthat they took 11 Q. Andcouldyoutell meif at any time inthe
12 some imbedded cost numbers and they took some |12 last ten years that’ s occurred?
13 Interruptible B numbers and they combined them |13 MR. HENDERSON:
14 to come up with arate. But, you know, those 14 A.Isyour question with regard to normalized or
15 costs don’t have much relevance with regard to 15 with the actual?
16 marginal costs because there’'sno marginal 16 Q. Normalized.
17 cost on the record, so, you know. 17 MR. HENDERSON:
18 MR. PERRY: 18  A. Normalized.
19 A.Wedid run some numberson what volatility 19 Q. Your normalized peak and your normalized
20 would result from that rate. And $8.3 million 20 energy. Haveyou in the last ten years faced
21 number that we' ve talked about declinesto 5.4 21 a situation where your energy sales were below
22 million, which is till about two and a half 22 forecast and your peak demand was above
23 timesthe rangewe're alowed to work with 23 forecast?
24 under the Rate of Return on Rate Base, so 24 MR. HENDERSON:
25 there's clearly, even with that number, 25  A.In 1995 our--I just want to make sure | got
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1 MR. HENDERSON: 1 load factors that were, you know, a different
2 normalized figures. 1nthe 1995 and ' 96 peak 2 set of numbers that resulted in adifferent
3 looks like our forecast was--our demand 3 forecast.
4 forecast was low by approximately five 4 Q.Okay. But you'vesince 2001 changed your
5 percent. And | notice down herein 1995 our 5 actual forecasting methodology?
6 energy forecast was under by two percent, so | 6 MR. HENDERSON:
7 guess inthat year they may havegone in 7  A.Yes, that's correct.
8 opposite directions. One of the caveats | got 8 Q.Okay. Didyou doany kindof sensitivity
9 to put on that isthat I’'m not quite sure of 9 analysisto see if you had applied that new
10 thetiming of the peak in 1995 because we 10 forecasting methodology over the preceding
11 forecast based on winter season peakswhile 11 ten-year period, how that may have impacted on
12 what’s down below is a calendar energy 12 your forecast versus actual?
13 variance. 13 MR. HENDERSON:
14 MR. KENNEDY: 14 A.Wehadalook at it. Therange of variances
15 Q. And I think you referenced on earlier cross 15 that would occur is roughly 11 percent.
16 that, and | believe it was Mr. Hutchings 16 Therefore, you know, it's possible that plus
17 questioning you, that there was something 17 or minus five percent could still occur on
18 anomalous about your 1995 data so that that 18 your demand forecast.
19 was partially what spurred your changingin 19 Q. I’'mnot sure if that gets usfar. Plusor
20 methodology in your demand forecasting? 20 minus 11 percent of what?
21 MR. HENDERSON: 21 MR. HENDERSON:
22 A. No, there's nothing anomalous about the actual 22 A.If wehad used the 15 year average load
23 figuresfor 1995. All itwasis that 1995 23 factor, okay, and compared what the forecast
24 figures were different from 2000 figures, so 24 would have been against what | refer to here
25 asa result the five-year period contained 25 as the adjusted or normalized peak, the errors
Page 147 Page 148
1 varied by arange of 11 percent. So that 1 would probably happen in the future.
2 would indicate that there's potential upside 2 MR. PERRY:
3 and down side variance in the order of plus or 3  A.Doesthat help you?
4 minus five percent. 4 Q. Possibly. | guesswhat might help is Chart 5,
5 Q. I'mnotsureif | follow thelogic. Maybe if 5 only with using, you know, comparisons from
6 we could just go to Information No. 177? 6 forecast to actual in both your energy and
7 MR. PERRY: 7 demand for that period, 1993 to 2002, which
8 A.Mr. Kennedy? 8 you then used to base all your figures on.
9 Q. Yes 9 MR. HENDERSON:
10 MR. PERRY: 10 A. Okay.
11 A. Maybe the best thing we could do is just agree 11 MR. PERRY:
12 to undertake to show you a demand forecast and 12 A.Wecando that.
13 an energy forecast theway you are, | think, 13 Q. Andinthe caseof Information No. 17, just
14 trying to piece together the information, and 14 curiosity, if I’m gathering correctly, we have
15 we could do it from ' 93 to 2003 and then, you 15 the five-year average chart there underneath
16 know, it would be much easier, | think, for 16 those first rowsand columns. And then
17 you to see the changes that occur. 17 there'saninitial 2004 forecast and then a
18 MR. HENDERSON: 18 revised 2004 forecast. And if I'mrecalling
19 A.Yeah. Wemay need to go back prior to 1993 19 correctly, that was caused by Newfoundland
20 just from the perspective that during that 20 Power updating its forecast in responseto a
21 period we had alot of--generally speaking, we 21 request by Hydro to provide more up-to-date
22 didn’'t hit severe winter peaks. Asaresult, 22 forecast of your demand and energy
23 in general, during that time period our 23 requirements for the test year?
24 forecasts were high as opposed to being low, 24 MR. HENDERSON:
25 and that’ s not really representative of what 25  A. That's correct.
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1 MR. KENNEDY: 1 forecast than in the original with regard to

2 Q. All right. And initially you provided a 2 our native peak.

3 figure of your maximum peak for 2004 to be 3 Q. Okay, | guessthat’swhat | wastrying to get

4 1084 megawatts on the nose, is that correct? 4 at, you talk about this potential variancein

5 MR. HENDERSON: 5 your forecast demand, but when | looked at

6 A.Yes. 6 thischart, it seemslikeyou're able to be

7 Q. Allright. Andthen whenyou revised, you 7 very accurate in your forecast for demand?

8 revised to 1080.7 megawatts, is that correct? 8 MR. HENDERSON:

9 MR. HENDERSON: 9 A.Youtakehistorica numbersand you come up
10 A. That'scorrect. 10 with the load factor and you apply that load
11 Q. Andsowhen | work that out, it constitutes 11 factor. Theforecast year over year is
12 0.3 percent changein your forecast maximum 12 primarily reflective of changesin your energy
13 peak for 2004? 13 forecast year over year. That is no
14 MR. HENDERSON: 14 indication of how accurateit isor how much
15  A. Thisisthe maximum peak lessthe amount of 15 different actual is going to be from forecast.
16 hydraulic generation we have on. Now, part of 16 Q. Okay, sojust to close, turning over to page
17 the effectsyou're seeing thereis the fact 17 25 again, inthat Table 7 in your summary of
18 that Hydro changed what they consider an 18 potential changein earnings, that under the
19 appropriate reserve and so that went from-- 19 sample rate, that first column where you have
20 well, there' sasmall error that | think Mr. 20 earningsgains of atotal of 3.3 million,
21 Haynestalked about, but that accounts for 21 would mean that it would be a scenario where
22 roughly 3.3 megawatts of change. So the 22 your energy forecast was--your actual sales
23 forecast after you account for that is--you 23 were higher than forecast and for your demand,
24 know, the figures we actually gave Hydro are a 24 your demand was lower than forecast, correct?
25 very small amount higher in the revised 25 MR. HENDERSON:

Page 151 Page 152

1 A.Yes, andthe demand isreflective of the 98 1 KELLY, Q.C:

2 percent rachet, let’s call it. 2 Q. Nofurther questions, Mr. Chair.

3 Q. Right, right, there’'safloor there, so that's 3 CHAIRMAN:

4 why it only comesto 1.2 million. 4 Q. Thank you very much, we move to Board

5 MR. HENDERSON: 5 questions now. Commissioner Saunders?

6 A.That'scorrect. 6 COMMISSIONER SAUNDERS:

7 Q. That'sright. Andinthe second columnisthe 7 Q.| have no questions.

8 opposite that would require that additive 8 CHAIRMAN:

9 effect where you have a situation where your 9 Q. Commissioner Whalen?
10 energy sales were lower than forecast and your 10 COMMISSIONER WHALEN:
11 demand was higher than forecast? 11 Q. Let mehaveaminuteto look at my notes. |
12 MR. HENDERSON: 12 just wanted to pose the same question to you,
13 A Yes 13 | guessto you, Mr. Perry, that | posed to Mr.
14 Q. Tothe maximum? 14 Brockman and again, in reading your pre-filed
15 MR. HENDERSON: 15 evidence and listening to you this morning, do
16 A. Thereabouts, the2.4 is somewhat extreme, 16 | understand as well that--well perhaps |
17 we've had years that have beenworse than 17 should just ask you the question, are you
18 that, plusor minus five percent, you know, 18 opposed philosophically to demand/energy rate
19 that can potentially be exceeded, but | think 19 or are you just opposed to the samplerate
20 more the norm it’s probably within that range. 20 that Hydro’s proposing in this Application?
21 Q. That'sall the questions | have, Chair. Thank 21 MR. PERRY:
22 you, Mr. Henderson, Mr. Perry. 22 A.I'mactually philosophically opposed to it
23 CHAIRMAN: 23 because | don't really seethe necessity of
24 Q. Thank you, Mr. Kennedy. Good afternoon, Mr. |24 having it. The benefits that everyoneis sort
25 Kelly, do you have any re-direct? 25 of putting forward for having it, can be
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1 MR. PERRY: 1 Management, you know, ask the utilities to
2 achieved by determining, you know, what the 2 bring forward projects that can be done and
3 valueis or what costsshould be spent to 3 hopefully done economically, and go forward
4 defer capacity onthe system. And | think 4 likethat. I think that’s where Newfoundland
5 that can be done by conducting along run 5 Power is.
6 marginal cost studiesand coming up with a 6 COMMISSIONER WHALEN:
7 number and frankly, Newfoundland Power board 7 Q. Could you just quaify for me what this
8 could say to Newfoundland Power, listen, this 8 reserve mechanism that you talked about, what
9 isyour benchmark, bring forward programs, if 9 that might--what does that look like or what
10 there are any out there that you can implement 10 would that entail? Is that really just an
11 to do this Demand Side Management. Y ou know, 11 account where you would bank differences and -
12 we dtill need to have a demand/energy rate to 12 MR. PERRY:
13 dothat and amplifying that is| think the 13 A.Tha's essentialy what it would be,
14 rate would have to go down--the demand part 14 Commissioner, you know, and you would have to
15 would have to go down so low, absent areserve 15 make a choice, | guess, whether it gets
16 or some mechanismto deal with volatility, 16 cleaned out every 12 months or whether you
17 that you would almost be back to the energy- 17 somehow let it balance out over time and if
18 only rate anyway, in terms of getting back to 18 you go to balancing out over time, | think you
19 the $900,000.00 of volatility that we 19 got to start getting into the floor that Hydro
20 currently have under the energy-only rate, 20 has put on and the cap that’s on Newfoundland
21 because even at $1.00 a month for demand, we 21 Power’s earnings. Those factors all have to
22 still chew up--potentially chew up al the 22 be looked at to figure out if that’s the right
23 range of return on rate base. So, you know, | 23 approach. But | think the cleaner approach
24 just believe that, do the studies and come up 24 would beit goesinto areserveand then, |
25 with the right numbers for Demand Side 25 guess it becomes part of the July 1st
Page 155 Page 156
1 adjustment to customer rates, sothat it's 1 because as you go through the year there, it
2 cleaned out on an annual basis. 2 createstransition issues and we said in my
3 Q. laso wantedto ask you about the timing 3 pre-filed or my examination-in-chief, | said
4 issue because--there' s really two questions, | 4 up to $5 million dollars. For instance, if
5 guess, the Board hasto decide whether there 5 therate wasimplemented around April 1st,
6 should be demand/energy rate and then, | guess 6 Hydro would be receiving $5 million dollars
7 the question is what should that rate be. And 7 more than if it had been implemented earlier.
8 if we ordered as a part of this decision that 8 So | don’t know if you can add--the transition
9 ademand/energy rate for Newfoundland Power as 9 issue, you know, there is always transitional
10 awholesale customer of Hydro is appropriate, 10 issues when Hydro and Newfoundland Power
11 I think | did pose a question to Mr. Banfield 11 implement new rates, but this time, when
12 in terms of the timing, so what has to happen. 12 you're moving from the energy only to the
13 If that wasthe result of this proceeding, 13 demand/energy rate, if youdo itat atime
14 that we said yes, a demand/energy rate shoul d- 14 other than January 1st, there are bigger
15 -but you have to present us with one, what do 15 issues than normal.
16 you see as the things that have to happen? 16 MR. HENDERSON:
17 MR. PERRY: 17 A.Yeah, | think, I'm not sure you probably
18  A. Wadll first of all, wehavetodea withthe 18 understand why it may be arising, but every
19 volatility issue, so | think Newfoundland 19 month the revenue that Hydro would get under a
20 Power would haveto come forward with a 20 demand/energy rate would be different from
21 proposal to the Board to deal with the 21 what it is under an energy only rate. During
22 volatility issue before the rate is 22 the summer they will receive more and during
23 implemented; and the second thing is we 23 the winter, they will receiveless. As a
24 believe the rate shouldn’'t be implemented at a 24 result, if we implemented it, you know, in
25 time--any other time other than January 1st 25 April, the amount of money that Hydro is going
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1 MR. HENDERSON: 1 for the type of increase Hydro' s talking about
2 to be receivingis going to be--for the 2 now, is probably inthe order of amillion
3 remainder of the year, is going to be 3 dollars. This$5 millionison top of it and
4 considerably different. It's not realy 4 it'srelated to implementing a demand-energy
5 revenue neutral, | guessis aword you can 5 rate, as opposed to an energy-only rate. So
6 say, between then and the end of the year, as 6 that isan issue that'smaterial, the $5
7 to whether it's an energy-only rate or a 7 million dollars going through the customer is
8 demand rate. When we flow our rates through 8 amuch bigger issue than rolling a million
9 our customers, we'regoing to be flowing 9 dollars through, so it is an issue that’ s got
10 through on a 12-month annual basis, so ason a 10 to be considered and, you know, we could flow
11 go-forward basisif the rate is appropriate. 11 it through our RsA, but the other way to deal
12 That means that, for instance, wewill be 12 with it, isyou could potentially, implement
13 getting revenue from our customersat, you 13 an energy-only rate immediately, implement the
14 know, around 6.5 percent increase, that’s how 14 demand-energy rate at some point after that.
15 we're going to be recovering money, but 15 Potentially in that period you could look at
16 between April 1 andthe end of the year, 16 the volatility issuefor Newfoundland Power
17 Hydro' sincrease in revenues from us would be 17 and you could potentialy, if you pick January
18 substantially more than the 12 percent that 18 1, thistransitional issue would disappear, |
19 they’re looking for on an annual basis because 19 guess.
20 of thesetiming effects. And that givesrise 20 COMMISSIONER WHALEN:
21 to this $5 million dollars that Barry was 21  Q.And!| understood as well from Mr. Banfield
22 talking about. Normal transitional issues 22 that there would be a necessity for
23 that we haveto deal with which would flow 23 Newfoundland Power and Hydro to work together
24 through our RsA, has been in the order of, you 24 on the weather normalization model aswell, is
25 know, amillion bucks and | think our numbers 25 that -
Page 159 Page 160
1 MR. HENDERSON: 1 energy rate, they should do it with all the
2 A Yes, if we have areserve, the necessity of 2 information that should be, you know, that we
3 normalization is less, but | think it's a good 3 feel isrequired to bring forward a rate that
4 idea that we try to minimize al to the extent 4 purports to beefficient. Arate could
5 possible through this normalization mechanism, 5 certainly be implemented without it, you know,
6 to make sure that it, in of itself, does not 6 | think all of the experts have said, you
7 hold up the implementation of a demand-energy 7 know, and we, ourselves, design rates based on
8 rate. We can potentially take the mechanism 8 what we get in the Embedded Cost Study and
9 that Hydro aready usesin their long-range 9 know about Holyrood marginal cost, you know.
10 forecast and | think Sam Banfield alluded to 10 Q. Thank you very much.
11 that already, beyond that, it would be a good 11 CHAIRMAN:
12 ideafor usto get together and do a study to 12 Q. Thank you, Commissioner Whalen. | believein
13 seeif we can come up with some sort of better 13 responding to Commissioner Whalen's question
14 equation that will better take out weather and 14 onthe sort of solution side, you probably
15 that will, you know, reduce volatility a 15 responded to my question, but I'll ask it in
16 little bit further. 16 any events because there are afew issues, Mr.
17 Q. And| guessall of this, notwithstanding your 17 Perry, that sort of come before the Board, |
18 philosophical fundamental objection, Mr. 18 guess, that are referred to if we make certain
19 Perry, thiswould all not be predicated on a 19 decisions that are mind boggling and
20 Marginal Cost Study because the timing of that 20 foolhardy. And I’'ve heard the arguments that
21 is such that certainly we couldn’t do that in 21 have been put forward in terms of the
22 ashort term. 22 volatility, the rate stability, no meaningful
23 MR. HENDERSON: 23 benefit to customers and the price signalsin
24 A.That'sright, you know, while we feel that if 24 relation to the decision that we have before
25 the Board decidesto go ahead with a demand/ 25 usin terms of looking at potential that is
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1 CHAIRMAN: 1 Marginal Cost Study, and so, | believe that
2 offered by energy and demand rate. What are 2 that is sort of the prudent approach to say,
3 the two or three--isit the $5 million dollar 3 well why should we pick something out of the
4 issuethat sort of puts it over the topin 4 air at $84.00 and go with that, rather than
5 your view? Are there any other items, | mean, 5 being prudent, you know, the Board has always
6 what are thetwo or three key issues that 6 made sure it had all the information in front
7 would bring you to describe thisissuein that 7 of it to make its decision, ask for the study
8 fashion? 8 to be done, come back in and say, okay, now
9 MR. PERRY: 9 you have the information, let’ s decide on what
10  A. Okay, Mr. Chairman, number one, it's not going 10 the correct path forward is. Right now, the
1 to cause us to do anything different with our 1 Board doesn’'t have the information it needs
12 customers, okay, we already have demand rates 12 and | think that’swhere my disconnect, |
13 in place wherethey should be and Domestic 13 suppose, is with the rate that’s being
14 customers, you don’t charge demand to. The $5 14 proposed.
15 million dollar or approximate after tax 15 CHAIRMAN:
16 volatility issue for earningsis abigissue 16 Q. Thank you, Mr. Perry. Any questions arising?
17 and| think hasto bedealt with. But my 17 MR. YOUNG:
18 comments about mind boggling and foolhardy, | 18 Q. Just one, Mr. Chair, thanks. Mr. Perry, you
19 think more relate to the rate, the $84.00 and 19 just mentioned just a moment ago about a
20 not knowing whether that isan appropriate 20 disconnect and the lack of evidence on the
21 rate or not. Thereisjust no evidence to say 21 $84.00. I’'m just wondering it soundsto me,
22 that that's theright signal to send to 22 from what you' re saying, that the disconnect
23 Newfoundland Power and you know, and the Board 23 arises because there’s no Margina Cost Study
24 can get that evidence by asking Hydro, working 24 and the lack of evidence, | take it from your
25 with Newfoundland Power, todo aLong Run 25 perspective is that the Embedded Cost Study is
Page 163 Page 164
1 of novalue a dl or novalue in that 1 Q. Chair, just onearising from aquestion of
2 relation or areyou suggesting that we can 2 Commissioner Whalen and it just has to do with
3 only do thison amargina cost basis and 3 thetransition issuein the event that the
4 there’ s no other means of doing it that are, 4 Board was to proceed with the ordering of
5 you know, considered appropriate and proper by 5 adoption of wholesale demand rate that, as|
6 rate designers? 6 understood it, Mr. Perry, you indicated that
7 MR. PERRY: 7 that, if it camein sort of mid year or adate
8  A. I think there's abalance required, Mr. Young, 8 other than January 1, it could cause some
9 between the embedded and the marginal cost 9 transition issues for Newfoundland Power?
10 approach. | think for the purpose of the rate 10 MR. PERRY:
11 which is designed to give Newfoundland Power’s 11  A. That’scorrect.
12 signal to go out and do something with its 12 Q. And I’m just wondering because | was sort of
13 customers or introduce programs, design Demand 13 looking at that, but then | thought that you
14 Management Programs, | think you're more 14 took care of that yourselves in your report,
15 leaning towards the marginal cost side of it 15 page 16, | must be mis-reading the chart and
16 and that' swhy we believe that we should go 16 when | looked at that, thisisas it states
17 ahead and do the studies. 17 the 2004 monthly purchase power expense for
18 Q. Okay, that'sall. 18 Newfoundland Power, based on the sample rate,
19 CHAIRMAN: 19 correct?
20 Q. Thank you, Mr. Young. Any others, Mr. Browne? 20 MR. PERRY:
21 BROWNE, Q.C.: 21  A. Correct.
22 Q. No questions, thank you. 22 Q. Okay, and | guess can you just explain if this
23 HUTCHINGS, Q.C.: 23 rate got adopted somewhere other than January
24 Q. No thank you, Chair. 24 1, it wouldn’t have any impact on the amount
25 MR. KENNEDY: 25 that Newfoundland Power’ s expected to pay for
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1 MR. KENNEDY: 1 Q. Right, okay, so it is addressable?

2 the demand component of the wholesale charge 2 MR. PERRY:

3 on a month-to-month basis, based on this 3 A.Yeah, theeasy solution isdo it on January 1.

4 chart? | assumethat it looked like you were 4  Q.Butif we don’t have January 1 as an option

5 going to pay the same amount every month for 5 and we want to introduce a wholesale demand

6 your demand charge to Hydro and that it would 6 rate on adate other than January 1, this

7 only be the energy charge under the wholesale 7 transition issue can be addressed financially?

8 demand sample rate that would end up changing 8 MR. HENDERSON:

9 from month-to-month, depending onhow much | 9 A. Yes, it potentially can beflowed through
10 energy you actually sell on the system? 10 Newfoundland Power’s RsA and it will hit our
11 MR. HENDERSON: 11 customers next summer, you know, $6 million
12 A. Thetransition issue arises because of the 12 dollars-

13 difference between the total, the top of the 13 MR. PERRY:

14 bar here that you see here, and what the top 14 A. Oneand ahdlf to two percent.

15 of the bar would have been under an energy- 15 MR. HENDERSON:

16 only rate, okay? 16 A.One anda half to two percent next, the

17 Q. Okay, if we- 17 following year because of thistransitional -

18 MR. HENDERSON: 18 Q. Okay, that'sall the questions| had, thank

19 A. Andthat’swhat givesriseto thisissue that 19 you, gentlemen.

20 we're talking about, discussing. 20 CHAIRMAN:

21 MR. PERRY: 21 Q. Thank you, Mr. Kennedy. Mr. Kelly?

22 A.And Mr. Kennedy, by the way, Hydro, Mr. 22 KELLY, QC::

23 Banfield has aswell identified that thisisa 23 Q. Noquestions, Chair.

24 potential issue that hasto be dealt within 24 CHAIRMAN:

25 the transition period. 25 Q. Thank you very much, Mr. Hendersonand Mr.
Page 167 Page 168

1 Perry. It'sprobably, Mr. Perry, the last 1 CERTIFICATE

2 time you’ll appear before this Board for quite 2 1, Judy MossLauzon, hereby certify that the

3 sometime, if ever, and wewish you well in 3 foregoingisatrueand correct transcript in the

4 your new position starting in January, Sir. 4 matter of Newfoundland and Labrador Hydro’'s 2003

5 MR. HENDERSON: 5 Genera Rate Application for approval of, among

6 A. Thank you, Chair. 6  other things, itsratescommencing January, 2004

7 CHAIRMAN: 7  heard on the 9th day of December, A.D., 2003 before

8 Q. That brings to aconclusion today’s session 8 theBoard of Commissioners of Public Utilities,

9 and | guess we have ascheduled day off 9  Prince Charles Building, St. John’s, Newfoundland
10 tomorrow. Mr. Brushett will betaking the 10  and Labrador and was transcribed by me to the best
1 witness stand on Thursday at 9:00 and the 11 of my ability by means of a sound apparatus.

12 schedule | have here, in any event, would look 12  Dated at St. John's, Newfoundland and L abrador
13 to Mr. Brushett to continue, if necessary and 13 this9th day of November, A.D., 2003
14 then the Industrial Customer's panel of 14 Judy Moss Lauzon

15 witnesses on Friday and | guess the schedule

16 callsfor usto conclude at theend of the

17 week with written and ora argument in

18 January. So unless there' s been a change, Ms.

19 Newman, that’s -

20 MS. NEWMAN:

21 Q. No, Chair, that’s my understanding as well.

22 CHAIRMAN:

23 Q. Thank you everybody and we'll see you on

24 Thursday morning at 9:00.

Discoveries Unlimited Inc., Ph: (709)437-5028

Page 165 - Page 168




