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1 (9:04am.) 1 Q. Thank you, Chair. Mr. Brockman, you have pre-
2 CHAIRMAN: 2 filed evidence in this matter dated September
3 Q. Thank you and good morning. Anything before 3 2, 2003 and supplementary evidence of November
4 we get started? Good morning, Ms. Newman. 4 6th, 2003. Do you adopt that evidence as your
5 MS.NEWMAN: 5 testimony in this proceeding?
6 Q. Good morning. No, Chair. 6 . Yes, | do.
7 CHAIRMAN: 7 . Would you briefly explain your perspective on
8 Q. Thank you very much. Good morning, Mr. Kelly. 8 the wholesale electricity rate issue tothe
9 Would you like to introduce your witness, 9 Board?
10 please? 10 . Yes, | think what the Board is weighing and
11 KELLY,QC: 11 hasto weigh in this can be simplified into a
12 Q. Yes, thank you, Chair. Chair, the witness 12 perspective of you have an existing energy
13 thismorning is Mr. Larry Brockman, President 13 only rate. You have aproposed sample rate,
14 of Brockman Consulting of Atlanta, Georgia. 14 which happens to bea demand energy rate.
15 The witness can be sworn. 15 There arelots of different demand energy
16 CHAIRMAN: 16 rates one could design, but that’ s the sample
17 Q. Good morning, Mr. Brockman. Welcome back. | 17 rate. Much of my testimony talks about the
18 think you' ve appeared before us before, have 18 actual sample rate. And | think what needs to
19 you not? 19 really be weighed by the Board is afew things
20 A.Yes dir. 20 really, if youkind of boil it down toits
21 Q. Yes. 21 essence. Isthe new rate that’s been proposed
22 MR.LARRY BROCKMAN, SWORN 22 more fair somehow, you know, isthere some
23 CHAIRMAN: 23 sort of fairness issue that's solved by
24 Q. When you'reready, Mr. Kelly. 24 adopting the proposed rate? Andis it more
25 KELLY, Q.C.: 25 efficient? And we' ve heard a lot of tak
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1 about efficiency and how we want to sort of 1 same time, everybody’ s treated fairly whenever
2 signal the customers to do the right thing in 2 we have a Cost of Service Study. All of the
3 the long run, and how that ties into marginal 3 demands and energies are properly reflected
4 cost and soonand soforth. Andthen, | 4 and they’d throw off the costs as they are.
5 guess, the other thing that has to be weighed 5 So you know, that’swhat hasto be weighed,
6 is thevolatility. We've heard testimony 6 and again, in terms of efficiency, |
7 about the volatility that the new rate will 7 personally don’t feel you can judge efficiency
8 create. Isthe volatility something that has 8 without looking at the long-run marginal costs
9 to be dealt with by the Board and is that 9 on the system. That’swhat all the textbooks
10 enough of a negative, if it hasto be dealt 10 say, including Mr. Bonbright’s text, and |
11 with to outweigh any advantages we see, either 11 quote a piece of that in my evidence as well.
12 in efficiency or fairness. And | suppose the 12 That'swhat | think the Board's weighing or
13 other issuethat, you know, will come up 13 hasto weigh in this case.
14 eventually is-that one of the Board members 14 . In your evidence, you indicated that a demand
15 actually asked is, isit necessary to do this? 15 energy rate isnot necessary. Why do you
16 Do we have todoit right now? So | think 16 believeit is not necessary?
17 those are the thingsthat the Board hasto 17 . Well, | guess| touched on that just alittle
18 weigh. 18 bit afew seconds ago, but obviously there's
19 In my opinion, the issue of fairness 19 not one in place now. Newfoundland Power
20 isn't realy a major issuein this case. 20 currently has demand rates on its customersin
21 There are some--1 suppose the Industrials have 21 spite of thefact that there isno demand
22 said they feel abit unfairly treated because 22 energy rate. There'salso been alot of
23 of the way the rate works in terms of if their 23 argument interms of is it necessary to make
24 demand goes up, they haveto pay a little 24 Newfoundland Power do some bsM and | had
25 more, Newfoundland Power doesn’t. But at the 25 evidence filed in 1990 on that issue of
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1 MR. BROCKMAN: 1 proposed. It was sort of aconceptual idea.
2 clearly ademand energy rate might incent them 2 If we gotodemand energy rates, you know,
3 alittle more, but the real question isincent 3 maybe it would be better. Soit was a
4 them to do what and at what price? Soit's 4 conceptual thing and the talk that was in most
5 not necessary. The question is: isit wise? 5 of the evidence talks about what should happen
6 KELLY,Q.C: 6 is Newfoundland Power and Hydro should get
7 Q. Okay. In 1990, Mr. Brockman, you testified in 7 together and design a proper rate. Y ou know,
8 support of ademand energy wholesale rate. 8 there'salot of thingsthat go into arate
9 What has changed since 1990 that affects your 9 design, more than just sayingit's ademand
10 views? 10 energy rate or it's an energy only rate. You
11  A. Well, quite afew things have changed. In 1 haveto balanceor tweak, | guess, as Mr.
12 1990, we were talking about this thing from a 12 Greneman said. But it'salittle morethan
13 conceptual basis. Newfoundland Power wanted 13 tweaking. You haveto balancethe belt of
14 to--they thought they saw alot of bsm on the 14 energy and demand charges. If you'relooking
15 horizon that might be cost effective. They 15 for efficiency, you have to balance them
16 were still evaluating it, but they were 16 against the marginal cost, asl said. So
17 looking at this effect that "well, if we shave 17 anyway, that waswhat wason thetable in
18 akilowatt off the peak, will weimmediately 18 1990.
19 save money?' They knew they would save money 19 In 1990, Newfoundland Power was also
20 in therate casesbecause of the Cost of 20 facing and Hydro wasalso facing a fairly
21 Service Study. It does recognize demand 21 robust demand in energy growth on the Island.
22 reductions, but they wanted to say "will we 22 That energy growth sort of fell off the table,
23 save money this month if we do some bsm?' and 23 if you will. I think right now that growth is
24 they kind of wanted to seethat. But at the 24 about one percent. So the energy growth that
25 same time, there was no specific rate that was 25 was being projected, there were gas turbines,
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1 run by oil inthis province, but you know, 1 something that’ s different today, and another
2 combustion turbines that were only a couple of 2 thing that’s pretty importantto me, as a
3 years out, and people were saying "oh my gosh, 3 system planner, isthat in 1990, the marginal
4 we really need to do something about the 4 running costs of Holyrood were about three
5 demand." Those gas turbines never were built. 5 centsa kilowatt hour. The ratethat was
6 What was actually built was Granite Canal, and 6 being signalled to Newfoundland Power was
7 you know, I’ll talk about Granite Canal and 7 somewhere around, best | remember was around
8 how that--what does that really mean in terms 8 four and a half cents. It was an energy only
9 of what the costswere, and energy versus 9 rate that was higher than the marginal running
10 demand, if someone wants to talk about it. 10 cost. Today, the margina running costs of
11 So | think theload growth slowed. The 11 Holyrood is about 5.13 or something cents and
12 feelings about what could be done changed, and 12 the rate we're being signalled is pretty close
13 I think perhaps one of the most important 13 tothat. Soin 1990, it looked like well,
14 things was, to be frank about it, in 1990, | 14 maybe we do need to reduce the energy charge
15 really don't think Newfoundland Power and many 15 to Newfoundland Power and one of the waysto
16 of the witnessesreally thought enough about 16 do that would, of course, to put in ademand
17 the volatility issue. It seemed like a good 17 charge and put that money in there. And
18 idea theoretically from atextbook situation, 18 that’skind of different today because the
19 but once an actual rate was put on the table, 19 relative magnitudes of demand and energy
20 rather than some sort of conceptual thing, we 20 marginal costs versus embedded costs are quite
21 started thinking--well, the financia people 21 different today than they werein 1990. So
22 started thinking about the volatility that it 22 those are probably the major things that have
23 was going to create for Newfoundland Power and 23 changed.
24 its customers and said, "we' re not sure we can 24 Q. Yourecommend a Marginal Cost Study and a
25 handle this volatility." And so that's 25 Retail Rate Design Study. Why are those
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1 KELLY,Q.C.: 1 load shape for Newfoundland Power or
2 important and how would that process proceed? 2 something, and let me change that load. Let
3 A . Wadl, they're important, as | alluded to 3 me assume it grows or shrinks. And then what
4 earlier, in the sense that if you’'re going to 4 you do is you see what happens to the long-run
5 talk about efficiency, you really can't talk 5 cost of the system over time and you can
6 about efficiency with respect to embedded 6 present value that back, if you'd like, and
7 costs. You haveto look at marginal coststo 7 eventually you can take that back and you say,
8 really make any real claimson efficiency. 8 if | do this, if I change the demand on peak,
9 That's theway economists and planners do 9 if I change the energy on or off peak or |
10 that. Theway aMarginal Cost Study is done, 10 changeitin some certain way, some certain
11 if it's done properly--there are alot of ways 11 load shape, what' s the cost of doing that over
12 to do a Marginal Cost Study, some are good, 12 time? What will the customers see, you know,
13 some are not. The way it’sdone, if it's done 13 in the long run over time from doing that?
14 properly, is you look a what al the 14 Then you take that and you compare that
15 expansion options of the utility are that are 15 to whatever embedded rate design you might
16 on the horizon, what do they cost, what are 16 have and say well, okay, the long-run marginal
17 their characteristics, what are they fuel 17 cost of doing these thingsisthis, and you
18 costs and so on. 18 know, the energy cost might be one number and
19 Y ou model all the existing units and how 19 the demand cost might be another number. Am |
20 they react and what their costs are and so on 20 too high on energy? Am | too low on energy?
21 and so forth. And then what you do is you go 21 Am | too highon demand? Am | too low on
22 in and you say, okay, let me change the load. 22 demand? And you can make judgments about how
23 Let me change the demands, for instance, on 23 to modify your embedded rate so that you hope
24 peak or off peak, or let me even take aload 24 its more efficient.
25 shape. Like maybel’'dtake the residential 25 . Okay. Istherealogical sequencein how the
Page 11 Page 12
1 Board should deal with thiswholesale rate 1 of ratesyou want to look at. You haveto
2 issue? 2 somehow deal with things like weather
3 (9:15am.) 3 normalization and so on and so forth. Y ou get
4 A Wdl,in my mind, yes. TheBoard has been 4 some of the weather variability out of it if
5 struggling with thisissue, | guess, since 5 you want to do some long-term planning. And
6 1990. | guess there was some evidence in 6 then you haveto look at what the effects of
7 1989. | personally have only been struggling 7 these rates would be on stability of revenues
8 with it with the Board since 1990, but what’s 8 and what doesit doto Newfoundland Power.
9 been missing in that whole time isa Marginal 9 What does it do to Newfoundland Power’s
10 Cost Study from Hydro. Newfoundland Power |10 customers? What does it do to the
11 tried to do onein 1997 and they really don't 11 Industrials? So thereisaprogressionin my
12 have all of these numbers that they need to do 12 mind that goes that way.
13 one properly. They did the best they could, 13 Q. Okay. After you do aMargina Cost Study and
14 and in fact, in 1997, because a turbine was 14 aRate Design Study, is it possible that the
15 sitting right on the horizon, what they did 15 Board would end up with an energy only rate or
16 may have not been that bad, although what 16 with ademand set at zero?
17 happened right after that shows that the 17 . Well, that’s certainly possible. The NARUC
18 number would have been way off and | can talk 18 manual that | referenced, the cost of service
19 about that, but you first have to do a 19 manual that | reference in my testimony talks
20 Marginal Cost Study if youwant to claim 20 about systems that have alot of hydraulic
21 efficiency for arate. 21 tendency and they’re adding unitsthat are
22 After you do the Marginal Cost Study, you 22 really saving fuel, essentiadly. And
23 can look at some various embedded rate 23 sometimesif youlook at what the margina
24 designs, innovative rates, if you will, demand 24 cost of demand ison those systems, you find
25 energy rates, time of use rates, whatever kind 25 it'svery closeto zero. If that wereto be
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1 MR. BROCKMAN: 1 itself. It paysfor itself in fuel savings.
2 the result of a study done by Hydro, then you 2 If that happenson asystem andyou start
3 might feel differently about the demand cost 3 trying to figure out how much of that unit
4 than you do just sort of guessing that it's 4 cost, that $135 million at Granite Canal was
5 whatever the embedded Cost of Service Study 5 demand related, what you normally do is net
6 saysit'sworth. 6 out the fuel savingsfrom the capital costs
7 | looked at Granite Canal, after one of 7 and you might very well find that you end up
8 the witnesses earlier talked about what was 8 with anumber that’s very close to zero. So
9 the sort of net cost of adding Granite Canal 9 if that were to happen from a true Marginal
10 and it wasvery low or zero, and in fact if 10 Cost Study in the future for Hydro, you might
11 you escalated fuel at all, | think Granite 11 say, well, | don’t know if the marginal long
12 Canal’ slevelized cost was only in the order 12 run demand costs are zero today without a
13 of five something, 5.4 cents, somewhere in 13 study. | don’'t know if they’re two dollars.
14 that neighbourhood. But it was very closeto 14 | suspect they’ re not $28.00 because Hydro is
15 the energy cost that Newfoundland Power is 15 saying well, the value of interruptible right
16 currently being signalled. But it's also very 16 now isn't $28.00. They’'re trying to do away
17 closeto the running costs at Holyrood. So 17 with that. They’re admitting that in the long
18 that if you were to project fuel cost 18 run, it probably was somethingand | don't
19 escalations at Holyrood at al, just because 19 disagree with that, but | don’'t know the real
20 of, you know, escalation infuel costs, not 20 number without a Marginal Cost Study. So |
21 necessarily burning more, and you took that 21 can't realy judge it efficiently without
22 out over timefor the life of Granite Cand, 22 that.
23 you might very well find that Granite Canal’s 23 KELLY, Q.C.
24 net cost tothe system was negative. You 24 Q. Finaly, Mr. Brockman, there's a question
25 should have added it becauseit pays for 25 being raised about whether the Board should
Page 15 Page 16
1 reopen the generation credit issue in relation 1 be better to signal it asa credit. | think
2 to Newfoundland Power’stherma plant. Can 2 that the Cost of Service Study numbers, the
3 you just explain briefly your views on that 3 mathematics, if you will, that the Cost of
4 issue? 4 Service Study comes up with, no one, | don’t
5 . Yes. The Industrials haveraised an issue. 5 think, hasquestioned the accuracy of the
6 Mr. Greneman called it an anomaly. They went 6 mathematics and what’ s really happening, to
7 in and sort of calculated how much does their 7 some degree, in the Cost of Service Study is
8 costsgo upif you took out--or go down, | 8 it's throwing off numbers by way of what it's
9 suppose, if you took out the credit that 9 toldtodo. TheBoard choseto use aload
10 Newfoundland Power’s receiving for its 10 factor method for splitting demand and energy,
11 generation. The credit that Newfoundland 11 for instance, costs on the units and the
12 Power is actually receiving isn't readly a 12 numbers are what they are.
13 dollar figure, in essence, because what 13 You could just as easily argue, | think,
14 happensisif you look at the Cost of Service 14 if you wanted to open it up that maybe there's
15 Study, what happensis Newfoundland Power is 15 other places in the Cost of Service Study
16 being forgiven demand for however much 16 where other people are--whose other people’s
17 generation they have, and | think there'sa 17 axesare being gored. For instance, if you
18 credit for reservesas well. So what’'s 18 wereto look at the split on Granite Canal,
19 happening thereisthat you'rejust reducing 19 you know, you'd find that just the split for
20 demand by the amount of generation that 20 Granite Canal, 60 percent load factor, you'd
21 Newfoundland Power could run. Newfoundland 21 say that the demand portion of Granite Canal
22 Power currently doesn’t necessarily run that 22 was 40 percent of its cost, and that’s a
23 because it’'s under the control of Hydro and | 23 pretty high number. It's morethan $100 a
24 think the province has wisely decided that 24 kilowatt, | can tell you that. So | think if
25 maybe they shouldn’t haveto run it. It may 25 you’ re going to open up the cost of service
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1 MR. BROCKMAN: 1 morning, which isthe demand energy rate
2 study, you haveto be alittle careful about 2 structure, something we've discussed before,
3 picking and choosing. I’'m not saying I'm 3 and perhaps with a different twist today.
4 opposedto that. | mean, | arguedin the 4 Mr. Brockman, | believe you were present
5 generic cost of service docket that, you know, 5 intheroom thelast few dayswhen therate
6 we should weigh thesethings, and the Board 6 design relationship that Hydro has with
7 made adecision onit. Sol just caution the 7 Newfoundland Power at present, being the
8 Board against picking and choosing issues like 8 energy only rate, has been discussed. You
9 that thoughin the Cost of Service Study 9 probably heard Mr. Patrick Bowman describe
10 because it’s a complicated animal. 10 demand energy rates as the norm. Y ou probably
11 KELLY, Q.C. 11 heard Mr. Greneman refer to energy only rates
12 Q. Thank you, Mr. Brockman. Those are my 12 as being an anomaly, and yesterday, Mr. Doug
13 questions, Chair. 13 Bowman referred to the present situation of an
14 CHAIRMAN: 14 energy only rate with Newfoundland Power as
15 Q. Thank you, Mr. Kelly. Good morning, Mr. 15 being an outlier, | think his termwas. I'm
16 Y oung. 16 just wondering what your sense of this is.
17 MR. YOUNG: 17 How common areenergy only rates between
18 Q. Good morning, Chair. Good morning, Mr. 18 relatively large wholesale and distributing
19 Brockman. 19 utilities, such as Hydro and Newfoundland
20  A.Good morning. 20 Power?
21 Q.| can't remember now how many times I've 21 .Wdll, it is true that in that sense
22 cross-examined you, we've had this pleasure, 22 Newfoundland isan outlier. | think | even
23 but I think it’sfair to say we're regulars at 23 testified to that at some point in time over
24 this. To carry that abit further, | think 24 the last--1 can’t remember all the thingsI’ve
25 we'regoing to be serving up the usual this 25 said over thelast 13 years, but you are a bit
Page 19 Page 20
1 of an outlier. Most very large customers are 1 Power cannot control its customers demands
2 on demand energy rates. | would point out 2 and soit’s the end users' demands, and you
3 that sometimes when people start counting the 3 raisethat inrelation to the price signal
4 number of jurisdictions that that entails, in 4 that may be getting from Hydro in the sampling
5 the Us that’sreally only one jurisdiction. 5 rate. 1’m just wondering if you could discuss
6 That's the FERC. They regulate al the 6 that a bit further. Isthat the issue?
7 wholesale power rates. It's not like all 50 7 . Yes, that'sreally oneof theissues. Asl
8 states say well, we're going to have demand 8 said earlier in my summary, there arereally
9 energy rates. They regulate their local 9 several issuesthe Board iswrestling with and
10 utilities. The FERC regulates the wholesale 10 that’ sthe question of fairness, efficiency
11 rates. And you know, the local jurisdictions 11 and volatility, if you will. In order for me
12 have to deal with the volatility. This 12 to make any argument that the rate that would
13 particular jurisdiction isin the enviable or 13 be put in was more efficient, asl said, I'd
14 unenviable position of actually regulating 14 have to judge these relative demand and energy
15 both the wholesale rate and the retail rates. 15 charges against marginal cost. | know the
16 But yes, it's fairly common. Then again, 16 rate creates volatility, soif Newfoundland
17 Newfoundland Power isalot different looking 17 Power can’'t do anything about therate, if
18 than most of the utilities in North America, 18 they’ re not going to change their rate designs
19 in terms of its hydraulic mix and you know, in 19 and when they say they’ re not going to change
20 termsof beingisolated and so on. But | 20 their rate designs, it's not that they're
21 certainly can’'t arguethat it doesn't--it's 21 snubbing their nose at anyone. It’sjust that
22 not an outlier. 22 they look through--try to, asbest as they
23 Q. One of the points you raise in your testimony 23 can, look to the sort of marginal system cost.
24 that you pre-filedis that the--you have a 24 They're handicapped in that because they
25 concern relating to the fact that Newfoundland 25 really can’t judge everything that Hydro’'s
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1 MR. BROCKMAN: 1 A -it'sprobably not all that different, and
2 doing. They don’'t have al of Hydro's 2 the few that | looked at, many of them try to-
3 numbers. But if they can’t do anything about 3 -what they doisthey say, okay, how dowe
4 it, you know, and it creates volatility, | 4 deal with it? That's really the issue and
5 guessthat’sreally theissue. What can they 5 what they do isthey put in clauses, you know,
6 do about it? Canthey do moreDbsm? | don't 6 like fuel adjustment or RSP clauses. They say
7 see any real evidence that they can. | don’t 7 thissort of moving all over the place on
8 see any evidence that they can't either, but 8 demand, which is primarily caused by weather,
9 there certainly isn’'t anybody that’s showing 9 is something we don’'t have any real control
10 there’ sawonderful amount of things we can do 10 over. So they’ll come to the Board and say
11 for $84.00 a kilowatt. If they’re not going 11 you need to give us some sort of recovery
12 to change their rate designs for valid 12 clause. Weneed to set up another RSP to
13 reasons, in my mind, then | don’'t seethat 13 handle these demand fluctuations, if you will.
14 we'reany better off. I'mnot sureif | 14 So that’ s the way that most of them deal with
15 answered your question, Geoff. | may have 15 it, but they do have to deal with this. Isit
16 gone off. 16 good or bad? | can't say unless| weigh all
17 MR. YOUNG: 17 those other things.
18 Q. Yes. Wadll, I guess thereason | asked the 18 Q. I'mnot sureif you've answered my question.
19 question is because | was wondering how 19 Is Newfoundland Power different than the other
20 different Newfoundland Power isfrom other 20 utilitiesin the particular circumstances of
21 distribution utilities which have, you know, a 21 the customer demography, demographics?
22 fair number of domestic customers and smaller 22 A.Wedll a lotof distribution utilities are
23 general service customers - 23 primarily residential, if that’s where you're
24 A Wdll,it's- 24 --
25 Q.- who don't have demand charges either. 25 Q.And alot of them have demand and energy
Page 23 Page 24
1 rates? 1 that areflection of therate that Hydro
2 A.Oh,vyes. 2 gives? Because | understand that a change to
3 Q. Does Newfoundland Power have--1 understand 3 the samplerate, in your view, won't cause a
4 from your answer, it doesn’t have a great deal 4 changeinrates. Isthat correct?
5 of control over its domestic customers and 5 A.Wadll, you have to--I don’t know how many of
6 others, some others at least, but | think you 6 Newfoundland Power’s hearings you've sat
7 probably agreewith me, it can have some 7 through, but you haveto kind of understand
8 influence on a group of their customers. For 8 the way Newfoundland Power designsits rates.
9 example, Newfoundland Power had curtailable 9 It does take the embedded cost from Hydro asa
10 rates. It hasdemand and energy ratesfor 10 sort of starting point. But it also takes the
11 some of itslarger general service customers. 11 demand energy splitsfrom Hydro that comes
12 | was just wondering, have those sorts of 12 straight out of the Cost of Service Study, and
13 options given Newfoundland Power some measure 13 it appliesthose to itsown rate designsin
14 of control on the peak and on the load growth? 14 the classes that have demand, but it also
15  A. Sure, and | believe they’ ve put in as many as 15 weights all of those things with how they feel
16 they think cost effective and justified by 16 about the short-run marginal energy costs, the
17 what they’'redoing. They'veaready done 17 long-run demand costs, which again they really
18 that, by theway, in theface of an energy 18 don’'t know, but Newfoundland Power attemptsto
19 only rate, which kind of goesback to isit 19 look through the purchase power rate, if you
20 necessary to have the demand energy rate. 20 will, and try to do what they think is good
21 Q. You said amoment ago that Newfoundland Power 21 for society and so, that's why they say, |
22 has indicated that it didn’t intend to change 22 believe, that you know, to alarge extent, the
23 its ratesbased upon the particular price 23 purchase power rate, other than creating
24 signal from Hydro. The range of ratesthat it 24 volatility which they will have to deal with,
25 has for its customers now, to what extent is 25 is somewhat irrelevant in terms of how they
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1 MR. BROCKMAN: 1 A.Insofar as they can,yes. Again, they're
2 would modify their own rate designs. | mean, 2 somewhat handicapped by not knowing along the
3 obviously the revenue requirements are set by 3 margina cost of demand, but insofar asthey
4 the embedded Cost of Service Study, but not 4 can, they attempt to use those.
5 necessarily the way they adjust their rate 5 Q. Aside fromthe end-use rates Newfoundland
6 designs. So | don’'t know if | answered that 6 Power designs for its own customers, I'm just
7 or not. 7 wondering, would you agree with me, asabasic
8 MR. YOUNG: 8 premise, that between Hydro and Newfoundland
9 Q. Wadll, I think perhapsyou have. Sothereis 9 Power, Hydro is providing Newfoundland Power
10 a-l wouldn't say a disconnect between the 10 with essentially two different products? One
1 two, but thereis some level of independence 1 is capacity; the other is energy.
12 between the rate that Newfoundland Power - 12 A.Yes
13 A. Exactly. 13 Q. Andis thereany reason not to price them
14 Q.- receivesfrom Hydro andthe fina rate 14 separately so Newfoundland Power getsavery
15 design. | do understand that Newfoundland 15 clear indication of what the price is for each
16 Power does get its embedded cost information 16 of those two components?
17 that it uses for rate design from the Cost of 17 (9:30 am.)
18 Service Study. 18  A. Well, it depends on what signal you want to
19 A.Yes. 19 send for those separate components. Asyou
20 Q. And further, I think you just indicated, and | 20 said, do you want to signal the marginal price
21 just want you to confirm this, that | 21 of those two productsfor efficiency? Is
22 understood it correctly, that there some 22 there some differencein the fairnessif you
23 marginal costs principlesthat Newfoundland 23 don't signal them separately? There's a
24 Power uses in designing its end-use rates for 24 timing difference. Newfoundland Power already
25 its customers? 25 gets ademand energy signal in effect in
Page 27 Page 28
1 every--every time youdo aCost of Service 1 can bedone, and one of themis seasonal
2 Study, aswe just discussed, they look through 2 rates. Would you agree that that’s an option
3 there, through the rate that you give them and 3 that Newfoundland Power might consider in its
4 say "how much of that’s demand and how much of 4 -
5 it'senergy?' andthey apply that to their 5 A.lIt'sanoption, and in order to do that, you'd
6 rate designs. So the Board has to decide what 6 have to again decide what signals do you want
7 signal they want to send. Do they want to 7 to send in that seasonal rate? Do you want to
8 send just an embedded signal and in that 8 place the embedded cost of demand on peak? Do
9 embedded signal, isit the load factor split 9 you want to place something like the marginal
10 they want to send or do they want to send a 10 cost of demand on peak? Do you want to signal
1 marginal signal, or at least modified by a 1 less than the short-run marginal running costs
12 marginal signal? You can'trealy charge 12 of Holyrood asthe sample rate does in the
13 everybody the marginal cost every time. So | 13 off-peak months? Y ou have to make decisions
14 think, once again, it's abalancing act. What 14 even to do that. But you could do that, sure.
15 signal do you want to send and isit a better 15 That would be one of thethings | would
16 signal than the one you' re currently sending? 16 recommend that be studied in this margina
17 Q. Taking about pricing just a little bit 17 cost and innovative rate kind of study that |
18 further, we were discussing afew moments ago 18 recommend that Hydro do.
19 of some of the limitations Newfoundland Power 19 Q. And I don't know if there's any strong
20 might experience with passing price signals on 20 disagreement amongst anyone who has testified
21 to, for example, its domestic customers, price 21 yet as to the benefitsof aMarginal Cost
22 signals that Hydro might giveinitsoriginal. 22 Study, but there does seem to be--well,
23 This strikes me as an issue that other similar 23 perhaps I'll use the word, growing consensus
24 utilitiesmust have dealt with andin Mr. 24 that aMarginal Cost Study ought to be donein
25 Greneman’s evidence, he refers to things that 25 its own time, but it’s not linked or it’ s not
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1 MR. YOUNG: 1 but -
2 aprerequisite to ademand energy rate? 2 Q. Yes | know, I just--you're jumpingin to
3 A . Wadl, | certainly don't--I mean, | don’t agree 3 answering my question and -
4 with that, if you're going to claim any sort 4 A.I'msorry.
5 of efficiency benefits from the embedded rate. 5 Q.-andl havejust one further point on that,
6 | think most of the witnesses have testified 6 because you're right, | don’t want to just
7 that marginal cost is required for efficiency, 7 come back on that point. | would suggest to
8 but at the same time, efficiency benefits are 8 you that, you know, the Marginal Cost Study
9 being claimed for the embedded rate. Soll 9 does have avalue and Newfoundland Power may
10 think there’s adisconnect there. | don’t 10 use the outputs from the study. But it'sa
11 agree with that at all. 11 down-the-road thing that Newfoundland Power
12 Q. If thedemand energy rateisbased upon the 12 candoinitsownrate designlargely, isit
13 embedded costs, and | think you' Il probably 13 not? And it'snot necessarily anintrinsic
14 agree with me that when it comes right down to 14 issue with the demand energy rate study?
15 it, amost al jurisdictions look to their 15 A.Well, you don't haveto doa Margina Cost
16 embedded costs to ensure that their marginal 16 Study to design an embedded rate and implement
17 costs aren't out of whack and they're 17 therate. | mean, no one'sarguing that. If
18 collecting the right revenue, et cetera. But 18 you want to claim efficiency for the embedded
19 if the demand energy rates are based on an 19 rate, however, you have to compare it to
20 embedded cost study, to what extent is ita 20 marginal costs, you know. That’'sa simple
21 necessary thing to look at the marginal costs 21 fact. | don’'t know that anyone' s taking issue
22 to set those embedded costs properly? 22 with that.
23 A.Wadll, | guesswe've - 23 Q.Oneof the thingsthat Mr. Greneman spoke
24 Q. lsn't--if | canjust - 24 about istherole that the demand component in
25 A.-we vetalked about that four or five times, 25 an embedded cost study andin the demand
Page 31 Page 32
1 energy rate, the samplerate, the role that 1 more volatile on the down side, without the
2 the demand component plays, and in hisview, 2 ratchet as it's currently been designed.
3 and you probably heard his testimony 3 There’' s no cap, so if Newfoundland Power uses
4 yesterday, and if | don't get it quite right, 4 more demand, Hydro will get more money. Their
5 I’'m sure he'll correct me on this, but in his 5 fixed costswon't really go up in the short
6 view, it deals with the commitments that the 6 run, but they’ll get more money. So yes, |
7 utility has made to its bankers for debtsit’s 7 would see why they could--1 mean, | would like
8 incurred to build capacity. Would you agree 8 that rate too perhapsin that sense, if | were
9 that that’s animportant element for the 9 you.
10 generating utility to recover as essentialy a 10 Q. There sasection in your evidence that deals
1 given, given that it has to have that capacity 11 with the level of study that Stone and Webster
12 to provide to its customers? 12 has done on the demand management potential
13 A. Waéll, absolutely, and the utility recovers 13 and | think 1"'m probably paraphrasing you
14 that investment in both an energy only rate 14 accurately if | wasto say that in your view
15 and a demand energy rate. Theonly thing 15 Stone and Webster have not provided persuasive
16 that's actually guaranteeing Newfoundland 16 evidence that demand management potential
17 Power any--or Newfoundland Hydro anything in 17 exists. Is that afair characterization of
18 the demand energy rateis the setting of the 18 your view?
19 ratchet at 98 percent. They're guaranteed 19 A.Yes. |l didn't seeany studies, or you know,
20 they’ Il collect 98 percent of whatever demand 20 basically it’s anecdotal .
21 costs the embedded Cost of Service Study say 21 Q. Hydroisprimarily a generator and transmitter
22 are demand costs. That'sall it does. Both 22 of capacity and energy in thisjurisdiction.
23 rates recover the revenue requirements for 23 Y ou'd agree with that?
24 Newfoundland and Labrador Hydro, and | believe 24 A.Yes
25 that the demand energy rate would probably be 25 Q. And Newfoundland Power isthe primary
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1 MR. YOUNG: 1 regulating both awholesale and aretail rate.
2 distributor of that capacity and energy to its 2 They have to worry about both Newfoundland
3 own customers.  Would you agreethat it's 3 Power’ s customers and your customers and where
4 Newfoundland Power’s role primarily to know 4 most--I mean, what we're really talking about
5 the kind of detail that would be required at 5 there ultimately is sort of an integrated
6 the domestic general servicelevel astothe 6 resource planning, is what we used to call it
7 options and the potential benefits or 7 in the States until we sort of deregulated all
8 otherwise of different demand management 8 of our markets and messed half of them up, but
9 potentials or is that Newfoundland and 9 what was done thereisyou look at all of it
10 Labrador Hydro’ s prime role? Who' s the expert 10 as a whole. You don't look at it in
1 on that particular issue? 1 isolation, and especially if you're going to
12 . Well, | think probably both. Hydro certainly 12 claim that this embedded ratethat you've
13 knowsthe characteristics of their domestic 13 designed is more efficient, you can't say that
14 rural customers, so perhaps they’'re more 14 without looking at these other things.
15 expert on that and Newfoundland Power probably (15 Q. Thereissomediscussionin relation to load
16 knows more about its own domestic customers, 16 management programsthat you just related to
17 whichis why | think that they should both 17 that sort of permeates through this testimony,
18 participate in any sort of provincial look at 18 and I’ m just wondering, just from the point of
19 what's to be done if we're to achieve 19 view of, | mean, Hydro has no problem in
20 efficiency and perhaps try to avoid plants and 20 indicating to this Board or to anyone that it
21 so on and so forth. Whatever we're trying to 21 has a very good idea about its own customers,
22 do, I think both should participate. | really 22 but | mean, to put it in perspective, Hydro's
23 think this isa-again, this Boardis ina 23 rural customers number around 22,000. I'm
24 very unigue position in North Americato some 24 taking these numbers, because it's convenient
25 degree in regulating both utilities, but 25 to do so, from Mr. Perry and Mr. Henderson's
Page 35 Page 36
1 evidence. 1 little over $2.00 for what demand is worth to
2 A.Um-hm. 2 you in terms of efficiency. And so, yes, you
3 Q. And Newfoundland Power’s customers are about 3 do know something about it and the signal that
4 ten times that number, correct? And to avery 4 you're sort of signalling mein doing away
5 large degree, therates that Hydro charges 5 withthat isthat it's not worth much more
6 those customers are in fact Newfoundland 6 than $2.00. But yet you wanttosay it's
7 Power’s rates? Do you agree with those 7 worth 7.00 as an efficiency signal. SolI'ma
8 characterizations | just gave? 8 bit confused by that, | suppose.
9 . Yes, interms of the number of customers and 9 Q. lsthat an applesto apples comparison?
10 the way the rateis set, sure. | would point 10 A.Nottome.
11 out that in terms of, you know, what you can 11 Q. Isitan applesto apples comparison though to
12 do about it, isyou touched on earlier. | 12 compare the $7.00 to the 2.00 -
13 mean, one of the thingswe can do about it, 13  A.Yes.
14 one of the most cost effective types of demand 14 Q.- onthebasis of whereit comes from?
15 management that is known some--that we do know 15 A.lthinkitis.
16 something about is curtailable and 16 Q. One being the embedded cost of demand and the
17 interruptible load. You had 46 megawatts of 17 other being a particular program at a
18 curtailable interruptible load on your system. 18 particular point in time?
19 NP has, | think, around five or 4.6 or 19 A.If you signal Newfoundland Power that demand
20 something megawatts. Y ou’ re recommending that 20 isworth $84.00 a kilowatt, it's signalled on
21 46 megawatts of demand side management 21 the one cp. That'stheway it works. That's
22 currently isn't needed, and | think it's 22 the way it’s being proposed. You'retelling
23 priced a $28.00, which if | just 23 themif you shavea kilowatt off the peak,
24 simplistically look at it and say well, if | 24 it sworth $84.00 ayear. How are they to
25 take $28.00 and divideit by 12, | get a 25 respond to that? Well, they could shave it
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1 MR. BROCKMAN: 1 Granite Canal that if you really backed out
2 possibly by doing curtailable load. | mean, 2 the fuel savings from Granite Canal, you might
3 there’ sbeen anecdotal evidencethat maybe 3 find the demand cost of it was very low.
4 they could put in some water heater 4 Q. A far piece of your evidence dealswith the
5 controllers. | don't think there' s been any 5 increased earnings volatility that occurs with
6 real engineering quality numbers put up to the 6 Newfoundland Power’s earnings and in your
7 Board on that, but thesimple fact of the 7 view, if the Board moves away from the energy
8 matter isif Newfoundland Power went out and 8 only rate and adopts a demand energy rate, |
9 if they could somehow steal those 46 megawatts 9 guess, in saying that, we really have to say
10 of customersfrom you and offer them the 10 that the energy only rate exists in its
11 interruptible rate at $28.00, they would save 11 present form with the RSP -
12 $84.00 a kilowatt year. So that’s not--it is 12 A.Yes
13 applesand apples inmy mind. Why is it 13 Q.- and Newfoundland Power’'s RsA, and we can’'t
14 different? Well, I’'m sorry, you're asking the 14 divorce the two. That does set up the present
15 questions. 15 circumstances.
16 MR. YOUNG: 16 A.Yes.
17 Q. Yes | know. | was just wondering, have you 17 Q. On page three of your evidence, | don't think
18 considered all the issues of that contract and 18 we need to turnto it, but one of the
19 the nature of the relationship? 19 principles you refer to, and there are a
20 .Yes, | have, and what they saidwas it'sa 20 number of principles you were referencing from
21 short-term thing. 1t wasonly for ten years. 21 Bonbright’s and you’ ve chosen some of them and
22 So what that tells me is today we don’t need 22 listed them for us, but number four on your
23 it. Today it's not worth $28.00 so is load to 23 listis stability. I’'m just wondering if this
24 Newfoundland Power worth $84.00?7 We'vejust |24 concern about volatility is referencing that
25 putin a unit, as | said, that you know, 25 issue, and yesterday when | was discussing
Page 39 Page 40
1 these issues with Mr. Doug Bowman, his 1 league with the devil and about six months
2 indication was that when you'relooking at 2 later, that Board said "maybe we should have
3 Bonbright’s principles, there'sa--I may be 3 thought more about the impact on the customers
4 putting words in his mouth, but ajudicious 4 and the stability" and so | think you can’'t
5 balancing that goes on between these various 5 say that because some are sort of more
6 attributes. Would you agree with that, that 6 important in general that you can ignore the
7 stability doesn’t have sort of any independent 7 others.
8 value unless you compare it with the other 8 Q. No, I think asl’ve been listening to rates
9 values that you may be trading off in relation 9 expertsin thisroom, that's afairly common
10 toit? 10 sort of synopsis, that you have to consider
11 .It's clearly a balancing act, as I've 11 them with the each. So Mr. Greneman was
12 testified before, and I've seen various 12 talking about the other values that might be
13 people, including myself at times say probably 13 considered or other issues and other of
14 the fairness and the efficiency or perhapsthe 14 Bonbright’ s principles that may be considered
15 most two--the two that are most important, but 15 and one of the ones he referred to was dynamic
16 you can't ignore the other ones. | happen to 16 efficiency and would you agree that if you're
17 have worked for a Board in my former life, one 17 going to go with stability, to a great degree,
18 of my former lives, where we did that afew 18 you' re going to be trading off that sort of an
19 times, and we put in rate designs. | remember 19 option also and what the Board hasto dois
20 one where we put a demand rate on some 20 strike a balance between the two?
21 churches that were on a demand rate, but they 21 A.Absolutely. | mean, Mr. Greneman, you know,
22 were large enough to be on a demand rate, and 22 expanded my summary. Mine was intended to be
23 no one really looked at what it did to those 23 asummary and | sort of lumped al efficiency
24 customers and | got to answer all the letters 24 into the category of efficiency and he went
25 and the phone callsaccusing me of beingin 25 back to Bonbright and talked about static and
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1 MR. BROCKMAN: 1 the cFo of the utility asheis.
2 dynamic efficiency and | mean, you have to 2 Q.| understand that, but you did express
3 consider all of Bonbright’s principles and the 3 concerns about volatility.
4 Board, thisBoard hasto weigh isthere more 4 A.WEéll, my concerns came from conversations with
5 fairness, isthere more efficiency, isthere 5 Mr. Perry and others before him at
6 some more volatility and then all the other 6 Newfoundland Power saying, you know, | got all
7 things aswell. But | mean, it’'sabalancing 7 this earnings volatility, and he has evidence
8 act. That's why we have boards designing 8 that’ sfiled in the case which the Board can
9 rates rather than just dropping them out of 9 judge on itsown as to whether he's accurate
10 the Cost of Service Study. 10 in his calculations or not. I'm simply saying
11 (9:45am.) 11 yes, it' saconcern to him. He' sthe CcFo. |
12 MR. YOUNG: 12 think we need toworry about it, if it's
13 Q. When you look at other distribution utilities 13 something real. But | personally can't judge
14 and you compare it to the one, the 14 its realness, but | think the Board can.
15 circumstances that Newfoundland Power finds 15 Q. Would you agree that moving from arate form
16 itself in, and when | say that | mean, that 16 such as Newfoundland Power hasat present
17 you know, under the present regime, it has an 17 towards a demand energy rate, anything of any
18 energy only ratewith theRsp. Would you 18 of the sample rates that we have, has inherent
19 characterize the Newfoundland Power 19 withit orinit, | suppose, an element of
20 circumstance as having very stable earnings or 20 additional volatility and it amost hasto, in
21 moderately so or, you know, compared to others |21 order to work the way it ought to?
22 that you viewed over the last few years, where 22 A.Wadll, in my experience, most |oad forecasters,
23 doesit fit in the range? 23 and I'm not aload forecaster, tell me that
24 .| probably should let Mr. Perry answer that 24 it'seasier for them to forecast energy than
25 question. I’'m not a cost of capital expert or 25 itisto forecast demand. | suppose that has
Page 43 Page 44
1 some--to some degree, that’ s probably because 1 look at Mr. Henderson and Mr. Perry’s
2 of weather, but they have a much more 2 evidence, you'll find that even after the
3 difficult time forecasting demand, so 3 proposed weather normalization the volatility
4 obvioudly if you put in ademand energy rate 4 istill there. Their calculations have been
5 versusan energy only rate and you haveto 5 done after weather has supposedly been
6 forecast what’ s going to happen in the cost of 6 removed. So, | guess| conclude from that,
7 service studies, you' re going to probably have 7 that perhaps weather hasn't really been
8 less volatility with the energy only than you 8 removed to aswell adegree asit should be.
9 are with the demand energy. So | think, yes, 9 And | guessthat’s one of the things that Mr.
10 they probably do go hand in hand. 10 Greneman said would have to be looked at
11 Q. Cantheimpact of weather, though, that can be 11 before, you know, the rate could be
12 mitigated to a great degree, | think you'll 12 implemented. He said it could be solvedin a
13 agree with me, by normalization approach? 13 month; 1’ m not so sure of that based upon what
14 . Wédll, I'm not surethat it can. There' stwo 14 I've seen so far, but | haven'ttried to
15 things going onin what’s sort of commonly 15 weather normalize the load either.
16 characterized as weather normalization. Two 16 Q. Doyou have any suggestions or do you have any
17 things caused Newfoundland Power, for 17 experience from other jurisdictions and other
18 instance, to be off on their forecast, oneis 18 times, perhaps, that you could use and provide
19 strange weather events, you know, it gets 19 uswith to date to help usunderstand the
20 really, really cold for one day or something. 20 sorts of things Newfoundland Power might be
21 The other thing is, is the day type is 21 able to do in order to dea with this
22 sometimes--you know, doesthe peak occur on 22 perception of avolatility concern or are they
23 the weekend or doesit occur on Monday night 23 sort of stuck with it and left without any
24 or, you know, Monday--when does the peak 24 options?
25 occur. And it's somewhat--and | think if you 25 A.Wadl, I think that, | don't know, a handful of
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1 MR. BROCKMAN: 1 jurisdiction -
2 things have been proposed that Newfoundland 2 A Yes
3 Power could do to deal with that. 3 Q.- of course, yeah. One of the comments that
4 MR. YOUNG: 4 Mr. Greneman made, | think 1’m paraphrasing
5 Q. Yeah. I'mjust wondering do you have any 5 him correctly, is that necessity is sort of
6 aside from the ones that have been proposed to 6 the mother of invention when it comesto these
7 now, any ones from your other - 7 things and if Newfoundland Power finds itself
8 A.Haveany new other ones? 8 inasituation withwhat is, | think you'll
9 Q. Yeah. Wadll, not necessarily new ones, but 9 agree with me, afairly traditional kind of
10 other ones you’ ve seen. 10 rate, a demand energy rate and it has trouble
11 A. No. | think most of them have been covered in 11 with that, it might become inventive and deal
12 the prior people’s evidence. 12 with that issue, if it does have avolatility
13 Q. Okay. So theonesthat have been covered are 13 concern and if the Board is moved to believe
14 the sorts of ones that other jurisdictions 14 that the volatility concernissuch that it
15 have used and sort of tried and tested? 15 ought to do something?
16 A.Yeah, | would say most people have probably 16 . Well, they certainly would have to think about
17 done clausesand/or put in something like 17 it quite a bit. Whether they would come up
18 interruptible rates, or, 1 guessone that 18 with, we just mentioned the five things
19 hasn’t been mentioned in that way but has been 19 everybody elsein the world, | guess, does and
20 mentioned is many people that, say, own 20 whether they would come up with anything
21 generation would use that generation to reduce 21 beyond that, | don't know whether
22 itsdemand. You’'ve already sort of taken care 22 Newfoundlanders are that creative or not, but
23 of that, so--you're aready taking that one 23 perhaps they would. But, you know, again, the
24 into account. 24 Board has to weigh whether or not that--so
25 Q.Yeah. That has its own nuances in this 25 what you're sort of doing issaying, well,
Page 47 Page 48
1 we'll just put this rate on you and see if you 1 you care to share, but it strikes me that
2 could come up with something. They could do 2 these are matters which strike at the way that
3 that. Do you think that’s going to be more 3 the Cost of Service deals with Newfoundland
4 fair, doyou think it's going to be more 4 Power’ stransmission allocationsin the Cost
5 efficient and is it going to outweigh the 5 of Service. And the one that we' ve discussed
6 volatility things that they would have to deal 6 afair amount already isthe one that the, the
7 with? | mean, to me that seems to be--I'd 7 Burin Peninsula, lines TL-212 and 219. Do you
8 prefer, | guess, to sort of design ratesin a 8 have anything you'd liketo share? AndI'm
9 more deliberate manner, than just throwing it 9 just wondering what your view on that is
10 out and saying now, try to do something like 10 because the Industrial Customers have
11 that. | guess| just wouldn't--1 agree with 11 suggested that there ought to bea change
12 the concept that, yeah, it could maybe make 12 because at the very most | think I’m probably
13 them think more about it, especially if you 13 paraphrasing them correctly, one but not both
14 didn't ever give themthe recovery on the 14 of those lines can be properly assigned common
15 volatility, if youjust said, well, you'll 15 and the other should be specifically assigned,
16 haveto live with it, you know, too bad. But, 16 if not both.
17 | think they’d be in before this Board. 17 .Well, I can't remember if | specifically
18 Q.I'd liketo perhaps thankfully change the 18 commented on this in my current evidence or
19 topic from onetried and true matter to 19 not, | don’t -
20 another one that’s been discussed for awhile 20 .1 don't believeyou did. I’m just wondering
21 here before this Board. 21 if you have -
22 A.Okay. 22 . But yeah, | mean, | can certainly give you my
23 Q. Because there area few issues of plant 23 general thoughts, | suppose, onit, if that’s
24 assignment which have arisen in this hearing. 24 of use. In terms of generation, | think there
25 | don’'t know if you have viewson thisthat 25 are two things going on. First you have to
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1 MR. BROCKMAN: 1 those lines ought to be assigned to probably
2 sort of classify the generation as to whether 2 serve that load. |If we, however, have a
3 it's common and then you can think maybe 3 significant amount of generationthat’s of
4 perhaps about the transmissions lines as well. 4 benefit to theisland on that--in that region,
5 But theway | look at the way your witnesses 5 then we have to think about at least
6 say they do their planning isthey takeall 6 classifying some portion of those transmission
7 the load and they take all the generation and 7 linesto common. | think the peninsulathat
8 they makean LOLH, a lossof load hours 8 you're referring to, you have so many
9 calculation. And inthat senseit realy 9 peninsulas on theisland | sometimes get a bit
10 doesn’t matter where the generation is. If | 10 confused, is onethat’s Sated for this 25
11 built 50 megawatts in the interior of the 11 megawatts of wind, isthat, am | on the right
12 island or | build it off somewhere, aslong as 12 plate?
13 I’m connected by atransmission line so that | 13 MR. YOUNG:
14 feel adequate in reflecting an LOLH 14 Q. It'sapossihility, yes.
15 caculation, then it counts the same. So most 15  A. Sothat being the case, that generation looks
16 of the large generations ontheisland are 16 likeit'sbeing proposed to come into place
17 being classified as common. | don't 17 probably during the time that these rates will
18 necessarily disagree with that, because that’s 18 bein place. And if that’sthe case, then
19 theway youdoit. The question arises, | 19 they give a benefit to theisland, which it
20 guessthat you're asking iswhat dowe do 20 appearsthey do, | think you’'d say that some
21 about the transmission linesthat go out to 21 portion of those lines ought to be common.
22 those areas. If the areaisfairly isolated 22 And | think the positionthat someof the
23 and, you know, it doesn’t interconnect, for 23 witnesses took, maybe one ought to be common
24 instance, with therest of theisland then 24 and the other one shouldn’t be or something, |
25 clearly--or to any great degree, then clearly 25 haven’t looked at it in any great detail, but,
Page 51 Page 52
1 you know, that seems like maybeit’s afair 1 point also that you mentioned in your direct
2 compromise. 2 this morning about the thermal generation, and
3 Q Yeah. Andit'sinteresting that you usethe 3 that’s been a contentious issue in this
4 word "compromise” because we had discussions | 4 proceeding. And you mentioned to me that
5 about these sorts of issues back in 92 during 5 there’saconcern about sort of picking and
6 the Cost of Service hearing and it strikes me 6 choosing. I’'m just wondering if you have any
7 that costs of service studies are not 7 comments in relation to concerns as to picking
8 completely efficient or foul, they’re not 8 into the middle of an Embedded Cost Study and
9 completely principle driven and they’re not 9 choosing oneitem that appearsto stand out
10 completely just exercises on compromise, but 10 without really understanding how it got there
11 they’reabit of both. Isn't that correct? 11 in the first place and looking at the whole as
12 I’m just wondering if you have any - 12 a sort of a balancing compromise with
13 A. Yeah, there salot of judgment and opinion in 13 principles?
14 there. 14 .Asl said earlier, 1 would caution against
15 Q. Yeah. And sometimes trade offs and you might 15 doing that to any great degree. | mean,
16 assign awhole lot of things one way and then 16 obvioudly it'sworthy of investigation. And
17 scratch your head and say, boy, it doesn’t 17 when you find something like that that doesn’t
18 quite get the right balance that | expected 18 appear to add up and you've got to ask
19 and - 19 yourself as an expert why isthat happening,
20 A. Especidly if conditions change on you like 20 but you also--again, as you say, there are
21 what we were just talking about, you're 21 many placesin the Cost of Service Study where
22 building some more generation or you're 22 we make compromises. For instance, the
23 building another line, you find sometimes 23 Board' sload factor split between demand and
24 things change. 24 energy, it'sacompromise. A lot of witnhesses
25 Q. Right. And | supposethat comes back to the 25 in the generic Cost of Service Study argued, |
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1 MR. BROCKMAN: 1 CHAIRMAN:
2 argued that the plants ought to be split based 2 Q. Thank you, Mr. Young. Thank you, Mr.
3 ontheir ratio of peakersversus base load. 3 Brockman. Good morning, Mr. Browne.
4 There were some problems with that, as the 4 BROWNE, Q.C.:
5 Board pointed out. | think the Board' s own 5 Q. Mr. Chairman.
6 witness inthis case isarguing something 6 CHAIRMAN:
7 along those lines. That’s not being opened up 7 Q. Could I ask you, Mr. Browne, if you have any
8 inthis case, nor am | recommending that it 8 idea of how--1"m trying to decide in terms of
9 be, but other people would say maybe there 9 the break, on along day, ashort day or a
10 should be more energy weighting or maybe there |10 shorter day.
11 should be more demand weighting. But again 11 BROWNE, Q.C.:
12 the Cost of Service Study ina complicated 12 Q. I'dsay I'll be about an hour, Mr. Chairman.
13 animal and there are alot of interactions and 13 CHAIRMAN:
14 judgments and decisions that are compromises 14 Q. Anhour. Mr. Hutchings, do you have any?
15 that go into it. If you want to open it up, 15 HUTCHINGS, Q.C.:
16 you probably should think about all of those, 16 Q. Probably haf an hour, Mr. Chair.
17 not just a particular pick and choose issue. 17 CHAIRMAN:
18 MR. YOUNG: 18 Q. Anhour and a half.
19 Q. Whichis| think what you said in your direct 19 MR. KENNEDY:
20 - 20 Q. About equal amount of time, half an hour,
21 A. Yesh. 21 Chair.
22 Q.- | just wantto illuminate that a bit 22 CHAIRMAN:
23 further, yeah. If | could have just a moment, 23 Q. Half anhour. Soacoupleof hours. | think
24 Mr. Chair? | think those are all our 24 we'll look at our short day time, Mr. Browne,
25 questions. Thank you, Mr. Brockman. 25 if that’s okay. We'll go to 11:00 and we'll
Page 55 Page 56
1 break then for half an hour and then we'll 1 Q. Soit'snecessary conditionally, but it's not
2 come back. Isthat okay? 2 absolutely necessary, in your view?
3 (10:00 am.) 3 A.No. You couldimplement any rate without any
4 BROWNE, Q.C.: 4 study if you really wanted to aslong asyou
5 Q. Yeah. Thank you, Mr. Chairman. Good morning, 5 got the revenue requirements.
6 Mr. Brockman. 6 Q.In1990, 1992 you gave evidence beforethis
7 A. Good morning. 7 Board supporting ademand and energy rate.
8 Q. Mr. Brockman, yesterday we had delivered to 8 Now you come forward to the Board supporting
9 Newfoundland Power anumber of exhibits from 9 an energy only rate. That leaves some of us
10 previous hearings and we had them delivered to 10 somewhat puzzled. Areyou at all concerned on
11 the Board as well. | want to refer to some of 11 the issue of your own credibility in
12 that now. Do you have those there? 12 presenting as an expert two different views
13 A.Yes | do. 13 over these couple of years?
14 Q. Okay. And, Ms. Blundon, do you have them 14 A. Wéll, experts are aways concerned about their
15 there? | think we sent about ten copies or 15 credibility, and especialy inthe sense of
16 whatever is required by the rules. Inany 16 when things change and when your opinion of
17 case, while we' re waiting for those | can ask 17 something changes. | tried to describe in my
18 you, what exactly isyour positionon the 18 summary asto why my opinion has changed to
19 Marginal Cost Study, are you stating a 19 some degree on that. Although from a sort of
20 Marginal Cost Study is necessary prior to the 20 atheoretical standpoint | haven't changed my
21 implementation of ademand energy rate, is 21 opinion, but conditions have changed and the
22 that your position? 22 applicability of that theory is dlightly
23 A. My position isthat it's necessary if you want 23 different, in fact, more than dightly
24 to make claims for increased efficiency from a 24 different today than it wasin 1990. And if
25 demand energy rate. 25 you read all of my evidence since 1990, you'll

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

Page 53 - Page 56




November 18, 2003

Multi-Page™ NL Hydro's 2003 General Rate Application

Page 57 Page 58
1 MR. BROCKMAN: 1 see when the load growth really began to taper
2 see that in 1992 and beyond we begin to 2 off. And we also added that--1 mean, in 1996
3 discover things about the demand energy rate 3 we thought that, you know, there were certain
4 that--such asthe volatility, that wereally 4 types of unit that were going to be added to
5 hadn’t thought much about in 1990. And no 5 the system, like gasturbine, for instance,
6 specific rate was onthe tableto clearly 6 and then that didn’t get added. What go added
7 analyze, and even after there was we began to 7 instead was abaseload plan. So, | mean,
8 see the volatility issue, we began to see that 8 it'saprogression. | can't pointto youa
9 the load growth had fallen off, we began to 9 specific date inwhich | said, ah, today |
10 question how much DsM really was out thereand |10 changed my mind. | mean, as you accumulate
11 various other thingsthat I've pointed out. 11 evidence and apply it to the theory, you begin
12 It's not the theory that’s changed so much as 12 to reach conclusions.
13 it isthe conditions. 13 Q. Haveyoutestified in any proceedingsin the
14 BROWNE, Q.C.: 14 last number of years advocating a demand and
15 Q. Atwhat point did you come to the conclusion 15 energy rate?
16 that you were wrong in 1990 and 1992, was it 16 A.I’'mnot surel can even answer that question.
17 in 1994 and 1995 or - 17 Do you have something? | can’t remember where
18 . It sbeen alot of years between then and now. 18 | tegtifiedin thelast few years. It's
19 | think we began to cometo that conclusion 19 mostly been here, but in thelast few years,
20 sometime after '92, | suppose, we began to 20 but | don’t know.
21 really see once somereal actua rate designs 21 Q. I'msurprised if you can’t say with certainty
22 were talked about, we began to see what the 22 that you did or you didn’t.
23 volatility really looked like. And we began 23 A.Wadll,it's alongtime, 13years. | mean,
24 to see the load growth fall off. | don’'t--1'd 24 I’'ve--in the last 13 years |’ ve testified here
25 have to look back at, you know, the filings to 25 and | believe | testified in Nova Scotiaon
Page 59 Page 60
1 somerate designissues. | don’t know, it's 1 I’ve already said to Mr. Young that it’s a bit
2 in my resume, but. | mean, where the 2 of an outlier here.
3 conditions fit and--1 could very well have 3 Q Andit'sabit of an outlier for what reasons?
4 said ademand energy rate might make sense. 4 A Wadl, 1 thinkit, for onething, as | say,
5 If the conditions fit, you put it in, if they 5 thisis principally a hydraulic system. There
6 don't fit, you may choose adifferent rate 6 aren't very many of those inthe U.S,, for
7 design. You haveto weigh all the evidence. 7 instance, and there aren't very many
8 . But yet, there’'s no other jurisdiction in 8 jurisdictionsthat the FERC regulates that
9 which you can point to with the exception of 9 look like Newfoundland and L abrador Hydro and
10 thisjurisdiction wherethere isan energy 10 Newfoundland Power. They look like
11 only rateto a customer such as Newfoundland 11 Newfoundland Power, as Geoff brought out in
12 Power? 12 his questioning. | mean, they’re domestic,
13 . No, | haven't done an exhaustive, | mean, as | 13 primarily domestic customers. But the
14 said, the FERC, the F-E-R-C, in the U.S. 14 characteristics of the supply side, hydraulic
15 regulates wholesale ratesfor al of the 15 generation, what are the marginal costs and so
16 states in the U.S. and they like demand energy 16 on might look quite different. This
17 rates, so | wouldn't even need to do a study 17 jurisdiction has some very interesting
18 there, that’ s what they do. 18 planning situations that a lot of other
19 . But as part of your evidence and preparation 19 systems don't have.
20 of your evidenceif you could come forward 20 Q. But thisjurisdiction would be consistent with
21 with a number of other jurisdictions, I’m sure 21 other jurisdictions if it had ademand and
22 you would have brought them to the attention 22 energy rate from the evidence we' ve had here?
23 of the Board. Isthat afair comment? 23 A.ltwould nolonger bean outlier then, it
24 A.Sure. Yeah,if | had done astudy and been 24 would look like everyone else if you put--or
25 ableto find some, | probably would have. 25 perhaps almost. | can’t say everyone, because
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1 MR. BROCKMAN: 1 for the record, please?
2 | haven’t studied them all, but, you know, 2 A.lsay,"Yes. Hydro proposesto continueits
3 yeah, it would look more like everyone else. 3 practice of serving Industrial Customers with
4 Its supply side wouldn’'t look more like 4 arate containing both ademand and energy
5 everyone else, but its rates might. 5 component while offering an energy charge only
6 BROWNE, Q.C.: 6 rate to NLP. Thisisdonein spit of the fact
7 Q.Okay. If we cangotolic-7and IC-8inthe 7 that the Cost of Service Study contains
8 documents that we presented to you yesterday? 8 sufficient information to provide a demand and
9 Do you have copies of those? 9 energy rate structure to NLP."
10 MS. NEWMAN: 10 Q. Andthenisit dtill afact, if you look at
11 Q. Yes, | canconfirmthat they were circulated 11 what you said there, is it still widely
12 yesterday afternoon to the parties. 12 accepted that you would want to--that that is
13 BROWNE, Q.C.: 13 still true, what you' re stating there?
14 Q. Okay. 14  A.Well, the Cost of Service Study contains
15 MS. NEWMAN: 15 sufficient informationto design a demand
16 Q. And the Board should have copies. 16 energy rate. Infact, you could design alot
17 BROWNE, Q.C.: 17 of different demand energy rates from the Cost
18 Q. So everyone hasthem? Okay. In referenceto 18 of Service Study. Whether those are better
19 IC-7, this takes you back to your evidence of 19 than therate you have--you can aso design
20 1990. And we go to the question "Propose rate 20 energy only rateis up to--is what's in
21 structure”. And the question at that time on 21 question, | suppose, in this proceeding.
22 line 24, 25, "Do you have any concerns about 22 Q. And you continue on with your evidence there
23 the rate structure proposed by Hydro in this 23 topage 14 andline17. Canyou just read
24 proceeding?' And of course, we're talking 24 that out for us, what you' re stating there?
25 about 1990. Can you read your answer there 25  A."Thislack of proper rate design giveslittle
Page 63 Page 64
1 incentivefor NLPto engagein demand side 1 | don’'timply it to mean inany way an
2 management activities that reduce peak load. 2 efficient signal, but if they respond to the
3 Peak load reduction programs are among the 3 rate you give them, if they respond the way
4 most common and cost effective demand side 4 that economiststhink they would properly
5 management programs in existence. With an 5 respond -
6 energy only rate, however, there are no 6 Q. How should they respond, what would economists
7 immediate savings to NLP and its customers for 7 say what way should they be responding?
8 reducing its demand on the hydro system. As 8 A.Wadll, if you signal them that demand is worth,
9 NLP applies demand charges to its large 9 let’'s say $84 akilowatt, which iswhat’s been
10 customers to control their demands, NLPwill 10 proposed, year, then they should do whatever
11 actually lose money if those customers respond 11 they can do that'sless than $84 to remove
12 properly." 12 that demand from the system.
13 Q. Now, NLPstill appliesdemand chargesto its 13 Q. And what effect would that have on the system
14 large - 14 overall if they responded properly?
15 A.Yes, it does. 15 A.In terms of the hydro supply, it would
16 Q.- customers, doesit not? And so that hasn’t 16 probably--well, we don’t know, we don’t know
17 changed? 17 for sure. 1 mean, we would clearly reduce the
18  A.Npo, it hasn't. 18 overall demand and it perhaps would, at some
19 Q. Andwhatis thefear that NLP will actually 19 point in time, avoid a peaker perhaps out in
20 lose money if these customers respond 20 2012 or 2015 or something like that. If all
21 properly, what doyou mean by "a proper 21 they did was shave demand, we probably
22 response"? 22 wouldn’t avoid any of the baseload plants
23 A.Bytheword "properly” there | mean if they 23 because--I mean, I'm saying "probably” now
24 respond to the signal that would be giving 24 because | don’'t haveaMarginal Cost Study,
25 them an--be giving them a demand energy rate. 25 but you know, having done afew in my life.
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1 MR. BROCKMAN: 1 at a margina running cost of about three
2 They probably wouldn’t avoid the plants that 2 cents at Holyrood and the energy signal they
3 are built because of the firm energy criteria 3 were being given was four and a half cents, so
4 and you probably wouldn’t have avoided Granite | 4 those were kind of out of whack. And perhaps
5 Canal because Granite Canal pays for itself 5 an embedded costed signal at that time, if it
6 anyway. So, you know, that’sthe - 6 was properly designed, might have given them a
7 BROWNE, Q.C.: 7 better signal in terms of efficiency.
8 Q. Butal things being equal, it would be better 8 . You go on to state in line 25 and 26, can you
9 for the system if people responded properly to 9 read that out for the Board, please, at page
10 ademand charge? 10 14?
11 . Well, again, "properly" as here was defined in 11 . "Another fact that the Board should consider
12 terms of the rate signal they’ re being given. 12 isthe effect of the Hydro energy only rate on
13 If it san efficient signal and they respond 13 NLPrates. It forces NLPto have energy rates
14 properly, then the system would be better off. 14 that aretoo high and demand rates that are
15 If it'snot an efficient signal, if it's 15 too low. If NLPisto achieve proper matching
16 somehow inefficient, for instance, if | gave 16 between the distinct cost causation effects of
17 them avery high demand charge and avery low 17 demand and energy, the Board should recommend
18 energy charge and they responded to that by 18 that Hydro develop a rate structure that
19 using more energy but shaving their demand, 19 includes these components--important
20 the system would be worse off. So | haveto 20 components.”
21 weigh all those things together. 21 . Why would that not be true today?
22 . Now, is- 22 . Well, as I’ ve talked about, in terms of--this
23 . At thisparticular time let me just add, 23 was redly speakingin terms of sort of
24 again, asl said in my summary, at this 24 efficiency andin terms of marginal cost.
25 particular time Newfoundland Power was looking |25 Remember, why we were arguing for this was
Page 67 Page 68
1 because we wanted to do efficient bsm 1 customers. The Cost of Service Study sends a
2 activities. As | said, the energy rates at 2 demand energy signal through which is deemed
3 that time that was being signaled to 3 to befair, if you will, by people, and if you
4 Newfoundland Power was higher, quitea hit 4 want to try to treat those customersfairly
5 higher than the short-run marginal energy 5 inside that class, if you signa them
6 cost. It wassort of an inefficient energy 6 individualy the demand costs versus the
7 signal, if you will. What we kind of wanted 7 energy costs and somewill have high load
8 to do was seeif we could get those two back 8 factors, some will have lower load factors,
9 into shape. And if what was donein this case 9 which means some use more demand relative to
10 was we had gotten an embedded demand and 10 their energy than othersin the class do.
11 energy rate or any other kind of rate and it 11 (10:15am.)
12 had been compared to the margina cost and 12 If you split the demand and energy costs
13 shown to be more efficient, then | would say 13 separately and you believe that those costs
14 that perhaps that would be a better rate. | 14 arefair, the demand and energy coststhat are
15 don’t see that in this case. 15 coming out of the Cost of Service Study, then
16 Q. Andwhy does Newfoundland Power have demand 16 you cantreat those customers more fairly
17 chargesfor itslarge customers, what'sthe 17 because there’s more than one of them ina
18 reason for that? 18 class. That'sthe primary reason you do--one
19 . The main reason they havethat is to ensure 19 of the prime reasons you do a demand energy
20 intra-class fairness. And | may have to 20 rate, just to ensure intra-class fairness, to
21 describe what | meanby that. In many 21 ensurethat if | have customersthat look
22 classes, well, amost all classes, if you want 22 different in classes, | can treat both of them
23 to talk about outliers, you have more than one 23 fairly with a demand energy rate. In
24 customer. In most large demand energy classes 24 Newfoundland Power’s case, they'rethe only
25 you may have fiveor ten or 20 or even 100 25 customer intheclass. Thereisno intra-
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1 MR. BROCKMAN: 1 to the Cost of Service Study. They do look at
2 classfairnessissue. The only fairnessissue 2 the energy charges in those classes beyond the
3 inthis caseiswhether or not the Cost of 3 Cost of Service Study. They say, well, what
4 Service Study is throwing the right demand and 4 should the energy charge be, should it just
5 energy costto Newfoundland Power and the 5 drop out of the Cost of Service Study, and the
6 Industrials, and it is. 6 answer is, no, it shouldn’t. It should be set
7 BROWNE, Q.C.: 7 at least at the short-run margina cost of
8 Q. lsn'tittruethat rates with demand charges 8 Holyrood. And they try to do that; they don’t
9 better reflect cost of service? 9 always succeed, especially between rate cases,
10  A. What--in embedded cost of service? 10 but they try to do that. They try to modify
11 Q. Yes. 11 that Embedded Cost of Service Study rate
12 A. Sure. You know, whatever you think the Cost 12 design so that it'smore efficient. They do
13 of Service Study splitsare, that’s--and if 13 not know most of the time the margina cost of
14 you take those numbers right out of the Cost 14 demand, so there’ s not awhole lot they can do
15 of Service Study, it better reflects the cost 15 there sometimes. | suspect that right now
16 of service splits. 16 perhaps they’ re charging a little too much for
17 Q. Andisn’t that in fact why Newfoundland Power 17 demand, but that's only based on what's
18 has demand rates for itslarge customers, 18 happened in the last few years on the system.
19 because it better reflects the cost of 19 Q. So Newfoundland Power's seen some advantagein
20 service? 20 having demand charges for its large customers,
21 A.Wadll, it does it because they have a lot of 21 but atthe same time it doesn't see any
22 customers in those classes and it better 22 advantage for Hydro in having a demand charge,
23 reflects what’ s thought to be fair. Now, they 23 demand energy rate for them?
24 also do question how those demand and energy 24  A. Wéll, the primary advantage that you can see
25 rates should be set. They’re not just pegged 25 for a demand energy rateisefficiency and
Page 71 Page 72
1 intra-class fairness. And thereisno intra- 1 fairness, efficiency and then al the other
2 classfairnessissue and efficiency is open to 2 things like stability and practicality and so
3 themarginal cost look. Soit'sadifferent 3 on and so forth. And | don’t see any gain to
4 situation. 4 fairness, | don’'t see any proven gain to
5 Q. Canwego to your evidence, page 19, lines 18 5 efficiency and | do see a problem with
6 to 20? 6 volatility. So | don't think that there’s any
7 A.That sort of startsin the middle of a 7 good reason based on Bonbright to impose a
8 thought, Mr. Browne. I’'mnot sureif I'm on 8 demand energy rate at this time. Wedon't
9 the right page or not. Is there more than one 9 really have enough information to judge all of
10 page 19 in here? Go ahead. 10 it.
11 Q. Page 19 in your September 2, 2003 evidence. 11 Q. But yet, you've heard other experts refer to
12 A.Oh, okay. 12 Bonbright’ s principles in this proceeding?
13 Q. Your pre-filed evidence. Line 18 you state, 13 A Yes
14 "The simple fact of the matter is that unless 14 Q. And saying that Bonbright’s principles would
15 changing the wholesale rate results in changes 15 be consistent with a demand energy rate and an
16 to Newfoundland Power’ s rate designs and their 16 energy only rate is inconsistent with the
17 customers' behaviour there was no good reason 17 Bonbright principles?
18 for imposing a demand energy rate.” 18 A.Don't necessarily agree with all of those
19 A.Yes 19 other witnesses.
20 Q. Now, when you go back and look at some of 20 Q. Soin al those jurisdictions which have a
21 Bonbright’s principles, wouldn’t you find 21 demand energy rate and we've aready
22 within those principles several good reasons 22 established Newfoundland Power seemsto be the
23 for imposing a demand energy rate? 23 outlier here, you're saying that they are
24 A.Wdl, | think as | testified earlier, 24 operating in violation of the Bonbright
25 Bonbright’s principles can be boiled down to 25 principles?
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1 MR. BROCKMAN: 1 associations in effect such as NARUC and FERC

2 A.lwould havetoexamine al of those other 2 and in Canadathere are various associations

3 jurisdictions' supply costs, | would haveto 3 and there seemsto be common principles that

4 examine their long-run marginal costs, | would 4 Bonbright has espoused since 1960 which boards

5 have to decide whether or not there were more 5 generally have been guided by. So, areyou

6 than one customer in the class that was being 6 stating now that Bonbright’ s principles don’t

7 served. Therearea lot of issues | would 7 apply to the demand and energy rate, is that

8 haveto examine. And by theway, | should 8 what you're telling us?

9 point out that in 1994 NARUC produced a study 9 A.Youcan't say what the proper weighting of the
10 which this Board probably haswhich wascalled |10 demand and energy costs are without doing all
11 something like aligning rates with integrated 11 the studies. In sofar aother jurisdictions
12 resource planning, | have acopy of it if 12 have done it without the proper studies, what
13 someone needs to get a copy of it, and in that 13 canl say, they’re probably wrong. That's
14 particular document they surveyed alot of the 14 kind of what NARUC concluded in 1994. Sol
15 jurisdictions at least in NARUC and said, 15 mean, they’re not going against Bonbright’s
16 yeah, most of them have, you know, these 16 principles. Bonbright contains a lot of
17 embedded rate designs. But they didn’t 17 principles that in some cases overlap andin
18 concludeit wasagoodidea. They, infact, 18 some cases are somewhat contradictory. One
19 said that you should examine things like the 19 man’ s view of fairness may not be the same as
20 marginal costs, you should try to see whether 20 another man’sview of efficiency. You have to
21 you can make your rates more efficient. Just 21 weigh thesethings and some jurisdictions
22 because everybody doesit doesn't meanit'sa 22 weigh them differently than others. So |
23 good idea. 23 don’'t say you could say--use that to say that
24 BROWNE, Q.C.: 24 Bonbright’s principles aren’t appropriately--
25 Q.But yet, there seems to--there are 25 or aren’t applied, but we have differences of

Page 75 Page 76

1 opinion on what the result is, perhaps, or and 1 careful when we'retalking about a specific

2 we also have huge differencesin the supply 2 rate proposal versus this sort of all

3 side that feeds these systems. 3 encompassing generic demand energy rate,

4 Q. Sothereseems tobealot of peoplewrong. 4 whatever that is. But, in general and in

5 We had Mr. Greneman come forward stating that 5 chief | think the Board can read my evidence,

6 ademand energy rate is appropriate for this 6 they can seewhere| disagree with the other

7 jurisdiction. Is Mr. Greneman wrong? 7 experts. | mean, you know, | disagree with

8 A.Ilnmy mind, yes. 8 them on somethings. That’swhy this Board’s

9 Q. Wehad Mr. Doug Bowman come forward saying a 9 here, to judge the--what they think. | tried
10 demand energy rateis applicable in this 10 to lay out the facts as | see them and we all
11 jurisdiction. Is Mr. Doug Bowman wrong? 11 compare everything to Bonbright. The Board
12 A. Firstof al, | guess, you know, you're sort 12 hasto decide.

13 of paraphrasing their evidence, and | don't 13 Q. Okay. Soyou'resaying Mr. Doug Bowmanis
14 want to go too far - 14 wrong in advocating ademand energy rate for
15 Q. Wdl, | think I’'m being fair, though, | think 15 thisjurisdiction, you' re saying he'swrong?

16 they’ve said that. 16 A.He's wrong, | believe, in advocating the

17  A.Wdl, | don't know if youare. The man 17 sample demand energy rate. |If he proposes

18 reason | bring - 18 another rate, I'll look at that.

19 Q. Wél, youwere here. Now, let’'sbe fair on 19 Q. Areyou saying Mr. Patrick Bowman and Mr. Cam
20 this. You were here listening. 20 Osler were wrong in their evidence where they
21 A. Let mesay why I'm saying this, okay. Again, 21 said a demand energy rate is appropriate for

22 therearealot of comments about the sample 22 thisjurisdiction?

23 demand energy rate versus sort of ageneric 23 A. If they're advocating the sample rate, yes.

24 demand energy rate and then, you know, versus 24 Q. Areyou saying the consultants at EES are

25 the energy only rate, so | want to be alittle 25 wrong in their evidence which they’re about to
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1 BROWNE, Q.C: 1 rate with the energy charges set at marginal
2 give where they advocate a demand energy rate 2 energy cost and a demand charge calculated as
3 for this jurisdiction? 3 aresidual?’ Can youread your answer to
4  A.Weéll, they obvioudly disagree with me, so, 4 that, please?
5 yes, | don’t think that the sample rate that's 5 A.lsay, "Inconcept,| do. The details may
6 been proposed is better than the energy only 6 need some fine tuning, however. | think the
7 rate we have. 7 proposed rates gives the movement to a demand
8 Q. Sowe have Mr. Greneman, Mr. Doug Bowman, Mr. 8 energy rate that NPargued was important in
9 Pat Bowman and Mr. Cam Osler and Egs all 9 the last Hydro referral. 1n addition, energy
10 advocating a demand energy rate and you 10 isgiven a high weight in this rate design.
11 advocated the same in 1992, but you are, in 11 It should enable NPto get a good balance of
12 fact, your evidenceis theoutlier in this 12 peak shavingin conservation oriented DSM
13 particular - 13 programs.”
14 A. Oh, there' sno question about that. And I’'m 14 Q. And do you till agree with that, that
15 surethat you can put that inyour brief. 15 premise?
16 That's not new evidence. 16 A.Inconcept, |1 do. It's thefinetuning I
17 Q. Canwegotoic-8, please? 17 think where it goes off the railsin terms of-
18 A.lIsthat oneof theones that you sent out 18 -especialy interms of what the relative
19 yesterday, Mr. Browne? 19 marginal demand and energy costs werein’92
20 Q. Yesah, | sent that out yesterday. 20 versus what they are today.
21  A.Okay. Okay, I'matit. 21 Q. And on page 22, you make reference to option 1
22 Q.Okay. And there at page 21 of ic-8 the 22 there, the energy only formrateis what we
23 question was posed to you in your 1992 23 now have. Canyou just read that out for us
24 evidence, it says online 17, "Do you agree 24 on line 10, please, page 22?
25 with Hydro's proposal to adopt a three-part NP 25  A."Theproblems with option 1 were discussed
Page 79 Page 80
1 extensively at the last hearing. An excellent 1 A.Yeah, | think the energy--1 mean, other than
2 summation of the arguments iscontained in 2 the fact the costs have changed some, sure,
3 pages 76 through 79 of the Board's June 11, 3 it'sthe same form of rate.
4 1990 report to government. Thisrate form 4 Q. lwant tojust move onand tak for a few
5 does not offer good tracking of costs because 5 moments about the Marginal Cost Study.
6 changesin the energy cause certain costs to 6 Newfoundland Power in 1997 conducted its own
7 change and changes in demand causes othersto 7 Marginal Cost Study, isthat correct?
8 change. This rate therefore does not offer 8 A.Yes, itdid.
9 good price signalsto NP. In addition, NP 9 Q. Andwereyou involved in that?
10 offers some of its customers demand rates. |If 10 A.lwasinvolved somewhat, | mean, they ran it
11 these customers respond to NP's price signal 11 by me and said, what do you think about it? |
12 by reducing demand, NP loses revenues without 12 gave some opinions and so on. | mean, they -
13 acorresponding drop in demand related costs 13 Q. Okay. So, they ranit by you. So, | gather
14 from Hydro. The same effect occurs with 14 that you charged them for your opinion?
15 respect to peak shaving, DSM equipment NP 15  A. Probably, | don’t remember any more; it’s been
16 might wish to encourage its customers to 16 along time, but if | spent any material time
17 install. For al thesereasons, the Board 17 -
18 recommended that Hydro submit at this hearing 18 Q. Youdidn't do it for nothing.
19 whatever information it might have with regard 19 A If | spent any material -
20 to a rate with a demand charge component. 20 Q. Weall work for our Masters.
21 Thisiswhat Hydro has done here." 21 A.Widll, if it'sa 15 minute question, | might do
22 Q. Now, that option 1 that wasthe energy only 22 it for free, but if it's four daysor ten
23 rate that was there at that time, that's 23 weeks or something, then | would charge for
24 effectively the same rate that we have here 24 it.
25 now, isn't it, the energy only rate? 25 Q. Okay. So, you had involvement in that
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1 BROWNE, Q.C.: 1 and, in fact, if we used the marginal cost out
2 Marginal Cost Study? 2 of that study, they would have been wrong
3 A Yes 3 because that’ s not what happened. They didn’t
4 Q. And now are you coming forward and telling us 4 build the gasturbinein 2000 or '99; they
5 that that Marginal Cost Study was flawed? 5 built a unit that saved alot of fuel and, in
6 A.lthink even the cover letter to that Margina 6 fact, probably had alower demand cost. So,
7 Cost Study, aswell as the study itself tried 7 the study was flawed and it was pointed out.
8 to say that it was somewhat flawed. 8 But the position that Newfoundland Power was
9 Newfoundland Power doesn’t have the expansion | 9 put inwas they said, you haveto do a
10 plans, the costs, the characteristics of all 10 marginal Cost of Service Study. They can’'t do
11 the future units that are going togo on 11 it. Okay. They haveto make guesses about
12 Hydro's system. Because of that, they had to 12 it. Hydro, you know, we' ve talked about the
13 do something which was, well, let's assume 13 need for a Hydro marginal Cost of Service
14 it'sa turbinethat’s coming on line right 14 Study which would have supplied that piece
15 away because at that time, | think there was a 15 since 1990 and one hasn’t been forthcoming. |
16 turbine being proposed. So, they decided to 16 mean, the piece has been missing since 1990.
17 try and use aturbine, even if it were coming 17 (10:30 am.)
18 on linetoday, agas turbine and said, let’s 18 Q. So,in 1996, the Board ordered Newfoundland
19 call that the marginal cost of demand. That 19 Power to submit aMarginal Cost Study. And
20 was flawed and | think they pointed that out 20 you're telling us that Newfoundland Power has
21 intheir cover letter. | don’t have the cover 21 submitted a flawed Marginal Cost Study, is
22 |etter in front of me, but in a certain sense, 22 that your evidence?
23 because--and what happened, by the way waswe |23 .1think if you read the cover letter toit,
24 got Granite Canal instead of that turbine. 24 they say, we have some serious doubts about
25 And Granite Canal had alot of fuel savings 25 the marginal costsin this study. | think
Page 83 Page 84
1 they felt okay about the T& D costs that they 1 at some point, they would get together with
2 had, their own costs, but they just don’t know 2 Hydro and, sort of, get a co-operative
3 the marginal cost of Hydro. 3 Marginal Cost Study. Thosethings didn’t
4 Q. Butyet, they operated on the basis of that 4 happen. So, here we are at 2003 and we still
5 Marginal Cost Study, did they not? 5 don’'t have aMarginal Cost Study that, in my
6 A.What do you mean by "operated"? 6 mind, isvalid for thisisland.
7 Q. What happened? They submitted the Marginal 7 . In reference to the Marginal Cost Study that
8 Cost Study and they stood by these marginal 8 was ordered, can we just go to the Board order
9 costs, they didn’'t deny these were these 9 of that time, PU-7, 1996-1997, | think we got
10 marginal costs? 10 copies of that to distribute in case it’s note
11 A.Wdl, | think thecover letter caveats it 11 available on the monitor.
12 quite a bit, if you read the cover letter that 12 MS. NEWMAN:
13 wason it, aswell aseven just reading the 13 Q. Whilewe're doing that, can we label the last
14 study. They didn’t do anything because of the 14 items as Information Item number 18,
15 study. Along came--there were alot of things 15 Information 18.
16 that happened. | mean, we had the Provincia 16 BROWNE, Q.C.:
17 Energy Act which came along or Energy Policy |17 Q. Okay. Wehave infront of usa copy of the
18 and Review | guessit’s called which was going 18 Board of Commissioners of Public Utilities,
19 to look at how al these things in the 19 PU-7, 1996-'97 and it says under "Rate Study",
20 province should be treated, demand and energy. 20 number 37, page 107, "a study shall be
21 One would hope they even looked at your favour |21 conducted by July 1, 1997 to evaluate rate
22 thing, electric heat and all these other 22 design based upon marginal cost, time of use
23 things. Thisall came along--I think at the 23 design principles and other innovative rate
24 timethat that study wasbeing pursued, as 24 options. The Board allows anincrease in
25 well, Newfoundland Power sincerely hoped that 25 revenue requirements of $150,000.00 to cover
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1 the cost of such astudy". Areyou telling us 1 A.No, it wasflawed in the respect -
2 BROWNE, Q.C.: 2 Q. ltwasn't awhite wash, wasit?
3 that the revenue requirement was increased by 3 A Itwasflawed in the respect that they had to
4 $150,000.00 of consumers' money to provide a 4 guess what Hydro’s marginal costs were, if you
5 Marginal Cost Study and that study, you're now 5 will. Well, morethan a guess, | mean, they
6 telling us, was seriously flawed? 6 used the gas turbine and tried to do it the
7 A.Wadll, insofar as calculating the marginal cost 7 best they could, but it certainly was not what
8 from Hydro, yes, Newfoundland Power did what 8 | would consider the best Marginal Cost Study
9 they could to calculate their own marginal 9 that could have been done had Hydro
10 cost, the T&D cost and so on and tried to do 10 participated with it.
11 Hydro, but they did what they could and their 11 Q. Why are you suggesting now that Newfoundland
12 study was flawed. | don’'t know if they spent, 12 Power be involved in Hydro'sMarginal Cost
13 | don't know what they spent. You'd haveto 13 Study if Hydro couldn’t--if Newfoundland Power
14 ask another witness, but | didn’t get 150,000, 14 couldn’t produce its own Marginal Cost Study,
15 let’s put it that way. 15 other than the flawed one that they submitted,
16 Q. Yes, it looks abit steep, on reflection, 16 why are you suggesting now that they would do
17 particularly if it was done in-house, | guess. 17 any better job by getting involved with
18 Maybe we'll put these questions and 18 Newfoundland Hydro in reference to its?
19 undertakings to another witness when they come 19 A. Because as| saidin my summary, there are
20 forward. But in any case, they were given an 20 two things that you need to look at. It’s not
21 allotment of $150,000 to carry out the study, 21 just a Marginal Cost Study that I'm
22 and you're saying it was flawed, but it was 22 recommending and | don’t even think that’s all
23 flawed in only one respect? Isthat what 23 that your witnessis recommending, but you
24 you're stating? It wasn't completely flawed, 24 can't just do a Margina Cost Study
25 was it? 25 necessarily inisolation. You have to say the
Page 87 Page 88
1 marginal cost of what. Am | looking at the 1 you don’t set up -
2 marginal cost of shaving one kilowatt of peak 2 Q. Yougot my gist.
3 demand for one hour of the year or am | 3 A.Yes |thinkif you don't set up appropriate
4 looking at doing some kind of readlistic 4 safeguards, | mean, I've worked for large
5 changesin the load shape? And Newfoundland 5 consulting firms before where we actually had
6 Power has the best ideas about what changesin 6 consultants working both sides of the fence,
7 load shape they might be ableto do for their 7 if you will, and we had confidential
8 customers and Hydro hasthe best ideas about 8 information that we weren't allowed to share
9 what the future expansion plans ook like on 9 with each other. We solved those issues by
10 theidand. So it seemsto be agood match to 10 putting up chinese walls, as they were called
11 me for them to cooperate on this. 11 sometimes and | don’t know if that term’s used
12 Q. Juston that last part you mention, Hydro 12 here, where we said these two staff can’t work
13 would have agood ideaof what's necessary 13 together. They can’t share this confidential
14 coming up on theisdand. Wouldn't that, in 14 information. You can have people sign
15 fact, potentially put Newfoundland Power in a 15 confidentiality agreements. I’ ve signed a lot
16 conflict of interest by getting involved in 16 of those. Every time an 1PP comes to me, has
17 Newfoundland’s Hydro Margina Cost Study? |17 cometo meinthe last fiveyears and said
18 Just think if there was some new generation 18 "can you analyze a certain plant for me?
19 needed and Hydro wanted--or Power wantedto |19 Should | build it here or there and will it
20 bid onthat work, wouldn't they have the 20 make money?' | have to sign an agreement that
21 inside track - 21 says|’'m not going to tell everybody, al my
22  A.lthinkif - 22 other clients, what those numbers are. So |
23 Q.- by getting involved in Newfoundland Hydro’'s 23 think those can be handled appropriately with
24 - 24 those kinds of devices.
25 A.-if youdon't setit--I"'m sorry. | think if 25 Q.So you're admitting therefore that

Page 85 - Page 88
Discoveries Unlimited Inc., Ph: (709)437-5028



November 18, 2003

Multi-Page™ NL Hydro's 2003 General Rate Application

Page 89 Page 90
1 Newfoundland Power could have accessto a 1 else does. Other jurisdictions commonly have
2 BROWNE, Q.C.: 2 published avoided cost numbers and that’ s what
3 certain proprietary information? 3 comes out of marginal cost studies. | mean,
4 A.Oh, absolutely, and it has to be protected. 4 no one says "well, you shouldn’t publish your
5 Q. Butoncethecat isout of the bag, how would 5 avoided cost numbers." They say well, it
6 it be protected? We have the customer, 6 could bias thepp bidding. That's really
7 Newfoundland - 7 what it’s all about, you know, someone’ s going
8 A.Wdl, I'vejust described how. 8 to bid to build generation instead of Hydro.
9 Q.- Powerinvolvedinthe- 9 IPPsaren’t going to bid on anything if they
10 A.You haveto have the agreements. 10 don’'t know what the target is and what you try
11 Q.- involvedin Newfoundland Hydro's proprietary |11 to doisyou try to get them to bid lower than
12 information. At what point would that stop? 12 that number. | mean, if Hydro can build the
13 A. Wéll again, you' d have to have the people who 13 expansion plan out for the next 20 yearsfor,
14 were privy to that, whatever part of that 14 you know, a certain number of kilowatt,
15 information that was proprietary, would have 15 dollars per kilowatt and dollars per kilowatt
16 tosign confidentiality agreements, and if 16 hour and someone else can do it better, let's
17 they violated - 17 have them bid. But you know, you can’'t do
18 Q. But wouldn't that involve - 18 things without information and there are ways
19 A. - those confidentiality agreements, | suppose 19 to protect information. Y ou're much more
20 you' d have whatever remedies the law givesyou |20 aware of that than| am, becausel’m not a
21 on any other confidentiality agreement. Y ou 21 lawyer. What are the remedies, | don't know.
22 know, doing a Marginal Cost Study without 22 Q. Going back totheBoard order on page 107,
23 sharing the information is somewhat 23 that order in 1996 also involved an energy and
24 meaningless. Other jurisdictions, you know, 24 demand charge from Hydro, and Order No. 58
25 there' s been alot of talk about what everyone 25 there states "the applicant shall follow the
Page 91 Page 92
1 direction given in the Board's report to the 1 can't agree, sort of like our negotiations we
2 Minister of Mines and Energy dated April 13, 2 had where we all had high hopes we would all
3 1992, Recommendation 19," and reiterated, on 3 agree on something and we didn’t. So at that
4 page 62 of the Report to the Minister of Mines 4 point--I mean, | don't know--obviously it
5 and Energy dated February 1993 to the effect 5 never happened, but whether that’s aviolation
6 that "the applicant," and the applicant here 6 of this, | don’t know.
7 isNewfoundland Power, of course, "consult 7 Q. But Newfoundland Power is on record of stating
8 with Hydro and develop an acceptable rate form 8 that they don’t want a demand and energy cost,
9 for review containing an appropriate division 9 so why would they agree?
10 of demand and energy costs." Was that ever 10 A.Waél, they’'re saying that--well, it'sagood
11 done, to your knowledge? 11 point. If the demand and energy rate hasa
12 A.l don't know. | know there were some 12 zero demand, then | suppose you could say it's
13 meetings. | wasn't involved in those meetings 13 till a demand energy rate with a zero demand,
14 between Hydro and | guess, the applicant here 14 they would bein agreement. Soif it wasa
15 was Newfoundland Power, and you know, for some 15 dollar, suppose Newfoundland Power had
16 reason, they never came together, probably for 16 designed a demand energy rate and had done a
17 some of the reasonswe have in this hearing, 17 long-run Marginal Cost Study and found out
18 they never came together on what an 18 that "oh my gosh, because of all these energy
19 appropriate demand energy rate design should 19 plants riding the system, the long-run
20 look like. | mean, you know, maybe one wanted 20 marginal demand cost is only $1.00" and put a
21 ahigher demand charge and the other wanted a 21 dollar in, would Newfoundland Power have
22 lower and maybe there were volatility issues. 22 objected to that? | don't know. | mean, we
23 So | think they never came together, which is 23 haven't seen that rate. What we'veseenisa
24 what this--it's hard to order people to agree. 24 rate that says demand is worth $7.00, at least
25 | mean, if they all get inaroom and they 25 inthe rate design. 1t’'s not worth $28.00 on
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1 the interruptible design and soon. Soll 1 that had other than a demand and energy

2 MR. BROCKMAN: 2 charge?

3 mean, you have to look at arate. 3 A.Wadl, | didn't ask them whether they had a

4 BROWNE, Q.C: 4 demand energy charge. You're talking--I'm

5 Q.Initsmost recent order, the Board ordered 5 sorry, | may have lost the thrust of your

6 Newfoundland Power to form a peer group. Are 6 question somewhere. Are you talking about did

7 you familiar with that order? 7 I contact other boardsto ask about a demand

8 A.Yes. Weéll, | don't know if I'm familiar with 8 energy charge or did | contact -

9 the order. I'm familiar with the fact that it 9 Q. Theother utilities you contacted.

10 was ordered to do that, yes. 10  A. The Peer group review had nothing to do with
11 Q. Andareyouinvolvedin - 1 demand energy rates. It was not--that’s not
12 A.l'vebeeninvolvedin doing some preliminary 12 what it was designed to do. 1t's designed to
13 analysis for Newfoundland Power, just in terms 13 look at thingslike, you know, how many
14 of what are other people around the continent 14 employees per line mile do you have and how
15 doing. 15 many dollars per kilowatt do you spend on O& M,
16 Q. And- 16 and you know, things like that. That wasn’t--
17 A. Thenwekind of had this hearing, so you know, 17 that issue hasn’'t come up yet and it'snot a
18 people have been busy. 18 question that’ s been asked, | don’t think.
19 Q.- sohave you contacted other utilities and 19 Q. But that'sin the works, isit, the formation
20 are you contacting - 20 of the Peer group?
21  A. Contacted some other Boards and some other 21  A.Tehformationisintheworks. | don't know
22 utilities and reviewed alot of reportsand 22 whether that question will ever come up or
23 things like that. 23 not. I'mhaving ahard timefiguring out
24 Q. And when you contacted these other Boardsand |24 whether that evenisrelevant or not, but it's
25 other utilities, did you find any of those 25 an interesting question, Mr. Browne, that |
Page 95 Page 96

1 never really thought much about. 1 question.

2 Q. When Newfoundland Power did its Marginal Cost 2 (10:45am.)

3 Study, the onethat wereferred toin the 3  Q.Okay. Thank you. These are our questions.

4 Board Order in 1996, and submitted it, the 4 MS.NEWMAN:

5 Board then had its own consultant review that 5 Q. Chair, before we move on, | just should label

6 Marginal Cost Study, didn’t it? 6 the excerpt from the Order P.U. 7 (1997-97)

7  A.Dr. Wilson, | believe. 7 page 107 and we'll call it Information No. 19.

8 Q.Are you familiar with his comments in 8 CHAIRMAN:

9 reference to that? 9 Q. Thank you, Ms. Newman. Thank you, Mr. Browne,
10 A.I'msureat one pointintimel read it. | 10 Mr. Brockman. We'll move now to cross by the
11 haveno idea, | remember--I mean, | can’t 11 Industrial Customers. Good morning, Mr.

12 remember. If you want to put it to me, I'll 12 Hutchings.

13 read it again, but | don’'t remember what he 13 HUTCHINGS, Q.C.:

14 said. | haveread it. 14 Q. Good morning, Mr. Chair. Good morning, Mr.
15 Q. But the fact that you submitted it and 15 Brockman.

16 indicated on the cover sheet when you 16  A. Good morning.

17 submitted it that you might haveto havea 17 Q. I'dliketo speak first of all with you about

18 discussion with Hydro in reference to one of 18 the LOLH criteria that has been discussed a

19 the issues, no follow up was done by 19 little here and as | understand it, thisisa

20 Newfoundland Power or yourself in reference to 20 tool that’s used to measure the probability of
21 that aspect? 21 lossof load and the numbersare actually

22 A. Not me personaly. | wasn't involved in any 22 produced by a consideration of the demands on
23 of the negotiations with Hydro over the demand 23 the system and the resources available to meet
24 energy rate. You'd have to ask Newfoundland 24 them. Is that a generally accepted

25 Power’s client or their witnesses that 25 description?
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1 A.Yes. Generaly what you'd do, | mean, there 1 A. Subject to check, | think that’s right.
2 MR. BROCKMAN: 2 Q. Yes okay. And that's intendedto be a
3 are different ways of doing it, but | suppose 3 measure of the acceptable probability of lost
4 the most robust way of doing it isyou look at 4 load on the system? Isthat fair?
5 every hour and you look at theload in that 5 A.Yes, that would be the minimum acceptablein
6 hour and then you look at the generation 6 the way that Hydro usesiit.
7 that's available and you look at that 7 Q.Yes okay. Sowe'reprepared to pay enough
8 generation’ s forced outage rates, if you will, 8 money to bring it down to that, but we don't
9 how often isthat generation forced out in a 9 want to pay the additional money it would take
10 random fashion, and then you make calculations |10 to bring it lower than that?
11 on the probability for, you know, all those 11 A. No. If you could keep it at that number every
12 hours as to what’ s the probability of losing 12 year, you would. Y ou would never--I mean, you
13 load in that hour and then you can sum them 13 probably wouldn't want to go above it.
14 al up over ayear and say well, over the year 14 Unfortunately the way we add generation is
15 or over--I mean, there are variousways of 15 lumpy and sometimes it goes above it and there
16 doing it, but in general, you sum them up and 16 areeven yearswhereit might go below it.
17 say here’s my loss of load hours for the year. 17 But you do the best you canto sort of
18 HUTCHINGS, Q.C.: 18 fluctuate around it.
19 Q. And Newfoundland and Labrador Hydro, likel 19 Q. Yes. Andthat al depends on the vagaries of
20 suspect most other utilities, whether or not 20 the system you're faced with at any given
21 they use LOLH, have atarget that they use for 21 point?
22 planning purposes, correct? 22 A. Exactly.
23 A.Yes. 23 Q.Weveheardthat it'sa policy of Hydro when
24 Q.Okay. Andthat’sthe 2.8 hours that we've 24 they interconnect the previously isolated
25 talked about? 25 system that they generally decommission the
Page 99 Page 100
1 local generation there. Wereyou aware of 1 Q. Okay. But onthe other hand, if at thetime
2 that? 2 that you did this interconnection, your LOLH
3 A.lguessl hadn’t--that onewent by me. I'll 3 was 1.5 hoursand your target was 2.8, you
4 accept it, but | mean, if that’ strue, but | - 4 wouldn't really even think about keeping that
5 Q. Allright. | mean, but what we're getting to 5 old diesdl plant, would you?
6 here, | would suggest, isthat thereis a 6 A.Wdl, Idon't know if | would or not. Again,
7 decisionto be made inrespect of such an 7 | would probably want to do, you know, that
8 instance and just suggest to you that if at 8 calculation. | mean, 1.1 is better than, you
9 thetime that interconnection was done, the 9 know, 2.8. I'd haveto make some sort of
10 loss of load probability target was not being 10 decision asto whether or not the fixed cost
11 met, let’s say it was 2.9 instead of 2.8, one 11 of keeping those units around was worth any
12 might choose to leave that generation on 12 additional reliability. 1 mean, | would get
13 because, as you say, al the generation on the 13 additional reliability benefits. | might--I
14 system, wherever itis, contributesto the 14 mean, again, as you said, it depends on the
15 LOLH, correct? 15 vagaries of the system, how longis my LOLH
16 A.Yes. | think you--1 mean, if you were going 16 going to be 1.5 and, you know, it's a
17 to do it, right, what you would probably do is 17 complicated issue, but it's something that
18 you' d probably calculate the cost of keeping 18 you'd study. You'dsee whether or not the
19 that. It would probably be mostly fixed O&M 19 cost outweighed the benefit.
20 because you' ve already paid for the units or 20 Q. Butthe target of 2.8 isredly your basic
21 are still paying for them, but you can't get 21 criteriaand then -
22 out of that, so you'd probably compare the 22 A.ldon'twant -
23 fixed O&M cost of just keeping them around 23 Q.- and wherethat’s going to move over time?
24 versus having to build something else 24  A.ldon't want to go below 2.8.
25 potentially, and you’ d make adecision. 25 Q. Yes.
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1 A.Orl guess!|’'m phrasing that wrong. | don’t 1 on the bottom which is the Burin and Bonavista
2 MR. BROCKMAN: 2 Peninsula being up the third little peninsula
3 want to go aboveit. You know, | don’t want 3 from the bottom right on the northern coast.
4 theloss of load hoursto go above 2.8. If 4 A Okay.
5 they get better, maybe it's good or maybeit's 5 Q. Okay. Why would it do that?
6 bad. It depends on what it costs me. 6 A.lhaven't studied that particular issue. |
7 BROWNE, Q.C:: 7 don’'t know why they did that.
8 Q.| mean, if youcan getthemto 1.5without 8 Q. Could| suggesttoyou that there may have
9 spending any money - 9 been aneed in that particular areato support
10 A. That'sgreat. 10 local loads or have additional excess, yes -
11 Q.- that'sagood thing, sure, okay. All right. 11 A. Certainly possible, yeah.
12 And as regards, as we say and | think you said 12 Q. Yes, okay, additional excess capacity in the
13 thisin answer to earlier questions that as 13 event that the line, there was a problem with
14 regardsto LOLH, it doesn't really make any 14 the line or something like that.
15 difference where that generation ison the 15  A. Therewas obviously some need or they probably
16 system, correct? 16 wouldn’t have moved it. | don't really know
17 A. Aslongasit’s sufficiently interconnected, | 17 what the need was.
18 mean, if you built it on an isolated system, 18 Q. Okay. So, you'll agree with me that there are
19 then clearly it doesn't affect the LOLH of the 19 other reasons unrelated to LOLH that could
20 Island Interconnected. 20 cause generation to be putina particular
21 Q. Allright. Thereisevidence before the Board 21 place?
22 that Newfoundland Power actually moved some of 22 A.Yes. | think there was testimony on the fact
23 its thermal generation from Burin to 23 that well, when you build ahydraulic plant,
24 Wedleyville, okay. So, in terms of the 24 you can't really decide where--1 mean, you can
25 peninsulas, you' re talking about the boot down 25 decide where you're going to build it, but you
Page 103 Page 104
1 only got one or, in certain places. 1 would build it and you guys would see the same
2 Q. Yes, exactly. 2 costs. So, | don't know that you care where
3  A. And so to some extent, that's the luck of the 3 they build it.
4 draw. You might also generation near load 4 Q. S0, at the very least, we can agreethat the
5 centres to make lower losses. | mean, there 5 generation in Wedleyvilleis of greater value
6 are a lot of reasons why you choose a 6 to the Newfoundland Power customers in
7 particular site. 7 Wedleyville than itis to the Industrial
8 Q. Right. So, thereis benefit to the peoplein 8 Customers?
9 Wesleyville of having that generation located 9 A.Sure, just like the generation nextto an
10 there, that goes beyond thefact that it 10 Industrial plant is probably worth more to the
11 lowers the LOLH for the whole system. 11 Industrial Customersthan it isto somebody in
12 A.Ohyeah, it'saways better interms of, you 12 Wedleyville.
13 know, if you will, | supposeit’s better in 13 Q. Youspokein your direct evidence about the
14 terms of reliability, to be right next to the 14 issue of the Newfoundland Power generation
15 generator. 15 credit and indicated that the credit itself is
16 Q. Okay, but from the point of view of the 16 not adollar figure. And | think we're of the
17 Industrial Customers of Newfoundland and 17 samemind onthat. It'sreally megawatts,
18 Labrador Hydro, shall we says, makes no 18 isn'tit?
19 difference whether that generator is on Burin 19 A.It's a forgiveness of demand and what’s
20 or in Bonavista? 20 reflected in the Cost of Service Study.
21 A. Probably doesn’'t make any difference to them, 21 Q. Okay, but you have agreed that the numbers,
22 no. As long as Hydro basesits planning on 22 the mathematicsthat are reflected in the
23 the fact that the generation is somewhere, you 23 testimony of Mr. Odler and Mr. Bowman are
24 know, if the generation weren’t there and 24 accuratein termsof the effect that these
25 Hydro had to build it, who knows where they 25 dollars have?
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1 A.| certainly don’'t have any reason to question 1 Q. Okay. And we'retalking about adifference
2 MR. BROCKMAN: 2 like, between $2.00 and $16.00 here, right?
3 Mr. Bowman's math. |’ve been convinced at 3 A Yeah, well, the numbersin thetable, | guess,
4 this proceeding that heis good at math, but 4 it's 6, 4 that you' re talking about, | have a
5 it'san anomaly, | guess, as you say, | just 5 little bit of troublewithit, just because
6 think if you're going to look at it, you have 6 what he divides by in every case is sort of a
7 tolook atitin thewhole. Thereis--one 7 total generation capacity as opposed to how
8 would have to question why isthat number 8 much is being alocatedto him. So, I'ma
9 different from what you might expect. 9 little cautious about the exact, you know,
10 HUTCHINGS, Q.C.: 10 interpretation of those numbers, but the point
11 Q. And as appears in the evidence from Mr. Osler 11 istaken that he appears to show that he's
12 and Mr. Bowman, the Industrial Customers are 12 paying more for that generation than, say, a
13 paying alot more per kilowatt hour for the 13 new gas turbine.
14 peaking capacity provided by the generation 14 Q. And your evidence while you seem to concede
15 credit than they are for Hydro's primary 15 that thereis an anomaly here, you're saying
16 peaking capacity, isn’t that correct? 16 that this isjust one element of thewhole
17 A. Takeninisolation, the Cost of Service Study 17 Cost of Service Study and you shouldn’t pick
18 effect ismore than, | guess, was more than 18 and choose and deal with this one issue except
19 that equivalent new gas turbine. 19 in the context of the entire Cost of Service,
20 Q.Yes, and certainly a lot more than the 20 isthat fair?
21 existing gas turbines, in the range of like - 21  A. That'scorrect.
22 A.Yeah, again, taken inisolation, as | said, 22 Q. Okay. What issueswithin the Cost of Service
23 you could ask that question in other parts of 23 did you identify that unfairly treated
24 the Cost of Service Study aswell, and you 24 Newfoundland Power?
25 might find a different effect. 25 A.Wadl, | don't think that Newfoundland Power is
Page 107 Page 108
1 arguing that they’re being unfairly treated. 1 ability to raise aparticular issue that may
2 | mean, they’ ve accepted the Board' s rulings 2 result in your words, in having -
3 on the generic Cost of Service Study, but if | 3 A.Oh,I'mcertainly not criticizing Mr. Bowman
4 look back, for instance, | just take amore 4 for -
5 recent unit that was added, alook at Granite 5 Q.- ther particular ox gored, isn't that
6 Canal. Andif | did a60/40 load factor split 6 correct?
7 on the capital cost of that plant and then 7  A.I'msorry -
8 said, 40 percent of that is related to demand. 8 Q. Excuse me, nobody is hearing neither one of us
9 | believethat number is also higher than a 9 at this point.
10 gas turbine. So, insofar as Newfoundland 10 A.I'msorry.
11 Power--a new gas turbine--so, insofar as 11 Q. Would you agree with methat any party here
12 Newfoundland Power uses more load demand per 12 before the Board hasthe ability to raise
13 kilowatt hour than the Industrials, they could 13 before the Board any particular issue arising
14 say, well, we're unfairly treated by that. 14 out of the Cost of Service Study or otherwise
15 WE re paying more for the peaking capacity of 15 that resultsin their particular ox, asyou
16 Granite Canal than anew gas turbine. 16 say, getting gored?
17 Q. Andit'scertainly open to Newfoundland Power 17 A.lthink everyonehas aright toraise the
18 toraisethat issue beforethe Board, isn't 18 issue.
19 it? 19 Q. Okay. And from apractical point of view and
20  A. Ohyeah, there's hundreds of issues like that 20 this regards cost to allocations, wouldn’t you
21 and Newfoundland Power has decided that you 21 also agree with me that Newfoundland Power’s
22 can’'t open one piece of the Cost of Service 22 0x never, in fact, gets gored because whatever
23 Study. Well, again, they don’'t want to pick 23 costs are allocated to it, it passes on to its
24 and choose. 24 customers?
25 Q. Okay. And that--but any party here hasthe 25  A.Wadll, its stockholders, | suppose you could
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1 argue, don't get gored, but its customers- 1 inappropriate. The answer doesn't redly
2 MR. BROCKMAN: 2 address the question of which way Newfoundland
3 - they do care about what happens to their 3 Power would go which was actually the
4 customers. 4 question. Do you have any knowledge of the
5 HUTCHINGS, Q.C.: 5 intent of Newfoundland Power in this regard?
6 Q. No, | understand that and Mr. Browneis here 6 (11:00 am.)
7 to represent themin hisusua good style. 7 A.I’'mprobably notthe best guy to ask about
8 The other issue and thisis very brief that | 8 Newfoundland Power’sintent. | can certainly
9 want to speak to you about relates to this 9 giveyou a view of economic signals and you
10 notion of the incentive which is provided to 10 know, how | think peoplewould react, if
11 Newfoundland Power by reason of the existence, |11 that’ s what you want to ask me, but | don’t
12 among other things, of the generation credit 12 what Newfoundland Power’sintent is. | mean,
13 and perhapswe could bring up here, 1C 421. 13 you'd have to ask them.
14 We asked here in the context of a demand 14  Q.l mean, | guess my question iswhat’s the
15 energy rate whether Newfoundland Power would |15 significance of an incentive that runs
16 feel itself to, fedl itself at liberty to act 16 contrary to what Newfoundland Power is bound
17 on anincentive which would run contrary to 17 by law to do anyway?
18 the directions of the EPcA. And looking at 18  A.Waell, | supposeyou and | may even have some
19 the answer, it confirms that Newfoundland 19 disagreement on what thelaw requires. |
20 Power now presumably operates itsfacilities 20 haven’t really made a great study of this law,
21 in the best interest of the overall systemin 21 but my understanding of it, sort of, from a
22 accordance with the Act. And then goeson to 22 50,000 foot level isthat, you know, island
23 say that the sample rate provides an incentive 23 generation is supposed to be operating, done
24 for the management of generation facilities 24 in the best, what’ s best for the Idland.
25 that is contrary to the Act and is therefore, 25 Q. Um-hm.
Page 111 Page 112
1 A.Right now, Newfoundland and Labrador Hydro 1 maybe I’ m confusing theissue, but | don’t see
2 counts Newfoundland Power’s generation as 2 -
3 integral part of its generation plan and they 3 Q. Thepolicy andtheAct isa valid economic
4 give them a credit for that. They don’'t have 4 policy that the whole system should berunin
5 to run that generation. They just say, okay, 5 the most efficient manner, correct?
6 we'll take whatever the demand is off the top, 6 A.Wadl, | can't disagree with that. | mean, how
7 okay, fine. That seem to be agood thing for 7 could you ever disagree with that.
8 thelsland. If, on the other hand, we say 8 Q. Okay. So, the only issue then is whether the
9 we'regoing to charge you $84.00 akilowatt 9 ability of Newfoundland Power to run this
10 year for ademand rate, but not give you a 10 generation is properly and reasonably
1 generation credit and not allow you to run the 1 reflected inthe costs that are alocated
12 generation, you' ve kind of removed, you know, 12 under the Cost of Service Study.
13 you've removed by legidative fiat, the 13 A.Yeah, | don't think the Board should send a
14 signal. You're saying, well, is demand worth 14 signal to Newfoundland Power that's
15 $84.00 akilowatt or isn't it and can you use 15 inappropriate under any conditions that would
16 your own generation. And aswell, in the long 16 violate the Act.
17 run, the Island is better off for Newfoundland 17 Q. Nor, | think, couldit send onethat was
18 Power to have had that generation. If you 18 contrary to the Act.
19 want to make them run it, then fine, | suppose 19 A.Yeah.
20 you could take the view that in the long run, 20 Q. Thank you, Mr. Bowman. Those areal my
21 if you make themrun, if you sendthem a 21 questions, Mr. Chair.
22 signal that’s makes them run it on an economic 22 CHAIRMAN:
23 basis, then the Province issendingin the 23 Q. Thank you, Mr. Hutchings, Mr. Bowman. Itis
24 signal that in the long run, its cheaper for 24 11:00. It would appear we're ahead of the
25 you to run this generation. And | guess|'m, 25 indicated schedule and likely to finish within
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1 an hour after the break. So, unless anybody 1 page 17 of your original pre-filed? Andit's

2 CHAIRMAN: 2 in adiscussion there under 5.8 Newfoundland

3 has any vehement objections, we'll break just 3 Power retail rate designs, line 11, " Stone and

4 for 15 minutesor so and we'll return, if 4 Webster offer two major argumentsfor the

5 that’ s okay, at twenty after. 5 sample rate to Newfoundland Power. The first

6 (BREAK AT 11:03A.M.) 6 is asuggestion that Newfoundland Power may be

7 (RESUME 11:24 A.M.) 7 able to do some additional demand management.

8 CHAIRMAN: 8 Thereisno current evidence to support that

9 Q. Thank you. Ready to begin Mr. Brockman? 9 suggestion." So, am | taking it correctly
10 A.Yes. 10 that what you're indicating thereis that
11 Q. Good morning Mr. Kennedy? 1 there’ s no, asyou said, engineering quality
12 MR. KENNEDY: 12 information concerning what kind of demand
13 Q. Good morning, Chair. Mr. Brockman, | just 13 side management responses Newfoundland Power
14 have two topic areas. One istriggered by a 14 could undertake?
15 comment you made concerning integrated 15 . Beyond the Interruptible and Curtailable
16 resource planning, which was an areathat we 16 rates, which are in fact away of doing demand
17 were going to cover, in any event. And the 17 side management, | haven’t seen it, | mean, |
18 other one is just some questioning concerning 18 don't know that there aren’t any, but |
19 Newfoundland Power’ s generation credits. 19 haven't seen any in this proceeding, you know,
20  A.Okay. 20 that I would consider to be of the quality
21 Q. First I'd like to just deal with the 21 that | would want to have to do anything about
22 integrated resource planning. And just asa 22 it.
23 precursor to that, and this is something you 23 . Sure. And as| understand it, the issue on
24 also aluded to in response to a question on 24 demand side management is not that you can’t
25 crosstherejust afew minutesago, it'sat 25 effect your demand, it's at what cost that

Page 115 Page 116

1 effect isacquired at? 1 in a best position to generate those

2 A. That'scorrect. 2 engineering quality level demand side

3 Q. Andthat it makes no sense to spend more money 3 management data or analysis?

4 than you save? 4 . Well, in most of the jurisdictionswhere I’ ve

5 A.Absolutely. 5 been associated with any great resource

6 Q.Now, as far as you're aware, is anyone 6 planning, it's sort of a combination and alot

7 actually at Newfoundland Power looking at 7 of timesit’s done asajoint venture, if you

8 demand side management to generate engineering | 8 will, I mean, the utility would have data on

9 quality data? 9 it and experts onit and maybethey hire
10 A.ldon't know if there isanyone today, you 10 consultants, maybe they don’t. The Consumer
11 probably could ask Mr. Henderson, but | mean, 11 Advocate might have aview onit. They may
12 | know at one timethere was because, like | 12 have some devices and costs that they want to
13 say, in 1990, they actually were saying can we 13 contribute. Hydro may have things on it, the
14 do something and | really don’t know--1 don’t 14 Board might chose to have their own or even an
15 think there’'s a department, I'm really 15 expert or what have you. It's usually--
16 speaking hearsay now, | suppose, but | don’t 16 because there area lot of stakeholders in
17 know if anyoneis actually assigned to that. 17 integrated least cost planning, there area
18 If they knew something, they might look at it, 18 lot of people who have different views, but |
19 but | don’'t know. | don’t think there is, but 19 guessthe best peoplewould be, you know,
20 Mr. Henderson probably could answer that much |20 engineers who study the, you know, how do you
21 better than me. | don't think there's anyone 21 control the water heater, how do you do
22 dedicated to it today, or certainly not a 22 ceramic storage, how doyoudo al of these
23 department. 23 things and how much doesit cost. And then
24 Q. Whoshould do orwho isit among al the 24 after figure how much it costs, what are the
25 stakeholdersthat is ultimately responsible or 25 characteristics of the resulting demand
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1 management? | mean, do | save akilowatt for 1 and there’ salot of fairness issues, who has
2 MR. BROCKMAN: 2 to pay for al of thisand who benefits and
3 every kilowatt of water heater or is it 3 the Board usually getsinvolved in that sort
4 something less than that, so there are alot 4 of issue. What test do we use? Do we say
5 of people who can do it, but it's, in terms of 5 that we want to minimize rates over time or do
6 whoisbest todoit here, interms of the 6 we want to minimize sort of revenue
7 stakeholders, probably for the individual 7 requirements over time and those two can often
8 customers, Newfoundland Power probably knows 8 times quite differ, soit’s aprocessthat’s
9 more about its individual customers. But | 9 sort of, everyone needs to participate in.
10 wouldn’t want to preclude other parties who 10 (11:30am.)
1 are very interested in this from participating 11 Q. Andis my understanding correct that under
12 and contributing even, not just participating, 12 demand side management that you would look at
13 in many cases they contribute. 13 chiefly two different things. One would be
14 MR. KENNEDY: 14 conservation aimed initiativesand the other
15 Q. Sure. But justto use a metaphor that 15 one would be, more to do with the peak or the
16 Newfoundland Power would bein thedriver's 16 load?
17 seat, the other people who are other 17 . Demand management without the demand side.
18 stakeholders would be passengers in that 18 . Right.
19 effort? 19 . Yeah, the term and unfortunately it s kind of
20 . Well Newfoundland Power would be in the driver 20 sometimes confusing because we use theterm
21 seat perhaps with respect to what they can do 21 demand side management and we often times
22 with their individual customers. Hydro might 22 don’t make the distinction that you' re making.
23 bein thedriver seat with respect to the 23 There are various kinds of load shape
24 avoided supply side cost, you know, and then 24 objectivesthat were identified when people
25 there are alot of tests that have to be done 25 were doing alot of thisin the States, things
Page 119 Page 120
1 likeisyour load shape objective to shave the 1 control that could control water heaters, for
2 peaks, you just want to remove demand off the 2 instance, you could--you might give a
3 peaks and something like an Interruptible 3 different signal, you might rather have a
4 program might dothat. Or doyouwant to 4 higher demand chargeto promotethat. How
5 accomplish conservation? Do you want to save- 5 high would, of course, depend onwhat the
6 -giveyou an example, if | putawrap ona 6 awarded costs were, so -
7 water heater with more insulation, which | 7 Q. So on the demand side, you would have
8 think Newfoundland Power even has a program 8 potentially you would look at initiatives that
9 like that, but if you wrap awater heater with 9 would peak shave, you would look at
10 insulation, that saves kilowatt hours. It not 10 initiatives that might change load shape and
11 only shaves some off the peak, but it savesa 11 you would also look at initiatives that have
12 kilowatt hour every hour of the year, 12 astheir overall objective of conservation,
13 practically. That's something that's called a 13 both energy and demand?
14 conservation program because it’s designed to, 14 . Yes, let’s say it was very common when we were
15 mostly to save energy, not necessarily just to 15 doing alot of thisin the Statesto go
16 shave demand. Those kinds of programs can be 16 through the sort of characteristics of the
17 best incented or more effectively incented by 17 system to decide what iswe'retrying to do
18 giving people fairly high energy charges 18 with the system? How can we save money? And
19 because that's what they’'re saving. The 19 then wemight even assign those kinds of
20 savings they would see on their bill, for the 20 goals. Sometimes| get alittle nervous about
21 most part, would be cents per kilowatt hour 21 those just because sometimes they overlap so
22 off the bill; whereasif youredly tryto 22 much that | worry when a utility just picks
23 incent them to just shave the peak, then maybe 23 one or the other, but that's a different
24 something like an Interruptible program where 24 issue.
25 you could give them, if you had a demand 25 Q. Ismy understanding aso correct that under an
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1 Integrated Resource Plan that in addition to 1 know, athermal unit, what isit and how much
2 MR. KENNEDY: 2 isit worth?
3 looking at DsM, you would also look at the 3 Q. Andthesupply sideaspect of anintegrated
4 supply side? 4 resource plan, for Newfoundland, given the
5 A. Oh, absolutely, that goes--that’ s why we call 5 dynamicin theindustry, is it fair to say
6 it integrated resource planning. 6 that Hydro would bein the driver’s seat for
7 Q. Andwould a third aspect of an integrated 7 those aspects of an integrated resource plan -
8 resource plan involve looking at rate design 8 A Yes
9 issues? 9 Q. Thesupply side consideration of that.
10 A.Yes | thinkif it'sdone properly and is 10 A.Yes, if youlook at the 1999, | guess, study
11 truly integrated, it ought to look at 11 that Hydro provided in this proceeding,
12 innovative rates, | mean, all of these things 12 looking at, well Granite Canal, for instance,
13 areways of affecting change in the load, 13 you'll seethat they looked at all of their
14 change in the demand, change in the kilowatt 14 aternatives and what they cost and ran some
15 hours or the energy changes during the summer, 15 computer programs to see what if I mix or move
16 changes during the winter. Anything that you 16 this one here or that one there and that’ s the
17 can do, be it adevice such as awater heater 17 kind of information you need.
18 controller or some signal that you send, such 18 Q. So Hydroisbehind the wheel at some aspects
19 asarate, all of those things really can be 19 and Newfoundland Power is behind the wheel in
20 viewed as part of integrated resource planning 20 other aspects?
21 and they're al to be weighed against whatever 21 A.Yes.
22 is on the horizon for the expansion plan, you 22 Q. And hopefully everyoneistrying to drivein
23 know, are wetrying to--I mean, what's our 23 the same direction or achieve the same
24 sort of target that's setting our avoided 24 objective which is to get an integrated
25 costs? Isita hydraulic unit, is it, you 25 resource plan for the Province of Newfoundland
Page 123 Page 124
1 and Labrador? 1 hasto be gathered, there'salot of issues
2 A.That's the goal of integrated resource 2 that have to be talked about and alot of
3 planning. 3 analysisthat hasto be done. The good news
4 Q.And let's say we actualy achieve this 4 iswe'rein somewhat of a situation right now
5 integrated resource plan, what isit that you 5 where, you know, perhaps we don’'t need a unit
6 would do with it then? That depends on the 6 next year, so we have some time, we don’t have
7 plan, | presume, and what the outcome of it 7 an infinite amount of time if we're going to
8 is. 8 grapple with these issues.
9  A.Wadl I would hopefully implement whatever came 9 Q. If under your recommendation then, am |
10 out of that as being cost effective, if | did 10 gathering correctly that in order for
11 in fact find, for instance, that water heater 11 Newfoundland Power to be comfortable with a
12 demand controllers saved alot of money for 12 wholesale demand rate, that it would require
13 customers in the future, | probably would want 13 an integrated resource plan and that would
14 to implement those. The Board would have to 14 require amulti-year effort?
15 deal with alot of other issues at that point 15 A.Well in order for Newfoundland Power to be
16 which iswho is going to pay for it and how do 16 comfortable that therate that they were
17 werall it into the rates and so on and so 17 getting was signalling more efficiency, they
18 forth, but what | would hope would come out of 18 would at least want to know the Marginal Cost
19 it waswe would try to do someof those 19 Study part of that integrated resource plan
20 things. 20 and what they could do about it, that’sthe
21 Q. How longwould you suspect it would take to 21 piece that they need. And I, you know, how
22 complete that whole process of an integrated 22 long it would take to do just aMarginal Cost
23 resource plan? 23 Study? | guess, Hydro, | don’t know how long
24 A.Itwould redlistically, probably beamulti- 24 they said, | think it was an estimate they put
25 year effort because there' salot of data that 25 on the table of $300,000.00 or something, but
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1 I would point out that about half of that 1 they’re still around. One of the problemsis
2 MR. BROCKMAN: 2 alot of these people have gone away because
3 study has probably already been done in the 3 when we deregulated alot of things inthe
4 Granite Canal Study because they looked at all 4 States, alot of the emphasis on demand side
5 their options and on asupply side, what’s 5 management went away, and so we quit studying
6 coming on, what it’s going to cost, what's it 6 it as hard as we were studying and
7 do tothe rest of the system. They can 7 unfortunately, | think -
8 probably update that and they’'re hafway 8 MR. KENNEDY:
9 there. The piecethat ismissing that would 9 Q. So, Mr. Brockman in light of all of that, as |
10 take some time, it probably would take a year 10 described it in order for Newfoundland Power
11 or two, would be what can we do about it? 11 to fed comfortable with the wholesale demand
12 What are the demand side optionsthat are 12 rate, what would be required? The converse of
13 available? There issome help on that, the 13 that, the sample rate that’ s being proposed -
14 Board isnot completely out on their own on 14 A Yes
15 that, | mean, thereare tons and tons of 15 Q. Are we asodealing with then levels of
16 documentsthat were published in the States 16 comfort or is it acase of, as| asked Mr.
17 and even in Canada on things that were 17 Bowman, that you consider it to be fatally
18 available. Someof thoseare old so they 18 flawed, the proposal that has been put forward
19 would have to be updated, but there are 19 by Stone and Webster?
20 consultants who specialized in just looking at 20 A.Wadl the design--I suppose it depends on
21 the demand side and how much doesit cost to 21 what’sreally being proposed and | sympathize
22 do certainthings. I'm not oneof those 22 with Mr. Bowman when he was on the stand
23 consultants, but there are consultants, | 23 saying he wasn't completely clear what was
24 mean, |’'m sort of ageneric, you know, look at 24 being proposed because we have an energy only
25 both sides, but there are consultants if 25 rate that was proposed in the origina filing
Page 127 Page 128
1 and then, somewhere along the way, in an RF, 1 have looked at the expansion plans and they
2 | suppose, Hydro adopted the sample--what was 2 seem to be telling me that, well, there’san
3 called at that time the sample rate as sort of 3 awful lot of going onintermsof saving on
4 their proposed rate. Mr. Greneman, when he 4 fuel, but which might tend to reduce that
5 was on the stand, talked with Mr. Kelly about, 5 $7.00. So we would probably want to look at
6 well, you know, | suppose if you guyswere 6 the design of the rate and think about moving
7 really concerned about it, | could fool around 7 some of the chargesaround. The other thing
8 with the energy charge and make sure that it 8 that would have to be solved, | think, before
9 was marginal cost in all the months, you know, 9 Newfoundland Power would feel comfortable was
10 short-run marginal cost. So | guessin order 10 how’ sthe Board going to alow them to deal
11 to feel comfortable about it, 1 mean, one of 11 with the volatility that any demand energy
12 the things that isrequired--well there are 12 rate creates.
13 several things that are required. Number one, 13 Q. Okay, just on that point, on the volatility,
14 | probably would design a different rate 14 would you agree with me that that's a
15 designed than that, even if | wasjust going 15 financial issue, not a-
16 for astraight-up embedded rate, just asMr. 16 A. That'safinancial issue.
17 Bowman said he would probably design a 17 Q. Right, and so the minute it becomes a
18 different rate design and | don’t--my own mind 18 financial issue, it sort of steps outside of
19 it'snot a very good rate design because it 19 your area of expertise.
20 completely ignores the short-run marginal cost 20 A.It'soutside my expertise, that’s correct.
21 in some months. | believe it weights demand 21 Q. Sure. Andin regards to the $7.00 kilowatt of
22 too highly because it says demands were $7.00 22 billing demand, well first | just want to make
23 on the province per kilowatt month or $84.00 a 23 sure we' re dealing with the same sample rate.
24 year, but the Interruptible rateisn’t worth 24 I wonder if we could go to Chart 1 on page 15
25 that much, it'sworthless than28. And | 25 of theRDG No. 2, Mr. O’'Rellly. Towardsthe

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

Page 125 - Page 128




November 18, 2003

Multi-Page™ NL Hydro's 2003 General Rate Application

Page 129 Page 130
1 bottom. Okay, so we have, as| understand it, 1 capacity today, based on cost estimates for a
2 MR. KENNEDY: 2 new simple cycle combustion turbine, the
3 isthisyour understanding aswell that the 3 levelized annual cost for new peaking capacity
4 rate that’s proposed at the bottom there on 4 coming on linein 2004 is onthe order of
5 page 15 with the two energy blocks and then a 5 $100.00 per kilowatt per year."
6 demand charge of $7.00 akilowatt is the 6 A.Uh-hm.
7 samplerate that’'s being proposed by Hydro, 7 Q. Sodoyou agree with methat 84 isat least in
8 that as you indicated was subsequently adopted 8 the same range as this estimate for a new
9 through an RFI? 9 simple cycle combustion turbine to add -
10 A. |l think that's the one that’s currently being 10 A. 84isclearly lessthan a hundred. The simple
11 proposed now, yes. 11 fact of the matter is we don’'t need a
12 Q. Okay, andthe $7.00 akilowatt, that's a 12 combustion turbine this year, but--so that
13 monthly, so that works out to be $84.00 a 13 would tend to bias my opinion of that. The
14 kilowatt year. 14 real question is when do we need a combustion
15  A.$84.00, yes, that’sright. 15 turbine, if at all, and if wedon’t build a
16 Q. And]l just wondered if you could just comment 16 combustion turbine, asin’97 we were thinking
17 on, if wecould go toJRH No. 3, page 137? 17 we were going to build--or they were going to
18 Thiswas adiscussion on the estimated value 18 build a combustion turbine and it didn’t
19 of the generation assets, Mr. Brockman. And 19 happen, and they built a base load unit which
20 the bottom paragraph, "However, it is possible 20 in effect had amuch lower cost than $100.00
21 to get anindication of the value that these 21 per kilowatt year for demand. So what’s what
22 assets bring to the Island Interconnected 22 | would have to weigh, but yes, $84.00 isless
23 System through an examination of the costs 23 than $100.00.
24 that would be incurred if Hydro were required 24  Q.Okay, | justwantedto turnto that second
25 to purchase a similar amount of peaking 25 topic, the Newfoundland Power generation
Page 131 Page 132
1 credit. You comment inyour Supplementary 1 transmission credit in that generation credit?
2 Evidence at page6, Mr. O'Reilly, line 15, 2 A.Yes, insofar as whatever portion of
3 this is where you make a comment concerning a 3 transmissionis classified asdemand, they
4 statement made by EES in its report on 4 would get credit for that, plus the
5 Newfoundland Power’s generating units being 5 generation. Some of that generation, by the
6 located in Hydro' s service territory, asyou 6 way, is associated directly with the
7 quoteit, and | don't know if that's exactly 7 generation, for whatever that’ s worth.
8 the same language that was used by EES, but | 8 Q. Right, and | was going to ask you, sort of, |
9 guess am | surmising correctly that what 9 guess conceptually, why isit that you would
10 you'retrying to point outisyou feel that 10 provide atransmission related credit inside
11 EESwere mistaken in their understanding about 11 that generation credit? What would be the
12 the physical arrangements, if you will, or 12 rationale for doing so?
13 arrangement of Newfoundland Power’s plants and 13 A.Therationale would be that, you know, you
14 in the overall system? 14 haveto sort of think about what does Hydro
15 A.Yesand, you know, | sympathize with them as 15 not have to build because the generation
16 well, it's acomplicated system and, you know, 16 exists, insofar asthey don’t have to increase
17 | don’t know how they got that idea, but 17 the transmission capacity of their system
18 because that was done true, | wasn’t sure how 18 because the generation exists somewhere, well
19 to take the rest of their recommendations. 19 then, you know, it's probably fair to give
20 Q.Sure. Now the generation credit, it's 20 them credit for it. But it's a fairly
21 provided, as| understand it, in aform of a 21 complicated issue in terms of what the splits
22 megawatt reduction that then goesto their 22 are.
23 cost of service allocation? 23 Q. S0 in the case of, for instance, Burin
24 A.Yes 24 Peninsulaand that’sthe one shaped like a
25 Q. All right. Do they get generation and 25 boot.
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1 A. Okay, right. 1 A.Well the connection is, as | said, you sort of
2 MR. KENNEDY: 2 haveto think about what does Hydro have to
3 Q And we know that Newfoundland Power has 3 build or not build in order to take advantage
4 generation down at the bottom of that 4 of the credit or the generation, which is what
5 Peninsula, and there’ s been lots of discussion 5 you're saying, if they’re going to access the
6 about the assignment of the respective 6 generation, they haveto be ableto get it
7 transmission lines owned by Hydro. 7 back into the system. Had Hydro built that
8 A. Right. 8 generation and there were no customers down
9 Q. And Newfoundland Power receives ageneration 9 there, they would have still had to build the
10 credit for that generation on the Peninsula, 10 transmission lineto get it back. Sothat's
11 correct? 11 how they’rerelated and | think the numbers
12 A.Yes 12 break down, | don’t know, there's some sixty
13 Q. All right, so does Newfoundland Power need to 13 some odd dollarsin there for generation and |
14 use Hydro’ s transmission in order to get their 14 guesstherest istransmission. Of the total
15 generation up to the common good of everybody, |15 $84.00, | can’t remember the exact number, but
16 isthat the sort of rationale for why you 16 -
17 provided gener - 17 Q. Yeah, there' s some split there between the two
18 A.Yes | guessl'd phraseit the other way, 18 and there’san undertaking outstanding to
19 Hydro needs to use the transmission to get it 19 Hydro to provide us with the actual split. So
20 back up. 20 could | just ask then, in light of all that,
21 Q. Right. And so, isthat related then to the 21 could you just give me your views on then the-
22 transmission credit that's provided to 22 -and we know the transmission lines are
23 Newfoundland Power inside the gen. credit? 23 assigned common on the Burin Peninsula, at
24 A.Yes. 24 least that’ s the proposal ?
25 Q. And what'sthe connection? 25 A.Right.
Page 135 Page 136
1 Q. The Great Northern Peninsula, the other one - 1 commented on that way in awhile, so | might
2 A Okay. 2 have to refresh my memory as to what, how much
3 Q.50 in the case of the Great Northern 3 load is there and whose it isand how much
4 Peninsula, we have generation plant up on the 4 generation, but it's philosophical since the
5 top of the Great Northern Peninsula owned by 5 Board ought to try to use consistent
6 Hydro thistime? 6 philosophy in the assignment of both.
7 A Right. 7 Q. That'sall the questions | have, Chair. Thank
8 Q. And that's being proposed to be assigned 8 you, Mr. Brockman.
9 common. 9 CHAIRMAN:
10 A.Yes. 10 Q. Thank you, Mr. Kennedy. Do you have any re-
11 Q. Thetransmission, however, is to be assigned 11 direct Mr. Kelly?
12 specific. 12 KELLY, Q.C.
13 A. Okay. 13 Q. No further questions, Chair.
14 Q. Asproposed by Hydro. Could you tell me does 14 CHAIRMAN:
15 the treatment of the gen. credit for 15 Q. Okay. Commissioner Saunders, do you have any?
16 Newfoundland Power and the rationale for 16 COMMISSIONER SAUNDERS:
17 providing a transmission credit inside the 17 Q. Noquestions, Mr. Chair.
18 gen. credit, doesthat have any implications 18 CHAIRMAN:
19 for how this Board should look at the Great 19 Q. Commissioner Whalen?
20 Northern Peninsula's transmission and 20 COMMISSIONER WHALEN:
21 generation assets? 21 Q. Good morning, Mr. Brockman.
22 A.Wadlyes, inso faras possible, | mean | 22 A. Good morning.
23 think the Board should try to be consistent in 23 Q. I takeit from your evidence that your summary
24 their thinking on that, so obviously the two 24 position is that the sample rate that's been
25 are interrelated. | don’t know but I've 25 proposed at some point along the way by Hydro,
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1 should not be implemented? That’s your - 1 now.
2 MR. BROCKMAN: 2 . Soif wehad the appropriate Marginal Cost
3 A.That'scorrect. 3 Study before ustoday, do | takeit that the
4 COMMISSIONER WHALEN: 4 demand energy rate would be something that you
5 Q.| don't getthe distinct impression, though, 5 would be--you would support?
6 that you’' re opposed to ademand energy rate 6 . Well | would certainly look at it and see how
7 for Newfoundland Power, it's the samplerate 7 much | needed to, say, adjust the demand and
8 that you don't - 8 the energy chargesthat might come out of an
9 A.If therate were properly designed with taking 9 embedded design. | would probably also ask
10 account of marginal costs and you could solve 10 the Board to think about how they’re going to
11 the volatility problem, | mean, | would take 11 dea with the volatility that even a
12 the same position, | think as | took in 1990 12 redesigned rate would do, but then at that
13 that perhapsit was agood idea. 13 point, you know, you probably would have the
14 Q. Soyour position is based on the fact that we 14 support.
15 have a samplerate that’s being proposed for 15 . Okay. If the Board were to say that, what the
16 Newfoundland Power and it’sthe sample rate 16 effect from this order that it wants a demand
17 itself and the design of that rate that you - 17 energy rate for Newfoundland Power and didn’t
18 A.It'sthe samplerate and the fact that it 18 make any order on what that rate would be, but
19 creates volatility and | don’'t see any hugh 19 told Newfoundland Power and Hydro to go away
20 advantages, either for fairness or efficiency 20 and come up with such arate -
21 coming out of it. Soit’s creating a problem 21 A.Yes
22 and it’snot solving any, so that’s kind of 22 Q. Andassuming that you would beinvolved in
23 my--but | mean, that’s not to say that if you 23 such a process and appreciating you just made
24 redesigned it completely and solved al of my 24 a comment to Mr. Kennedy that you would
25 problems, | probably would say okay, it's okay 25 probably design a different rate. |
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1 understood Mr. Bowman to say yesterday he 1 frustrated, | suppose to some degree and what
2 would probably design a different rate and 2 do we do with it and when are we going to get
3 certainly ten different experts, such as 3 amarginal cost and when canwe judge this
4 yourself, would come up withten different 4 rate, so, but yeah, you can design one. Would
5 rates. |sthere enough information before us 5 it be agood rate? | can't really tell you at
6 today or inthe current Cost of Service 6 thispoint. It would bearate, it would bea
7 certainly for that rateto be designed asan 7 demand energy rate and would it accomplish
8 embedded cost rate? 8 anything? Maybe, maybe not. Would it cause
9 A.Youcoulddesign arate, | personally believe 9 other problems? Yes, so -
10 that $7.00 would probably be too high for the 10 . How would you measure whether it'sa good
11 demand charge. | don’'t know if that number 11 rate?
12 should--in terms of efficiency, | don’t know 12 . Well I would measure whether it'sa better
13 if that number should be zero. | don’t know 13 rateby saying--inmy mind, as | said, it
14 if it should be two. Hydro istelling mein 14 really isn't a huge question of fairness here,
15 essencethat it's not 28 divided by 12, what 15 the Cost of Service Study istaking care of
16 they’ re saying the Interruptible is not worth, 16 that, so | would have to judge whether or not
17 soit’'s probably somewhere between zero and 17 it sent a more efficient price signa to
18 $2.35 or something might bethat sort of 18 Newfoundland Power and that would be what |
19 appropriate signal. You could design such a 19 would judge against marginal cost. And then |
20 rate, | don’t know that there's any huge hurry 20 would say isthat increase--what can they do
21 todo that or asyou had asked a question 21 about it? Canthey do someDbsm? Can they
22 earlier, the necessity to do that, to sort of 22 change their rate designs even more than they
23 know theanswer. And | know that people 23 aready have and isthat gain that would be
24 sometimes, | mean, thisissue has been going 24 there because of the increased efficiency is
25 on along time, so--anda lot of us are 25 outweighed by whatever cost Newfoundland Power

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

Page 137 - Page 140




November 18, 2003

Multi-Page™ NL Hydro's 2003 General Rate Application

Page 141 Page 142
1 coming in and asking for some sort of recovery 1 provide that, but it just hasn’t happened. So
2 MR. BROCKMAN: 2 | think that piece hasbeen missing for a
3 clausefor thisvolatility would be, that’s 3 long, long time, but | share your frustration.
4 what the Board would have to struggle, | mean, 4 Q.| just wanttopick uponsomething that |
5 I'd have to look at those issues. Whether or 5 think Mr. Browneraised withyou referring
6 not you--if you just ordered Newfoundland 6 back to page 19 of your evidence, and | think
7 Power and Hydro to get together and solve all 7 your statement was unless changing the
8 thoseissuesin amonth, given the history, 8 wholesale rate results in changes in
9 without the things, I’'m not sure where that 9 Newfoundland Power’s rate designs and their
10 would really go. 10 customer’ s behaviour, there is no good reason
11 COMMISSIONER WHALEN: 11 for imposing a demand energy rate?
12 Q. Would you agree that we've sort of been there 12 A. That'sright.
13 and done that and - 13 Q. Arethere any changes that the Board, separate
14 A .Well I don't think you've ever had, | mean, 14 from a demand energy rate, are there--what
15 what’sreally been missing in this picture for 15 kinds of changes to the wholesale rate would
16 along, lonetime since I’ve been testifying 16 actually resultin changes to or actualy
17 forit, iswhat arethe marginal costs of 17 incent Newfoundland Power to change their rate
18 Hydro? | mean, | really respectfully to the 18 design, short of ademand energy rate? Is
19 Board | think perhapsthewrong people were 19 there anything that's actually going to create
20 ordered to dothe Marginal Cost Study. | 20 that--those changes on the other end to the
21 mean, they could only do the part for T & D, 21 end-user customer?
22 they couldn’t really do the Hydro piece of it 22 A.Wél, | suppose that, you know, the Board if--
23 and | think the hope was, | know in talking 23 let's say we went down the road that Mr.
24 with the guysin Newfoundland Power wasthey |24 Kennedy was taking me down and we had alot of
25 would somehow get together and Hydro would |25 information about the long-run supply side,
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1 marginal cost and demand side and the Board, 1 timel don’tsee any real realistic things
2 as other Boards have done, looked at that and 2 that you can do. | mean, Newfoundland Power
3 said, well, we think Newfoundland Power should 3 aready looks through the purchase power rate
4 be moving demand off the peak or we think 4 and triestheir best to see what the long-run
5 Newfoundland Power should be encouraging 5 marginal costs are. They know what the
6 summer load or something like that, the Board 6 embedded costs are, they don’'t necessarily
7 could just order Newfoundland Power to do 7 think that the embedded costs are efficient
8 those things. | believe, under most acts, | 8 price signals for a lot of reasonsthat |
9 haven’t really looked at yours lately, but you 9 talked about. And so they do the best they
10 could say thisis good for the Province, it's 10 canand | think what's really needed isto
11 good for your customers, we're going to order 11 know what the marginal costs are, the long-run
12 you to do it and we'll allow you to recover 12 marginal costs. That would probably incent
13 whatever it coststo do that. And you could 13 Newfoundland Power to have to think about what
14 do that without ademand energy rate. You 14 they should really do.
15 could just makethem do it if you thought it 15 Q. Sothepricesignal to the end-user customer
16 was agood idea. You could--1 mean, certainly 16 is still an important -
17 if you set up a rate, likea demand energy 17 A. Well it'sthe most important thing in terms of
18 rate with a $7.00 charge and told Newfoundland 18 the end-user customer being Newfoundland
19 Power we' re not going to allow you to recover 19 Power’ s customer and that’ s the most important
20 the money for these fluctuations in demand, we 20 thing. The question is how do you make
21 don’'t care--we'll raise your cost of capital 21 Newfoundland Power send thesignal to them,
22 or something, whatever that--we don’t care, 22 how should you? Right now they look through
23 then who knows, maybe you'd incent themtodo |23 therate and they try to judgethe sort of
24 something. Whether it's a good idea or not, | 24 long-run marginal cost versusthe embedded
25 doubt, but there, you know, at this point in 25 cost and they can only do half of that. So to
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1 me, the best solution is, look, let’s get on 1 and she asked you what you needed. Could you

2 MR. BROCKMAN: 2 have designed an aternative rate from the

3 with the marginal cost from the right people, 3 embedded cost that would be a demand energy

4 the ones who know it. 4 rate structure?

5 COMMISSIONER WHALEN: 5 A.l could design an infinite number of

6 Q. That'sall my questions, thank you very much, 6 aternativerate designs from the Embedded

7 Mr. Bowman. 7 Cost of Service Study.

8 CHAIRMAN: 8 Q.Did you consider proposing one here in

9 Q. Thank you, Ms. Whalen. | have no questions 9 relation to the short-comings you saw in the
10 Mr. Brockman. Ms. Whalenis our panel’s 10 samplerate?

11 resident cost of service expert. 11 A.No, because | really don’'t know how high |
12 (12:00 p.m.) 12 should put the demand charge. It’s not what
13 MR. YOUNG: 13 the Cost of Service Study tellsme, | know
14 Q.| have afew questions arising, Mr. Chair. 14 that, so how much do I--do | make it zero, do
15 CHAIRMAN: 15 | makeit $2.00, do | makeit $28.00 divided
16 Q. Questions? I'm sorry, yes, absolutely. 16 by 12? | don’t know the answer to that, so |
17 MR. YOUNG: 17 didn’'t propose one.
18 Q. Mr. Brockman, you just mentioned to Ms. Whalen 18 Q. Soinyour mind, | just want to clarify this
19 and I'm trying to understand exactly what it 19 for sure, in your mind it's the Marginal Cost
20 was you said inyour responsg, if it wasin 20 Study doesn’t necessarily drive a demand
21 relation to the Embedded Cost Study. But she 21 energy rate structure, but contrary to what
22 asked you, | think, if you could have designed 22 other witnesses say, you think thereisalink
23 a rate because it appears you're not 23 between the two?
24 categorically opposing ademand energy rate, 24  A.There' saclear link between the efficiency of
25 it'sjust the structure of the sample rate, 25 a rate and marginal costs, the long-run
Page 147 Page 148

1 marginal costsand in the short-run marginal 1 CERTIFICATE

2 costs. 2 |, Judy MossLauzon, hereby certify that the

3 Q. Okay, I just wanted to understand where you 3 foregoingisatrueand correct transcript in the

4 dispute the other experts. Thank you. 4 matter of Newfoundland and Labrador Hydro’'s 2003

5 CHAIRMAN: 5 Genera Rate Application for approval of, among

6 Q. Other matters or Board questions? No. Once 6  other things, itsrates commencing January, 2004,

7 again, thank you for your testimony, Mr. 7 heard on the 18th day of November, AD., 2003 before

8 Brockman. This bringsto a conclusion today’s 8 theBoard of Commissioners of Public Utilities,

9 proceedings and | guesstomorrow we have Ms. 9  Prince Charles Building, St. John’s, Newfoundland
10 Tabone and Mr. Chymko, | hope I've done 10  and Labrador and was transcribed by me to the best
1 justiceto those names, scheduled from EES 11 of my ability by means of a sound apparatus.

12 Consulting. And it's my understanding as 12 Dated at St. John's, Newfoundland and L abrador
13 well, Ms. Newman, that Mr. Hearn is showing 13 this 18th day of November, A.D., 2003

14 tomorrow from Labrador City, Wabush? 14 Judy Moss Lauzon

15 MS. NEWMAN:

16 Q. Yes, that's my understanding as well.

17 CHAIRMAN:

18 Q. Thank you very much and we'll see you 9:00

19 tomorrow morning.
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