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1 (9:06 am.) Pege . . Page 2
1 transcript of November 12th, thereis some
2 CHAIRMAN: . . .
3 Q. Thank you and good morning. Good morning, Mr. 2 confusion with reSpeCt to the list of
- ' 3 undertakings that are listed on the transcript
4 Hearn, good to see you join us. .
5 HEARN, OC. 4 as oppo_sed to f[hose that were actually given.
_ 5 So I'm just going to run down each one and to
6 Q. Thank you, Mr. Chair. .
 CHAIRMAL: 6 confirm whether they have been answered or to
_ 7 speak to one of the papers that were
8 Q. Good morning, Ms. Newman, arethere any--I : i i
9 assume there’ s some undertaking. Ms. Blundon 8 circul at?d this mornl.ng. )
10 just gaveme a mitt-full here first this 9 Thefirst undertaklng that was listed on
1 morming. 10 page 1l of thetranscript of November 12th
19 1S, NEWMAN: 11 referred to an undertaking on page 21 of the
13 Q Yes I believecounsd for Newfoundiand and 12 transcript. That undertaking, if you look at
14 Labrador Hydro would like to speak to some 13 page 21’ and | don’t know if we need to gO to
15 undertokings 14 each one, but that undertaking did relate to
16 CHAIRMAN: 15 one given to Mr. Browne to provide a
17 Q. Sure Good morning, Ms. Greene. 16 transcript of the comments of the Manager of
18 GREENE. OC: 17 Communications at Hydro on vocMm radio on
19 Q. Goodmorning, Mr. Chair, Commissioners. I'd 18 electric heat. That undertaki ng was responded
20 liketo takejust afew minutesto review 19 to on that same day in the afternoon. And if
21 outstanding undertakings.  All of the 20 you look at the transcri pt a page 120to page
2 undertakingsthat havebeen given prior to 21 121 of the transcript, you will see that Hydro
23 Novermber 12th have already been answered and 22 did provide and respond to that undertaking.
24 I'd like now toreview the list of the 23 The second undertaking is listed on page
25 undertakings from November 12th, November 17th 24 1 of the transcri pt of November 12th as bei ng
26 and November 18th. Looking first to the 5 on page47 Itisactually on page48 and it
Page 3 Page 4
1 was an undertaking to Mr. Kelly of 1 November 12th refersto one on page 68. And
2 Newfoundland Power to provide areconciliation 2 it dealt with theissueof FTE's. Andit's
3 of the 2003 depreciation. So if you look 3 our position that if you look at pages 69 to
4 there on page 48, you'll seethereinlines 9 4 70 of the transcript, the actual question was-
5 to 11 thereference to the undertaking. And 5 -answer to the question was provided in cross-
6 you have to go back to the previous pageto 6 examination so that it realy was not an
7 see what the specific undertaking was. And 7 undertaking. It wasanswered shortly after
8 this isthe first document that you have 8 that. Soit’sour position that that answer
9 before you. The heading is "Reconciliation of 9 was provided on pages 69 to 70 of the
10 Depreciation Expense of January to August, 10 transcript of November 12th.
11 2003." And thisactualy is U-Hydro No. 24. 11 The number fifth undertaking that's
12 The next undertaking that is listed as 12 listed on page 1 of the transcript of November
13 No. 3 on thetranscript, page 1 of November 13 12th refersto oneon page 106 but actually
14 12th isareferenceto one at page 61 of the 14 shows up on page 107. So if you scroll down,
15 transcript. And it was an undertaking to Mr. 15 you'll seeonlines19to 21 on page 107 the
16 Kelly to advise asto whether there had been 16 undertaking. And it relates to the
17 an analysis completed of theimpact on the 17 decommissioning costs at Davis Inlet and the
18 rural deficit of Hydro assuming responsibility 18 losson disposal with respect to the Davis
19 for operations in Natushish. That undertaking 19 Inlet plant and asto whether there had been
20 was responded to on the same day. And if you 20 any discussions with the Federal Government
21 look at pages 125to 126 of the transcript, 21 relating to those two items. The answer to
22 you will see, of November 12th, you will see 22 that undertaking was provided that same day on
23 the response to that undertaking. 23 page 122 of the transcript.
24 Thenext onewhichis listedas No. 4 24 The next undertaking that’ s listed as No.
25 undertaking on page 1 of thetranscript of 25 6 isareference to page 143 but it’sreally
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1 GREENE, Q.C: 1 Soin October inthat second table we have
2 found on page 144 at line 23 where you--that’s 2 included the actual price paid for fuel in
3 the beginning of the request for the 3 October versus the forecast that had been used
4 undertaking, and it relates to the 4 in the October 31 filing. Andwe also have
5 reconciliation of the accumulated 5 included the impact of rain on the actual
6 depreciation. And that oneisnot ready. We 6 volume of fuel used so that theprice in
7 hope to have it filed tomorrow. 7 October was higher than had been used in the
8 The seventh undertaking is areferenced 8 previous forecast. Consumption at Holyrood is
9 one at page 177 but it sreally found on page 9 down which will have a positive impact on the
10 179. And it relates to an undertaking to Mr. 10 Rate Stabilization Plan of about $13 million
11 Hutchings toillustrate the impact of the 11 for 2003. But thereis ahigher weighted
12 impact on the changesin fuel purchasesand 12 average priceat year endinventory as a
13 the opening fuel inventory balance for 2004 13 result of the higher actual pricein October
14 arising from the amount of rain that we had in 14 than what we had usedin theforecast for
15 October. And thiswas circulated and is the 15 October when we filed for October 31. So the
16 second document that you have before you. The 16 actual pricein October was higher than the
17 heading you will seeis called "Holyrood No. 6 17 forecast price. If you turnto the second
18 Fuel Costs 2003, October 31 filing". What we 18 page, we did the same thing for 2004.
19 did in response to this, which is U-Hydro No. 19 (9:15am.)
20 29, the top table reproduces what had been in 20 Thetop table showswhat the October 31st
21 the October 31st filing. The bottom table 21 filing was for fuel purchases for No. 6 fuel
22 reproduces for 2003 the most recent update 22 used in the 2004 test year. And the bottom
23 which includesfirst the actual price paid in 23 table has updated it for the rain that we had
24 October. And if you look down the months, you |24 in October and to reflect actua fuel
25 will seein the table we used Afor actual. 25 purchases. Soyouwill seethat whilethe
Page 7 Page 8
1 weighted average purchase price for 2004 has 1 have before you which begins"A percent of
2 decreased by one cent from 28.95 that was used 2 generation reserve capacity”, whichis the
3 in the October 31 filing which is shown in the 3 response to U-Hydro No. 30 which was the last
4 top table down to 28.94, so we have a higher 4 one listed in the transcript as an undertaking
5 beginning inventory price in volume resulting 5 for November 12this a response to that
6 in what would be higher production costs of 6 undertaking.
7 about 553 million for 2004. So therain that 7 CHAIRMAN:
8 we had in October was positivein the sense 8 Q. You can continue.
9 that it reduced the balance in the Rate 9 GREENE. Q.C.:
10 Stabilization Plan in asignificant way. We 10 Q. Therewas one additional item from November
11 do have a higher fuel cost for 2004. 11 12th which was not listed as an undertaking in
12 The last undertaking that’s referred to 12 the transcript, but there was one that related
13 as No.8 on pagel of thetranscript of 13 to Mr. Roberts' evidence where he said that he
14 November 12th refersto an undertaking on page |14 would take under advisement the issue of his
15 198 which is found on page 200 of the 15 Schedule 8 and the issue of accrued interest,
16 transcript, not page 198, at lines9 to 11. 16 which | believe that that also can be
17 And thiswas an undertaking given to Mr. 17 considered to be an undertaking. And we will
18 Hutchings and it related to the change in the 18 be filing response to that tomorrow.
19 reserve between the 2002 final cost of 19 Now, moving to Friday, November 14th.
20 service, what was used for that and what is 20 There was only one undertaking given--no, I’'m
21 for 2004. The actual reserve percentagein 21 sorry, therewas actualy two on November
22 2002 have been 18 and a half percent. And Mr. 22 14th. This isMr. Greneman. And thefirst
23 Hutchings asked us to provide what were the 23 onewas not listed as atranscript (sic.) in
24 contributing factors to the reduction of that 24 the transcript, but Mr. Hutchings had asked
25 to 16 percent. So the third document that you 25 Mr. Greneman to provide a reconciliation of
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1 GREENE, Q.C.: 1 asoisa responseto the other undertaking
2 the load that is shown on Schedule 11 of Mr. 2 given to Mr. Kennedy on November 17th at page
3 Haynes evidencetotheload that isusedin 3 18 therein lines9to 12 where Mr. Kennedy
4 Mr. Greneman’'s Cost of Service. And you'll 4 asked Mr. Greneman to confirm what the energy
5 recall Mr. Hutchings asked us about that the 5 rate would beif therewas only one block
6 next day saying it wasn't an undertaking but 6 above the demand rate. So the last document
7 we said we would provideit. So the fourth 7 respondsto both of those undertakings, U-
8 document you haveisthat reconciliation as 8 Hydro No. 32 and No. 33 are answered in that
9 requested by Mr. Hutchings and it's the 9 last document you have before you.
10 heading would be "Newfoundland and Labrador |10 So than you, very much, Mr. Chair. That
11 Hydro, 2004 Forecast Cost of Service, Island 11 completesall of the undertakings. At this
12 Interconnected, Coincident Peak at 12 point in time there are two outstanding which
13 Generation". So that isthe response to U- 13 we hope to have filed by tomorrow. Thank you.
14 Hydro No. 31. 14 CHAIRMAN:
15 The next undertaking is oneagain on 15 Q. Thank you, Ms. Greene, for that fairly
16 November 17th at page 17 of the transcript 16 complete report. Thank you. Good morning,
17 which was an undertaking to Mr. Kennedy from |17 Mr. Kennedy. Would you care to introduce your
18 Mr. Greneman. |I’'m sorry, it actually isthe 18 witnesses, please?
19 transcript of Monday, November 17th, sorry. 19 MR. KENNEDY:
20 So there was only one on the 14th and there’s 20 Q. Yes, Chair. Thisis Nigel Chymko, spelt with a
21 two on the 17th. And this was the undertaking 21 "C", and Gail Tabone who work with EES
22 to provide the breakdown of the demand charge 22 Consulting Limited in their Calgary and
23 into the generation and transmission related 23 Seattle offices respectively.
24 costs. And the last document you have before 24 CHAIRMAN:
25 you isaresponse to that undertaking and it 25 Q. I'dlike to welcome you to the proceedings. |
Page 11 Page 12
1 wonder, Ms. Tabone, if you could take the 1 MR. KENNEDY:
2 Biblein your right hand, please? 2 Q. Right. And I takeit you're probably still
3 MS. GAIL TABONE (SWORN) 3 getting used to some of the idiosyncrasies of
4 CHAIRMAN: 4 the jurisdiction of Newfoundland aswe all
5 Q. Thank you. Mr. Chymko. 5 are. Could you tell me, though, first, who
6 MR. NIGEL CHYMKO (SWORN) 6 EES Consulting is and the areas of expertise
7 CHAIRMAN: 7 in the jurisdictions that EES Consulting
8 Q. Thank you, very much. Before we begin, time 8 provides servicesin?
9 wise | guess probably what we--what I'd like 9 MS. TABONE:
10 to do is proceed until 11, similar to 10 A.Yes. We're afirm of about 30 professional
11 yesterday, and we'll seethen if a15 minute 11 consultants, we're about half economists,
12 or half hour break iswarranted and take it 12 finance people and about half engineers.
13 from there. So if that’s okay, we'll--because 13 Nigel and | happen to be on the economics and
14 | don’t quite know whether thisis going to be 14 finance side of the business. We have three
15 ashort day or along day or otherwise. Is 15 primary areas that we consult in. Thefirst
16 that fair enough, wegoto 11 and we'll see 16 oneis cost of service and rate design, which
17 then what'sin order? When you're ready, Mr. 17 would include regulatory intervention. The
18 Kennedy. 18 second one isresource planning, which would
19 MR. KENNEDY: 19 include things like load forecasting,
20 Q. Thank you, Chair. Ms. Tabone, this isyour 20 feasibility studies of generation. We look at
21 first time in the jurisdiction of 21 integrated resource plans, wholesae
22 Newfoundland, correct? 22 contracting, things of that nature. And the
23 MS. TABONE: 23 third one is mergers and acquisitions, looking
24 A.Wadll, thefirst timein a proceeding. | was 24 at utilities, whether it's financially
25 out here during the mediation as well. 25 feasible to form anew municipal utility, for
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1 MS. TABONE: 1 Hydro rate cases back many, many years before
2 example. 2 everything was broken up and spun off. We
3 In terms of our clients, we work 3 also worked for North West Territories Power
4 primarily for what we would call public 4 Corporation in the past.
5 utilities. By that | mean municipal 5 On the U.S. side we work primarily on the
6 utilities, public utility districts, 6 Pacific Northwest. A lot of our clients are
7 cooperatives. We also work for some investor 7 customers of Bonneville Power, whichis a
8 owned utilities and some industrial customers, 8 large marketing, federal marketing agency that
9 but primarily in the public sector. 9 runs primarily hydro and transmission
10 In terms of geographical base, we tend to 10 facilitiess. We also work in Alaska,
11 work more on the west coast, just because of 11 Cdliforniaand Texas quite a bit.
12 our location. We do quite abit of work in 12 And again, as Mr. Kennedy mentioned,
13 British Columbia and Alberta, obvioudly, 13 we'revery new to thisjurisdiction, we're
14 because of our Calgary office. So we've 14 learning the technical details aswe go, but |
15 worked for both the B.C.U.C. West Kootenay 15 think we also bring a fresh perspective and we
16 Power in British Columbia, Centra Gas in 16 have a lot of experience that is maybe
17 British Columbia aswell as some of the 17 relevant to looking at how things are here.
18 industrial customersfrom timetotime. So 18 MR. KENNEDY:
19 we're very familiar with things going onin 19 Q. Thank you. Mr. Chymko, EESfiled areport
20 B.C. which hasalot of similaritiesto this 20 with the Board of Commissionersof Public
21 jurisdiction. Alberta, Nigel could speak to 21 Utilities dated September the 19th, 2003 and
22 in more detail, but we' ve done alot of work 22 filed with the Board, | believe, on September
23 over many, many yearsin Alberta. Ontario we 23 the 22nd, 2003. Thisis--the report was
24 work for, again, a lot of the municipal 24 authored by yourself and Ms. Chymko?
25 utilities. We've been involved in Ontario 25 MR. CHYMKO:

Page 15 Page 16
1 A.ltwasauthored by myself and Ms. Tabone. 1 19th asrevised with your November the 18th
2 MR. KENNEDY: 2 revisions?
3 Q. Sorry. And Ms. Tabone, yes. 3 MR. CHYMKO:
4 MR. CHYMKO: 4 A.Yes
5 A. Yeah, itwasajoint effort. 5 MR. KENNEDY:
6 MR. KENNEDY: 6 Q.Okay. Mr.Chymko, there wasa Board order
7 Q. Yes. And haveyou made any revisions or 7 issued as aresult of motions taken by some of
8 updatesto that report dated September the 8 the parties concerning some of the areas that
9 19th since itsfiling with the Board? 9 you dealt with in your report and also there
10 MR. CHYMKO: 10 was a mediation conducted subsequent to the
11 A.Yes, wehave. It wasmy understanding there 11 report. Hasthis had any impact on the issues
12 was two pages that wereto be filed with the 12 towhich you're prepared to speak to here
13 Board and it was page 30 and 31 which 13 today?
14 addresses the issue of the impact on 14 MR. CHYMKO:
15 transmission of the generation credit. The 15 A.Yes, ithas. As aresult initialy our
16 reason it was updated, first of al, wasto 16 evidence contained nine recommendations. That
17 account for the October 31st, Hydro's re- 17 has now been reduced tothree. And those
18 filing, and aswe were going through it we 18 three are the GNP, Doyl es-Port aux Basques and
19 noted a correction also needed to be made to 19 Burin Peninsula assignments, and we' re saying
20 thetable. Attheend of the day though the 20 they should use a consistent assignment
21 changes have no impact on our recommendation |21 methodology for the generation and
22 asoutlined in our evidence. 22 transmission facilities. The second areais
23 MR. KENNEDY: 23 the Labrador Interconnected System should
24 Q.And so do you as representative of EES 24 remain an interconnected system in the Cost of
25 Consulting adopt your report of September the 25 Service. Andthethird areaisthat the
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Page 17 Page 18
1 MS. TABONE: 1 A. Orrecommendation isto treat all of these
2 Newfoundland Power wholesale rate should 2 facilities consistently, which we don't think
3 include a demand charge with ratcheted billing 3 is being done by the proposal that's been put
4 determinant. 4 forward. We believe the GNP transmission
5 MR. KENNEDY: 5 assets should be assigned common to go along
6 Q.Andasyou're sitting asapanel, could you 6 with the generation assets. In Burin that is
7 tell us which of the two of you is responsible 7 aready the case and in Doyles-Port aux
8 for which of those three issues? 8 Basquesit' salittle bit different issue. On
9 MR. CHYMKO: 9 one sense we believe it should go along with
10 A.Ms. Tabone will lead the discussion on the 10 the generation facilities and should be
11 GNP, etcetera, assignments and the Labrador 11 treated common. On the other hand,
12 Interconnected and I'll lead the discussion on 12 Newfoundland Power isreceiving a credit on
13 the Newfoundland Power wholesale rate. 13 the cost allocation for transmission and as
14 MR. KENNEDY: 14 such they’re paying none of or they’re paying
15 Q. Thank you. Ms. Tabone, starting then with the 15 a reduced amount of common share for the
16 issuesthat you have primary responsibility 16 transmission on the Newfoundland Hydro system,
17 for, the assignment issue and the Labrador 17 o to that extent we could probably see that
18 issue, could you first just provide an 18 remaining specifically assigned facility if
19 encapsulation, if you will, or brief statement 19 they continue to get the credit for
20 of what the recommendation isthat was the 20 transmission, if they don't, it probably
21 recommendation made by EES concerning the 21 should be assigned common and then they don’t
22 assignment of the GNP, Burin and Port aux 22 receive a credit.
23 Basques plant? 23 There's been alot of discussion on
24 (9:30am.) 24 technical issues on these facilities and our
25 MS. TABONE: 25 focus hasn’t been on the technical side, our
Page 19 Page 20
1 focusisonthe policy side. There was some 1 making have implications for the issues
2 reference the other day about postage stamp 2 surrounding the Labrador rates and the
3 rates. And based on our experience and our 3 interconnectedness of the system?
4 theoretical beliefs about transmission in 4 MS. TABONE:
5 particular, it's very common for all 5 A.Agan, | seethat asvery similar in terms of
6 transmission facilities to be rolled in, 6 an overall policy direction and how much you
7 treated on a--everything is common, everything 7 postage stamp or average systems out, whether
8 is spread out between all the customers on the 8 it's transmission or distribution or
9 system and there’ s one postage stamp rate for 9 generation, and how much you directly assign
10 transmission. Inthis case it would be 10 are specifically assigned facilities. There's
11 similar to having a common assignment for all 11 aline somewhere where you have to have a
12 transmission. In that way you’re not singling 12 break between what’s commonly assigned, what’s
13 out one particular utility, where their 13 directly assigned. For example, distribution
14 location is, whether they're using 100 miles 14 facilities across al of the Isolated Rural
15 or 100 kilometres of transmission versus one 15 Systems on the island are all averaged
16 kilometre of transmission. Everybody is 16 together, even though you know each
17 treated the same no matter what the location. 17 distribution system has a separate cost and
18 And so in that sense we have looked at it both 18 you could have, | don’'t know if it would be 20
19 from being consistent with generation, given 19 different cost of services for some of the
20 that you need transmission to move generation 20 isolated systems, because they all have their
21 across the system aswell aslooking at it as 21 own generation, they al have their own
22 a postage stamp issue and treating all 22 distribution. And the policy hasbeen to
23 facilities the same. 23 average those together. As itis, there are
24 MR. KENNEDY: 24 five different Cost of Service Studies done,
25 Q. Doesthis policy recommendation that you're 25 five different zones, if you will, or five
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1 MS. TABONE: 1 suggesting that perhaps aratcheting system
2 different rate structures and that’ s probably 2 could be used in place of weather
3 not very common acrossthe U.S. and Canada. 3 normalization.
4 For example, in British Columbia, very big 4 The second part was also suggesting that
5 geographical area, lots of different--five 5 perhaps apeak demand waiver may be needed,
6 citiesand towns and rural versus urban and 6 depending on how the points of delivery of
7 everything there is postage stamped, 7 Newfoundland Power were metered at the
8 everything is averaged together. So we think 8 interchange with Newfoundland Hydro. So an
9 atrend towards more of the postage stamp idea 9 example, if wewere using non-coincident, we
10 and more common facilities is appropriatein 10 would suggest that perhaps a peak demand
11 this case. 11 waiver may be needed. If we're now leaning
12 MR. KENNEDY: 12 towards perhaps the coincident peak, perhaps
13 Q. Mr. Chymko, could you tell us or provide just 13 the peak demand waiver is not needed.
14 a concise statement of what the EES 14 The second part of our modifications to
15 recommendation is concerning the wholesale 15 the sample rate we suggest that Newfoundland
16 rate issue? 16 Power generation credit should be, first of
17 MR. CHYMKO: 17 al, separated into generation and
18 A.Yes. Inour evidence we had suggested that we 18 transmission. The generation portion we
19 could support the sample rate as presented by 19 believe should still receive a credit, but not
20 Stone and Webster or Hydro with two 20 the transmission. And we also suggest that
21 modifications. And we suggested in what we 21 rather than have a credit through a megawatt
22 call theframework that wewould need to 22 netting system, that there should be an
23 incorporate a demand ratchet formulainstead 23 independent separate transparent tariff
24 of using aweather normalization. So again, 24 similar to what the non-utility generators see
25 we would use one demand block but we're 25 aswell.
Page 23 Page 24
1 MR. KENNEDY: 1 at the end of the day, | believe, would be
2 Q. Now, you have participated personadlly inthe 2 tweaking or building upon what is put in place
3 hearing room thisweek. | understand as well 3 initially. One thing that reading the
4 you've had an opportunity to review the 4 transcripts and being present thelast few
5 transcripts of the testimony of Mr. Bowman and 5 days| think the evidenceto date certainly
6 Mr. Oder on behalf of the Industria 6 has not caused us to change our
7 Customers and aswell on the first day of Mr. 7 recommendation. Infact, we believe the
8 Greneman’ stestimony on Friday just past, is 8 demand energy rate, wholesale rate should be,
9 that right? 9 in fact, implemented in 2004.
10 MR. CHYMKO: 10 MR. KENNEDY:
11 A.Yes 11 Q. Mr. Chymko, there' s been reference to the fact
12 MR. KENNEDY: 12 that if you had ten consultants ook at this,
13 Q. Andone of thekey issues, | guess, that’s 13 you'd likely to have ten proposals returned to
14 arisen concerning the wholesale rate issueis 14 you. Hydro, asyou indicated, has recommended
15 whether a Marginal Cost Study would be 15 asamplerate, EES has proposed avariation on
16 required in order to set a wholesale demand 16 that sample rate that you've just detailed.
17 rate. Could you provide your view on that 17 Assuming the Board wishes to implement a
18 sub-issue? 18 wholesale rate, isthere any advice that you
19 MR. CHYMKO: 19 can give to the Board on how it could ensure
20 A.Yeah,| definitely believe that there's no 20 itsimplementation?
21 need to wait to complete a Margina Cost Study 21 MR. CHYMKO:
22 before we get started. There’'s enough 22 A.| certainly agree that youwould get ten
23 evidence available, | believe, to make an 23 opinions. | think the other thingthat a
24 informed decision in designing a conservative 24 number of parties would also discuss isthe
25 initial wholesale rate and the marginal cost 25 issue around the Integrated Resource Plan, as
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1 MR. CHYMKO: 1 MR. YOUNG:
2 to whether that is needed before the Margina 2 Q. Thank you, Chair. Good morning, Ms. Tabone,
3 Cost Study aswell. So again, that’s another 3 Mr. Chymko.
4 component that | believe needs to be 4 MS. TABONE:
5 considered before we finalize the complete 5 A. Good morning.
6 Margina Study. Asfar asassisting, | guess 6 MR. YOUNG:
7 we believe that the sample demand rate that 7 Q. Wadl, inyour direct you've, | think it'sfair
8 wasset at $7is too high for the demand 8 to say, narrowed down the area of our cross-
9 component and we would be a bit more 9 examination somewhat, which is always helpful.
10 conservativein setting or establishing the 10 But there areafew areasthat, and one, |
11 initial single demand component, based on the 11 guess, which | didn’t really anticipate which
12 information that we've heard today. | don't 12 has been givenriseto. | don't need to ask
13 think we can afford to study this thing to 13 you any questions about whether you support
14 death, though, and at the end of the debate 14 the demand energy rate structure, that's
15 whether we do it today or whether we do it two 15 fairly clear. Andl think there's, as |
16 years from now, | think we still will be 16 mentioned yesterday, perhaps growing consensus
17 debating what is the correct number once we 17 onthat. But | wonder if | could discuss
18 get the Marginal Cost Study. 18 briefly with you when you’ re choosing amongst
19 MR. KENNEDY: 19 these various things--and Mr. Kennedy just
20 Q. Thank you, Ms. Tabone, Mr. Chymko. Chair, 20 mentioned about the ten consultants giving ten
21 that’s all the questionson direct. They're 21 outcomes, there’ safair bit of discussion in
22 available for cross-examination. 22 the last few days about Bonbright's
23 CHAIRMAN: 23 principles. And | think perhapsyou’'d agree
24 Q. Thank you, Mr. Kennedy. Mr. Young, good 24 with me that, | just wanted to get your view
25 morning. 25 on this, that some of these principals
Page 27 Page 28
1 overlap, some of these are, to some degree, in 1 in, and perhaps Mr. O’ Relilly, you can go to
2 conflict with each other. Do you agree with 2 page 25 of the pre-filed testimony? And this
3 that? 3 isatlines8and 11. I'mjust going to read
4 MR. CHYMKO: 4 the sentence here. It says, "By the very
5 A.Yes | do. 5 nature of weather normalization, one is
6 MR. YOUNG: 6 suggesting consumption for what should have
7 Q. Andinthejurisdictions you vetestified in 7 been, this will involve some degree of
8 before and the discussions you've had, are 8 professional judgment.” I'm just wondering is
9 these the sorts of principles you’' ve heard, | 9 thisa particular area, weather normalization,
10 suppose, time and time again asyou travel 10 that you’ re honing back on, in the sense that
11 around? 11 you don’t wish professional judgment to bea
12 MR. CHYMKO: 12 part of it, or is there some particular
13 A.Thatistrue. 13 element of weather normalization that brings
14 MR. YOUNG: 14 you away from what would normally be the case
15 Q. The otherthing | think we've noticed is 15 in rate making, whichistosay ajudicious
16 there'safair--even though thereis afair 16 view of itwith the background and some
17 bit of real engineering work and the science 17 reference to the outcomes?
18 of economics, there'safair bit of judgment 18 MR. CHYMKO:
19 that goesinto thesethingsbased on arate 19  A.No, again, at the end of the day there will be
20 maker’ s experience, isthat correct? 20 some degree of professional judgment that is
21 MR. CHYMKO: 21 required. Again, we're not familiar with the
22 A. |l would agree with that as well. 22 detailed models and the effort that currently
23 MR. YOUNG: 23 goesinto the process, but at the end of the
24 Q. Infact, | think you've said as much in your 24 day we believethat whether it'sthe model
25 testimony. But one areathat | am interested 25 that’s, the model itself basically will be
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1 MR. CHYMKO: 1 We're just saying for billing purposes we
2 formuladriven. But again, it's setting up 2 would suggest that weather normalization is
3 that model, what isthe agreement, what are 3 not critical.
4 the assumptions that | believe professional 4 MR. YOUNG:
5 judgment is required. 5 Q. There’'s some further discussion on that page,
6 MR. YOUNG: 6 | don'tthink we needto get toall the
7 Q. So if | understand that, then weather 7 particular reference. But if | can paraphrase
8 normalization per se is not something you 8 you generaly, | think you're saying the
9 would have kneejerk reaction against in 9 weather is--will be what it will be and Hydro
10 relation to the wholesale rate, it’ s just that 10 hasto bill for it and that’syour sense of
11 you think that--I supposed you'd like to have 11 preferring to deal with the actual demands as
12 alook at the model that was used. Isthat 12 they come out, asopposed to a normalized
13 your evidence? 13 demand, isthat it?
14 MR. CHYMKO: 14 MR. CHYMKO:
15  A.l guesswhat we'resaying for the wholesale 15  A.No, | think when you're generally building
16 rate itself we believe perhaps a ratchet 16 (phonetic) for it, you would be using
17 system might accomplish, we believe would 17 normalized weather.
18 accomplish the price signals that are required 18 MR. YOUNG:
19 more than normalizing the weather. Where we 19 Q. Okay. | don’t know to what extent you've had
20 believe the normalize weather would still be 20 discussions with people here in either Hydro
21 required would be in your system planning and 21 or Newfoundland Power or other observers.
22 going forward in system planning, what's the 22 But, I’ve heard it said around the business
23 generation, what’ s the transmission, what is 23 that our weather and the demandsthat are
24 the customer load expected in the future year 24 created by it can be subject to needle peaks
25 inregard to revenue requirement, etcetera. 25 of very short duration. Doesthat change at
Page 31 Page 32
1 al the observations you would make about 1 which are in thedemand related costs for
2 ratcheting versus a normalization process? 2 generation and transmission, those are driven
3 MR. CHYMKO: 3 by a needle peak so wedon't see aproblem
4  A. Fromaplanning point of view? 4 with aneedle peak asa billing determinant
5 MR. YOUNG: 5 because that’ s what driven the cost.
6 Q. Wdl, | guessfrom arate design point of 6 MR. YOUNG:
7 view. 7 Q. Mr. Greneman, when hewas on the stand afew
8 MR. CHYMKO: 8 days ago, was referring to the whole concept
9 A.No, | believe from arate design point of view 9 of volatility going hand in hand with this
10 and with the ratchets that's what we're 10 form of a rate structure, demand and energy
11 attempting to do is to potentially account for 11 rate structure. But | think you'll probably
12 some of those exceptional peaks and then | 12 agree with me that there has been, sometimes
13 think we have to again ensure that we don’'t 13 you have to read between the lines perhaps to
14 consider the demand rate structureand the 14 seethis, but | think you can gather that
15 volatility that might come out of it 15 there' s been a sensitivity to the volatility
16 independent. | think then we have to take the 16 issue. The weather normalization is, | guess,
17 driver of the demand energy rate and look at 17 very obviously intended to addressthat. But
18 the financial impact that might come through 18 you just prefer to do that in another way, is
19 the risk that’ s required for the utility. 19 that your view of it?
20 (9:46 am.) 20 MR. CHYMKO:
21 MS. TABONE: 21 A.Wadll, infact, perhaps| could suggest that
22 A.Can | just add one thing? When you talk about 22 the weather normalization removal from the
23 the needle peaks, that’s really what you plan 23 demand energy, | would suggest that from what
24 your system around and build for. So to the 24 I’ve heard in the last few days, is more of a
25 extent that you've incurred costs, the costs 25 longer termissue. | think at thispoint in
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1 MR. CHYMKO: 1 MR. YOUNG:
2 timeif | was to put a sample rate before the 2 Q. lsee I haveaquestionjust alittle higher
3 Board, | would compromise, | guess, a bit to 3 on that page, Mr. O'Reilly, if | might, lines
4 leave weather normalization in place. So 4 13to 15, it'sjust something 1I’m not sure |
5 again, longer term at the end of the day, we 5 understand, I'll just read the sentence. |
6 believe, that weather normalization should be 6 think itisat line13. Yes, it says"First
7 taken out of the rate. But to get things 7 of al, Hydro canonly supply" and thisin
8 going, to get things moving, until we find out 8 relation to this whole area and some of the
9 whereisall the givesand takes within the 9 concerns some of the parties may raise. But
10 revenue requirement, whether it’s over in the 10 I’'m not sure | understand this statement. |t
11 financial side and how that might be dealt 11 says, "First of all Hydro can only supply a
12 with, that we could live with a samplerate 12 finite amount of energy past the design
13 today that leaves in weather normalization. 13 capacity of the system for afinite length of
14 MR. YOUNG: 14 time." When | read that, it just occursto
15 Q. Just on that point on page 26 if | might, Mr. 15 me, if | can paraphrase you correctly and
16 O'Reilly, we'vegot alinein your evidence 16 please straighten me out if 1'm reading this
17 which, just down the page, it'sat line 30, 17 with the wrong interpretation, but as| read
18 thereabouts, 30, 32. It says"Over thelong 18 that, it seems to mean just that, you know,
19 term, Es Consultants preferred payment would 19 eventually Hydro will run out of energy and
20 be a ratchet billing demand." Is that the 20 therefore there is some limit as to the amount
21 point you' re making that weather normalization 21 of money Hydro can make. Isthat all that’s
22 for theinterim isfine, but you think this 22 saying? That seemsto bea fairly obvious
23 should be explored further down the road? 23 leap to the -
24 MR. CHYMKO: 24 MR. CHYMKO:
25 A.That'sright. 25  A. | guess what we were driving out there that if
Page 35 Page 36
1 you got into one of these needle peaks, as an 1 point?
2 example and you hadn’'t planned for it, the 2 MR. CHYMKO:
3 needle was actually above your planning 3 A lthink a the end of theday if thereisa
4 criteria, | think you would run your units 4 peak that’sway beyond what you planned for
5 harder. Y ou might, you know, take a it of a 5 and what you built, I’'m saying you can get
6 risk on letting abit more water go through. 6 part way there by stretching your system, but
7 You might do avoltage control to again try 7 there might be theodd occasion where the
8 and stretch your system, but, from a planning 8 demand appears that’s significantly higher.
9 point of view and then coming back to your 9 But we would see that as a very, very
10 operationsand maintenanceyou canonly do 10 exceptional case.
11 that for a period of time. Y ou don’'t normally 11 MR. YOUNG:
12 runto it but for a short period of time, 12 Q. Just afew more questions. Just a moment ago
13 whether it’s an hour, a couple of hours or 13 in your last couple of answers in direct
14 three hours, I’ m not sure. Again, your needle 14 testimony questions you made a comment about
15 peaks because we haven't seen a detailed 15 the sample demand rate, perhapsthe $7.00
16 hourly data, thissystem can be stretched. 16 maybe too high in your judgment and that you
17 Butit can't bekept running at that above 17 thought it should belower, wasthat your
18 what it was designed for, for along period of 18 comments, am | correct?
19 time. 19 MR. CHYMKO:
20 MR. YOUNG: 20 A Yesitis.
21 Q. Sothat thereis logistics which essentialy 21 MR. YOUNG:
22 provide some outside barrier, isthat your 22 Q.What are you basing that on and before you
23 point, the logisticsof running the system 23 answer the question | want you to comment as
24 provide some absolute barrier to the amount of 24 to whether or not you think the $7.00 which is
25 reach we can go into this demand, is that your 25 $84 ayear we' ve been discussing over the last
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1 MR. YOUNG: 1 to zero, conceptually.
2 few days, that really comes from the embedded 2 MR. CHYMKO:
3 Cost of Service Study, correct? 3 A Right. Firstof al, we would cap the lower
4 MR. CHYMKO: 4 number at at least the transmission component
5 A.That'scorrect. 5 of that bundled number. So aswe saw this
6 MR. YOUNG: 6 morning, | think, or we've been talking around
7 Q. Doyou have any disagreement with the way that 7 thismorning, | think that was filed at $1.82.
8 number comes out of that study? 8 So that would sort of be the minimum that we
9 MR. CHYMKO: 9 would go. And | think we wouldlook at a
10 A. Asfar asthe calculation of the number? 10 couple of items. One is what's the
11 MR. YOUNG: 1 interruptible credit of $28.00 being that
12 Q.Yes 12 convertsto, say $2.33 a kilowatt per month,
13 MR. CHYMKO: 13 and thento that, we would suggest that you
14 Q. No, wedon't. 14 could look at adding the transmission.
15 MR. YOUNG: 15 MR. YOUNG:
16 Q. Soit’'sthe underpinnings within the study of 16 Q. Okay, just onthat point, theinterruptible
17 this- 17 credit | would suggest to you and | can assume
18 MR. CHYMKO: 18 you may be using that asa discussion point
19 A.Tobeused for rate design purposes. 19 here as opposed to a firm number, but I’ m just
20 MR. YOUNG: 20 wondering if you had asense of the basis of
21 Q. SolI’'mjust wondering, if you were going to 21 that being a negotiated number that may or may
22 suggest alower number, what basis would you 22 not have much to do with the actual costs
23 use and what sort of number would you be 23 embedded or otherwise?
24 suggesting? Just give me just a general idea 24 MR. CHYMKO:
25 because alower number could be anything down |25 A. We have to accept that number and, again, it
Page 39 Page 40
1 might be low, it might be high. 1 MR. CHYMKO:
2 MR. YOUNG: 2 A.lguess we're attempting to put what we'll
3 Q. Sointhe absence of abetter number you're 3 call aframework with an example. Asto how
4 using that for discussion? 4 we might be ableto calculate it, we thought
5 MR. CHYMKO: 5 that was one bookend inregard to using the
6 A.We'reusing that number. There certainly isa 6 interruptible base and, again, | agree, we
7 number that’sbeing used for other customers 7 didn't godown asto the history and the
8 and we' re suggesting that maybe we could lever 8 reasons where it came from, but there isa
9 off of that number to get to an average rate 9 credit being given out there. We felt that if
10 of just over $4.00. 10 we added the transmission component out of the
11 MR. YOUNG: 11 embedded cost of that, we would come out with
12 Q. Isthatto useamarginal price concept, to 12 arounded rate of say $4.25 per kilowatt per
13 use a number such as interruptible number? | 13 month. And whether you round that to $4 or up
14 mean, if you think about where a number like 14 to $4.50, we're saying let'sget started,
15 that comes from. We're looking perhaps at 15 let’ s start with the conservative numbers so
16 being willing--I'm just thinking about how 16 that we don’'t make it too high to start with
17 that number was derived inits origin. At the 17 that all of a sudden we get it up there for
18 time we were looking forward and considering 18 two years or three years, whatever, and then
19 what our costs might be to provide that much 19 we have to bring it down. We would rather
20 capacity and then discounting fromit. So I'm 20 start with something a little smaller, a
21 just wondering, isthis a margina price 21 little lower, until we do see the completion
22 concept you're bringingin at this point 22 of the integrated resource plan that we
23 overtly or isthat just something you're 23 believe needs to be done, again, both on the
24 thinking about asa different way of doing 24 demand side and on the supply side. And then
25 this? 25 incorporate that into a marginal cost study,
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1 MR. CHYMKO: 1 MR. YOUNG:
2 and then from there, hopefully, we would have 2 Q. Right.
3 the structure in place that we would just be 3 MR. CHYMKO:
4 tweaking after that. 4  A. And we're suggesting at this point in time to
5 Using--to follow-up on your question, 5 be conservative to get, | guess, the move off
6 using $4.25 as a monthly demand, just the one 6 of high centre typething, we're suggesting
7 block, monthly demand with a 90 percent and an 7 let’sincorporate weather normalization and
8 85 percent ratchet attached to it, the energy 8 get started.
9 that would fall out of that based on your 9 MR. YOUNG:
10 October 31t re-filing with the datathat we 10 Q. Now one thing arises from that approach it
11 have available is about 4.34 cents. 11 occursto me isyou're moving away from the
12 MR. YOUNG: 12 embedded approach to designing rates and doing
13 Q. That’ssort of aresidual number. 13 this costing study, essentialy. Y ou're going
14 MR. CHYMKO: 14 through amarginal basis and that doesn’t
15 A. That'saresidual. 15 strike me as being terribly different than the
16 MR. YOUNG: 16 approach you took in your original pre-filed--
17 Q.Inasinglerate. 17 anumber of items| think we' ve--the Board has
18 MR. CHYMKO: 18 agreed we won’t be going into. Not terribly
19 A.Yes 19 far removed and I'll ask you to comment on
20 MR. YOUNG: 20 this but it doesn’'t sound to me it’ sterribly
21 Q.| think you were giving me one number, soit’s 21 far removed from your credit method, isthat
22 on atwo lock rate (phonetic). 22 correct, in concept?
23 MR. CHYMKO: 23 MR. CHYMKO:
24 A.Onedemand rate with aratchet, one energy 24  A.l think breaking the two components, the
25 rate. 25 transmission credit is embedded -
Page 43 Page 44
1 MR. YOUNG: 1 MR. YOUNG:
2 Q. Right. 2 Q. If I couldjust stop you therefor a second.
3 MR. CHYMKO: 3 If you say you haven’'t seen enough evidence,
4 A.Andthenit's the debate around how much of 4 isthat just another way of saying you don't
5 using the generation credit is embedded versus 5 accept the embedded cost numbers that follow
6 marginal. 6 the Cost of Servicein order to come up with
7 MR. YOUNG: 7 the $7.00?
8 Q. Okay. 8 MR. CHYMKO:
9 MR. CHYMKO: 9 A.No, | believe the evidencethat I'm talking
10 A.l guess another way we looked at it, that, 10 about iswhat we' ve heard earlier iswhat are
11 again, just trying to be conservative and put 11 going to be the impactsof an integrated
12 something asa starting point on thetable, 12 resource plan on amarginal cost and what I’'m
13 was to take the $84.00 or take the $7.00 which 13 saying the evidenceis, we don’'t have a
14 came out of the embedded cost for generation 14 marginal in front of us.
15 and transmission and average that with the 15 MR. YOUNG:
16 $28.00. And, again, in total we come back 16 Q. Right. So you'd prefer to--for itto be
17 with arate somewhere in the range of $4.60 or 17 conservative, to go towards a marginal
18 somewherein that range. So, | guess all 18 approach as opposed to staying with the
19 we'retrying to doisfocusinregard towe 19 embedded approach, because the embedded
20 believeit’s more than zero. At thistimewe 20 approach | think, if you agree with me, that’s
21 don’'t believe there' s enough evidence on the 21 what givesyou the $7.00 figure, is that
22 table that it should go right to $7.00, so we 22 correct?
23 tried to look at perhaps a couple of sample 23 MR. CHYMKO:
24 rates and they seem to comein the range of 24 A.And we believe that the $7.00 might be
25 $4.00 to $4.50. 25 appropriate at the end of the day, we just
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1 MR. CHYMKO: 1 but it looksto melike that’s where this
2 don’'t know that. But to be conservative and | 2 Board was headed and that’swhat this Board
3 guessto allow customers to start working with 3 has indicated to the parties we'd be focused
4 price signals, we have to ensure that we don’t 4 on.
5 ratchet it up to say $7.00 and then two years 5 (10:00 am.)
6 from now we're bringing it back down to $4.00 6 MR. CHYMKO:
7 or $5.00. Our preference isto slowly build 7 A.And, again, we're saying, yes, the embedded
8 it upif it needs to be built up. And | think 8 Cost of Service shows a generation component
9 there’ stwo things we' retrying to do here, 9 of about $5.00. We're suggesting that might
10 is, you know, balance the equity issue between 10 be alittle high to get started.
11 Newfoundland Power and Newfoundland Hydro's 11 MR. YOUNG:
12 DISCO, the remaining customers and making sure 12 Q. Okay, those are al my questions, thank you.
13 that there’'s aprice signal starting to be 13 CHAIRMAN:
14 given and passed onto customers. So we're 14 Q. Thank you, Mr. Young. Good morning, Mr.
15 taking the approach from the point of view we 15 Browne.
16 believe something needs to get started in 16 BROWNE, Q.C.:
17 2004. 17 Q. Mr. Chairman, good morning. Have you had the
18 MR. YOUNG: 18 opportunity to review Mr. Brockman's
19 Q. And the evidence, | think you would agree with 19 supplementary evidence?
20 me that’ s been presented by Hydro as to the 20 MR. CHYMKO:
21 derivation of the generation component that 21 A.Yes
22 goesinto the demand charge, isthe embedded 22 BROWNE, Q.C.:
23 basiswhich isand | don’t know to what degree 23 Q. Mr. O'Reilly, can wegotothat evidenceon
24 you've considered what the Board ordered 24 page 3, lines 17 to 20. There, Mr. Brockman
25 before this hearing actually commenced, said, 25 recommends that the marginal cost study and
Page 47 Page 48
1 the retail rate design study be ajoint effort 1 line.
2 of Hydro and Newfoundland Power and he bases | 2 BROWNE, Q.C.:
3 this recommendation on the fact that 3 Q. Butitisrecognized that both Hydro and Power
4 Newfoundland Power’s marginal cost will also 4 would have certain proprietary information
5 impact retail rates and that it’sthe retail 5 that one may not wish to share with the other,
6 rates to Newfoundland Power’s customers that 6 isthat afair comment?
7 should be evaluated. Can you see any reason 7 MR. CHYMKO:
8 why a generation and transmission utility such 8 A.Yes Andthat’smy concern around the joint
9 as Hydro, would need to involveits retall 9 effort. There needsto be joint cooperation
10 distribution company such as Power in any such 10 and joint effortto adegree, butl don't
11 joint study, within your experience? 11 think you could expect the two of them to sit
12 MR. CHYMKO: 12 down across thetable and get into sharing
13 A.lthink thereneeds to be ajoint effort. 13 confidential plans or strategies asto where
14 It'sjust what we mean by joint effort. | 14 their utilities are going.
15 think at the end of theday | would suggest 15 BROWNE, Q.C.:
16 the utility that has the main responsibility, 16 Q. Soyou don't envisageit asajoint study such
17 savefor, the generation and transmission, 17 asisin that recommendation?
18 should drive the bus. Somebody has to lead 18 MR. CHYMKO:
19 and then it'samatter of how do we ensure 19 A. Again, depending on the true meaning of joint,
20 that any information that’s required can be 20 | think there hasto be somebody taking the
21 shared through some process. And it might not 21 lead and there may need to be some
22 be able to be shared between the two parties 22 interrelationship handled by athird party
23 if there’ s some confidentiality involved. So 23 depending on confidentiality.
24 there may need to be some type of third party 24 BROWNE, Q.C.:
25 assisting to ensure that we get to the bottom 25 Q. What value would aretail distribution company
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1 BROWNE, Q.C.: 1 inappropriate emphasis on demand charges in
2 bring to the table with regard to a marginal 2 the sample rate design contributes to
3 cost study, inthisparticular instance, if 3 inefficiency in the sample rate energy
4 Hydro is conducting amarginal cost study? 4 charges." Now, you were here yesterday for
5 MR. CHYMKO: 5 Mr. Brockman'’s testimony, weren’t you?
6 A.Agan, | think beforeyou can get intothe 6 MR. CHYMKO:
7 marginal cost study | believe you have to 7 A Yes
8 start at the integrated resource plan stage. 8 BROWNE, Q.C.
9 And there' stwo componentsto that. Oneis 9 Q And as | understood from Mr. Brockman's
10 handling the supply issues and again, the 10 testimony yesterday, he feels thereis an
11 other portion of that is somebody to take the 11 inefficient marginal cost information to
12 lead on the customer side, on the demand side. 12 design an inefficient wholesale power rate, is
13 So, again, depending on the information that’s 13 that how you understood it, there was
14 gathered through that process and how it’'s 14 insufficient information to design a demand
15 incorporated into the margina study, again, | 15 wholesale--to design awholesaerate.
16 believe both components will be needed. 16 MR. CHYMKO:
17 BROWNE, Q.C.: 17  A. That'swhat | heard, that’s correct.
18 Q. Canwegoto Mr. Brockman's pre-filed evidence |18 BROWNE, Q.C.:
19 onpagel. Andonlines19to 20 he states 19 Q. But yet he tellsus in hisevidence that
20 there that "Newfoundland Power’ s current rate 20 Newfoundland Power’s current rate designs
21 designs reasonably reflect the Island 21 reasonably reflect the Island Interconnected
22 Interconnected system cost of demand and 22 system cost of demand and energy. Well, if
23 energy." And then says"The sample rate will 23 there's insufficient information, how can
24 not change Newfoundland Power’srate designs.” |24 Newfoundland Power’s current rate designs, at
25 But above that on lines 11 and 12 he says, "An 25 the current rate they are, reasonably reflect
Page 51 Page 52
1 the cost of demand and energy? Have you got 1 proposed by Hydro in Exhibit RDG-2atypical
2 any comments on that? Don't they seem 2 rate form for sdles of electricity to a
3 contradictory? 3 wholesale customer such as Newfoundland Power?
4 MR. CHYMKO: 4 MR. CHYMKO:
5 A.l haven't studied Newfoundland Power’s rates 5 A.lwouldsay what |I'veseenismore asingle
6 so | haveto accept his statement that - 6 demand rate with some ratcheting and generally
7 BROWNE, Q.C.: 7 one energy block. So | would say no, it’s not
8 Q. Butintheoneinstance he'stelling usthat 8 as consistent with some of the rate structures
9 there is insufficient margina cost 9 that I’ ve seen.
10 information to design an efficient wholesale 10 BROWNE, Q.C.:
11 power rate, but yet he's telling us in the 11 Q. Can you cite similar utilities that are
12 other instance that Newfoundland Power’'s 12 subject to an energy only rate?
13 current rate designs reasonably reflect cost 13 MR. CHYMKO:
14 of demand and energy. Do you see an apparent 14 A.lcan't, other thantheonesthat have been
15 contradiction there? 15 discussed.
16 MR. CHYMKO: 16 MS. TABONE:
17 A As | say,| haven't studied Newfoundland 17 A. And I've thought about that alittle bit and
18 Power's rates to understand are they 18 in terms of awholesale tariff, | don’t think
19 reflecting the embedded cost of study, 19 we've seen any that are energy only rates.
20 embedded Cost of Service or are they 20 However, we have seen some wholesale contracts
21 reflecting some marginal cost, | haven't 21 that are energy only rates. And those
22 studied that. 22 contracts are generaly, in one case we helped
23 BROWNE, Q.C.: 23 aclient negotiate a contract whereit was
24 Q. Just taking you on another level, areference 24 flat block of energy for aflat energy price.
25 to thisissue, is thedemand energy rate 25 So they got, in this case | think it was 50
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1 MSTABONE: 1 Q. Soinyour view, an energy only rate wouldn't
2 megawatt block of power, 50 megawatts in every 2 be applicable inthis jurisdiction for the
3 single hour. In that case they knew the load 3 reasons you just cited.
4 factor, it was the same all the time and they 4 MS. TABONE:
5 had aflat energy rate. In other caseswe've 5 A. That'sright.
6 gotten proposals from various utilities or 6 BROWNE, Q.C.
7 marketing firms for wholesale power prices 7 Q. Asyou know, Newfoundland has a substantial
8 that are what they consider a melded energy 8 portion of hydro in itsgeneration mix, can
9 rate. Again, it'sanenergy only rate, but 9 you cite any jurisdictions with a large
10 that is contingent upon having a set hourly 10 proportion of hydro where the retail
11 load shape. So, for example, they would 11 distribution, the utility, is subjectto a
12 request an hour load shape from the purchaser 12 demand energy rate?
13 and say for thishourly load shape thisis 13 MS. TABONE:
14 your price. And maybe it’s $25.00 a megawatt 14 A.lthink in British Columbiathat would bea
15 hour aslong asyou stick to this exact load 15 good example. Again, there'sBC Hydro that
16 shape over theentireyear. To the extent 16 sellsto, | guess it'sAquila, soonto be
17 that you deviate from that load shape up or 17 Fortis, on awholesale contract basis that has
18 down, you're subject to market prices. So the 18 both demand and energy components, as well as
19 only times we've seen an energy only rateis 19 separate transmission rate that is demand
20 whenit's aload factor or load shape that 20 only. Bonneville Power in our neck of the
21 cannot vary. Inthiscase, thereisno fixed 21 woods, again, is primarily hydro. They have a
22 load factor or load shape that isrelied upon 22 nuclear plant aswell. They sell to hundreds
23 in setting that rate and it’s an energy only 23 of municipal utilities, public utility
24 rate for aload that can vary quite a bit. 24 districts. They actually have avery complex
25 BROWNE, Q.C.: 25 wholesale tariff that has a demand rate that
Page 55 Page 56
1 differs by every month and has both an on peak 1 Q. Farness.
2 and off peak energy rate that differs by every 2 MR.CHYMKO:
3 month. Sothey're very sophisticated in 3  A.Fairness, yes. Andthe second would bein
4 sending the price signals to their wholesale 4 regard to apricesigna. And, again, trying
5 customers. We've worked for some other 5 to get aprice signal to the customer.
6 utilities in Montanathat buy from other 6 BROWNE, Q.C.:
7 sources that might have some hydro, not 7  Q.Whyis itimportant to givethe customer a
8 predominantly hydro. We've seenit quitea 8 price signa?
9 bit in our work. 9 MR. CHYMKO:
10 BROWNE, Q.C.: 10  A.lthink atthe endof theday there's two
11 Q. Soin British Columbia, in Aquila sinstance 11 parts tothe system. Oneis supply and
12 if Fortiswere to carry through and acquire 12 planning for supply and the second iswhat’s
13 that company, that company has a demand energy 13 the customer going to take at the end of the
14 rate. 14 day. Andif youwant to move towards better
15 MS. TABONE: 15 resource management, conservation, energy
16  A.Yes, it does. 16 management, the customer hasto be receiving a
17 BROWNE, Q.C.: 17 signal that matches the supply side.
18 Q. Inyour view, why should a demand component be 18 BROWNE, Q.C.:
19 included in awholesale rate? What would the 19 Q. Hydro has other customers, Newfoundland Power
20 reason for it be? 20 isnot its only customer. The fact that there
21 MR.CHYMKO: 21 is no demand component in the wholesale power
22 A.lguess it comes back to thetwo issues | 22 rate to Newfoundland Power, isthat unfair to
23 mentioned before. One was an equity issue 23 Hydro’s other customers, in your view?
24 between customers - 24 MR.CHYMKO:
25 BROWNE, Q.C.: 25 A.Yes, that'swhat | believe to be the equity
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1 MR.CHYMKO: 1 or whatever, it's deferring the next
2 issue. If I canuse theterminology that 2 generation cost which isthe efficiency issue.
3 Hydrois really selling to two DIScos, one 3 (10:15am.)
4 being the remaining customers other than the 4 BROWNE, Q.C.:
5 other bIsco, being Newfoundland Power. 5 Q. Sothefact that whether or not Hydro forecast
6 BROWNE, Q.C:: 6 aneed for additional capacity in the near
7 Q. Interms of the primary reason for including a 7 future, that is not really the issue?
8 demand component in the rate to reflect cost 8 MS. TABONE:
9 that power imposes on the system, is the 9 A.lt'snot theonlyissue, itisan issueto
10 primary reason to reflect cost rather than to 10 consider.
11 promote demand energy, demand management or 11 BROWNE, Q.C.:
12 are both these reasons? 12 Q. Should ademand energy rate be introduced
13 MR. CHYMKO: 13 regardless of whether or not Hydro has
14  A.lwould say it'sfor both reasons. 14 undertaken amarginal cost study?
15 MS. TABONE: 15 MR. CHYMKO:
16 A.Whatitreally is, again, looking at embedded 16 A.Yes, again, we believethat in 2004 strides
17 cost, that' sthe equity issue and trying to 17 should be taken to put in place a
18 look at the fairness between customers, and 18 conservative, what we call a conservative
19 again, if you have arate that is set now for 19 demand energy rate, until we can get through
20 one test year and then the shape changes 20 and we would recommend an integrated resource
21 between thetwo DISCOs soto speak, then 21 plan process and then a marginal study.
22 there’ s an equity problem. But then dlsoit’s 22 BROWNE, Q.C.:
23 not just, you know, demand side measurements, 23 Q. Soyouseeit inthe stepsfirst put inthe
24 it'strying to defer costs inthe future. 24 demand energy rate and what would your second
25 Whether you do that by demand side management 25 step be?
Page 59 Page 60
1 MR. CHYMKO: 1 and react to some of the price signals. So
2 A Thefirst stepwould beput inan initia 2 even though if weput arate out tomorrow,
3 demand energy rate. We would try and be 3 people aren’'t going to react over night.
4 conservative. The second step would be 4 BROWNE, Q.C.:
5 looking at an integrated resource plan. And 5 Q. When you say customers, do you mean the
6 the third step would then be following through 6 ultimate end-user?
7 with amarginal study. And then thefourth 7 MR. CHYMKO:
8 step is then coming back and tweaking the 8  A.I’massuming the end customer, that’sright.
9 demand energy rate. 9 BROWNE, Q.C::
10 BROWNE, Q.C.: 10 Q. Wedl, what options are available to
11 Q. And the demand energy rate, how oftenwould it |11 Newfoundland Power to pass such asignal on to
12 have to be tweaked, in your view? 12 its customers?
13 MR. CHYMKO: 13 MR. CHYMKO:
14 A.Waell, again, it’s going to depend on how often 14  A. There'stwo groupsof customers, one being
15 the costs are changing and where we start. 15 their own DISCO customers, if | can use that
16 And that’ s the concern we have. If we start 16 term. And, again when it comes to the small
17 at $7.00, perhaps that might be high if Hydro 17 residential, very tough to put inplace a
18 will not have aratereview for a period of 18 demand energy because of the cost of metering
19 time. Perhapstherewon't be an opportunity 19 and those types of things. When we cometo
20 to update and see where we are to ensure that 20 the larger customer such as Hydro or Power,
21 the customers are getting the right signal. 21 Newfoundland Power, we would suggest that they
22 Andwewould hateto see the customer get a 22 have some opportunities to--and we don’t know
23 signal and then we change it just when they’re 23 how they might react to a demand energy rate
24 going to start to take action. 1t'sgoing to 24 or theend result of their customers, but |
25 take sometime for customersto get on board 25 think that would be dealt with in another
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1 MR.CHYMKO: 1 demand related costs are incurred, you know,
2 form, not this form. 2 in the--usually the winter monthsand the
3 MS. TABONE: 3 jurisdictions wework in. Sometimes it’'s
4 A.Andl think you could doit bothin rate 4 summer.
5 design--you could do rate design for the non- 5 BROWNE, Q.C.:
6 demand metered customers, like for those 6 Q. Youmentioned Aquilabefore. Dothey have
7 having a seasonal rate or something that would 7 seasonal rates, do you know?
8 be easier to implement, but you could also 8 MR. CHYMKO:
9 look at whether it was cost effective to spend 9 A.No, | don't know.
10 money on demand management programs where the 10 BROWNE, Q.C.:
1 utility may itself undertake to pay for 11 Q. lsit fair to say--we've been discussing this
12 facilities or measures that would reduce 12 demand energy issue here inthis province.
13 customer loads. Soit’s not just the pricing 13 According to the evidence | think it began in
14 though making the customer respond, but 14 1989 and here we are 15 yearslater. Inyour
15 Newfoundland Power can do some of its own 15 opinion, isit fair to say that because this
16 activity if it's cost effective. 16 jurisdiction hasonly had the energy only
17 BROWNE, Q.C.: 17 rate, that electricity customers in this
18 Q. So, in jurisdictionswithin your experience 18 province have missed out on a potential means
19 wherethey have ademand energy rate, are 19 for reducing their bills and indeed, the
20 seasonal rates common? 20 overall cost of power in the province, we' ve
21 MS. TABONE: 21 lost out on opportunities here.
22 A. Seasonal rates are very common. Both because 22 MR. CHYMKO:
23 of seasonal differences on energy only type 23 A.Again, we haven't studied that but we would
24 crisislike cost of fuel, but also to reflect 24 have to assume that perhaps they haven't been
25 the fact your peaking facilities or your 25 receiving the price signal in regard to making
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1 the best economic decisions. And again, we 1 say you took the demand energy rate on the
2 hear the growththat's coming about, for 2 wholesale basis and you used that to develop a
3 instance, in regard to electric heat. 3 seasonal rate, it may change the pricing
4 MS. TABONE: 4 decision asto how much it cost to put in base
5 A.And, aso, you know, in the work we've done on 5 load electric heat versus fuel oil heat, yes,
6 demand side management, demand side planning, | 6 I’m not sureif people put in heat pumps out
7 we often see discussion of alost opportunity 7 here, but you know, other sources may change
8 when there are new homes built, new businesses 8 the economics of that and may make a different
9 put in. Once you decide on afuel choice or 9 decision.
10 the amount of weatherization in the home, the 10 BROWNE, Q.C.:
11 type of lighting in the commercial business, 11 Q. On page 3 of lines 22 to 28 of Mr. Banfield’s
12 you've made the capital investment. You're 12 pre-filed evidence, canwe go tothat, Mr.
13 not going to go whip it out ayear later. 13 O'Reilly, please. Okay, lines22to 28, he
14 It's always easier to make those changes when 14 states that " An energy and demand structure be
15 anew facility or anew homeis being built. 15 implemented once a number of important issues
16 BROWNE, Q.C.: 16 are resolved, including the degree of risk to
17 Q. So, how would those choicestiein with the 17 be assumed by Hydro and appropriate weather
18 introduction into the jurisdiction of demand 18 normalization methodology, thetreatment of
19 energy rate, can you expand upon that 19 Newfoundland Power generation and appropriate
20 somewhat? What is the connector here? 20 costing and building determinants.” And can
21 MS. TABONE: 21 solutions, in your opinion, be found for all
22 A.Again, on some of the larger customers, they 22 of these issues in time for implementation of
23 aready have ademand energy rate so maybe 23 ademand energy rate. Should we resolve these
24 they’ ve got the right pricing though again we 24 issues and then introduce a demand energy rate
25 haven't studied that. For residentia, let’s 25 or in your view, can these issues that he
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1 BROWNE, Q.C.: 1 A.Ademand energy rate could be implemented,
2 mentions here be resolved, say, if we wanted 2 yes.
3 to introduce a demand energy rate by April 1 3 BROWNE, Q.C.
4 or May 1of 2004, can the--alot of these 4 Q. In reference tothe--a comparison of the
5 issues be resolved in your opinion? 5 energy only rate and the samplerate, Mr.
6 MR. CHYMKO: 6 Brockman in his evidence gives--using what he
7 A.l believe that’sthe issuesthat we' ve got 7 calls principles of good rate design, makes
8 before the Board in regard to trying to do the 8 some conclusions about the benefits of the
9 balance between what might be the volatility 9 energy only rate, versusthe sample rate or
10 as aresult of the demand energy, and if 10 the demand energy rate. Canwejust goto
11 there’'s some volatility, how might that be 11 those, please? You'll find them on the
12 dealt with within the band of return or on the 12 evidence of September 2, 2003 in the summary.
13 financial side and | just don’t want to go 13 Okay, you haveit there. Okay, I’m just going
14 there. But again, that istherole of the 14 to godown through some of these bullets
15 Board, is to be balancing some of these 15 because I’d like your opinions on them. And
16 factors. Andwhat |, you know, say in my 16 Mr. Brockman says, "After reviewing the energy
17 introduction is | believe that we've got 17 only rate compared to the sample rate using
18 enough information that if we're conservative, 18 generally accepted principles of good rate
19 we can move forward to get the process started 19 design, | make the following conclusions.
20 in 2004. 20 One, the energy only rate is superior to the
21 BROWNE, Q.C.: 21 sample rate in collecting revenue requirements
22 Q. Soit'syour view that in 2004, if this Board 22 for afair return." Do you have any comments
23 iswilling, that a demand energy rate could be 23 on that, isthat your conclusion?
24 implemented in this province? 24 MR. CHYMKO:
25 MR. CHYMKO: 25  A. Webelieve that the design of a demand energy
Page 67 Page 68
1 rate, with some protection, through ratchets, 1 of revenue and what's required, perhaps some
2 and perhaps not moving away from the weather 2 of that adjustment is handled. And we believe
3 normalization, I’'m not sure, at the end of the 3 ina lot of jurisdictions, that is handled
4 day, that the energy rate would be better. 4 through thefinancial side or through the
5 BROWNE, Q.C.: 5 issue of Rate of Return.
6 Q.Hestatesthat the second bullet there, the 6 BROWNE, Q.C.:
7 energy only rate, barely recovers Hydro's cost 7 Q. Sothisvolatility issue that’s been raised by
8 of service revenue requirement from 8 Newfoundland Power as one of the reasons that
9 Newfoundland Power. Is that afactor that 9 they are having difficulty with the demand
10 should be considered or is that your opinion? 10 energy rate, that's not unique to this
11 MR. CHYMKO: 11 jurisdiction?
12 A. No matter what rate that you have, you want to 12 MR. CHYMKO:
13 attempt to recover your revenue requirement. 13 A.Npo, it'snot.
14 BROWNE, Q.C.: 14 BROWNE, Q.C.:
15 Q. So dl these jurisdictions out there with 15 Q. Andother jurisdictions and other companies
16 demand energy rates, they are able to recover 16 learn to cope with it and to deal withit, in
17 their revenue. | guess alot of thoseare 17 your opinion?
18 publicly listed companies, are they? 18 MR. CHYMKO:
19 MR. CHYMKO: 19  A. They face similar issues.
20 A.Yes, again you put your--you have--you set 20 BROWNE, Q.C.:
21 your revenue requirement and you establish a 21 Q. Thenextbullet he's-
22 set of rates around that and again, depending 22 MR. CHYMKO:
23 on the volatility in your jurisdiction, those- 23 A.If I might add, | think alot of utilities are
24 -that type of volatility or what might fall 24 seeing, perhaps a bit more volatility. |
25 out of the difference between the collection 25 think that’ s the utility business and with
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1 MR. CHYMKO: 1 are at play there which are not particular to
2 pressures from regulators, people wanting to 2 thisjurisdiction because we're on anisland
3 do things differently, | think you're starting 3 and relatively sheltered from -
4 to see more volatility for utilities on ago- 4 MR. CHYMKO:
5 forward basis. 5 A.Andyou dtill got integrated, fully regulated
6 BROWNE, Q.C.: 6 utilities.
7 Q. AndI guessif you look into certain areas of- 7 BROWNE, Q.C.:
8 -into the United States, there are competitive 8 Q. Soanywhere, | guessthe volatility would be
9 forcesthere that are really not at play here, 9 more there, than probably what is going to be
10 aren’t there? 10 experienced here, in your view?
11 MR. CHYMKO: 11 MR. CHYMKO:
12 A.Well, in Alberta, as an example, our 12 A.Butthere are someregulated utilities that
13 generation market iswide open. We do not 13 are getting pushed, | would say to, because of
14 have any regulated generation at all. 14 market conditions, are facing more and more
15 Transmission and distribution is regulated and 15 volatility.
16 we've had to work through that process of now 16 BROWNE, Q.C.:
17 how to get some stability back for the 17 Q. Thethird bullet that Mr. Brockman citesisa
18 customer and tryingto get the customer on 18 demand energy rate, fairly apportions cost
19 board that, yes, we better go back and sign 19 between Hydro’ s Industrial customers, but is
20 some contracts. We shouldn’t be sitting and 20 not needed for Newfoundland Power sinceit is
21 taking a spot price all thetime. But again, 21 the only customer inits class. Is that a
22 that’ s a change in market that’ s happening out 22 good reason for not implementing a demand
23 there. 23 energy rate or what are your views on that?
24 BROWNE, Q.C.: 24 MR. CHYMKO:
25 Q. Somarket forceis--different market forces 25  A. Webelieve the demand energy rateisrequired
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1 to ensure that there isequity or fairness 1 rate in promoting energy efficiency. And
2 between the Newfoundland Power Disco and 2 inappropriate emphasis and demand charges and
3 Newfoundland Hydro DISCO, the remaining 3 the sample rate design contributes to
4 customers. 4 inefficiency in the sample rate energy
5 BROWNE, Q.C.: 5 charges." Isthat correct in your view or do
6 Q. Howis that unfair now, therefore, in your 6 you have an opinion on that?
7 view? 7 MR. CHYMKO:
8 (10:30 am.) 8 A.lguessit’s tough to talk to this pointin
9 MR. CHYMKO: 9 isolation. And I’ ve seen what reaction there
10 A.lthink it's--becomesunfair thelonger that 10 would beto beputting in placea demand
11 rates are not reviewed. So if thereis a 11 energy rate at theretail level. You would
12 shift inload from--or load shape between 12 expect that there--the pricing signals would
13 customers in one utility versus another, 13 change. But again, we've heard that
14 you're levering--you're starting off of the 14 Newfoundland Power hastried to build some of
15 cost of service, you' re setting some numbers; 15 that into their rates. So how they might
16 but if you don’t review that for a period of 16 react, | don’t know. But we would expect that
17 time, and one of the utilities, as aresult of 17 if you putin ademand energy rate, there
18 their customers changing shape, costs could be 18 would be achangein retail rates.
19 askewed. So again, that would be one of the 19 MS. TABONE:
20 issues. So again, part of it comes back to, 20 A.And can | add something to that. There’'s been
21 the degree would be how often do you come back |21 alot of talk about the energy only rate, if
22 for rate review. 22 you don’t have ademand charge as comparable
23 BROWNE, Q.C.: 23 tothe marginal cost of energy. But then
24 Q. Thenext bullet he statesthat "The current 24 you're left with ademand ratethat’s not
25 energy only rateis superior to the sample 25 equal to the marginal cost of demand. And
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1 MS. TABONE: 1 costs. You'll sometimes use marginal cost to
2 when you're using marginal cost, generally 2 maybe split out demand versus energy or time
3 marginal cost is higher than embedded cost on 3 of use rates between energy blocks, things
4 an overall basis. And so, you have to--if you 4 like that; but you can’t drive, you know, the
5 design amargina cost rate, there’s some 5 entire rate on amarginal cost basisif you're
6 point a which they haveto bereduced to 6 working on embedded costs.
7 match embedded costs. So you can't havea 7 Of course, if you'rea power marketer,
8 marginal cost signal on both energy and a 8 your price may be fully based on your margin
9 marginal cost signal on demand and still match 9 cost plus something because you' re just going
10 embedded costs without overcharging, you know, |10 to go in and buy some power, you' re going to
1 at least in the case where marginal costs are 1 build a new resource, you' re going to pass on
12 higher than embedded costs. 12 that cost with some profit to the next guy.
13 So again, this idea of, you know, they 13 You're not going to roll inal of your
14 want energy efficiency, you know, on the 14 cheaper resources.
15 energy side, isignoring the marginal cost of 15 BROWNE, Q.C.:
16 demands. 16 Q. Andthenext bullet he uses, it states, "The
17 BROWNE, Q.C.: 17 energy only rate allows Hydro and Newfoundland
18 Q. Youmentioned marginal costs and given the 18 Power to optimize the use of their hydraulic
19 competing objectives, | guess and rate design, 19 and thermal generation resources. The
20 isit common to reflect marginal demand costs 20 proposed sample rate would send and
21 in rate design? 21 inappropriate pricing signal that would
22 MS. TABONE: 22 encourage Newfoundland Power to modify its
23 A.l mean, just ascommon asitis to reflect 23 hydraulic storage patterns to reduce cost.
24 marginal costsin energy rate design, usually 24 Newfoundland Power indicates that the storage
25 rates are designed on the basis of embedded 25 modification would increase the likelihood of
Page 75 Page 76
1 spillage and result in less than optimal use 1 the utilities, but that moved into basically
2 of generation resources." Canyou give us 2 one organization being responsible for
3 your opinion on that? 3 economic dispatch, and going forward with the
4 MR. CHYMKO: 4 utilization of facilities, there are
5 A.Again, that perhaps isapossihility, but | 5 penalties, performance penaltiesto look after
6 think, aswe' ve heard, we're operating under 6 that. So asyou move -
7 the Energy Act in the province of utilization 7 BROWNE, Q.C.
8 of the best resources. And perhaps what you 8 Q. Whenyourefer to penalties, can you expand
9 need to do inthe sample rateor in arate 9 upon that?
10 exampleisto control the generation credit so 10 MR. CHYMKO:
11 that you do not give ageneration credit if 11 A Basicadlyif you're saying that you haveto
12 the resource isnot available. So perhaps 12 produce a certain amount or a certain amount
13 there has to be some type of notification 13 over a period of time, and you're not
14 going between the utilities and if that 14 available there to do it when you're
15 generation is not available for these times, 15 requested, not only do you not get paid, but
16 they don’t get the full generation credit. 16 you get to be paying a penalty as well.
17 BROWNE, Q.C.: 17 BROWNE, Q.C.:
18 Q. Would that be common within your experiencein |18 Q. What kind of penalty?
19 order to contral that factor? Can you cite 19 MR. CHYMKO:
20 what they do in other jurisdictions, either of 20 A. A performance penalty.
21 you? 21 BROWNE, Q.C.:
22 MR. CHYMKO: 22 Q. And that would be imposed by the regulator?
23 A.Thereare--1 know in Albertathat certainly we 23 MR. CHYMKO:
24 had economic dispatch. Initialy it was 24  A.Right now we sort of moved our regulated
25 controlled and there was coordination between 25 generation into commercial light contracts, so
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1 MR. CHYMKO: 1 Q. But theway they will react if the Board

2 it would be inacommercia contract, but | 2 implements ademand energy charge, that’s
3 would say it's very close to the old regul ated 3 within their bailiwick?

4 world for generation. 4 MR. CHYMKO:

5 BROWNE, Q.C.: 5 A. That'sexactly, different form.

6 Q. Sothisfactor that’s cited here is something 6 BROWNE, Q.C.:

7 that has been addressed in other 7 Q. Thebullet on the next page, thetop of it,

8 jurisdictions, basically? 8 says, "There is no evidence to support

9 MR. CHYMKO: 9 additional cost effected demand management on
10 A.Yes 10 Newfoundland Power’s system. The available
11 BROWNE, Q.C.: 1 evidence indicates that demand management
12 Q. Thenext bullet, "Newfoundland Power’scurrent |12 would have little effect on Hydro’'s future
13 rate design recently reflect the Idand 13 generation plans." Any comments on that?
14 Interconnected System of cost of demand and 14 MR. CHYMKO:
15 energy and the sample rate will not change 15  A. |l think this isthe heart of the integrated
16 Newfoundland Power’s rate designs.” Any 16 resource plan, going back, I guess we' ve heard
17 comments on that? 17 in the proceedings that there has been some
18 MR. CHYMKO: 18 work done on the supply side with the Granite
19 A Waell, it reflects--I would just say that we're 19 study in regard to maybe knowing where we
20 not sure what Newfoundland Power might do and |20 might be going with the supply cost, but
21 yes, their costsdo reflect the demand and 21 certainly we haven't heard that there’s been
22 energy cost to Newfoundland Power becausethey |22 anything that’ s been brought before this Board
23 are clawing back or collecting the revenue 23 inregard to Demand Side Management or the
24 that needs to be collected. 24 demand component, sol think it hasto be
25 BROWNE, Q.C.: 25 studied and at the end of the day, that might
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1 be true, but we haven’'t seen the evidence, so 1 at Holyrood, whichis effectively what the

2 it'sjust a- 2 rateisdoing, but that’srealy not giving

3 BROWNE, Q.C. 3 them any benefit of the existing Hydro system,
4 Q. Theysay next that, "The samplerate will 4 for example. So | think itredlyis two

5 encourage Newfoundland Power to spend up to 5 different things. It's short-term versus

6 $84.00 per kilowatt to reduce peak demand when 6 long-term.

7 Hydro's provided evidence that $28.20 per 7 BROWNE, Q.C.:

8 kilowatt istoo much to pay for peak demand 8 Q. Thenext onethey say, | guess thisisabit

9 reduction to Interruptible rates, any comment 9 repetitive, "The energy only rate createsa
10 on that? 10 more stable revenue stream for both Hydro and
11 A . Well | guess that’swhere we'retrying to 11 Newfoundland Power than the sasmple rate. The
12 introduce maybe we don't go tothe $84.00 12 energy only rate, therefore, avoids the cost

13 initially, that maybe there's some common 13 of dealing with additional revenue volatility.

14 ground in the $4.00 range. So again, you've 14 There are no benefits to customers of imposing
15 got your $4.00 range versusthe, you know, 15 additional revenue volatility on Newfoundland
16 $48.00 versus the $28.00. I’ m not sure what 16 Power." You've addressed the issue of

17 more | could add on that. 17 volatility and other jurisdictions, in your

18 MS. TABONE: 18 opinion, deal with that?

19  A.Well |think the other issue isthat the 19 MR. CHYMKO:
20 Interruptible B rate isbeing discontinued 20 A.That'scorrect, and again, depending on the
21 because it’ s not needed right now. The demand 21 demand energy rate that’s put in around
22 energy rate, everybody’s talked about it, 22 protection of, perhaps leaving in the weather
23 should be based on along-run marginal cost 23 normalization for a period of time, the
24 and if you baseit ona short-run margina 24 ratcheting, perhaps it won't be any more
25 cost, you' d probably charge them only for fuel 25 volatile than what the energy only rateis.
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1 BROWNE, Q.C.: 1 years. But at the end of the day and | think
2 Q. Andthisvolatility that they’re referring to, 2 we go well into 2004 before some 2000 and 2001
3 | guessit would bevolatility for their 3 costs are collected, but basically at the end
4 shareholder, but is thevolatility they’'re 4 of the day, they’re all collected from the
5 referring to down to the end-user, the 5 customer.
6 customer and how do customers cope withinyour | 6 BROWNE, Q.C.:
7 experience, if thereis such volatility? 7 Q. Andinterms of volatility in reference to the
8 MR. CHYMKO: 8 customer right into people’s homes, and |
9 A.Wadl, again, | guess going through to the end- 9 guess this tiesin with the next one that they
10 customer, we've got the RSP that adjusts and 10 say, "Both the sample rate and the energy only
11 flows through to customersand thereis some 11 rate are understandable for alarge customer
12 stability around the impact on customers. I'm 12 such as Newfoundland Power. However, the
13 not sure at timesthey might be getting the 13 energy only rate is more practical to
14 right price signal soon enough to be able to 14 administer because itisless complicated.”
15 react or do something different, but thereis 15 From the end-user perspective, what are your
16 some protection only from levelizing or arate 16 comments on that in reference to other
17 stability point of view. In other 17 jurisdictions?
18 jurisdictions, | can use the example in 18 MR. CHYMKO:
19 Alberta, we opened up the market, things 19 A . Wdl I think the end-user at theend of the
20 didn't go very well. Government putin a 20 day really doesn’t see the wholesale rate.
21 price cap in an unregulated market and then we 21 What they’'re going to see at theend of the
22 ended up having a significant amount of 22 day will betheretail rates, and again, that
23 deferral cost to be collected. We went into 23 comes down to alot of customers metering as
24 election, regulation was passed and said, 24 in place and alot of placestoday for demand
25 0ops, you can't collect that for a couple of 25 energy. Asyou move up, the bigger customer’s
Page 83 Page 84
1 understanding, how they’re taking power, are 1 that rate reviews and changesin conditions,
2 managing, so I’ m not sure if there's much more 2 whether it's on the supply side or on the
3 of aprice signal or a metering impact type of 3 demand side.
4 billing impact that would be going to 4 BROWNE, Q.C.:
5 customersor different customers. | think 5 Q. Thank you, that concludes my cross-
6 what we're talking about hereis what’sthe 6 examination.
7 price signal that’s built into those terms. 7 CHAIRMAN:
8 BROWNE, Q.C.: 8 Q. Thank you, Mr. Browne, thank you Ms. Tabone,
9 Q. Okay,justin summary two questions, do you 9 Mr. Chymko. Good morning, Mr. Kelly.
10 recommend that this Board direct Hydro to 10 (10:45am.)
11 implement a demand energy rate following this 11 KELLY, Q.C:
12 particular hearing? 12 Q. Good morning, Chair. Good morning panel.
13 MR. CHYMKO: 13 Since we're on the demand energy rate issue,
14 A. We suggest that, | guess to get kick started 14 let’ s stay with that one for the time being.
15 that yes, something come out of this 2004 15 We tak about theenergy only rateand a
16 hearing. We would suggest it be conservative, 16 demand energy rate sometimes asiif they’re two
17 but we believe you should move forward. 17 distinct things, but really what we' re talking
18 BROWNE, Q.C.: 18 about hereis where should there be--what
19 Q. Anddoyou recommend that the Board revisit 19 level of demand charge should there be?
20 the demand energy rate from timeto timein 20 Should it be zero at one end of the scale or
21 the future and that adjustments will be 21 some other number along the scale, is that
22 required to reflect new costs and system 22 essentially correct?
23 information as it becomes available? 23 MR. CHYMKO:
24 MR. CHYMKO: 24 A. That’sright, we' re breaking down, | guess the
25 A.Yes, | think that's mandatory going forward 25 product, you' re receiving two products, oneis
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1 MR. CHYMKO: 1 embedded and then adding that.
2 on the demand side and one is on the energy, 2 KELLY, Q.C.
3 and yes, there will be arange, depending on 3 Q. Soyou looked at an embedded cost for the
4 what rate we are. 4 transmission and you looked at this
5 KELLY, Q.C.: 5 Interruptible rate whichis now, | take it
6 Q. Sowhat we'retalking about is a discontinuum 6 you're aware thisis being discontinued by
7 asto possible options? 7 Hydro?
8 MR. CHYMKO: 8 MR. CHYMKO:
9 A Yes 9 A Yes
10 KELLY, Q.C. 10 KELLY, Q.C.
11 Q. Now, as | understand what you didin your 11 Q. So Hydro currently has valued that
12 compromise rate, you took the embedded cost of |12 Interruptible valueat zero, they haven't
13 transmission and added to that the now 13 agreed to extend it?
14 discontinued Interruptible B rate, is that 14 MR. CHYMKO:
15 essentially correct? 15 A. That'strue.
16 MR. CHYMKO: 16 KELLY,Q.C.
17  A. That was one of the options that we looked at. 17 Q. Did you factor that into your thinking?
18 We also looked at just taking the total amount 18 MR. CHYMKO:
19 in the sample rate that was put before us and 19 A.Agan weconsidered that and again, we're
20 again the Interruptible, and we cameto a 20 thinking of where we might get towith a
21 number similar to that. So we sort of looked 21 Margina Cost Study and looking on alonger-
22 atit fromtwoways. We don't want to be 22 term basis.
23 locked in and say that, you know, thisisthe 23 KELLY, Q.C.
24 only way todoit, but we felt comfortable 24 Q. Okay, now, that's kind of where | wanted to go
25 taking the transmission component from the 25 next. You seemed--if | understand you
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1 correctly, you don’t--you' re not saying that a 1 and then from there into the marginal, is that
2 Marginal Cost Study is not something that 2 very quick, is it very detailed, and again,
3 should be done? Infact, what | hear you 3 we'll have the debate over what are the right
4 saying isthat it should be done. 4 numbers that are coming out of that.
5 MR. CHYMKO: 5 KELLY, QC.
6 A.Wewould agree with that. 6 Q. What do marginal coststell usand maybe you
7 KELLY, Q.C. 7 could answer the question by addressing long-
8 Q. Could you explain why? In summary answer. 8 term marginal or incremental costs and short-
9 MR. CHYMKO: 9 term costs?
10 A.lguess itwill balancethe need--first of 10 MR. CHYMKO:
11 al, we'll look at the need for supply, we'll 11 A.Well | guessthe long-run marginal, you're
12 look at the demand side and then we will be 12 looking at the impacts of lumpy large units
13 ableto determine pricing signalsthat bring 13 that you're going to be adding at onetime.
14 forward most efficient use of resources. 14 And what you'retrying to do isalso looking
15 KELLY, Q.C.. 15 at technology and are there going to be some
16 Q. Soif we'regoingto have the most efficient 16 innovative things that are going to be
17 use of resources, if wewant our rates to 17 impacting, so again, you're trying to
18 establish efficiency, then we really need to 18 determine over aperiod of timesignals or
19 do that Marginal Cost Study, would you agree 19 costs that you want to pass those signals on
20 with that? 20 to customers.
21 MR. CHYMKO: 21 KELLY,Q.C.
22 A.Wadll, | guessit’s how far you go with it and 22 Q.And on the short-term basis, short-run
23 how far you have to tweak it at the end of the 23 marginal costswill giveusthecost of the
24 day. Webelievethat there needsto beat 24 next incremental unit of either demand or
25 least aresource plan doneto balance that, 25 energy, and usually in the short-run we're
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1 KELLY, Q.C: 1 MR. CHYMKO:
2 talking about energy, aren’'t we, correct? 2 A.We haven't done a detailed review of the
3 MR. CHYMKO: 3 rates.
4  A. Right, today we'retalking of variable costs, 4 KELLY, Q.C.
5 yes, okay. 5 Q. Now, your compromised number that you came up
6 KELLY,Q.C. 6 with was $4.25 a kilowatt for demand and
7 Q. Andinthelong run we're going to look at the 7 $4.34, if | followed you correctly then for
8 long-run incremental costs of adding demand or 8 the cost of energy, correct?
9 energy? 9 MR. CHYMKO:
10 MR. CHYMKO: 10  A. That'strue.
11 A. Wewould look at both of them. 11 KELLY, Q.C.
12 KELLY, Q.C. 12 Q. Andon thedemand side, | work that out to
13 Q. You would need to look at both of them. And 13 $51.00 ayear?
14 that would enable you then to set rates which, 14 MR. CHYMKO:
15 | takeit you would want then trandlated 15  A. Sounds reasonable.
16 through to the end-use consumer? 16 KELLY, Q.C.:
17 Appropriately reflected to the end-use 17 Q. Andif | understood your process correctly,
18 consumer? 18 that would be an amount that you would apply
19 MR. CHYMKO: 19 off of the annual peak, ordinarily, subject to
20 A.That'strue. 20 how you ratchet down for amoment and leave
21 KELLY,Q.C.: 21 that aside, but off the peak for the year?
22 Q. Right. And | takeit from your answers, that 22 MR.CHYMKO:
23 you haven't looked at NP’ s rate design to see 23 A. It would be amonthly calculation.
24 if there’sanything that can be improvedin 24 KELLY, QC.:
25 terms of efficiency in those? 25 Q. Right.
Page 91 Page 92
1 MR. CHYMKO: 1 essentially correct?
2 A.Based on the kilowatts of billing demand for 2 MR. CHYMKO:
3 that month. 3 A .I'mnotsureit’sto get rid of -
4 KELLY,Q.C. 4 KELLY,Q.C.
5 Q. Right, but in termsof whereit would--we 5 Q. Totakeit off peak.
6 could look at this quickly at page 26, | think 6 MR. CHYMKO:
7 in your evidence and if you go down to lines 7 A. Which getsinto demand side management, that’s
8 33, the demand for the month and the highest, 8 right.
9 of course, would be in the winter, but at line 9 KELLY, Q.C:
10 34 you have 90 percent of the previous highest 10 Q. So it would be worth our while to spend $51.00
11 monthly billing demand for the past year, 11 to take it off peak, which, for example, works
12 correct? 12 out, if you could move a hundred megawatts, it
13 MR. CHYMKO: 13 would be 5.1 million dollars, alarge sum of
14 A Yes. 14 money.
15 KELLY, Q.C.. 15 MR. CHYMKO:
16 Q. So inessence, subject tothe 90 percent 16 A. Right.
17 principle, we' re working off the highest peak 17 KELLY, Q.C..
18 for the year, correct? 18 Q. Andyou then say, well that’swhere we get
19 MR. CHYMKO: 19 into demand side management. Now, moving
20 A.Yes. 20 something--moving the demand purely off peak
21 KELLY, Q.C:: 21 isapure demand issue, isn'tit? In other
22 Q.Okay, now on that basis, that would be 22 words, we're not talking about an energy
23 worthwhile then for Newfoundland Power to 23 saving, just moving a peak--to reduce the
24 spend up to $51.00 akilowatt if we could 24 peak, do you follow me?
25 somehow get rid of peak demand, is that
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1 MR. CHYMKO: 1 megawatts of water heaters throughout the
2 A It depends if you've got a customer or 2 Province and | could put a switch on each one
3 customers that are shifting from a peak period 3 of them so we could turn it off at peak, and
4 to another peak period and they have to warm 4 if half of them are on on arandom basis or at
5 their houses up or they have to run additional 5 the peak period, | could turn off 75
6 production, at the end of the day, the energy 6 megawatts, follow me? So those people would
7 might be the same. 7 still need to do the same amount of washing,
8 KELLY, Q.C. 8 take the same amount of clothes, so I’m going
9 Q. It might bethe same, all right. So what you 9 to take it off peak, but I’'m not really going
10 would like to know iswhat’ s the real value of 10 to save any energy, am |?
11 that peak demand--when wetak about energy 11 MR. CHYMKO:
12 conservation, there's also afactor here of 12  A.Youwon't saveat all.
13 saving energy, isn't it, in other words, we 13 KELLY, Q.C.
14 haveto look at--demand side management looks 14 Q. Right, sowhat | would do in that situation,
15 at demand, but there'salso aquestion of 15 though, is it would be worth, on your
16 energy conservation which isanother issue, 16 proposal, us to spend up to $51.00 a kilowatt
17 isn'tit? 17 to achievethat objective, correct? That
18 MR. CHYMKO: 18 would be the math.
19 A.Yeah, we would call--within demand side 19 MR CHYMKO:
20 management there's conversation and there's 20  A.Over thelonger term.
21 basically energy management. 21 KELLY, Q.C.
22 KELLY, Q.C,; 22 Q. Right, now, let me give you a second example,
23 Q. Okay, let me give you two theoretical examples 23 that’ s example one, let’s say instead of that
24 and let me get you to comment on these, let’s 24 program | came up with a program that | could
25 assume in example one that | have a 150 25 wrap every water tank in the Province in some
Page 95 Page 96
1 super insulation that would save--that would 1 both capacity and energy about the same time,
2 make them 50 percent more energy efficient, so 2 maybe it'sayear or two difference, given the
3 | would take something off of peak there, but 3 uncertainties of load forecasting and changes
4 | wouldn't save 75 megawaetts because they’d 4 that could happen over that time, you're going
5 till be on in the same old time sequence, but 5 to run out of both at about the same time.
6 I would somehow save alittle bit on peak, but 6 KELLY, Q.C.:
7 more importantly, | would saveon energy, 7 Q. I'll accept that one is 2009 and the other, |
8 wouldn’t I? Would you agree with that first 8 think, is2001, butin terms of where we
9 of al? 9 should spend money, on your proposal, you
10 MR. CHYMKO: 10 would give, theoretically, anincentive to
11 A. Under that scenario, yes. 11 spend up to $51.00 per kilowatt to achieve the
12 KELLY, Q.C.. 12 first objective when maybe the second
13 Q. Right, which of those two programs are better? 13 objectiveis better, but we don't really know,
14 MR. CHYMKO: 14 do we?
15  A.l guessit comes back to, from the longer term 15 MR. CHYMKO:
16 resource point of view and resource planning, 16 A. No, and that’swhy we're saying we should be
17 what is going to be available at what cost to 17 moving forward very quickly with what we're
18 supply. 18 calling an integrated resource plan, so that
19 KELLY, Q.C. 19 when we get to 2009 or 2010, if you back that
20 Q. Can | suggest to you that right now, we don’t 20 up three years of whatever it’s going to take
21 have the information for you to be ableto 21 for an Application to be able to come before
22 tell me which of those two would be better at 22 the Board, we' re looking at 2005, 2006.
23 al? 23 KELLY, Q.C::
24 MS. TABONE: 24 Q. Soif Hydro aready has system expansion plans
25  A.Weéll we do know that you’'re running out of 25 that can be looked at, your integrated
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1 KELLY, Q.C: 1 MS. TABONE:
2 resource management, and we can do a Marginal 2 A.Wadl | think this goes back to the fact that
3 Cost Study andthat process can be done 3 sometimes your marginal cost is more than your
4 relatively quickly, if we assume that for the 4 embedded cost.
5 moment, then we could get to the right--a 5 KELLY, Q.C.
6 better answer than simply your compromise, 6 Q. Wel weknow that thetotal cost in Hydro's
7 couldn’t we? Would you agree with that? 7 application would be five forty something, so
8 MR. CHYMKO: 8 the actual embedded cost translated through
9 A . Wdll guess what | mentioned earlier, we 9 would be somewhat above that, but at $5.13
10 might be ableto tweak or finetune onthe 10 would you agree with me that from an
11 supply side because my understanding is that 11 economic’s point of view, it’s not reasonable,
12 material is quite recent. When we get to the 12 not efficient, not the usual practice to sell
13 demand side, we believe more study isrequired 13 below short-run margina cost?
14 or from what we' ve heard, certainly it’s going 14 MS. TABONE:
15 to take ayear or two for the sake of atime 15  A. |l think it's also hard to consider an example
16 line to be able to bring that forward. 16 where you're selling energy only without some
17 KELLY, Q.C.: 17 contribution to the peak, so
18 Q. What do you think of the short-run marginal 18 KELLY, Q.C.:
19 cost issue and let me just phrase the question 19 Q.| understand that point, but would you also
20 thisway: we've heard, for example, that at 20 agree that you should not ordinarily sell
21 Holyrood the short-run marginal cost of 21 below short-run marginal cost of production?
22 energy, which isthe margina cost for the 22 MS. TABONE:
23 Island all year round, is $5.13. Should Hydro 23 A.Yeah, | think over theshort run, | think I
24 sell energy below the short-run marginal cost 24 would agree with that.
25 of producing that energy, in your view? 25 (11:00 am.)
Page 99 Page 100
1 KELLY, Q.C: 1 CHAIRMAN:
2 Q. Over the short run you would agree with that. 2 Q. Mr. Hearn, do you have any notion of how long
3 Could you tell me on your proposal if you set 3 you might be?
4 the energy block at $5.13, what would be your 4 HEARN, Q.C.:
5 demand number? And if you like, you can just 5 Q.| would think approximately forty-five
6 undertake to file that and advise us or come 6 minutes, give or take afew.
7 back after the break. | understand that’s not 7 CHAIRMAN:
8 adifficult calculation. 8 Q. All right, Mr. Hutchings, Mr. Seviour?
9 MR. CHYMKO: 9 MR. SEVIOUR:
10 A. Right, we'll undertake to do that. 10 Q. Wethink, Mr. Chair, I’d be about forty-five
11 KELLY, Q.C.: 1 minutes.
12 Q. Now let mejust, | took you to this page that 12 CHAIRMAN:
13 you got here, page 26, now, first of all, just 13 Q. So wewill probably be from my calculation, we
14 let mebesurel got--Chair, it’s 11:00, did 14 should probably take a half hour break at this
15 you wish to break now? 15 point in time. Thank you. We'll reconvene at
16 CHAIRMAN: 16 11:30.
17 Q.| do soon. 17 (RECESS)
18 KELLY, Q.C: 18 (RESUME 11:34 A.M.)
19 Q. Thiswould be a perfectly fine place. 19 CHAIRMAN:
20 CHAIRMAN: 20 Q. Thank you. Areyouready to continue? When
21 Q. Thank you. Do you have any idea, Mr. Kelly, 21 you're ready Mr. Kelly.
22 how - 22 KELLY, Q.C:
23 KELLY, Q.C: 23 Q. Thank you, Chair. Panel, when we broke, | was
24 Q.| won't betoo much longer, fifteen minutes, | 24 roundly harangued by experts, other counsel
25 would think, Chair, twenty at tops. 25 and the sorted onlookers for having referred
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1 KELLY, QC: 1 KELLY, Q.C:
2 tothe marginal cost at Holyrood as $5.13 2 Q. Whichisbased of what, your curtailable rate?
3 instead of 5.13 cents, so with that 3 MR. CHYMKO:
4 correction, which | assume you got, and my 4 A.No, the transmission component is out of the
5 apologies for the error, did you have a chance 5 Embedded Cost of Study.
6 over the break tolook at the undertaking 6 KELLY,Q.C.:
7 question? 7  Q.Oh, | see, $1.82 plusadollar?
8 MR. CHYMKO: 8 MR. CHYMKO:
9 A.Yes, wehave. The monthly value per kilowatt 9 A.$2.30plusadollar, and again, that’s because
10 ends up being just about adollar. 10 we believe the transmission is based on
11 KELLY, Q.C: 11 embedded postage stamp.
12 Q. About addllar. 12 KELLY, Q.C.:
13 MR. CHYMKO: 13 Q. Andthat’s an embedded rate again?
14  A. About adollar andif I could just go onand 14 MR. CHYMKO:
15 say in regard to the examples, we believe that 15 A.ltis.
16 the minimum again that you would get toin 16 KELLY, Q.C.:
17 your water heater example, you wouldn’t go all 17 Q. Right, now thereason| had you go through
18 the way down because we believe that a minimum 18 that exerciseis that doesn’t this demonstrate
19 demand charge would be about $2.30 again for 19 that when we're looking at the concept of a
20 that transmission component, because we 20 demand energy rate, there is a lot of
21 believe that the transmission should continue 21 potential variation in terms of where one
22 to be priced onan embedded postage stamp 22 might want to set that demand rate, versus the
23 basis. Soif there’sno demand or using the 23 energy rate. And we've now canvassed
24 one dollar, we' re saying the minimum should be 24 everything from zero toa dollar to seven
25 at least $2.30 plus the dollar. 25 dollars, have we not?
Page 103 Page 104
1 MR. CHYMKO: 1 systems.
2 A.We've been there and | guess that was part of 2 MR. CHYMKO:
3 my comments about ten consultantsand ten 3 A Agan, we're putting asample on the record,
4 opinions. 4 we do not havethe detailed billing records
5 KELLY, Q.C. 5 that go back over a period of timeas to
6 Q. Right, now can | take you to what we have on 6 whether the exactly 90 percent should be 95 or
7 the screen dealing with the mechanism that you 7 85 or whatever that first one, again, we're
8 put forward. Andin the Stone& Webster 8 putting thisforward asasampleto get the
9 Report, they had a 98 percent floor, I'll call 9 structure and with the limited data that we
10 it. What do you think of that mechanism? 10 had available, that’ s how we came up with the
11 Because | take it you'renot recommending 11 samplerate.
12 that? 12 KELLY, Q.C.:
13 MR. CHYMKO: 13 Q. Okay, so you haven't looked at the precise
14 A.We're not recommending the same type of 14 volatility implications for Hydro, first of
15 structure based on energy, agan, we're 15 al, | takeit, in terms of its revenue?
16 putting in place afloor, so to speak, of 90 16 MR. CHYMKO:
17 percent over 12 months on the demand side or 17 A.Waéll, | guess using the seven dollar example,
18 85 percent over 24 months on the demand side. 18 if there was a change of a hundred megawatts,
19 So again, we'redealing onthe demand side 19 wewere showing a volatility of some seven
20 Versus energy. 20 hundred thousand dollars or about three
21 KELLY, Q.C: 21 percent. So | haven’t done a comparison over
22 Q. Would a 90 percent floor on your proposal be 22 to what the sample rate that was provided.
23 more volatility or less volatility for Hydro 23 KELLY, Q.C.
24 than the 98 percent in Stone & Webster, 24 Q. Okay, haveyou looked at volatility in terms
25 keeping in mind they’re not the same two 25 of Newfoundland Power at all?
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1 MR.CHYMKO: 1 likelihood, be more stable than just the
2 A.Again, we haven't gone through the detailed 2 energy.
3 calculation, we believe what we're putting 3 KELLY,QC.
4 forward as asample or an example, and we 4  Q.My question is a little bit different,
5 believe that at the end of the day there needs 5 whatever ratchet mechanism you use, would it
6 to bea balanceas to factorstaken into 6 be fairto say that the lower the demand
7 account, is there increased volatility 7 chargeis, theless volatility thereis as
8 because, again, we have till incorporated 8 opposed to ahigh demand number, isthat not
9 weather normalization and that needsto be 9 the case?
10 balanced with what happens on the financia 10 MR. CHYMKO:
11 side. 11 A. | guess depending on which way the volatility
12 KELLY, QC: 12 isgoing. On aper unit basis, ifit is
13 Q. Okay, at ahigh level, can | ask you this 13 demand that where the change is or the impact
14 question: if wetake your mechanism for a 14 on the rate, yes, it will go up and down, but
15 second so that we got acommon mechanism, 15 we haven't,| guess determined what's the
16 would it betruethat thelower the demand 16 significant difference between the balance of
17 cost, the charge, the closer we are to zero, 17 the demand component and the energy component.
18 the less volatility would exist both for Hydro 18 So again, we're talking about shifting between
19 and Newfoundland Power and the higher up we go 19 rate structures, but if the volumes are the
20 in terms of ademand charge, the greater the 20 same, then the rate should be set properly,
21 volatility? 21 there would be no volatility.
22 MR.CHYMKO: 22 KELLY,QC:
23 A.lguessat theend of the day without going 23 Q. Letme ask you thisquestion, interms of
24 through and running some scenarios, we believe 24 dealing with volatility issues that arise out
25 the demand with theratchet would, in all 25 of ademand energy rate, do you have any
Page 107 Page 108
1 particular views asto the type of mechanism 1 Q. Soyou'd havetolook at those issues as well.
2 that the Board should look at if a demand 2 Are you aware in this jurisdiction that
3 energy rate was implemented? 3 Newfoundland Power hasarange withacapin
4 MR. CHYMKO: 4 effect on the range of rate of return on rate
5 A.l guesswe're saying in the short term, until 5 base?
6 we get some experience, we believe--leave the 6 MR. CHYMKO:
7 weather normalization asa component so that 7 A Yes
8 when we'retaking the billing demand, we 8 KELLY, Q.C.
9 would be using anormalized westher. And 9 Q. Soyou areaware of that?
10 then, the remaining volatility, if any, would 10 MR. CHYMKO:
11 be addressed through other means; namely on 11 A Yes
12 the financial side. 12 KELLY, Q.C.:
13 KELLY, Q.C.. 13 Q. Okay, how does that impact on your views?
14 Q. That'swhat I'mtrying to understand, what 14 MR. CHYMKO:
15 mechanism to address that volatility do you 15  A.Agan, webelievethat that perhaps needsto
16 see? 16 be reviewed in light of a structure that’ s put
17 MR. CHYMKO: 17 in place. Attheend of the day, though, we
18 A.Wadll, first of al, | guess we have to ask the 18 don’'t believe that it would be significant,
19 question asto the degree of volatility and 19 but again, and that would come about depending
20 thenisit dollar for dollar that needs to be 20 on how tight we make the ratchets, whether
21 lined up through some other mechanism, or is 21 it's 95 percent instead of 90, asto what the
22 there some range that accounts for the 22 driverswere. But we don’t think it's ahugh
23 volatility already within the capital 23 number that we should be scared of .
24 structure in the cost of capital. 24 KELLY, Q.C.:
25 KELLY, Q.C. 25 Q. But you haven't done any analysisto look at
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1 KELLY,Q.C: 1 the idea of the postage stamp and everything

2 that? 2 being rolled in together, the amount of

3 MR. CHYMKO: 3 generation there might matter on atechnical

4 A.No, but just knowing the mechanisms around the 4 basis, but it wouldn’t matter to me on the

5 90 percent and the small amount of data that 5 policy recommendations that | have.

6 we have. 6 KELLY, Q.C.:

7 (11:45am.) 7 Q. Asto whether it contributes to the LOLH for

8 KELLY, Q.C:: 8 the system?

9 Q. Now, can | shift gearsfor asecond and just 9 MS. TABONE:
10 talk about this assignment issue for a moment? 10 A. Right.
11 Canwegoto JRH No. 3 at page5? Youtak 11 KELLY, Q.C.
12 about the assignment and the transmission 12 Q. But to the extent that there’ s more of it down
13 being assigned onthe same basis as the 13 there, does that not, in terms of LOLH, then
14 generation. Would you agreethat to the 14 mean that you should consider the transmission
15 extent that there ismore generationin a 15 as common in your analysis?
16 particular area, for example, if we look at 16 MS. TABONE:
17 Burin, the Burin Peninsulain total has 34.7 17 A. Not necessarily because there could be more
18 megawatts, that that is a factor which 18 load there and so it may never haveto leave.
19 augmentsthe needto havethe transmission 19 KELLY, Q.C.:
20 treated as common? 20 Q. Okay, but onthat basis then, on the Great
21 MS. TABONE: 21 Northern Peninsulawhere you only have 15
22 A.l don’'tthink it would be afactor of just the 22 megawatts, what would be your position there
23 generation alone, it would be a factor of the 23 as to how that should be treated?
24 generation and theload inthat particular 24 MS. TABONE:
25 areathat would be considered. And back to 25  A.Again, our recommendation in our testimony is
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1 that both the generation and the transmission 1 A.No, | wouldn't say that that would have an

2 would be treated as common. 2 impact at all.

3 KELLY, QC: 3 KELLY, QC:

4 Q.Butwhat if those electrons never have to 4 Q. Why not?

5 leave the Northern Peninsula? 5 MS. TABONE:

6 MS. TABONE: 6 A. Our concept againisapolicy concept and so,
7 A.Wdl even if they don't leavethe Northern 7 take all the transmission, it's all

8 Peninsula and they physically serve the 8 interconnected, there are going to be certain

9 customersthat arethere, that means those 9 customers that use a little bit of

10 same customers will rely less upon the 10 transmission just because of their physical

11 generation and transmission on the rest of the 11 location, other people that usea lot of

12 Island, and they’renot given a-the GNP 12 transmission because of their physica

13 customers are not given a credit like 13 location and maybe because of their load
14 Newfoundland Power isfor thereduced amount |14 shape, you know, some people are causing
15 of load because they have some of their own 15 Holyrood to be used more because of their load
16 generation. 16 shape and so should they pay for transmission
17 KELLY, Q.C.. 17 al the way from Holyrood to, al the way
18 Q. Now, one could say, well the Great Northern 18 acrossthe Island, for example, instead of

19 Peninsula, which is virtually exclusively 19 those who haveaload shapeor a load size
20 thermal, could be put somewhere else though, 20 that could just use the Hydro.

21 could be put somewhere on the, you know, near 21 KELLY, Q.C:

22 an industrial plant or whatever, does the fact 22 Q. Sodoyouview it aspurely apolicy issuein
23 that it isthermal impact inyour view,in 23 which then there isno judgment in terms of
24 terms of how one treats the transmission? 24 line drawing between one and the other?

25 MS. TABONE:
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1 MS. TABONE: 1 Power and the other locations is that
2 A.Theway I'mlooking at itisthat it'sall 2 Newfoundland Power is getting a credit for, on
3 transmission and it'sapolicy issuetorall 3 their load when transmission is assigned to
4 it al in together. 4 them, so they are not assigned a full share of
5 KELLY, Q.C.: 5 transmission, as are the other customers. So
6 Q. Now what about, for example, where you have 6 that might bean exception where maybe you
7 Hydro for example on the Burin Peninsula and 7 treat transmission serving them alittle bit
8 Rose Blanchewhich is the Doyles-Port aux 8 different.
9 Basques, those units obviously haveto be 9 KELLY, Q.C.
10 |ocated where the resource is. Does that, in 10 Q. Interms of transmission and the treatment of
11 any sense, impact in your view? 11 the transmission credit, areyou aware, for
12 MS. TABONE: 12 example, that Newfoundland Power has Hydro
13 A.No, again the generation is interconnected, 13 units on the Avalon Peninsula that are
14 the transmission really serves to interconnect 14 operated on a regular basisif the water is
15 generation and to get al of the power flowing 15 availableand how does that impact in your
16 among all the different load centres, whether 16 analysis?
17 they’'re Newfoundland Power or Newfoundland |17 MS. TABONE:
18 Hydro load centres. 18 A.Well again, they have their--Newfoundland
19 KELLY, Q.C. 19 Power has generation that they use. I’m sure
20 Q. So atthe end of the day, noneof those 20 they have some of their own transmission to
21 factorsimpact in how your view it because you 21 get that generation to their loads, and
22 view it solely as a policy issue? 22 perhaps on aphysical basis, that never gets
23 MS. TABONE: 23 onto the Hydro system. Onthe other hand,
24  A.Right. Theonething | did look at again that 24 when you look at generation, electrons flow
25 isalittle bit different between Newfoundland 25 wherethey flow and sol haveahard time
Page 115 Page 116
1 believing that Newfoundland Power, despite the 1 evidencein chief, that | really was derted
2 location of their generation and the fact that 2 to the postage stamp theory and I wonder if
3 they have some of their own transmission, that 3 you could just elaborate on that alittle bit?
4 they wouldn't somehow be using the 4 MS. TABONE:
5 Newfoundland Hydro transmission system in some 5 A.Wadl again, | don’'t--maybe the terminology is
6 instances for that generation. 6 new here, but | think the theory is certainly
7 KELLY,Q.C: 7 being used. The postage stamp idea and again,
8 Q. Okay, I'll leaveit there. Thank you, Chair. 8 | think it was clarified by somebody earlier
9 Those are my questions. 9 thisweek or last week that postage stamp
10 CHAIRMAN: 10 usually refersto pricing or torates. I'm
11 Q. Thank you, Mr. Kelly. Mr. Seviour? 11 trying to broaden it as maybe a short term,
12 MR. SEVIOUR: 12 short-cut language for theidea of deciding
13 Q. Thank you, Chair. Good morning, Ms. Tabone, 13 things on a common basisand averaging them
14 Mr. Chymko. My understanding of postage stamp 14 out. But again, the idea behind postage stamp
15 theory is advancing somewhat, but 1'm still 15 is that you don't differentiate things by
16 not quite there, Ms. Tabone. | took it from 16 distance, you don't differentiate things by
17 your recommendations in the report that you 17 zone, you don't differentiate things by the
18 made a recommendation for common assignment 18 time the customer wasbilled. For example,
19 based on two principles: consistency and the 19 the facilities on the GNP are relatively new,
20 postage stamp theory, is that correct? 20 they’'re more costly than some of the
21 MS. TABONE: 21 transmission facilities that were built
22 A.That's correct. 22 perhaps fifty years ago, so it looks like a
23 MR. SEVIOUR: 23 big impact. But asyou add new customers on
24 Q.| got the consistency message from the report, 24 the system, you average out the fact that some
25 but it was really only this morning inyour 25 are new customers and costs that are higher in
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1 MS. TABONE: 1 A. Generaly there' snot, | can see cases where
2 today’ s dollars than costs perhaps fifty years 2 it would be transmission and there’'s no
3 ago, so it's averaging in al of those 3 generation involved, | think that would be
4 factors, the location, the age of the system, 4 rare, you know, if there really was not
5 you know, and all of those things, and 5 generation involved and it wasrealy one
6 treating everybody the same and saying it's an 6 radial line to serve, for example, one
7 integrated system and we're going to average 7 Industrial customer, it could be a high
8 it out among everybody. And again, if you 8 voltageline, but it servesa distribution
9 look at theldland Isolated System, it's a 9 function.
10 series of small systems that in most cases are 10 MR. SEVIOUR:
11 not interconnected. There is no postage stamp 11 Q. Of the two theoriesthat you'veraised to
12 in terms of the cost of service all rolled in 12 ground your recommendations, the consistency
13 together, as well asthe rate setting. 13 and the postage stamp theory, am | right in
14 MR. SEVIOUR: 14 understanding your postage theory to bethe
15 Q. But what I understand the implications of your 15 principle driver, the policy consideration
16 postage stamp theory to be that all 16 here?
17 interconnected transmission should be assigned 17 MS. TABONE:
18 common? 18  A. |l would say that they’re equal drivers.
19 MS. TABONE: 19 MR. SEVIOUR:
20 A. Correct. 20 Q.| wantedto talk about the GNPfor a moment
21 MR. SEVIOUR: 21 and can you confirm for meisthat aradial
22 Q. And that’ s regardless of whether or not there 22 line, the transmission on the GNP?
23 is generation involved on atransmission line, 23 MS. TABONE:
24 isthat correct? 24 A ltisaradia line.
25 MS. TABONE: 25 MR. SEVIOUR:
Page 119 Page 120
1 Q. Andwhat makesit radial please? 1 peninsula?
2 MS. TABONE: 2 MS. TABONE:
3 A What makesit radial in that it's not looped 3 Al would agree with that, but there are several
4 back around, you know, let's say you could 4 different communities served there and
5 have another line running down the other side 5 multiple customers. It may be one customer
6 of the peninsula, looping it back around to 6 class, it’s not one customer.
7 the transmission facility. 7 MR. SEVIOUR:
8 MR. SEVIOUR: 8 Q. One customer class. But within that principle
9 Q. Andcan| takeyou to your report at page 18 9 we're dealing with, | think, as| understand
10 please, at lines15to 17, 1 wonder if you 10 the guidelines when they say "one customer”
11 could read that? That’syour recitation of 11 thereference is one customer class, isthat
12 the Board's principle on transmission 12 not correct?
13 assignment. 13 MS. TABONE:
14 MS. TABONE: 14 A.l guessl can't interpret what they’ re meaning
15 A Right. 15 by that.
16 MR. SEVIOUR: 16 MR. SEVIOUR:
17 Q. Could you read that for the record please? 17 Q. No, okay. Well let me take you to Mr. Haynes
18 MS. TABONE: 18 evidenceand 1'mgoing tojust ask you to
19  A."Transmission dedicated to serve one customer 19 react to Hydro’s recommendation in thisarea
20 should be specifically assigned and costs of 20 which you take someissue, and at page 41 of
21 substantial benefit to more than one customers 21 Mr. Haynes prefiled, he'sdiscussing the
22 should be apportioned among all customers.” 22 assignment of transmission assets on the three
23 MR. SEVIOUR: 23 radial systemsthat are discussedin your
24 Q. And areyou agreed that the GNPtransmission 24 report, and 1"’ m going to ask you to read lines
25 serves only the Hydro Rural customers on that 25 6 through 25 and I’'m going to stop you in a
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1 MR. SEVIOUR: 1 giveto the technical considerations that are

2 couple of placesjust to ask you your position 2 discussed in this report from an engineer and

3 on acouple of propositions here. Could you 3 from somebody who ison the engineering side

4 commence a line 6, please? 4 of the system, as opposed to the policy

5 MS. TABONE: 5 guidelines that would come into play by

6 A.Okay, "The appropriate assignment of the 6 somebody who' s doing the cost of service and

7 transmission assets for these three areas was 7 designing rates.

8 also addressed. Hydro proposes that factors 8 MR. SEVIOUR:

9 such as historical assignment, primary purpose 9 Q. Sotheseareappropriate considerations, you
10 and quantity of generation be weighed in 10 wouldn’t discount them, even though you may
11 determining the ultimate assignment of the 11 say there are others?

12 transmission and terminal station assets 12 MS. TABONE:

13 connecting a single customer and generation to 13 A.They are appropriate from a technical

14 the grid.” 14 perspective, yes.

15 MR. SEVIOUR: 15 MR. SEVIOUR:

16 Q. Let me stop you there, the factors that Hydro 16 Q. Continue at line 10 then, please?

17 relieson and proposesfor determinationin 17 MS. TABONE:

18 this area, historical assignment, primary 18  A."Further, after considering the planning basis

19 purpose and quantity of generation, do you 19 and cost of service treatment of similar

20 agree that those are appropriate factors to be 20 assets, Hydro concluded that generation and

21 weighed in determining the assignment? 21 the connecting transmission and terminal

22 MS. TABONE: 22 station assets can be logically assigned

23 A. | think they're certainly things that can be 23 differently in the Cost of Service."

24 considered. It'safactor of how much weight 24 MR. SEVIOUR:

25 you give to them and also how much weight you |25 Q. And you take issue with that proposition, |
Page 123 Page 124

1 takeit? 1 that may have been considered in the past, you

2 MS. TABONE: 2 know, in the past ordersor past testimony

3 A.ldo andagain, that's back to the postage 3 that was submitted.

4 stamp when you start talking about 4 MR. SEVIOUR:

5 specifically assigning things, where do you 5 Q. No, | don't mean to play games, | haven't seen

6 draw the line? Do you specifically assign 6 any reference or any of theother experts

7 every substation to just those customerswho 7 raise that as a concern either, | just wanted

8 usethat substation or do you average them 8 to put that to you. Continue at line 15.

9 altogether whether or not they’'re looped 9 MS. TABONE:

10 together. 10 A."An examination of the rationale for the

11 MR. SEVIOUR: 11 interconnection of the previously Isolated St.
12 Q. But your consistency principle holds that 12 Anthony, Roddickton system clearly indicated
13 generation and transmission should be 13 that the transmission system was constructed
14 classified or assigned in the same manner. 14 for the benefit of the customerson these

15 MS. TABONE: 15 Isolated systems."

16 A.Yes. 16 MR. SEVIOUR:

17 MR. SEVIOUR: 17 Q. Let me stop you there, do you take issue with
18 Q. And can you agree with me that thisissue of 18 Hydro' s position on that? Have you done any
19 consistency was not a matter of concern or 19 independent assessment of that proposition?
20 issue raised by any of the other experts that 20 (12:00 p.m.)

21 have appeared beforethis Board in their 21 MS. TABONE:

22 testimony? 22 A.l haven't done any independent analysis. My
23 MS. TABONE: 23 understanding isthat thereis adecision to

24 A.l haven't seenit raised in anything in 24 interconnect all of those customers. In my

25 particular, but | haven’'t viewed everything 25 opinion, once you decide to interconnect all
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1 MS. TABONE: 1 the function of that generation on the GNP as
2 of those customers, you're rolling them in 2 reserve for the system?
3 with everybody else on the Island and making 3 MS. TABONE:
4 them part of the system, not keeping them 4 A.Yes | do.
5 isolated and not keeping them separate from 5 MR. SEVIOUR:
6 everybody else. 6 Q. Okay, continue at line 20, please?
7 MR. SEVIOUR: 7 MS. TABONE:
8 Q. Yes, but therationale that’srelated there, 8 A."While a benefitto all customers, these
9 you don’t disagree that the GNP transmission 9 generation assets are not of sufficient
10 interconnection was done for the benefit of 10 magnitude in Hydro's opinion to justify
11 those customers in those I solated systems? 11 assignment of the GNP transmission assets as
12 MS. TABONE: 12 common, given the dominant use of the
13 A.Yes, | would agreethat it was done for their 13 transmission system in serving a single
14 benefit. 1t was not done for the sole purpose 14 customer. Asaresult, Hydro recommends that
15 of interconnecting generation. 15 the GNP transmission assets continueto be
16 MR. SEVIOUR: 16 specifically assigned to Hydro overal asin
17 Q. Continue at line 17, please? 17 P.U.7."
18 MS. TABONE: 18 MR. SEVIOUR:
19 A."Generation assets onthe GNP which were 19 Q.| wanted to come back to the discussion about
20 originally constructed to serve the Isolated 20 the sufficient magnitude of the generation
21 system, as aresult of the interconnection now 21 assetsthat’s found at lines 20 and 21. |
22 serve as reserve capacity to the Idland 22 take it that you disagree with Hydro's
23 Interconnected System.” 23 conclusion that these generation assets on the
24 MR. SEVIOUR: 24 GNP are not of sufficient magnitude to warrant
25 Q. And do you agree with that characterization of 25 transmission to be classified as common?
Page 127 Page 128
1 MS. TABONE: 1 A.lthink it's not only generation, but the
2 A.Again, my analysis and recommendation was not 2 facts in this case that is a major
3 based on the size of the generation. 3 transmission line to interconnect many
4 MR. SEVIOUR: 4 communities, it's not something that was built
5 Q. Andthiscomes back to the question | asked 5 to serve, for example, one Industrial
6 you afew moments ago, for example, if we had 6 customer.
7 ascenario inwhich only themini Hydroin 7 MR. SEVIOUR:

8 Roddickton, which isa .4 megawatt hydro 8 Q. Andthisissoeven though, and there's been
9 plant, tip of the Great Northern Peninsula was 9 evidence before this Board that the GNP
10 interconnected by that transmission, how would 10 generation is unableto serve the normal GNP

11 that impact your assessment of the 11 loads, that doesn'’t influence your opinion?
12 classification of that transmission line? 12 MS. TABONE:

13 MS. TABONE: 13 A.No, it doesn’'t. | haveaconcern withthe
14 A. Again, not distinguishing based on the size of 14 customers on the GNPand the other customers
15 it, so thefact that there's generation, | 15 that are rolled into the Island |solated

16 would want to make it consistent with 16 paying for facilitiesthat are designated to
17 generation because the generation isof no 17 serve them, when in fact there may be other
18 valueif there sno transmission associated 18 facilities on other parts of the Island that

19 with it. 19 never get used to serve them. Soit's a
20 MR. SEVIOUR: 20 function of equity, you either have to

21 Q. Soin principle, any generation whatsoever on 21 directly assign every single line in the

22 aradial transmission line will operate to 22 system or you treat it all ascommon and |
23 engage your consistency principle and operate 23 haven’t done a detailed technical analysis of,
24 towards a common classification? 24 you know, if there are other transmission
25 MS. TABONE: 25 facilities used that never serve the GNP, but

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

Page 125 - Page 128




November 19, 2003

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

Page 129 Page 130

1 MS. TABONE: 1 Industrial customers.

2 | suspect there probably are some. 2 MR. SEVIOUR:

3 MR. SEVIOUR: 3 Q. But if | understand you correctly, the

4 Q. Butisn't the standard or the criteriafor the 4 substantial benefit inquiry which was utilized
5 assignment principle that to be common, there 5 by Hydro inthis Application and previously
6 must be a substantial benefit to more than one 6 endorsed by the Board, was not really the
7 customer? lsn’t there analysis which is 7 focus of your analysis?

8 directed to what constitutesa substantial 8 MS. TABONE:

9 benefit so as to warrant common assignment? 9 A. That'scorrect.

10 MS. TABONE: 10 MR. SEVIOUR:

11 A. Well again, that may bethe past direction, 11 Q. Andso theissue, for example, of the fact
12 I’m proposing something that differsalittle 12 that since interconnection, the GNP assets
13 bit from that. 13 have been used a total of threetimes for
14 MR. SEVIOUR: 14 system support and 117 times for local
15 Q. Soyour policy approach with consistency and 15 support, that would not be of relevance to
16 postage stamp theory is different from what's 16 your inquiry or analysis?

17 been utilized by thisBoard inthe past, is 17 MS. TABONE:

18 that what you' re saying? 18 A.ldon't thinkitwould bea matter of--and
19 MS. TABONE: 19 again, | didn’t rely on that specifically, but
20 A.Wadlitis inthesensethat you'retalking 20 the fact that there were three timesthat it
21 about the Iland Rural as being one customer 21 was used for general purposes would mean
22 and the Industrial class being one customer 22 something to me. Thefact that that’sless
23 and Newfoundland Power being one customer. |23 than the amount of timesit was used for local
24 There's certainly averaging among the Rural 24 benefit doesn't mean that much to me, and
25 customers and there's averaging among the 25 furthermore, the fact that it may be used to

Page 131 Page 132

1 serve local loads frequently, it sounds like, 1 MS. TABONE:

2 means that they’ re not placing any load on the 2 A ."Asan example of theissues that must be
3 other generation assets and they’re paying 3 addressed, the materia in 1C-399 is

4 their full allocates share of those other 4 instructive. In particular, the response

5 generation and transmission assets. 5 indicates the Island Interconnected System,
6 MR. SEVIOUR: 6 LOLH and energy balance that would arise if
7 Q. Andyou've had the opportunity to review the 7 the GNP were not interconnected to the Island
8 report of Messrs. Osler and Bowman, | think, 8 Interconnected Grid. Comparing these results
9 the I1C experts. 9 to Haynes' table 8, indicatesthat on anet

10 MS. TABONE: 10 basis the GNP radial transmission line,

11 A.Yes | have 11 including bulk loads and generation have an
12 MR. SEVIOUR: 12 adverse impact on the lsland Interconnected
13 Q. Andyou're aware of their position on this? 13 system--as a net adverse impact on the Island
14 MS. TABONE: 14 Interconnected system, but for this radial
15  A.I’maware that they have a different position, 15 line being interconnected, the Island LOL
16 yes. 16 rates would improve to 0.7 hours per year, in
17 MR. SEVIOUR: 17 thetest year, from 1.1 hours per year in

18 Q. And | wanted to take you before leaving this 18 Haynes table 8 and the energy balance
19 areato that position at pages 32 and 33 of 19 likewise would improve. Also notable the
20 the InterGroup Report. And thisisthe text 20 requirement for future generation additionsto
21 that dealswith 1c-399 and the analysis with 21 the Island Interconnected Grid would be
22 the GNP generation removed from the Island 22 delayed to 2012 from the currently forecast
23 Integrated System and I’m going to ask you to 23 2010. On balance thistype of information
24 read starting at lines 35, bottom of page 32 24 indicates a reason of concern or the IC

25 on to the top of page 33. 25 perspective that cost for GNP assets will be
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1 MS. TABONE: 1 the generation on the GNP should be directly
2 assigned tothe I1C cost of service, even 2 assigned to the customers on the GNP and all
3 though these costs only arise asaresult of a 3 the other customersin the Island Rural System
4 project that has anet adverse impact on the 4 who are not on the GNPthen you're basically
5 IC service quality.” 5 saying that they have to pay for two
6 MR. SEVIOUR: 6 generation sources, they have to pay for their
7 Q. And do you take issue with thisanalysis and 7 own on the GNPonetimeand then they have a
8 the impact of 1Ic-399 asit’srelated in this - 8 full alocation of the common generation
9 MS. TABONE: 9 assets that they use when they’re not using
10 A. Il have not done an independent analysis of the 10 the ones on the GNP. And clearly in the case
11 LOLH and what the impacts are or, you know - 11 of Newfoundland Power they’re getting a
12 MR. SEVIOUR: 12 credit, they’re not paying twice for their own
13 Q. Accepting - 13 generation and the common generation.
14 MS. TABONE: 14 MR. SEVIOUR:
15  A. - whether thisisright or not, but accepting 15 Q. Intermsof the common assignment issue, are
16 both of them - 16 cost implications to--of assignment potentials
17 MR. SEVIOUR: 17 important to you? Do you believe that it's
18 Q. Accepting that it is correct, does thisimpact 18 appropriate inthe analysis to assess the
19 your analysis at al? 19 costs of potential assignments in specific and
20 MS. TABONE: 20 common assignment implications of particular
21 A.No, | don't think it does. Again, the postage 21 pieces of plant?
22 stamp theory, the treatment of everything on a 22 MS. TABONE:
23 similar basis would kind of kick in as you--so 23 A.When | do aCost of Service Study, | try and
24 to speak. And similarly, again, if you were 24 get it as accurate and theoretically correct
25 to go further to the I1C approach and say that 25 based on the particular circumstances for the
Page 135 Page 136
1 entity. And if there are cost impacts or rate 1 cause the cost pay for it. And taken to the
2 impacts to certain customer classes, | 2 extreme you would have every single customer,
3 generally tend to deal with that as arate 3 not just a customer class, every single
4 design issue because quite commonly rates are 4 customer would have a specific cost assigned
5 not set equal to 100 percent on Cost of 5 to them based on wherethey’relocated and
6 Service for every particular customer or 6 when they came on the system, they would each
7 customer class. And soif there are stability 7 have a different class. That would bethe
8 issues or rate shock issuesor rateimpacts 8 most equitable way to doit. But in redlity,
9 costsaretoo high, | would fix that inthe 9 you can't. You can't alwaysdo that from a
10 rate design and not in the Cost of Service 10 technical perspective because there are joint
11 side of it. 11 facilities and also from a policy perspective.
12 MR. SEVIOUR: 12 You have to draw the line. You can't have
13 Q. Butin termsof cost assignments, isn't it 13 every single customer have a unique rate
14 true that assignments must be fair and 14 that’ s based on their cost along.
15 equitable, isn't that a fundamental principle? 15 MR. SEVIOUR:
16 MS. TABONE: 16 Q. But in assignment analysis and
17 A.| bedlievethat is. 17 recommendations, devel opment of
18 MR. SEVIOUR: 18 recommendations, would you agree with me that
19 Q. Andthere hasto be some measure of judgment 19 it would be helpful to beaware of cost
20 asto cost benefitsinthat analysis, would 20 implications of particular assignments?
21 you agree? 21 MS. TABONE:
22 MS. TABONE: 22 A.ldon'tthink | would agreein looking at what
23  A.Again, equitable from a Cost of Service 23 facilities should bedirectly assigned. |
24 standpoint generally means that those who 24 wouldn't look at the cost implications of
25 that.
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1 MR. SEVIOUR: 1 both for Newfoundland Power and Island
2 Q.Okay. Andinthis particular case | think 2 Industrial. | don't know if you've had
3 that, yes, you made no particular cost 3 opportunity to review this undertaking
4 analysisin relation to the cost implications 4 previously, Ms. Tabone?
5 for common assignment of the transmission 5 MS. TABONE:
6 lines that you recommend in your report? 6 A.Notthat | recal.
7 MS. TABONE: 7 MR. SEVIOUR:
8 A.Yeah, at thetimewe submitted our testimony 8 Q. As| understand it, thetables reflect that
9 we didn’t have enough information to do that 9 the current Genera Rate Application
10 or couldn’'t locateit readily enoughto do 10 implications reflect that the customer cost
11 that. | have heard in the testimony, either 11 increase to Newfoundland Power is 580,000 and
12 reading through transcripts or when| was 12 to thelsland Industrial is$1,109,000 on
13 here, | can't recall, that the cost impact is 13 account of that common assignment of the GNP
14 1.5 million to the Industrial Customers out of 14 transmission. But you were weren’'t aware of
15 a total revenue requirement of about 50 15 that at the time that you developed your
16 million. 16 report, | understand?
17 MR. SEVIOUR: 17 MS. TABONE:
18 Q. And perhapswe can pull up U-Hydro No. 14, Mr. 18 A. Correct.
19 O'Reilly. And thiswas the undertaking filed 19 MR. SEVIOUR:
20 last Friday, for the benefit of the Board 20 Q.Andyou weresimilarly unaware of the cost
21 members. And | understand that this isan 21 implications of the generation assignment, the
22 update from that earlier figure to which you 22 GNP generation assignment to common?
23 refer, the 1.5 million. And these arethe 23 MS. TABONE:
24 cost allocation implications of common 24 A.l believe that had been filed somewhere
25 assignment of the GNP transmission to common, 25 because that wasa recommendation of Hydro
Page 139 Page 140
1 that the--so | believe that was either filed 1 Q.| want to take you to Exhibit JRH-3, page 24.
2 in the rFI or - 2 And we've had abit of evidence on the Hydro
3 MR. SEVIOUR: 3 Rural sub-transmission definition that
4 Q. Perhapsyou can pull up ic-233, Mr. O'Reilly, 4 appears. And just to put this in context,
5 and I'll put that to you. Thisindicates, as 5 these are the guidelines that are utilized by
6 I understand it, that the implications of cost 6 Hydro on the current GRA, including the
7 assignment of common of the GNP generation is 7 assignment of plant issues. And Hydro Rural
8 $11,830 annually to Newfoundland Power and one 8 sub-transmission is defined as "All
9 hundred and ninety-one thousand, three hundred 9 transmission of terminal station plant serving
10 and--of a hundred and thirty-six dollarsto 10 only Hydro Rural rate classes." Are you aware
11 the Industrial Customers. Does that--is that 11 of that asaplant assignment guideline, Ms.
12 the material that you were thinking of? 12 Tabone?
13 MS. TABONE: 13 (12:17 p.m.)
14 A. Yeah, that’stherange | was recalling. 14 MS. TABONE:
15 MR. SEVIOUR: 15 A.I’maware of that through this report, yes.
16 Q. Butin your view of the exercise in making 16 MR. SEVIOUR:
17 recommendationsto this Board asto how to 17 Q. And based on your experience, is that an
18 properly assign costs, whether specifically or 18 accepted assignment principle or guideline?
19 to common, youdo not believe that it's 19 MS. TABONE:
20 necessary or appropriate to know the cost 20  A.Again, | think that would be inconsistent with
21 implications of such assignment exercises? 21 my theory on postage stamp pricing and not
22 MS. TABONE: 22 assigning things, but certainly that's a
23 A. Not for the purposes of the Cost of Service, 23 definition you could use.
24 no. 24 MR. SEVIOUR:
25 MR. SEVIOUR: 25 Q. Wdll, in your experience, isit an accepted
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1 MR. SEVIOUR: 1 MS. TABONE:
2 guideline for plant assignment? 2 A.lthink that would fall out from my theory,
3 MS. TABONE: 3 but at the same time to be consistent with the
4 A ltmay beaccepted. | would say it's not 4 treatment of Newfoundland Power, then |
5 common. 5 believethat that amount of generation and
6 MR. SEVIOUR: 6 transmission should be deducted from the
7 Q. Andit conflicts with your view of the world? 7 alocation of common generation and
8 MS. TABONE: 8 transmission. They shouldn’t pay for it
9 A.Yes, yes, it does. 9 twice, in other words.
10 MR. SEVIOUR: 10 MR. SEVIOUR:
11 Q. And my purpose in bringing it to this 11 Q. Andjust before leaving our discussion about
12 guidelineisthat Mr. Haynes, in his evidence, 12 these guideline principles, I'd liketo take
13 stated that this was another basis for 13 you briefly to your report, page 19. And my
14 specifically assigning the GNP transmission to 14 interest really isin lines 15 and 16 of that
15 Hydro Rural customers. And| takeit you 15 page where again you' re talking about specific
16 would disagree with him on that? 16 assignment. And your proposition there after
17 MS. TABONE: 17 discussing some of the issues associated with
18 A.Yes, | would. 18 the radial line assignmentsiit said, "Because
19 MR. SEVIOUR: 19 of thisutilities that direct”, direct, |
20 Q. Just on your consistency principle, Ms. 20 assume that’s supposed to mean directly,
21 Tabone, if it does apply and the Board decides 21 "assign facilities must have irrefutable
22 to assign GNPtransmission to Hydro Rural, 22 evidence of the independence of the facilities
23 would that in your opinion mean that the Board 23 directly assigned.” And my interest hereis
24 should a'so assign the GNP generation to Hydro 24 in theuse of your language, "irrefutable
25 Rural? 25 evidence". And it’snot language | seein any
Page 143 Page 144
1 of the guidelines that is inthe evidence 1 would not pay ashare of all the other
2 elsawhere in this hearing or in the recitation 2 substations on the system.
3 from the Bonbright principles. And | just 3 MR. SEVIOUR:
4 wanted to give you a chance to react to that. 4 Q. Andthat’s helpful, but my interest inthis
5 MS. TABONE: 5 discussion is a the level of principle. And
6 A.Wadl, again, we do Cost of Service frequently 6 I’'m puttingto you that this standard or
7 and there arelimited cases where we do 7 amost a rebuttable presumption that you've
8 directly assign facilities, and it’s done only 8 got to have irrefutable evidence before
9 when there are very clear reasons for doing 9 there’'s an appropriate case for specific
10 it. For example, we've worked for an 10 assignment is not found in the discussion of
11 industrial customer that | know of that wanted 11 the other experts of the appropriate
12 added reliability on their plant and they paid 12 assignment guidelines?
13 for, | can’t remember if it wasup front or 13 MS. TABONE:
14 through their rate, but there isa second 14 A Wadl, | thinkif you think of the terms of
15 feeder that servesthat plant and they get 15 where there’'s benefit to more than one
16 added reliability to it. It's clearly used 16 customer, that brings up the question asto
17 just for them and that cost would be directly 17 whether, you know, whether it's alittle bit
18 assigned in that case, and in that case they 18 of benefit or a lot of benefit, you can’t
19 would pay afull alocation of all the other 19 break out on how much, you know, is for the
20 costs aswell because they want something 20 benefit of one customer versus the other and
21 separate. Inother casesyou may have an 21 that’swhy youtreat it ascommon, because
22 industrial customer that is served off of one 22 it'snot irrefutable that only one customer
23 specific substation that’'s designed just to 23 benefits or you know exactly who benefits, you
24 serve them and they’re directly assigned that 24 know, by what proportion. And soto that
25 cost of that substation. Inthat case they 25 extent | think having evidence that it’s only
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1 MS. TABONE: 1 Q.AndI'm intothe latter scenario, in other
2 one customer, and in my mind that means one 2 words, assumethat the Newfoundland Power
3 customer, not one customer class, raises the 3 generation credit does not remain, Ms. Tabone.
4 question, you know, the evidence, and if it's 4 In that scenario | would suggest to you that
5 irrefutable or not. 5 the issues pertaining to that radial line are
6 MR. SEVIOUR: 6 substantially the same as those that apply to
7 Q. Sothe presumption iscommon inall cases 7 the GNP. Would you agree?
8 unless you've got an irrebuttable case to the 8 MS. TABONE:
9 contrary? 9 A.l have notlooked at thetechnical side of
10 MS. TABONE: 10 those two side by side. Again, if it'sreally
11 A. Correct. 11 only benefitting Newfoundland Power, perhaps
12 MR. SEVIOUR: 12 itwasa transmission linethey should have
13 Q. Okay. One of the other radial lines discussed 13 built and they should pay forit. Ifit's
14 in your evidence was Doyles-Port aux Basques. 14 benefitting them plus some other customers,
15 And | don't plan to spend much time on that. 15 then it would be common.
16 Leaving aside theissue of the Newfoundland 16 MR. SEVIOUR:
17 Power generation credit with which theic's 17 Q. Yeah. Wéll, accept for the purposes of this
18 takeissue and | think that you say if the 18 discussion that it is serving only
19 Newfoundland Power generation credit remains |19 Newfoundland Power customers.
20 then that should be specifically assigned to 20 MS. TABONE:
21 Newfoundland Power but otherwiseit shouldbe |21 A. You'resayingit'sonly serving Newfoundland
22 common assignment? 22 Power customers and they’'re getting no
23 MS. TABONE: 23 credits?
24 A, That’scorrect. 24 MR. SEVIOUR:
25 MR. SEVIOUR: 25 Q. And they’'re getting no credits. And does that
Page 147 Page 148
1 make it similar to the GNP situation? 1 heard afair amount and now understand that
2 MS. TABONE: 2 TL-212isthe older line which interconnects
3 A Yes, that would make it similar to GNP then. 3 the hydro plant at Paradise River to the grid
4 MR. SEVIOUR: 4 and TL-219 is the more expensive and more
5 Q. Andwould you agree that if the Board decided 5 contentious transmission line which runs down
6 to make a specific assignment of the GNP 6 to interconnect with the Newfoundland Power
7 transmission to Hydro Rural, then it should 7 transmission generating facilities at the boot
8 specificaly assign the Doyles-Port aux 8 of the peninsula. Isthat consistent with
9 Basques transmission to Newfoundland Power? 9 your understanding?
10 MS. TABONE: 10 MS. TABONE:
11  A.Yes, | do agreethat they should both be 11 A Yes itis.
12 treated the same way. 12 MR. SEVIOUR:
13 MR. SEVIOUR: 13 Q. And inthis scenario which identifies the
14 Q. Thank you. | wanted to finish this discussion 14 Hydro assets, it's clear that the two
15 of assignment in the area of the Burin 15 transmission lines are not, in fact,
16 Peninsula. Maybe we could pull up JRH-3, page 16 physically interconnected by Hydro assets, are
17 6, the map, please, Mr. O’ Reilly? Scroll down 17 they?
18 somewhat. Doyou know where you are, Ms. 18 MS. TABONE:
19 Tabone, now that you’ve been herefor afew 19 A.l haven't studies thatin particular. It
20 days? 20 doesn’'t appear to be.
21 MS. TABONE: 21 MR. SEVIOUR:
22 A.lIt'stheboot | keep referring--hearing people 22 Q. Doesn’t appear to be. And | don’t think there
23 talk about? 23 was any issue onthe point. We've had
24 MR. SEVIOUR: 24 evidence before this Board that the load split
25 Q. It'sour own little Italy, yes. | think we've 25 on the Burin is 99.5 percent Newfoundland
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1 MR. SEVIOUR: 1 MR. SEVIOUR:

2 Power and .5 percent Hydro Rural. Areyou 2 Q. Thatistheevidence as | understand it from
3 aware of that? 3 Mr. Haynes on the point. And are you aware
4 MS. TABONE: 4 that the Burin generation, 34.7 megawatts
5 A. Generdly, yes. 5 cannot service the Burin peak load of 58.7
6 MR. SEVIOUR: 6 megawatts?

7 Q.Yeah. Andthat there are no Industrid 7 MS. TABONE:

8 Customers on that peninsula? 8 A.That clearly wouldn't be sufficient to cover
9 MS. TABONE: 9 the entire load.

10 A. Correct. 10 MR. SEVIOUR:

11 MR. SEVIOUR: 11 Q. Pardon me?

12 Q. Areyou aware of that? 12 MS. TABONE:

13 MS. TABONE: 13 A.If you'resayingit'snot sufficientinsize

14  A. Correct. 14 to cover the load?

15 MR. SEVIOUR: 15 MR. SEVIOUR:

16 Q. Areyou awarethat the Hydro Rural customers, 16 Q. That'smy understanding. | think that there's
17 the .5 percent of the load are physically 17 an Ic onthis, 1C-339 which grounds the
18 serviced from transmission line 212? 18 figures!’ve just put to you. But areyou
19 MS. TABONE: 19 aware of that or were you aware of that in
20 A.I’'mnot aware of that. 20 making your recommendations?
21 MR. SEVIOUR: 21 MS. TABONE:
22 Q. Well, can you accept that? | think that that 22 A.Again, thetechnical details of thiswere not
23 is- 23 amajor consideration. | waslooking at the
24 MS. TABONE: 24 policies, so | may not be well versed on all
25  A. | can accept that. 25 the technical details.

Page 151 Page 152

1 MR. SEVIOUR: 1 stations costs.  Areyou aware of that asa
2 Q. Butthisisback to the issue you raised with 2 guideline for assignment of plant.

3 Mr. Kelly about electrons leaving the 3 MS. TABONE:

4 transmission lines? 4  A.Intermsof thisparticular study, yes, I've

5 MS. TABONE: 5 seen the definition and I’'m aware of it.

6 A.Um-hm. 6 MR. SEVIOUR:

7 MR. SEVIOUR: 7 Q. Okay.

8 Q. Inother words, at peak load the generation 8 MS. TABONE:

9 which is assigned common on the Burin 9 A.It'snot acommon definition.

10 Peninsulais insufficient to service the local 10 (12:30 p.m.)

11 loads. Isthat afair conclusion? 11 MR. SEVIOUR:

12 MS. TABONE: 12 Q. AndI’m not sure if you were herefor the
13 A.I'll accept that. 13 evidence, but are you aware of Mr. Greneman’s
14 MR. SEVIOUR: 14 evidence that he agreed that a similar

15 Q. Okay. Now, | wanted to take you, having gone 15 assignment principle could operate with
16 through the map, to page 24 of JRH-3. And 16 respect to Newfoundland Power, Hydro Rural ?
17 this again is back into the guidelines 17 MS. TABONE:

18 utilized by Hydro in their assignment 18 A.l washerefor that, | heard that discussion,
19 exercise. And what we have hereistheNPIC 19 yes.
20 sub-transmission. It's defined as 20 MR. SEVIOUR:
21 transmission and termination station plant 21 Q. You heard that evidence?
22 which serves both Newfoundland Power andan |22 MS. TABONE:
23 Industrial Customer but not Hydro Rural and 23 A.Um-hm.
24 has an original cost of at least two percent 24 MR. SEVIOUR:
25 of the total transmission and terminal 25 Q. And do you agree with him on that point?
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1 MS. TABONE: 1 well as that everything islooked aton a
2 A.Again, if you go the direct assignment route, 2 postage stamp basis, so it's not a
3 there could be a precedent for splitting those 3 recommendation | would make.
4 two lines and assigning them differently. 4 MR. SEVIOUR:
5 MR. SEVIOUR: 5 Q. So backto the postage stamp, that would
6 Q. Andthat wasthe position of the IC experts, 6 really trump any of these other
7 aswell. You may be awareof that. And | 7 recommendations that have come forward, in
8 think you were here also for Mr. Brockman, who 8 your view, isthat correct?
9 testified yesterday, and | think briefly 9 MS. TABONE:
10 talked about the issue of the Burin Peninsula 10 A.Yes, itwould.
11 and suggested that this might be an areawhere 11 MR. SEVIOUR:
12 it might be appropriate to make a compromise 12 Q. Final pointon thisarea, | just want to
13 such that one transmission line was assigned 13 suggest to you that--if we can jump back to
14 to common and one was assigned specific. Do 14 page 6 of that exhibit, please, the map? And
15 you recollect that evidence? 15 thisisahypothetical | put to Mr. Haynes. |
16 MS. TABONE: 16 suggested to him and I’m suggesting to you,
17  A.Yes | do. 17 Mr. Tabone, that if you take away transmission
18 MR. SEVIOUR: 18 line 212, then you're left with the
19 Q. Anddo you agree or disagree with hisview as 19 transmission line 219 with the Newfoundland
20 expressed on that subject? 20 Power generation at the end of the boot of the
21 MS. TABONE: 21 peninsula. And | suggest that in that
22 A.Wadll, clearly from atechnical standpoint you 22 hypothetical scenario you're left with a
23 could break out as many lines as you want and 23 situation which is very similar to the
24 assign them however you want. Again, it’s our 24 Newfoundland--to the GNP situation, that is,
25 recommendation that thereisconsistency as 25 transmission at the end of along radial line
Page 155 Page 156
1 which isinsufficient to service local loads 1 thisto you. It’ sthe policy of government as
2 at peak. Sorry. Generation that's 2 expressed in 3(a)(4) that the ratesto be
3 insufficient to servicelocal loads at peak. 3 charged to supply power to the province should
4 Do you agree with that analogy? 4 be such that after December 31, 1999
5 MS. TABONE: 5 Industrial Customers shall not be required to
6 A.Onavery highlevel, yes. | haven't examined 6 subsidize the cost of power provided to rural
7 the detailsto see how see how similar they 7 customersin the province. And were you aware
8 would be. 8 of that policy and legidlative directivein
9 MR. SEVIOUR: 9 making your report?
10 Q. Okay. I'd provided to the clerk an extract 10 MS. TABONE:
11 from some of the legislation which | was 11 A.l wasgenerally aware of that. But | don't
12 hoping to briefly refer to. 12 see how postage stamp transmission pricing,
13 MS. NEWMAN: 13 which is common throughout al of North
14 Q. Thiswould be Information No. 20. 14 America, would be considered asubsidy of
15 MR. SEVIOUR: 15 Industrial Customers.
16 Q. Thank you, Ms. Blundon. I’vehad Ms. Blundon |16 MR. SEVIOUR:
17 provide to you an extract from the Electrical 17 Q.| wanted to finish with a couple of points on
18 Power Control Act. And areyou familiar with 18 your report. With respect to the Newfoundland
19 thislegislation? 19 Power generation credit, | took it generaly
20 MS. TABONE: 20 that EES has a problem with generation credit
21 A.I'mgenerally familiar with the concept that 21 asit’s currently implemented?
22 the Industrials do not pay the rura 22 MS. TABONE:
23 subsidization. 23  A.Wedon't have aproblem with the generation
24 MR. SEVIOUR: 24 credit. We have a problem applying that same
25 Q.Okay. Well, that isthe point of me putting 25 credit to transmission.
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1 MR. SEVIOUR: 1 generation itself, and we keep hearing a
2 Q.And I think | understand the transmission 2 number, | believe it’s 124.8 megawatts or 125
3 point which comes forward from your report. 3 megawatts, we believeif that’sthe common
4 But as | took--I took the burden of what you 4 number being used, that should continue to be
5 were saying about the Newfoundland Power 5 credited to Newfoundland Power. However, we
6 generation credit and the way in which you 6 go on and say that perhapsinstead of doing it
7 propose that it be administered to be 7 asa reduction through megawatts, we would
8 essentially that it’'swrongin principleto 8 like to see it asa transparent separate
9 credit total capacity as opposed to actual 9 tariff similar to what the non-utility
10 output. Isthat correct? And maybe | can 10 generation proceeds.
11 focusthisby taking you to page 31 of your 11 MR. SEVIOUR:
12 report, which ismy interest in this area. 12 Q. Andthe transparent, transparency principle
13 And at the bottom of the page we havein the 13 that you suggest, isthat directed to the
14 discussion of Newfoundland Power generation 14 actual generation of Newfoundland Power?
15 credit and your particular recommendations, 15 MR. CHYMKO:
16 the bullet reads, "Crediting total capacity, 16 A.It'sthe generation that’savailable, so--
17 not actual output, inappropriately dullslong- 17 that’s deemed to be available. So I’'m not
18 term incentives." And perhaps you could just 18 sure what you mean by "actual". If it's
19 simply elaborate on that proposition, what the 19 actual when it comeson andif it'scalled
20 concern is? 20 upon?
21 MR. CHYMKO: 21 MR. SEVIOUR:
22 A.Again, thegist of our point herewas in 22 Q.| have onepoint onpage 3 of your report
23 regard to the transmission. And what we're 23 which was just a simple clarification that
24 suggesting is the transmission needsto be 24 confused me. Lines 20 and 21 your report
25 removed from the generation credit but the 25 says, "While the generation credit is
Page 159 Page 160
1 necessary to ensure that Hydro does not over 1 MR. SEVIOUR:
2 alocate generation costs," " over collect”, 2 Q. Okay. Thefinal point | wanted to ask you
3 I’m sorry, "generation costs’. My confusion 3 about was integrated resource planning. You
4 herereally related to my understanding that 4 talk briefly about this. And is that the type
5 Hydro will get its revenue reguirement 5 of athing that you would recommend before a
6 regardliess of whether or not Newfoundland 6 substantial new plant was approved by a board
7 Power receives the generation credit, is that 7 such asthis?
8 correct? 8 MR. CHYMKO:
9 MR. CHYMKO: 9 A.Yes
10 A.Yes 10 MR. SEVIOUR:
11 MR. SEVIOUR: 11 Q. Anditwould typicaly be, in your experience,
12 Q. Andl think if you look at the table, Table 11 12 amatter of regulatory review on approval ?
13 below, that simply demonstrates that whether 13 MR. CHYMKO:
14 or not Hydro--whether or not Newfoundland 14 A Yes
15 Power getsits generation credit, it just 15 MR. SEVIOUR:
16 impacts the percentages of alocation in the 16 Q. Andin analysis of that kind of approval,
17 Cost of Service Study. Isthat - 17 would it typically consider the full range of
18 MR. CHYMKO: 18 demand and energy issues that would relate to
19 A. That'strue. 19 additional capacity and bsM and energy
20 MR. SEVIOUR: 20 conservation, things of that nature?
21 Q. Okay. 21 MR. CHYMKO:
22 MS. TABONE: 22 A.Yes. Youhaveto look at the full gamut right
23 A.l think to clarify, it would be over 23 from al the supply options to al the
24 collection from, you know, particular classes 24 customer impacts and opportunities that
25 as oppose to over collection from as awhole. 25 customers might have at a reasonable cost.
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1 MR. SEVIOUR: 1 Q. Thank you, Mr. Seviour. Good afternoon, Mr.
2 Q. Andthose issuesand optionswould include 2 Hearn. When you're ready, please?
3 things such asthe interruptible B option, 3 HEARN, Q.C::
4 that kind of athing? 4 Q. Good afternoon, Mr. Chair. Ms. Tabone, |
5 MR. CHYMKO: 5 believe in your report at pages 16 and 17 you
6 A.Yes 6 discuss the Labrador, so-called Labrador
7 MR. SEVIOUR: 7 Interconnected System. Would that be correct?
8 Q. And typically wouldyou want to have an 8 MS. TABONE:
9 integrated resource planning type of analysis 9  A. That'scorrect.
10 done before, in fact, you made a decision to 10 HEARN, Q.C.:
11 terminate an existing program, curtailable 11 Q.| wonder if wemight just review that system
12 program such as the interruptible B? 12 and just look atitandall its components.
13 MR. CHYMKO: 13 Are you aware of the history of the
14 A.Yes. We believe it is important, in 14 development of the various aspects of that so-
15 particular, to ensure that the price signals 15 called Labrador Interconnected System?
16 aren’t--were on thetable, taken off the 16 MS. TABONE:
17 table, back on thetable after aparticular 17  A.I’maware based on what I’veread in various
18 study. So again, yes, we're saying that’s why 18 testimony and the Application. I’ m sure there
19 a resource plan should come very quickly 19 arealot of detailsthat I'm not aware of.
20 after, hopefully, we go forward with the 2004 20 HEARN, Q.C.:
21 demand energy rate. 21  Q.Let'sstart by discussing the distribution
22 MR. SEVIOUR: 22 component in Labrador West. Are you aware who
23 Q. Thank you, Panel, and thank you, Mr. Chair. 23 built the distribution facilities for the
24 Those are my questions. 24 electrical system that presently serves
25 CHAIRMAN: 25 Labrador West?
Page 163 Page 164
1 MS. TABONE: 1 | would also suggest that subsequent to Hydro
2 A Ifl recalit, itwas atleast partialy 2 taking ownership of the distribution
3 built or there were financial payments made by 3 facilities that Hydro has contributed towards
4 thelocal industria firm? 4 some, but not all of thecost distribution
5 HEARN, Q.C.: 5 facilities. Would that befair to say, Ms.
6 Q. Whenyou say - 6 Greene, | haven't misstated myself, havel?
7 MS. TABONE: 7 You received acontribution from the mining
8 A.I'mnotsureif I--frankly, 1 don’t know the 8 companies or Hydro has received a contribution
9 technical detailsthat well and - 9 from the mining companies towards the
10 HEARN, Q.C.: 10 upgrading even after they’ ve taken ownership
11 Q. Waell, let me suggest to you, and I’ m sure my 11 ismy point.
12 friends will correct meif I’'m wrong, but | 12 GREENE. Q.C.:
13 don’'t think thisisincorrect. Let me suggest 13 Q. That'scorrect. Therewas--I fedl likel’'m
14 to you that the distribution system in 14 giving evidence. The distribution system was
15 Labrador West was entirely built by the mining 15 substandard when it was acquired by Hydro.
16 companies at their cost with no contribution 16 There was an agreement that each of the mining
17 from Hydro. Wereyou - 17 companies would pay to bring it to acertain
18 MS. TABONE: 18 level. There are noongoing commitments,
19  A. |l would accept that, yes. 19 though, however, with respect to the
20 GREENE.Q.C. 20 distribution system. It wasto bring each
21 Q. Mr. Hearn, you're talking about originally, | 21 distribution system, onein Lab West--onein
22 - 22 Labrador City and one in Wabush minesup to a
23 HEARN, Q.C.: 23 certain standard that was acceptable at the
24 Q.Yes. And | will cometo that clarification, 24 time of the takeover.
25 Ms. Greene, as | knew you would ensure | do.
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1 MS. TABONE: 1 we have a common understanding on that. So we

2 A.And that would be my understanding. And 2 havea system that was originally built at

3 again, an important point thereis that going 3 some considerable capital costsby private

4 forward that the utility will be paying for 4 interests and subsequently, in effect, given

5 new capital improvements that are needed. 5 to Hydro?

6 HEARN, Q.C.: 6 MS. TABONE:

7 Q.Yes, | understand that and | don't think 7  A. Correct.

8 there s any issue with that by the consumers 8 HEARN, Q.C.:

9 in Labrador West that they should pay for the 9 Q. Andwould you also agreethat therewas a
10 costs, for those ongoing costs. Just my point 10 contribution towards upgrading that system,
11 isto justto bring out the history of the 11 again received in the form of asubsidy from
12 distribution facilities in Labrador West 12 the local mining intereststo Hydro?

13 themselves, that they were--would you agree, 13 MS. TABONE:

14 subject to any clarification of my learned 14  A. That would be correct.

15 friends, that they were not originaly 15 HEARN, Q.C.:

16 constructed by Hydro nor paid for by Hydro? 16 Q. Didyou ever consider as part of your report

17 MS. TABONE: 17 why the mining companies had passed over the

18  A.l would agree. Andthere are probably alot 18 system at no cost to Hydro and contributed

19 more technical detailsthat you want to walk 19 towards the upgrading?

20 me through, but | don’t think that they have 20 MS. TABONE:

21 any impact on my overall recommendations. 21 A.l don'tthink I could begin to try and predict

22 HEARN, Q.C.: 22 what was in their minds when they did that.

23 Q. Wadll, | don't think I'll walk you through 23 HEARN, Q.C.:

24 anything contentious, but let’s make certain 24 Q. Wdll, they intend to present before this Board

25 that we understand our basic facts and see if 25 and, in fact, they would have had negotiations
Page 167 Page 168

1 with Hydro at the timethat these things 1 in Canada that have developer contributions to

2 occurred. Soisit aconsideration that even 2 put infacilities that may not have been

3 entered your mind? 3 required by customers 50 years ago that are

4 MS. TABONE: 4 required now. It keeps the overall costs

5 A.ldon'tthink so, becausel think there are 5 lower for everybody, but it doesn’t mean that

6 probably facilities all over the island and 6 their particular residential housing

7 al over Labrador that had different 7 development gets alower rate than another one

8 historical basis, how they got built, when 8 where capital was not contributed.

9 they got built, what the costswere that are 9 HEARN, Q.C.:

10 averaged inand | don’'t particularly seethis 10 Q. Waell,if thesituationin Labrador were that
11 as any different. And if there was a quid pro 11 the mining companies had a special interest in
12 quo, so to say, for why they gave that over, 12 keeping their rateslow so that they could

13 it seems to me there would be some contractual 13 attract and keep atalented workforce inan
14 relationship if there was something to be 14 isolated area and they made contributions,
15 required on the behalf of Hydro. 15 both capital and towards maintenance, to
16 HEARN, Q.C.: 16 ensure that, is that not a relevant

17 Q. Wouldit berelevant to your analysisif the 17 consideration?

18 mining companiesthat paid and--paid for the 18 GREENE. Q.C.:

19 capital costs of this system originally and 19 Q.| would point out there’s no evidence before
20 contributed to the upgrade that they turned it 20 the Board with respect to thisissue. And
21 over at no cost with the intention that local 21 perhaps if Mr. Hearnis going torely on
22 rateswould be kept moderate based on the 22 evidence that’ s not before the Board, it would
23 local Cost of Service? 23 be appropriate for him to submit that.

24 MS. TABONE: 24 HEARN, Q.C.:

25  A.Wadll, | seeutilities all over the country and 25 Q. Wadll, | won't be presenting the evidence, Mr.
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1 HEARN, Q.C.. 1 MS. TABONE:
2 Chairman. And certainly I'm asking if these 2 A.Inlooking at developing a postage stamp rate
3 are relevant considerations.  Asthings have 3 and what systems should be averaged in
4 evolved I'm surethat the Board will be 4 together and what systems should be separate,
5 hearing the position of the mining companies. 5 | wouldn't particularly consider that a
6 They've indicated an intention to appear 6 criteriato look at.
7 beforethis Board in Labrador West. And I'm 7 HEARN, Q.C.:
8 sureif there' sany--if I'm expressing any 8 Q.Doesthe Labrador West distribution system
9 things that are not factually supported, we'll 9 connect directly to any other facilities of
10 hear that and we'll have an opportunity to 10 Newfoundland Hydro?
11 clarify it. But I'm asking this witness if 11 MS. TABONE:
12 thisisarelevant consideration. 12 A.l guess-yeah. Youknow, back to Churchill
13 CHAIRMAN: 13 Falls and through that, but -
14 Q.| accept the fact there’ s no evidentiary base 14 HEARN, Q.C.:
15 forit. Weusualy rely on evidencein this 15 Q. Doesit connect to Churchill Falls?
16 forum. I’'ll alow the question, Mr. Hearn, 16 MS. TABONE:
17 but I wouldn’'t follow-up with too many more 17 A. Well, indirectly through transmission.
18 referencesin the absence of the evidence. 18 HEARN, Q.C.:
19 And certainly, we will hear what we will hear 19 Q. Who ownsthat transmission?
20 in Labrador, for sure. 20 MS. TABONE:
21 HEARN, Q.C:: 21 A.| believe that’s Hydro, but I'm not--frankly,
22 Q.| understand fully, Mr. Chairman, and I'll be 22 I’'m not sure of the technical circumstances.
23 guided by that. Would you agree that that 23 But again, | don’t think it would have an
24 would bea relevant considerationif that 24 impact.
25 were, in fact, the circumstances? 25 HEARN, Q.C.:

Page 171 Page 172
1 Q. Soyou'renot aware whether or not Hydro owns 1 Q. May | suggest to you that -
2 the transmission line from Churchill Fallsto 2 MS. TABONE:
3 Labrador West? 3 A.-1I"dbehappy to hear aboutit. But | was
4 MS. TABONE: 4 assuming that it was al Hydro ownership. |
5 A.Again, that wasn't part of my examination on 5 understand Churchill Fals is, it's not
6 thisissue. It was not asignificant factor 6 exactly Hydro; it's a power contract.
7 asto who ownsthe facilities. It's a matter 7 HEARN, Q.C.:
8 of whether the facilitiesthat were owned by 8 Q.So were you aware of Twin Falls Power
9 Hydro were averaged in together or treated 9 Corporation?
10 separately. And whether it's acontract for 10 MS. TABONE:
11 transmission or a contract for generation or 11 A.Yes | am.
12 ownership of that transmission and generation 12 HEARN, Q.C.:
13 isirrelevant. 13 Q. Do you know who the shareholders of Twin Falls
14 HEARN, Q.C.: 14 are?
15 Q. You used the term "interconnected" to describe 15 MS. TABONE:
16 thissystem. | would have thought, isthis 16 A.Wadll, 1 know it'sa subdivision of Hydro.
17 fair, that you would understand how the 17 It's not the same--it doesn’t fall under the
18 connections would run and who bore what 18 revenue requirements of Newfoundland Hydro
19 ownership rightsand cost responsihilities 19 that's being submitted here now, but
20 with respect to the transmission. 20 indirectly it has the same owner.
21 MS. TABONE: 21 HEARN, Q.C.:
22 A.Wadll, again, | was assuming that it wasall 22 Q. Do you know the shareholding of Twin Falls?
23 under the same ownership. If there's 23 MS. TABONE:
24 something different than that - 24 A. | assumed it was the government, which isthe
25 HEARN, Q.C.: 25 same shareholders of Hydro or it’s somehow
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1 MS. TABONE: 1 MS. TABONE:

2 connected. Again, that’s not - 2 A.lwasnot awareof that. Andagain, it'sthe

3 HEARN, Q.C: 3 power supply contract. 1I'm not sure it

4 Q. That'san assumption, you haven't checked it 4 matters who the owner is. | know that there’s
5 out? 5 apower supply contract that goes to both the
6 MS. TABONE: 6 east and the west side.

7 A.It'snot a mgjor factor inthis. | haven't 7 HEARN, Q.C.:

8 looked at specifics of all the generation 8 Q. Wadl, let's-you say there’'sa power supply

9 that’s averaged out between all the diesdl 9 contract that goes to the east and west side?

10 generation and all the specifics of that 10 MS. TABONE:

11 that’'s averaged out between the different 11 A. Well, power supply contract that serves the--
12 communities onthe Island Isolated or the 12 that services Hydroto allow themto serve
13 Labrador Isolated. | don’t see any difference 13 both east and west.

14 here. 14 HEARN, Q.C.:

15 HEARN, Q.C.: 15 Q. What contract are you referring to?

16 Q. But you haven't checked out the shareholding 16 MS. TABONE:

17 of Twin Falls? 17  A. The contract with--from Churchill Falls,

18 MS. TABONE: 18 Churchill Falls.

19 A.No, | have not. 19 HEARN, Q.C.:
20 HEARN, Q.C.: 20 Q. What isthe contract to which you're referring
21 Q. So you were not aware that the mining 21 to between Churchill Falls -
22 companies are shareholders, the mining 22 MS. TABONE:
23 companiesto which | refer, Iron Ore Company 23 A.It'sapower supply contract. I’ ve read about
24 and Wabush Mines also have a shareholding 24 itin transcriptsand in the evidence, but
25 interest in Twin Falls? 25 again, | have not looked at the specifics of
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1 the power supply contract becauseit’s not at 1 HEARN, Q.C.

2 issue to my recommendations. 2 QYes

3 HEARN, Q.C.. 3 MS. TABONE:

4 Q. Areyouaware or canyoutell us about what 4 A.ldon't see that making any more difference
5 the weaning (phonetic) arrangements are 5 than where a particular community on, say, the
6 between Churchill Falls and Labrador West? 6 Island Interconnected system is, in terms of

7 MS. TABONE: 7 transmission, how close they are to

8 A.I’'mnot aware of the specifics. And again, 8 transmission.

9 none of the specificsreally have alot to do 9 HEARN, Q.C.:

10 with my recommendation. Similar, like | said, 10 Q. Supposethere were no costs associated with
11 on theisolated systems there’'sa lot of 11 the transmission of energy from Labrador--from
12 different technical issues between all the 12 Churchill Falls to Labrador West and there
13 different communities served. | don't see 13 were costs associated with the transmission of
14 thisas being any different than those and 14 energy from Churchill Fallsto Labrador East,
15 it's not atechnical issue that was required 15 would that make a difference to your analysis?
16 to make my recommendations. 16 MS. TABONE:

17 HEARN, Q.C.: 17 A.No, itwouldn't, and again, | would compare
18 Q. Wouldit makeany difference whether there 18 that to perhaps acommunity that islocated
19 were any costs associated with weaning 19 right next to Holyrood perhaps that wouldn’t
20 (phonetic) from Churchill Fallsto Labrador 20 need any transmission to get power to them.
21 West? 21 But they’ re averaged out with everybody else
22 MS. TABONE: 22 onthe system and everybody paysthe same
23 A.Youmean you'resaying that therewould be 23 amount of transmission, same amount of
24 costs to Lab West and not coststo Happy 24 generation.

25 Valley-Goose Bay or vice versa?
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1 HEARN, Q.C. 1 we have multiplerates. Hydro are proposing
2 Q. I'd suggest to you that the factsin this case 2 five, are they not?
3 are that the energy does come from Churchill 3 MS. TABONE:
4 Falls and it's wheeled to Labrador West 4 A.Youhavea seriesof fivedifferent cost of
5 through Twin Co. at no cost and that that’s 5 services, which givesyou perhaps five zones
6 common ground. But you weren't aware of that 6 or five different systems, however you want to
7 in your analysis, were you? 7 refer to it. Within that -
8 MS. TABONE: 8 HEARN, Q.C..
9 A.| probably read that at one point. Again, it 9 Q. Sothat’snot -
10 wasn't amagjor factor. | recognize that there 10 MS. TABONE:
11 are significant cost differences between the 11 A. -there’squite abit of averaging.
12 two communities or the two systems, just as 12 HEARN, Q.C.:
13 there are going to be with any communities, 13 Q. But that’s not your postage stamp system that
14 whether it'sGNP, whether it's, you know, 14 you're referring to in the other
15 other--the Isolated Rural systems are all 15 jurisdictions?
16 going to have different costs. Y ou could-- 16 MS. TABONE:
17 again, it's back to postage stamp versus 17 A.Weéll, there’s adegree of how much is postage
18 direct assignment. How much of that do you 18 stamped. It depends on how big the utility is
19 do? You could directly assign every single 19 and if there’s multiple utilities in a
20 customer on the system and | think - 20 particular province versus one.
21 HEARN, Q.C.: 21 HEARN, Q.C.:
22 Q. Oryou could assign them individually or you 22 Q. Solooking at the transmission from Churchill
23 could do some combination thereof, could you 23 Fallsto Labrador East, do you know who built,
24 not? Wedon't, in fact, in thisprovince, 24 owns and maintains the transmission facilities
25 have a postage stamp system, do we? Because 25 from Churchill Fallsto Labrador East?
Page 179 Page 180
1 MS. TABONE: 1 Q. And you would accept that there are no
2 A.Wadl, it appears to me from the map that that 2 transmission costs associated with the
3 would be Hydro. 3 transmission of energy from Churchill Fallsto
4 HEARN, Q.C.: 4 Labrador West?
5 Q. Would you know anything of the costs 5 MS. TABONE:
6 associated with those transmission facilities? 6 A.No cost to the utility.
7 MS. TABONE: 7 HEARN, Q.C..
8 A.Agan,|'veseen inthestudy, I've seenin 8 Q. Totheutility.
9 Mr. Drazen’s evidence that, yes, he's broken 9 MS. TABONE:
10 out coststhat differ between the two areas 10 A. There'sobviously acost to somebody.
1 and | don’t take exception with the fact that 11 HEARN, Q.C.:
12 the costs are different. | take exception 12 Q. Yes, somebody. Obviously someoneis bearing
13 with the fact that you create six cost of 13 the burden, but there are no costs being added
14 service studiesinstead of five, that you 14 to the delivery of the energy at the bus bar
15 treat them differently than youtreat the 15 or at the terminal station in Labrador West?
16 Island Interconnected system or the Island 16 MS. TABONE:
17 Isolated system where different communities 17 A.Right.
18 are averagedin. 18 HEARN, Q.C.:
19 HEARN, Q.C.: 19 Q. Wouldyou also accept that the distribution
20 Q. So youwould accept that Hydro bears the 20 system in Labrador East has a completely
21 transmission costs for the energy from 21 different cost basis than the one in Labrador
22 Churchill Fallsto Labrador East? 22 West?
23 MS. TABONE: 23 MS. TABONE:
24 A. Correct. 24 A.Just like any other community in the
25 HEARN, Q.C.: 25 Interconnected systems or Isolated systems
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1 MS. TABONE: 1 evidence that the cost of service that even
2 that are averaged, there’sa different cost 2 though the salesin Labrador West are greater
3 basis. 3 than thosein Labrador East, the cost of
4 HEARN, Q.C.: 4 serviceisless than half, given the ratio of
5 Q. Soyoudon't haveany difficulty with that. 5 about three to one in respective costsin the
6 Would you know whether or not the--how the 6 two areas?
7 costs compare from Labrador East to Labrador 7 MS. TABONE:
8 West respectively? 8 A.Yes, | agree with his findings on the
9 MS. TABONE: 9 technical basis, yes.
10 A.That's inMr. Drazen's evidencethat |'ve 10 HEARN, Q.C.:
11 looked at. | don't have it off the top of my 11 Q. Would you acknowledge that there's standby
12 head. | could - 12 generation capacity in Labrador East that
13 (1:00 p.m.) 13 serves Labrador East only, some 38 megawatts?
14 HEARN, Q.C.: 14 MS. TABONE:
15 Q. Do you takeany issue with Mr. Drazen's 15 A.Again, that wasin Mr. Drazen’s evidence and |
16 evidence on that? 16 don't takeissue with that. | don't seeit
17 MS. TABONE: 17 being that different from some of the issues
18 A.No, | don't. His evidenceis technica in 18 that we were talking about the Island
19 nature. I1t’'slooking at the cost differences. 19 Interconnected system.
20 Mine is based on policy and whether those cost 20 HEARN, Q.C.:
21 differences, regardlessof how significant 21 Q. Sothen you would agree that on distribution,
22 they are, whether they matter ona policy 22 transmission and generation, that there are
23 basis. 23 different cost basisfor thetwo different
24 HEARN, Q.C.: 24 portions of what's referred to as the Labrador
25 Q. Soyou don't take any issue with Mr. Drazen’s 25 Interconnected system? Would that be correct?
Page 183 Page 184
1 MS. TABONE: 1 HEARN, Q.C..
2  A. That would be correct. 2 Q.But within this Labrador Interconnected
3 HEARN, Q.C: 3 system, we have, in effect, amunicipal area
4 Q.Andineach case, the costs associated with 4 in Labrador East, amunicipal areain Labrador
5 Labrador West are significantly lower than 5 West, that are some 500 kilometres apart. Can
6 those associated with Labrador East? 6 you present us with an example of any other
7 MS. TABONE: 7 system that consists of an equivalent, where
8 A.l would agree with that and I’'m sure you could 8 one areais subsidizing the other, that’ s not
9 find lots of pairings of citiesand towns on 9 agenera postage stamp system?
10 the Island Interconnected or the Island Rural 10 MS. TABONE:
11 that would have similar comparisonsto it. 11 A.Waéll, again, if | went to the Island Isolated
12 HEARN, Q.C.: 12 system, | have it booked--I don't think
13 Q. Yousay lotsof paringson theisand or 13 anybody tracks the costs or at least it hasn’t
14 within the system? 14 been presented in this hearing of every single
15 MS. TABONE: 15 community that hasitsown diesel system and
16 A.Um-hm. 16 it's own distribution system and compared them
17 HEARN, Q.C.: 17 to each other to seeif different communities
18 Q. Isthere any other example that you can point 18 are subsidizing the other ones.
19 usto of apairing of what'sin effect two 19 HEARN, Q.C.:
20 municipal areas whereone is expected to 20 Q. Would you acknowledge that in Labrador, there
21 subsidize the other? 21 have been different rates and in effect,
22 MS. TABONE: 22 different systems for some 40 years or more?
23 A.Wadll, it seemsto methat there' s quite a bit 23 MS. TABONE:
24 of subsidization going on inthis province 24 A. | would acknowledge that, and again, may not
25 aready. 25 be dissimilar to the GNP case where they were,
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1 MS. TABONE: 1 interconnected system?
2 at one point, isolated and now they’ve been 2 MS. TABONE:
3 brought in to the Island Interconnected 3 A . Wdl, and the saleof the system obvioudly.
4 system. 4 They were run separately. There was
5 HEARN, Q.C.: 5 generation. | assumethe generation that’s
6 Q. What has happened to change the situation to 6 installed in Goose Bay Happy Valley areais
7 bring Labrador West into now an interconnected 7 there because they wereusing itto serve
8 system that would not have been before? 8 their own load at one point in the past. But
9 MS. TABONE: 9 again, | don't know the history in great
10 A.ltseemsto methat occurred when contracts 10 detail.
11 were signed for generation. 11 HEARN, Q.C.:
12 HEARN, Q.C.: 12 Q. Soyou don’'t know when it was built?
13 Q. Contractsfor generation? Towhat are you 13 MS. TABONE:
14 referring? 14 A Agan-
15 MS. TABONE: 15 HEARN, Q.C.:
16 A. Contracts for power supply. 16 Q. If I wasto suggest to you that that was built
17 HEARN, Q.C.: 17 prior to Hydro acquiring any interest in the
18 Q. I’'mnot aware of what contracts that you're 18 Labrador West distribution system, would that
19 referring to, but can you - 19 be arelevant factor?
20 MS. TABONE: 20 MS. TABONE:
21 A. With Churchill Falls. 21 A.Again, | think it's al those things together
22 HEARN, Q.C.: 22 and how it's operated now and looking at
23 Q. Soyou say that whenthere wasa contract 23 whether it's different than any of the, |
24 signed for the supply of energy, that that 24 guess, postage stamping of different areas
25 made Labrador West and Labrador East asingle |25 anywhere else on Hydro.
Page 187 Page 188
1 HEARN, Q.C: 1 larger service areas than Hydro, for example,
2 Q. Soyou're referring to--you'relooking just 2 BC Hydro, Nova Scotia Hydro, Manitoba Hydro,
3 within our system for an example, are you? Do 3 Hydro Quebec, ATco Electric, havea single
4 you have any other systems that you're 4 rate by customer class for the full
5 referring us to that provide us with a useful 5 interconnected system, even though the actua
6 analogy? 6 costs may vary by location?
7 MS. TABONE: 7 MS. TABONE:
8 A.Most of the systemswe're familiar with have 8 A. Correct.
9 postage stamp rates across the entire service 9 HEARN, Q.C.:
10 area. | have--l do know of afew cases where 10 Q. Inall of those systems that you're using in
11 there may be a single owner of a utility that 11 that example, al of thosejurisdictions, is
12 spans multiple states and they have different 12 there asingle universal rate throughout the
13 ratesin each of those states, but for the 13 whole province or thewhole system, for a
14 most--1 guess that would be the most similar. 14 particular customer class?
15 HEARN, Q.C.: 15 MS. TABONE:
16 Q. Soit can bedifferent ratesin different 16  A. What do you mean, for a particular customer
17 areas, even with the single owner then? 17 class? You mean would every Industrial in the
18 MS. TABONE: 18 entire province pay the samerate? Isthat
19 A. Correct, and we have that here with five 19 what you' re saying?
20 different systems. I'm just suggesting that 20 HEARN, Q.C.:
21 it remain five and not six. 21 Q.I'musing your language, a singlerate by
22 HEARN, Q.C.: 22 customer class for thefull interconnected
23 Q. Soin your discussion, your analysis which 23 system.
24 took a couple of paragraphs on this issue, 24 MS. TABONE:
25 that you say numerous jurisdictions with 25  A.Right. Soeach customer classwould have a
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1 MS. TABONE: 1 to have different rates?
2 rate and it would apply to - 2 MS. TABONE:
3 HEARN, Q.C.: 3  A.l would say that’s not the norm.
4 Q. Totheentire system. 4 HEARN, Q.C.:
5 MS. TABONE: 5 Q. Noris itunique,is it? Itwould not be
6 A.- to the entire system, regardless of 6 unique?
7 location. 7 MS. TABONE:
8 HEARN, Q.C.: 8 A. Not uniqueto have different rates, but it's
9 Q. Sowould the--you're not providing us with any 9 also quite common to have asingle rate over
10 illustrations that are in any way anal ogous to 10 an entire province much larger than this one,
11 the Labrador system where you’' ve had different 11 for example, British Columbia.
12 systems operated for some 40 years or so with 12 HEARN, QC::
13 different rates? 13 Q. It may be common, but it's not the policy in
14 MS. TABONE: 14 this province, isit?
15 A.No. Thereare caseswhere, again, Pacific 15 MS. TABONE:
16 Corp isan example where they acquired--they 16 A.No. Butithas beenthepolicy, fromwhat
17 own Pacific Power and Light serving Oregon, 17 I’veread, to move the Labrador system to a
18 California, Washington, Idaho. They acquired 18 common rate over a period of time.
19 Utah Power and Light with service in Utah and 19 HEARN, Q.C::
20 they clearly had different rates. They 20 Q. When you say the policy, how did you determine
21 maintained different rates, but they have been 21 that that was the policy?
22 moving towards averaging various costs that 22 MS. TABONE:
23 are shared between the different states. 23 A. Thedirection coming from the Commission, P.U.
24 HEARN, Q.C.: 24 7.
25 Q. So even with asingle owner, it’s not unusual 25 HEARN, Q.C.:
Page 191 Page 192
1 Q. Andhow did that direction--who sought that 1 MS. TABONE:
2 direction from the Commission? 2 A.ldon'tthink you could find any system that’s
3 MS. TABONE: 3 analogous from one to another. There are
4 A Agan, | wasn'tinvolvedin that hearing. | 4 awaysunique circumstances. That doesn’t
5 know what the--generally what the Order says. 5 mean that there’s not acommon basis for
6 | don’t know how they got there. 6 things like postage stamp pricing, policy
7 HEARN, Q.C.: 7 direction that, you know, may be common
8 Q.So you haven't examined the underlying 8 between different jurisdictions.
9 rationale for that policy? 9 HEARN, Q.C.:
10 MS. TABONE: 10 Q. Would you agree that aligning rates with cost
11 A.No, and I think that was--part of our coming 11 of service isthe most widely recognized
12 into this was looking at how things are based 12 measure of ratesthat are equitable and non-
13 on our experience in other jurisdictions, 13 discriminatory?
14 without looking solely on the history of 14 MS. TABONE:
15 what’ s happened. 15 A.We'vehad alot of discussion in the past few
16 HEARN, Q.C.: 16 days about Bonbright's principles and there’s
17 Q. Butyou're telling us that the experiences 17 equity, there's efficiency, the costs going
18 that you’ ve cited from other jurisdictions or 18 forward may not differ that much between the
19 you' re acknowledging, as |’ m suggesting, that 19 two sides of Labrador. So maybe the marginal
20 they’'re not really analogous to here, are 20 cost for the two aren’t different, and that
21 they? Thejurisdictions you citedin your 21 should have an impact aswell. You haveto
22 report, BC Hydro, Nova Scotia, Manitoba Hydro, |22 balance equity, you know, ability to have
23 Hydro Quebec, and ATCO Electric, they’re not 23 efficiency, rate stability and rate stability
24 analogous to the Labrador Interconnected 24 maybe has been afactor in the fact that these
25 system, are they? 25 rates are gradually being moved to asingle
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1 MS. TABONE: 1 marginal cost study generally looksat the
2 rate and not being done all at once. Sol 2 average on the system and not the incremental
3 think some of those factors have been taken 3 cost of serving one community versus another.
4 into account already. 4 HEARN, Q.C.:
5 HEARN, Q.C.: 5 Q. Wouldyou agreethat maintaining historical
6 Q. Have you examined whether therates going 6 relationshipsisalso an important factor to
7 forward on a cost basis ought to different in 7 be considered?
8 Labrador West and Labrador East? 8 MS. TABONE:
9 MS. TABONE: 9 A.l thinkit is afactor for the Board to
10 A.Sounds like that should be part of the 10 consider. | wouldn’'t say that it is something
11 marginal cost study everybody’s been talking 11 that needsto bedoneinacost of service.
12 about. 12 It's probably something you'd look at more
13 HEARN, Q.C.: 13 from outside, maybe again by the gradualism
14 Q. Sothat’sarelevant factor, isit? 14 towards changing things.
15 MS. TABONE: 15 HEARN, Q.C.:
16 A. It would be onefactor to consider. Again - 16 Q. Isthe history of some 40to 50 years of
17 HEARN, Q.C.: 17 different rates between the two areas afactor
18 Q. Beareevant factor? 18 that ought to be given some consideration and
19 MS. TABONE: 19 weight?
20 A.-when we'retalking about amargina cost 20 MS. TABONE:
21 study, nobody has redly definedit well, 21 A.lwould suggest it hasbeen considered and
22 whether it's an integrated resource plan or 22 that’ swhy there’ s afive-year phasein period
23 marginal cost study. Are you looking at the 23 to get the rates consistent with one another
24 cost for aparticular customer or the average 24 and not done overnight.
25 onthe system? And | would suggest that a 25 HEARN, Q.C.:
Page 195 Page 196
1 Q. Would youregard the viewsof the mining 1 Q. But would you agree that the reasons for such
2 companies with respect to their financial 2 contributions ought to be given some
3 contributions as being a relevant factor to be 3 consideration?
4 considered? 4 MS. TABONE:
5 MS. TABONE: 5  A. | think the fact that there were contributions
6 A.Agan, it'snot uncommon for customers or 6 should perhaps be considered to some extent.
7 governments to provide grants for facilities, 7 I'm not sure the rationale for the
8 for various reasons, whether it's economic 8 contributions would make any impact.
9 development or other reasons, andthat I'm 9 HEARN, Q.C.:
10 assuming that that’sbeen factored into in 10 Q. Would you agreethat it’s awidely recognized
11 terms of the book value on Hydro’s system. It 11 rate design principle that a utility should
12 would be a contribution would reduce the book 12 recover costs from the customers that cause
13 value of the facilities, which iswhy you're 13 them to be incurred?
14 getting a difference in the cost or one of the 14 MS. TABONE:
15 reasons. 15 A.That's very standard principle of cost of
16 HEARN, Q.C.: 16 service. It'swhy youdoit. Again, there's
17 Q. Would be one of the reasons? 17 alot of judgment and precedent and policy on
18 MS. TABONE: 18 whereyou split that out, you know, what’s
19 A. Would be one of the reasons. 19 directly assigned, whether you figure that
20 HEARN, Q.C.: 20 cost for every different customer or whether
21 Q. Yourenot suggesting, | take it, that it 21 you postage stamp it and everybody gets, you
22 would be the sole reason? 22 know, the same share of the same, you know,
23 MS. TABONE: 23 pot.
24 A.No. 24 HEARN, Q.C.:
25 HEARN, Q.C.: 25 Q. Soin some circumstances, equal rates may not
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1 HEARN, Q.C.: 1 came on the system. It could be their
2 be equitable rates? 2 physical location, and it’s generally a policy
3 (L:15p.m) 3 decision as to whether you give them the exact
4 MS. TABONE: 4 same rates or whether you givethem each a
5 A.There arecircumstances where equa rates 5 separate rate. If it's two residential
6 would not be equitable. | mean, if the 6 customers, | don’'t very often see two
7 customer has asignificantly different load 7 residential customers have two different
8 shape, for example, and if you’ve got demand 8 rates, even if you know exactly what it costs
9 and energy prices, if they had an equal energy 9 to serve them.
10 rate and they had different load shapes, that 10 HEARN, Q.C.:
11 probably wouldn’t be equitable, which iswhy 11 Q. Butinthe Labrador system, we're not dealing
12 you'd splitit up by demand and energy, for 12 with two adjacent residential customers, are
13 example. 13 we?
14 HEARN, Q.C.: 14 MS. TABONE:
15 Q. Suppose you had two customers, A and B,and A |15  A. No. It wouldn’'t matter if they were adjacent
16 had higher distribution costs, higher 16 or on geographically quite a bit different.
17 transmission costs, higher generation costs 17 It'sapolicy issue whether you treat them the
18 than customer B and those were the only two 18 same or treat them differently and you' d have
19 customers you were involved with, and you 19 todraw the line. Isit, you know, each
20 proposed charging them equal rates, would that 20 community isseparate, each interconnected
21 be equitable? 21 system is separate, you know, or together or
22 MS. TABONE: 22 whether you have five costs of service or one
23 A. Therewould definitely be, you know, acost 23 cost of servicefor the entire province.
24 basis differential between those two. It 24 That's a policy decision that the
25 could bethat it wasthe timing of when they 25 Commissioners have to make. | don’'t think
Page 199 Page 200
1 there are any factual characterizations that 1 the sense of cost equity, everybody pays
2 aregoing to make a differencein how that 2 exactly their cost, but whether two customers
3 policy decision is made, because you can find 3 that happen to live in two separate areas pay
4 factual cost differences between every single 4 the same cost or not.
5 customer on the system. 5 HEARN, Q.C.:
6 HEARN, Q.C.: 6 Q. Price signals, what do youmean by price
7 Q. Cana rate be considered equitableif it's 7 signals?
8 consistent with the cost of service? 8 MS. TABONE:
9 MS. TABONE: 9 A Pricesignals arebasicaly therates, and
10  A. That's one way to judge equity. 10 maybe you haven’t been here. Maybe you've
11 HEARN, Q.C.: 11 read the transcript. There’sbeen a lot of
12 Q. Whenyou say it'sa policy decision for this 12 discussion about price signals, in terms of
13 Board to make, how doesthe Board decide 13 the demand and energy rate for Newfoundland
14 whether to have fiveor six different costs 14 Power, and it’strying to get people to make
15 area within the Newfoundland and Labrador 15 the right decisions on where they locate, what
16 provincia jurisdiction? 16 type of appliances they install, how they use
17 MS. TABONE: 17 power, so that the efficient--or the system
18  A.Wadll, I think they do needto consider the 18 can be built in the most efficient way going
19 costs. It's nice to know the costs for 19 forward, and for example, you know, if you
20 consideration. | think they need to look at 20 have to build new generation, you have to take
21 where they’re goingin the future and what 21 that into account in some manner in your price
22 kind of price signalsthey wantto send to 22 signal so that you don't build inefficient
23 their customers. | think it's an issue 23 generation.
24 sometimes of economic development of where you 24 HEARN, Q.C.:
25 want devel opment to occur. It's equity not in 25 Q. Isthereany future generation required for
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1 HEARN, Q.C. 1 contract, so | don't think | can really speak
2 Labrador West, that you’ re aware of ? 2 to that.
3 MS. TABONE: 3 HEARN, Q.C..
4  A.I'mnot aware of any future generation that 4 Q. Soyouhaven't evenlooked at the costs and
5 would be built asaresult of that. | mean, 5 the prices?
6 looking at the resource that they have access 6 MS. TABONE:
7 toon acontractual basis and the loads, | 7  A.Looked at the cost comparison in Drazen's, Mr.
8 can'timagine any situation wherethey may 8 Drazen’s evidence. Again, that was after we
9 need to build generation. 9 submitted our evidence. Again, thisisn't--
10 HEARN, Q.C.: 10 our recommendations are not based on cost
11 Q. Isthere any future generation required for 11 difference, whether it's margina cost or
12 Labrador East? 12 embedded cost.
13 MS. TABONE: 13 HEARN, Q.C.:
14  A.Again, | haven't looked at the technical side 14 Q. You spoke topricesignals and do you know
15 of that, and again, it’s not just generation. 15 what the proposed rates would do for customer
16 It's transmission and probably in this case, 16 pricesin Labrador West?
17 more importantly, distribution because it 17 MS. TABONE:
18 sounds like the generation and transmission is 18  A.Well, it looksto me like they’re going up, |
19 aready established. 19 don't know, 15 percent, inthat order of
20 HEARN, Q.C.: 20 magnitude.
21 Q. What sort of pricesignal isbeing sent by 21 HEARN, Q.C.:
22 this policy to the customersin Labrador West? 22 Q. Try 28 percentinthe first year only. Is
23 MS. TABONE: 23 that -
24  A.l haven't looked at the particular ratesas 24 MS. TABONE:
25 opposed to the price of the power out of the 25 A.Right, butit's-
Page 203 Page 204
1 HEARN, Q.C.. 1 MS. TABONE:
2 Q What sort of consistency signal is that 2 A. | had recalled a number more in the 15 percent
3 sending? 3 range, but | think it was under 20 percent.
4 MS. TABONE: 4 HEARN, Q.C.:
5 A.Wadl, I think that’s sending them a signal to 5 Q. Couldit be--some of my calculations make it
6 probably use less power. 6 16, 17, 18 percent depending on the particular
7 HEARN, Q.C.: 7 year, could that be accurate?
8 Q. lsthere any evidence that you're aware of 8 MS. TABONE:
9 that energy has been wasted in Labrador West? 9 A Agan, I'll accept that.
10 MS. TABONE: 10 HEARN, Q.C.:
11 A.l haven't looked at that issue specifically. 11 Q. Inthe present economic circumstances with
12 Haven't looked at it for Goose Bay Happy 12 very moderate inflation, are those substantial
13 Valley or Lab West area. 13 percentage increases?
14 HEARN, Q.C.: 14 MS. TABONE:
15 Q. What sort of signal does such an increase send 15 A.Yes, they are, and I've seen a lot of
16 to economic development in that area? 16 jurisdictions where electric prices have gone
17 MS. TABONE: 17 up faster than inflation, and | believe there
18 A.Again, it might makeit alittle bit harder 18 are other customers on the Hydro system that
19 than it was before, but it may still be better 19 are facing rate increases that are quite a bit
20 thanitisin alot of other places. 20 higher than inflation.
21 HEARN, Q.C.: 21 HEARN, Q.C.:
22 Q. Areyou aware that after the proposed almost 22 Q. Any other example of someonefacing a 28.2
23 30 percent increasein thefirst year that 23 percent increase, that you can point usto?
24 Hydro proposesincreases that approach 20 24 MS. TABONE:
25 percent in subsequent years? 25  A. Not that high. But again, those customers
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1 MS. TABONE: 1 HEARN, Q.C..
2 have been receiving avery low rate for along 2 Q. Socanyou present us with any evidence that
3 period of time and so if you look at the 3 the consumers in Labrador West have not been
4 differential, they’re probably worlds better 4 paying their cost of service?
5 off having the low rate for along period of 5 MS. TABONE:
6 time and a higher rateincrease now than 6 A.If youweretolook at acost of--if you were
7 somebody who had a higher rate earlier and a 7 to take the proposed cost of service approach
8 lower rate increase now. 8 now, which is combined, and apply that
9 HEARN, Q.C:: 9 historically, | think it would show that they
10 Q. ls there any evidence that consumers in 10 had not been paying their cost of service.
11 Labrador West have not been paying their cost 11 HEARN, Q.C.:
12 of supply or cost of service? 12 Q.| believeyou've already agreed that there's
13 MS. TABONE: 13 no policy of rate equalization on the Hydro
14 A. That'safunction of whether you believe that 14 system?
15 cost of service should be postage stamp or 15 MS. TABONE:
16 separate for the two systems. 16 A.Therearealot of policiesthat get at that,
17 HEARN, Q.C.: 17 but -
18 Q. Areyou awarethat, inaprevious hearing, 18 HEARN, Q.C.:
19 that Hydro rebated substantial moniesto the 19 Q. But we agree, do we not -
20 Town of Wabush based on an overpayment of |20 MS. TABONE:
21 costs? 21 A.- but not of the whole entire system, no.
22 MS. TABONE: 22 HEARN, Q.C.:
23 A.I'mnot awareof that and | don't know the 23 Q. Hydro proposes five sets of rates. Would they
24 specific circumstances. There could be alot 24 not reflect cost differences among five
25 of reasons for that. 25 different subsystems?
Page 207 Page 208
1 MS. TABONE: 1 past period of time, six systems not five.
2 A.That'scorrect. 2 MS. TABONE:
3 HEARN, Q.C: 3 A Perhapsif you take that approach, then things
4 Q. And what’sthe--from apolicy point of view, 4 will never change and not sure -
5 what’s the difference with doing five and 5 HEARN, Q.C.:
6 maintaining six that already exist? 6 Q. Why should they change, between two different
7 MS. TABONE: 7 municipal areas? We're not talking about
8 A.Becausel think that having six is alittle 8 averaging out over a whole complete system
9 bit inconsistent with how they developed the 9 like the Island, are we?
10 other five, | guessthe other four, inthis 10 MS. TABONE:
11 case. So- 11 A . Wadl, inthat case, you'dnever make any
12 HEARN, Q.C.: 12 improvements. Y ou'd never change anything and
13 Q.Ishaving six consistent with continuing to 13 you'd keep every system isolated from one
14 have the six that exist? 14 another and what you have now is what you have
15 MS. TABONE: 15 going forward and you never change that, and -
16 A.I’mnot sure | understand your question. 16 HEARN, Q.C.:
17 HEARN, Q.C.: 17 Q. Butif you have two systemsthat are discreet,
18 Q. Theexperience in Labrador for the past 50 18 that can each maintain their own
19 years has been different ratesin Labrador 19 infrastructure, including any requirements to
20 East and Labrador West. That’sthe redlity, 20 upgrade, then why do you need the integration
21 isit not? 21 that might be required over a larger system
22 MS. TABONE: 22 such as thelsland? If you have two areas
23 A.Sure. 23 that are naturally geographically discreet and
24 HEARN, Q.C.: 24 some 500 kilometres apart, all you end up
25 Q. Sothe redlity isthat we've had, for that 25 doing is making a policy decision that one
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1 HEARN, Q.C.: 1 communities are served, as well as the

2 area has to subsidize the other area. 2 customers that may not be within atight, you

3 MS. TABONE: 3 know, small geographical area, might be more
4 A Waéll, | think that asimilar decision has been 4 spread out, more rura, | think you' d probably
5 made throughout the other four systems or | 5 see big differences based on where they happen
6 guess, really thethree systems, the Island 6 to be located, when the facilities were built,

7 I nterconnected, the Island Isolated and the 7 things of that nature.

8 Labrador Isolated, and | think that this move 8 HEARN, Q.C.:

9 isto make Labrador Interconnected consistent 9 Q. How many different communities would be
10 with the other three systemsand how things 10 involved in the Isolated system that you're
11 are done. 11 referring to?

12 HEARN, Q.C.: 12 MS. TABONE:

13 Q. How isit consistent? Can you point to--and | 13 A.l don't have an exact number.

14 asked you this earlier, and | apologize for 14 HEARN, Q.C.:

15 repeating a question, but isthere another 15 Q. Doyou have an approximate number? It's more
16 areawhere you'll end up having essentially 16 than two, isit not?

17 two municipal areas, one subsidizing the 17 MS. TABONE:

18 other? 18  A. Sure, quite abit more than two.

19 MS. TABONE: 19 HEARN, Q.C.:
20  A.lthink if you--I don’t have the costs in 20 Q. Quiteabit morethantwo, andis there not
21 front of me to look a each particular 21 some common characteristic that links those
22 community on let's say the Idand 22 particular systems, whether it's they're all
23 Interconnect--or I'm sorry, the Idland 23 supplied by local diesel generators or some
24 Isolated system. | think if you were to break 24 such characteristic as that?
25 those costs out between however many 25 (1:30 p.m.)
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1 MS. TABONE: 1 Q. Thank you, Mr. Hearn. Thank you. Mr.

2 A.Sure. They'resimilar intheir generation 2 Kennedy, do you have any -

3 source, not their particular source, but the 3 MR. KENNEDY:

4 type of source, and again, | see, in the case 4 Q. Just acouple of points.

5 of Labrador, again it's the exact same 5 CHAIRMAN:

6 generation source, whereas the Island Isolated 6 Q.-ideahow long? Youd berelatively short?

7 would each have different diesel units. 7 MR. KENNEDY:

8 They'd be sized differently. They'd be built 8 Q. Take but amoment.

9 at different times. They may have different 9 CHAIRMAN:

10 efficiency levels, even though they may al be 10 Q. Okay, that’sfine.

11 diesel instead of some being diesel and some 11 MR. KENNEDY:

12 being hydro, for example. 12 Q. Sol don't know if youwantedto just plow
13 HEARN, Q.C.: 13 ahead, Chair.

14 Q. But there d be more than two communities 14 CHAIRMAN:

15 involved? 15 Q. Wadll, I think if you're going to be a

16 MS. TABONE: 16 relatively short period of time, | think we've
17  A. Sure. 17 established that we have limited questions, in
18 HEARN, Q.C.: 18 any event. So if everybody’sin agreement and
19 Q. Andyou agreethat ultimately it's a matter of 19 we're not food deficient, we' Il move on.

20 policy? 20 MR. KENNEDY:

21 MS. TABONE: 21 Q. Actudly, Mr. O’ Reilly, while I'm asking a
22  A.Yes. 22 question, if you can find that map that’s RDG,
23 HEARN, Q.C.: 23 | think it was 3. One of the pages hasthe

24 Q. Thank you, those are my questions. 24 full map, and 1’m looking at the map of the
25 CHAIRMAN: 25 Island. Ms. Tabone, I'm also actually--okay,
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1 MR. KENNEDY: 1 front of you, | wonder if you could speak from

2 if you could just--that’s not the one I'm 2 anintuitive level. We know--do you know

3 looking for. 1"'m looking for the one that’s 3 where St. John'siis located on this map?

4 similar to the map that’sright in front of 4 MS. TABONE:

5 you with the full grid. 5 A.Sure

6 GREENE, Q.C.: 6 MR. KENNEDY:

7 Q. lthink that's inaScheduleto Mr. Haynes 7 Q. And you know, for instance, where Corner Brook

8 pre-filed. 8 is located, over on the west coast?

9 MR. KENNEDY: 9 MS. TABONE:

10 Q. Okay. 10 A.Yes

11 KELLY, Q.C. 11 MR. KENNEDY:

12 Q. Martin's, | think. 12 Q. All right. Andthey're both part of the

13 GREENE, Q.C.: 13 Island Interconnected system, correct?

14 Q. Martin, isit? 14 MS. TABONE:

15 MR. KENNEDY: 15  A. Correct.

16 Q. Mr. Martin’spre-filed, isit? 16 MR. KENNEDY:

17 KELLY, Q.C. 17 Q. So aresidential customer in St. John’s would

18 Q. I think it's Martin. 18 pay the same €electric rate as aresidential

19 MR. KENNEDY: 19 customer in Corner Brook?

20 Q. Ms. Tabone, you got ageography lesson last 20 MS. TABONE:

21 night. You got another one here today. 21 A.Correct.

22 MS. TABONE: 22 MR. KENNEDY:

23 A.Yes 23 Q. Would you expect that the cost to servicea

24 MR. KENNEDY: 24 residential customer in St. John’s would be

25 Q. Just without having the actual cost datain 25 different than the cost to service a
Page 215 Page 216

1 residential customer in Corner Brook, just 1 A Intuitively.

2 given the dynamics of the electrical system 2 MR. KENNEDY:

3 and their location on the map? 3 Q. Yes butl pay the samerate.

4 MS. TABONE: 4 MS. TABONE:

5 A.Wadl, sure, andthat’s afunction of where 5 A.You pay the samerate. You may pay a

6 they are located physically, compared to where 6 different bill becauseyou use a different

7 the generation isand how much transmission 7 amount.

8 lines or how many miles of transmission line, 8 MR. KENNEDY:

9 kilometres of transmission line to get power 9 Q. Andisthat consistent with your policy of a
10 to them, perhapsthe timing of when the 10 postage stamp system, where it makes sense to
11 distribution facilities were built in each 11 average, we do average?

12 location, as well as perhaps some physical, 12 MS. TABONE:

13 the density of thetwo areaswould have an 13 A. That'sright.

14 impact as well. 14 MR. KENNEDY:

15 MR. KENNEDY: 15 Q.| wonder if we could just look at CA-8, Mr.
16 Q. Sure, and for example, inthe City of St. 16 O'Reilly?It'spage three. Thisis just, |

17 John's, if I'm a residential customer living 17 guess, as a leadin and was a question

18 in an apartment building, and just by virtue 18 concerning the loss of load figures, and then
19 of it being less costly to service methan it 19 least cost peaking options and also asked for
20 would beif | wasin anormal subdivision of 20 the marginal cost supply in the Rural Isolated
21 housing, my electric rates at acost basis 21 systems. So | wonder if we could go to page
22 would be lower if | lived in ahighrise, as 22 three, Mr. O'Reilly? That'sjust onel could
23 opposed to a subdivision intuitively, 23 just find quickly. Ms. Tabone, this shows the
24 possibly? 24 short-run margina cost of supply for the
25 MS. TABONE: 25 Rural Isolated systems. So these are all the
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1 MR. KENNEDY: 1 customers so they’renot hit by, you know,
2 systems on the--except for the case of L’ Anse 2 lumpy investments.
3 au Loup, which is towards the bottom, they’re 3 MR. KENNEDY:
4 al on diesel systems, | believe. 4 Q. Yes, | understand, for instance, | think the
5 MS. TABONE: 5 evidence shows that the Town of Charlottetown
6 A. Right. 6 required some new plant, either recently or in
7 MR. KENNEDY: 7 the near future. That would, one would
8 Q. Canyou see that the marginal cost varies 8 expect, be more expensive plant than embedded
9 quite considerably from location to location? 9 plant?
10 MS. TABONE: 10 MS. TABONE:
11 A. Right, from about 10 centsto 25 cents. 11 A.I’'msureit would be, yes.
12 MR. KENNEDY: 12 MR. KENNEDY:
13 Q. Andwouldit benormal courseto break them 13 Q. Right. But under your policy, that additional
14 out and do each individual cost of service 14 cost or incremental cost would be shared among
15 areaor would it beon apolicy basis, make 15 al the membersin the Rural Isolated group?
16 more sense to treat the Rural Isolated systems 16 MS. TABONE:
17 asone zone that all the costs are averaged 17 A.Right, just likeit isona interconnected
18 to? 18 system. It helps buffer that out and helps
19 MS. TABONE: 19 everybody.
20 A.Again, based on my postage stamp philosophy, 20 MR. KENNEDY:
21 it would be more consistent to average them 21 Q. Sure, okay. Similarly, if there's a
22 al out. That provides benefits to everybody. 22 substantial piece of asset belonging to or
23 Right now, one of them isfacing a higher cost 23 used in the delivery of energy to residentsin
24 than the next. When a big capital expenditure 24 Lab City that needs to be replaced because of
25 isrequired, that may help averageit out over 25 premature failure or increased load that that
Page 219 Page 220
1 cost will be shared among all the customers of 1 residential customer level, I’d understand
2 Labrador that are on the interconnected 2 that that would require Board approval, that
3 portion? 3 it would require an application. Isthat your
4 MS. TABONE: 4 understanding as well?
5 A.That would be correct. 5 MR. CHYMKO:
6 MR. KENNEDY: 6 A. That's my understanding, yes.
7 Q. Itwouldn’'t be bornejust by the residents of 7 MR. KENNEDY:
8 Lab City? 8 Q. Arethere other approaches that Newfoundland
9 MS. TABONE: 9 Power could take or responsesthat it would
10 A. No, or by the particular customer in question 10 have available to it which would potentially
11 either. 11 be an adjustment to ademand wholesale rate
12 MR. KENNEDY: 12 that would not require an actual change in
13 Q. Mr. Chymko, there wasa question that you 13 their rates and trigger off ahearing before
14 received while under crosshy, | believeit 14 this Board?
15 wasthe Consumer Advocate, concerning what |15 MR. CHYMKO:
16 responses that Newfoundland Power would have |16  A. It'smy understanding that some of the demand
17 availableto it if ademand wholesale rate was 17 side management aternatives of encouraging
18 introduced as aresult of this hearing, and | 18 growth at acustomer level where customers
19 think one of them that was discussed was 19 have better profiles, so again fuel choice
20 seasonal rates. Do you recall that? 20 might be a good example. So| believe that
21 MR. CHYMKO: 21 they could put in programs that would lead to
22 A.Yes | do. 22 end customers picking a various fuel choice or
23 MR. KENNEDY: 23 at least examining it. | think that would be
24 Q. Andnow if Newfoundland Power wasto tryto |24 part of a program that would not need to come
25 introduce seasonal rates at its, for instance, 25 back to the Board for a specific approval of a
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1 MR. CHYMKO: 1 at the end of the day, that’swhat I’'m calling
2 rate. Perhaps interruptible contracts, again, 2 a DIsco isthe distribution utility that
3 | don’t know what leeway is availableto the 3 remains after removing generation and
4 utility if they were to negotiate an 4 transmission.
5 agreement, whether that would haveto come 5 MR. KENNEDY:
6 back to the Board for approval at the time of 6 Q. Okay. So we know Hydro has its own
7 the agreement or whether that would be dealt 7 residential customers?
8 with at afuture hearing. 8 MR. CHYMKO:
9 MR. KENNEDY: 9 A. That'sright, serving the end customer direct.
10 Q. Andjust onelast question and this could be 10 MR. KENNEDY:
11 handled by either one of you. Y ou referred to 11 Q. Andsoineffect, isit fair to say, that sort
12 the DIscos, and other than dating ourselves by 12 of internally Hydro is selling power to itself
13 having images conjured up in our heads, you 13 from awholesale level to aretail level?
14 referred to the fact that Newfoundland--you 14 MR. CHYMKO:
15 have the Newfoundland Power DIScO, the 15 A Right.
16 distributor company. Y ou also referred to the 16 MR. KENNEDY:
17 NLH DISCO, and | just wanted to make sure that 17 Q. Right, andthat’s the NLH DISCO that you
18 we understood what it was that you meant there 18 referred to?
19 because you said there were two Discos. Could 19 MR. CHYMKO:
20 you just explain to the panel what you were 20 A.Yes.
21 describing? 21 MR. KENNEDY:
22 MR. CHYMKO: 22 Q.Okay. That'sall the questions | have, Chair.
23 A.Sure. What | was attempting to do was 23 Thank you, Mr. Tabone.
24 unbundle basicaly Newfoundland Hydro into 24 MS. TABONE:
25 generation, transmission and distribution. So 25  A. These names are a problem today.
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1 MR. KENNEDY: 1 Commissioner Whalen?
2 Q. lgot it backwardsagain, yes. Thank you, 2 COMMISSIONER WHALEN:
3 Gail and Nigel. 3 Q. No, | have no questions. Thank you.
4 CHAIRMAN: 4 CHAIRMAN:
5 Q. Thank you, Mr. Kennedy. We'll move to Board 5 Q. ljust have one short question, | guess, for
6 questions now. Commissioner Saunders? 6 Ms. Tabone. Mr. Hearn was questioning how
7 COMMISSIONER SAUNDERS: 7 does the Board decide on setting rates and you
8 Q.Yes, just onequestion, Mr. Chair. Ms. 8 mentioned considering costs. You mentioned
9 Tabone, the postage stamp rate, is it 9 looking at price signals, and you mentioned
10 something that’s common only to the electrical 10 economic development.
11 utility industry? 1'm thinking of, for 11 MS. TABONE:
12 instance, isn't it also common with telephone 12 A.Um-hm.
13 rates, cable television and the like or do you 13 CHAIRMAN:
14 have any experience in those industries? 14 Q. Which struck me. In your experience, how does
15 MS. TABONE: 15 a Board similar to this, in experiences
16 A. We have experience in the gasindustry and the 16 elsawhere that you' ve had, take into account
17 water industry where postage stamp rates would 17 economic development in its decision making?
18 bein place. Outside of that, obvioudly the 18 What sort of criteriaand standards have you
19 term comes from postage which is how it 19 seen applied in that situation?
20 started. 20 MS. TABONE:
21 COMMISSIONER SAUNDERS: 21 A.I’'mgoing to refer that question to Mr. Chymko
22 Q.Yes. Okay. Thank you. That'sal | have, 22 because Albertais an excellent case of that
23 Mr. Chair. 23 back, | don’'t know, five, ten years ago. They
24 CHAIRMAN: 24 had a system in place that did that.
25 Q.Thank you, Commissioner Saunders.

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

Page 221 - Page 224




November 19, 2003

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

Page 225
1 MR. CHYMKO:
2 A.l guess, a thetime it wasrealy being
3 driven where we were having rate disparities
4 where we had say four independent distribution
5 utilities at the end of the day, and the rates
6 inthe south were becoming quite--there was
7 quite a gap between the north and the south.
8 The north was growing. That's where the
9 resources were. And a system was put in place

Page 226
1 economic development where a special deal is
2 being made for one class of customer. What
3 there is are some terms and conditions around
4 how do we bring in economic development and |
5 guess, share the load over a period of time.
6 CHAIRMAN:
7 Q. Thank you. Arethere any questions or matters
8 arising from Board questions?
9 HUTCHINGS, Q.C.:

10 of really going from thefour independent 10 Q. Noquestions.
11 distribution utilities to averaging generation 11 CHAIRMAN:
12 and transmission. So in the province at the 12 Q. Okay. Thank you very much, Ms. Tabone and Mr.
13 time, a decision was made well, how far can we 13 Chymko. Addedto my magenta is| thought
14 go of combining some of the independent areas 14 piIscoswere things that went out about 15
15 or independent cost of service and what we 15 years ago when | had some hair, but I've
16 ended up with was averaging generation and 16 learned a new definition for that today.
17 transmission. Within a utility one of the 17 Thank you very much. That bringsan end to
18 other issuesto perhaps bedealt with is 18 proceeding today. | guesswe scheduled Mr.
19 whether they actually do it through the end 19 Drazen tomorrow. | understand Mr. Greneman
20 rate or contribution policy and are there ways 20 will be back as well, Ms. Newman, is that
21 that perhaps the utility can assist basically 21 correct?
22 in doing some of the financing over a period 22 MS. NEWMAN:
23 of time through a customer contribution to 23 Q. Yes, | believe that Hydro plans on putting Mr.
24 assist economic development. But | don't see, 24 Greneman on the stand first thing in the
25 and | want to clarify, | don't seea lot of 25 morning and making him available for cross-
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1 examination on the Labrador issue, and then to 1 CERTIFICATE
2 be followed by Mr. Drazen. 2 1, Judy Moss Lauzon, hereby certify that the foregoing is
3 GREENE, Q.C.: 3 a true and correct transcript in the matter of
4 Q. Yes, that's correct, Mr. Chair. Mr. Hearn had 4 Newfoundland and Labrador Hydro's 2003 General Rate
5 requested that Mr. Greneman come back to the 5 Application for approval of, among other things, its
6 stand on this oneissue when he was present. 6 rates commencing January, 2004 heard on the 19th day of
7 Hydro agreed to recall Mr. Greneman only for 7 November, A.D., 2003 before the Board of Commissioners of
8 the purpose of the policy to be used in 8 Public Utilities, Prince Charles Building, St. John's,
9 setting ratesin Labrador on the Lab East and 9 Newfoundland and Labrador and was transcribed by me to
10 Lab West. 10 the best of my ability by means of a sound apparatus.
11 CHAIRMAN: 11 Dated at St. John's, Newfoundland and L abrador
12 Q. Thank you once again, and we'll see you at 12 this 19th day of November, A.D., 2003
13 9:00 tomorrow morning. 13 Judy Moss Lauzon
14 (UPON CONCLUSION AT 1:45P.M.)
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