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1 LIST OF UNDERTAKINGS 1 (9:03am.)
21 Undertaking ............... Pg. 59 2 CHAIRMAN:
3 Q. Thank you. Good morning, outthere. Good
4 morning, Ms. Newman, are there any items
5 before we begin?
6 MS. NEWMAN:
7 Q. Yes good morning, Chair, Commissioners. |
8 believe that Maureen Greene hasa couple of
9 preliminary matters she'd like to speak to in
10 terms of filing.
11 CHAIRMAN:
12 Q. Good morning, Ms. Greene.
13 GREENE, Q.C.:
14 Q. Good morning, Mr. Chair, Commissioners. |
15 havetwo undertakingsthat | would like to
16 fileat thistime. Copieshave already been
17 distributed to the parties and I've left
18 copies with the clerk for the panel members.
19 The first undertaking isin response to a
20 request from Mr. Kelly that arose on October
21 7th. Mr. Kelly asked Hydroto providethe
22 breakdown of the operating expenses that were
23 shown in the June 30th quarterly report in the
24 sameformat and inthe same categories as
Page 3 Page 4
1 outlined in Mr. Roberts' scheduletwo. We 1 ready, please.
2 have prepared that and the clerk is 2 HUTCHINGS, Q.C.:
3 circulating it at thistime. 3 Q. Thank you, Mr. Chair. Just by way of
4 MS. NEWMAN: 4 clarification in terms of the numbering of the
5 Q. That will be undertaking number one. 5 documents that were just filed. | think last
6 GREENE, Q.C.: 6 timewe had like U-Hydro 1 and U-NP1 and
7 Q. The second item arises from the cross- 7 those types of things. Are we just going to
8 examination of Mr. Hutchings, yesterday, 8 go U-1 and U-2 now?
9 October 9th and Mr. Hutchings asked that Hydro 9 MS. NEWMAN:
10 reproduce chart onein Mr. Wells' evidence 10 Q. BeU-Hydro No. 1, U-Hydro No. 2.
11 with 1997 as the starting point. So the 11 CHAIRMAN:
12 second undertaking isa response to that 12 Q. Thank you for that. When you're ready -
13 request and, again, we have filed copies with 13 HUTCHINGS, Q.C.:
14 the parties this morning, aswell aswith the 14 Q. Thank you, Mr. Chair. Good morning, Mr.
15 Board clerk. 15 Wells.
16 MS. NEWMAN: 16 A. Good morning.
17 Q. Andthat will be called undertaking number 17 Q. Just returning quickly to my question of
18 two. 18 yesterday relative to your chart and what is
19 GREENE, Q.C.: 19 now U-Hydro 2, nothing more | guess than a
20 Q. Thank you, Mr. Chair, that concludes - 20 confirmation of the question that | asked you
21 CHAIRMAN: 21 earlier that had the chart started in 1997,
22 Q. Thank you, Ms. Greene. Good morning, Mr. 22 then the core wage expense would be showing in
23 Wells. 23 excess of the rate of inflation on that chart
24 A. Good morning. 24 and that’ s what this shows, correct?
25 Q. Good morning Mr. Hutchings. When you're 25  A.Yes.
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1 HUTCHINGS, Q.C.: 1 any of the benefits that arise from the

2 Q. Soit al depends on where you choose to start 2 construction of Granite Canal, doesit, fuel

3 your chart from. 3 savings or anything of that nature?

4 A Yes 4 A Thel1l million dollars attributed to Granite

5 Q. lI'dlike, Mr. Wells, to refer to your evidence 5 Canal isrelated to the interest cost because

6 of October 6th and page 62 of the transcript. 6 of the debtincurred in the building of

7 You are referring to the drivers of the 7 Granite Canal as set outin Mr. Roberts

8 increase that we're facing herein terms of 8 evidence and schedules.

9 costs to your customers. Y ou note that " Power 9 Q. Right, okay. Andthetablethat’s shown on
10 purchase costs’, at line one, "are forecast to 10 Mr. Odler's evidence, deals with the changes
11 increase in 2004 by $18 million dollars’, 11 arising from the major issues herein the
12 that’ s over the cost used to set the current 12 hearing and columns D and E deal with Granite
13 rates. You say, as well, "additional 13 Canal; column D listing the costs which were
14 financial charges associated with the 14 produced from 1c-251, which | don’t think we
15 development of Granite Cana are forecast to 15 needto look at. But the costs include the
16 be approximately $11 million dollarsin 2004." 16 operating and maintenance, administration
17 Could | take you now in the context of those 17 expense, the depreciation, as well as the
18 remarks to page 17 of the pre-filed evidence 18 return on debt and return on equity and the
19 of C.F. Odler and Patrick Bowman. 19 costs total 11.840 million. The differencein
20 A.Yes. 20 the numbers presumably being thefact that
21 Q.| wantto refer to the table, number 5.2 that 21 depreciation and operating expenses were not
22 appears on that chart. Perhaps, first of all 22 included in your 11 million, isthat correct?
23 you can confirm for me that the 11 million 23 A. No, the 11 million relates to the 135 million
24 dollars that you refer to in the case of 24 dollar cost of Granite Cana against our
25 Granite Canal, that doesn’t take into account 25 average weighted cost of capital asset out in

Page 7 Page 8

1 Mr. Roberts' evidence. 1 expenses and primarily, fuel, in excess of 10

2 Q. Yes okay. Andthat would be approximately 2 million dollars. And thosetotal at the

3 thetotal of lines11 and 12 under column D 3 bottom $12,788,000, you see that number?

4 which is the 9.5 million dollarsreturn on 4 A. Obviously the numbers are asyou're pointing

5 debt and the 1.7 million dollars return on 5 out, but that's Mr.--again, | point out that's

6 equity, correct? 6 Mr. Oder's numbers.

7  A.Yes whatever that is - 7 Q.Yes. | meanthese are Mr. Osler’s numbers

8 Q. That'salittle over 11 million. 8 which are taken from the material that Hydro

9 A.Yes 9 has filed in connection with the application.

10 Q. Andthe tota, the 11,840 resultsfrom the 10 A.lwould grant youthat they'retaken from

11 fact that for purposes of presentation here, 11 material filed. How they’re used though, I'm
12 we'retrying toinclude all the costs from 12 reluctant to endorse.

13 Granite Canal, we're putting in an amount for 13 Q. Wouldyou agreewith meat least that the

14 depreciation and an amount for operating and 14 existence of Granite Canal displaces

15 maintenance expense, correct? Y ou see where 15 $10,000,000 worth of fuel?

16 that totals to the $11,840,000? 16  A. Theway that iscalculated isthat you take

17 A.Yes, | seethat. 17 Granite Canal’s production as forecast and you
18 Q. Okay. 18 would say how much fuel would you have to burn
19 A. ThisisMr. Odler’s schedule. 19 to duplicate that amount of electricity -

20 Q.Yes, and thenumbers as you'll see from 20 Q. Right.

21 footnote 42 are derived from the answer to IC- 21 A. Andassuming aprice per barrel of fuel, you

22 251. Now, what is shown under column Ein 22 come up with a cost which would be--you could
23 thistable are the benefitsthat arise from 23 say was afuel saving. The fact of the matter

24 the construction of Granite Canal in terms of 24 is though that our fuel expenses, despite

25 savings in operating expenses, power purchase 25 Granite Canal and the purchases from the NUGS,
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1 MR WELLS: 1 Canal in 2004 outweigh the costs of it by
2 these new additional purchases, our fuel costs 2 approximately amillion dollars, do you agree
3 are actually going to increase. But the 3 with that?
4 calculation of the--what it meansis that had 4 (9:15am.)
5 Granite Canal not been built, we would have 5 A.No, see, and--so, again, I've read your
6 had to buy even that much more fuel to produce 6 opening statement, Mr. Hutchings, and I've
7 the same amount of electricity. Soit'snot a 7 read Mr. Osler’sevidencein part, and we've
8 savingsin that extent, but you can always 8 discussed it. Andwhat it seemsto conclude
9 take a source of generation other than thermal 9 isthat somehow we're 22 million dollars or
10 and say what would it take to replace that or 10 something better off or 25 in your
11 produce that amount of electricity from 11 calculations, which | don't think we agree
12 another source. 12 with, but that’ s not the point. The pointis
13 Q. I meanwhat thisisshowingis that Granite 13 that in all of this exercise, that as our cost
14 Canal isagood thing in that it saves money 14 of service requirements show, that in fact our
15 asaproject. 15 fuel costs in terms of our revenue
16 A. Granite Canal isagood thingin our terms 16 requirement, and this is what the
17 because it provides electricity at acost at 17 Commissioners have to be concerned with, with
18 the bus bar of about 5.5 centsa kilowatt 18 respect to the cost of service, that our fuel
19 hour, which to our knowledge is the best Hydro 19 costs, because of Granite Canal and because of
20 resource available to uson theisland at the 20 the power purchases from the NUGS are lower
21 timethat the decision was madeto go to-- 21 than they otherwise would be.
22 ahead with Granite Canal. 22 . Exactly.
23 Q. And on the basis of the numbers that Hydro has 23 . In other words, if we didn’'t have these
24 produced and have been inserted into this 24 projects our fuel costs would be even higher,
25 table by Mr. Odler, the benefits of Granite 25 but there are no savings, we are spending
Page 11 Page 12
1 more. And, you know, there’ s been--the whole 1 you should be in here looking for a rate
2 suggestion because when| first saw this 2 decrease because you' ve got amillion dollars
3 testimony from Mr. Odler and Mr. Bowman, | 3 more than you need.
4 would ask Mr. Roberts why arewe applying, 4 . But you're operating on afalse premise and
5 surewe're going ahead so far we don’'t need 5 indeed that’ s why we're in here looking for a
6 any applications, we' re saving so much money. 6 rate increase, is because our costs are
7 And of course when we went through it we said 7 higher.
8 well that was a great relief because otherwise 8 .1 didn't say that that's what happened. All
9 we had to trouble the Board and everybody else 9 I’m putting to you is the hypothetical that if
10 for nothing. 10 the only thing that changed in Hydro'sworld
11 So there are no savings herein terms-- 11 between 2003 and 2004 or 2002 and 2004, was
12 you'rejust getting a good deal on cheaper 12 the introduction of Granite Canal, your
13 electricity than if we had to replace it with 13 overall costs would be down.
14 oil. Likethereareno savingsin the sense 14 . Yes, but that hypothetical isnot going to
15 that somehow the bill for 2004 is going to be 15 help either Hydro, our customers or the
16 less than otherwise would be. 16 Commissioners because we're not in a
17 Q. Wherewe'retryingto get, Mr. Wells, isthe 17 hypothetical world. Unfortunately -
18 source of theadditional cost and you're 18 . But you agree with the result of the
19 suggesting that 11 million dollars of the 19 hypothetical, as a hypothetical.
20 additional cost is coming from Granite Canal. 20 . But why would | agree with a hypothetical
21 A.ltis yes. 21 question anyway, you know. You state a
22 Q.I'msuggesting to you that if you take both 22 hypothetical question which has absolutely no
23 the costs and the benefits associated with 23 relevance to this proceeding and you want me
24 Granite Canal and if that was the only thing 24 to agree withit. 1I’'mgoing to beon the
25 that happened between last year and this year, 25 stand till Tuesday, aren’t 1.
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1 HUTCHINGS, Q.C.: 1 of our own bottom line with respect to the
2 Q. No, Mr. Wells, your willingness to agree with 2 rates for customers as exhibited by proposing
3 itisa sufficient answer initself. If we 3 anominal return on equity of three percent
4 look at theissue of the power purchase 4 which took millions of dollars out of our
5 agreements, you suggest that those increase 5 revenue requirement, put usina very tight
6 Hydro' s costs by about 11 million dollars. 6 operating positionin that sense, and has
7  A.That’'scorrect. 7 resulted--and we--in aloss, to the benefit of
8 Q. Would you agree with methat the savings 8 al customers, through the year 2003, which
9 associated with them are about 12 million 9 loss will continue until some other rate
10 dollars? 10 structure is approved by the Public Utilities
11 A. Avoided potential costs, yes. 11 Board. That’s evidence of taking into account
12 Q.| don't think we need to run down the other 12 asfar asone can carry the can, issues with
13 lane any further since you'rereluctant to 13 respect to rate increases. Our whole proposal
14 admit the obvious. | want to talk, Mr. Wells, 14 iswith respect to what had been put before
15 at the end of our little discussion here about 15 the Board at the Board' s request on the rural
16 the policy of Hydroin putting together its 16 rates and aspects of rural rates to have phase
17 rate application here. Does Hydro take into 17 in wherethe dollar valuewouldn’t affect
18 account the impact on customers in determining 18 consumers unduly. The same principle applied
19 what rate increases to seek? 19 with respect to our proposals on the uniform
20 A.Very much so. 20 ratesin the Labrador Interconnected system.
21 Q. How doesit do that? 21 The same attitude is reflected in the actions
22 A.Wdll I think if we look back in--asHydroisa 22 that Hydro has taken with respect to how it
23 fully regulated utility, at our last General 23 operates internally, the displacement of some
24 Rate Application coming forward, we have 24 211 jobs from the Hydro system.
25 exhibited very much a concern to the detriment 25 All of these efforts, the efficiency
Page 15 Page 16
1 approvements in Holyrood, the upgrading of the 1 for consumers. And now, the issue there where
2 systems, everything that we do is directed to 2 we can take some pridein isthat we brought
3 provide something for customers at the lowest 3 itin onwhat it was engineering--what the
4 possible cost consistent with that requirement 4 projection could be. The fact that that site
5 that there has to be acertain level of 5 happened to bein Bay D’ Espoir isjust an act
6 service and reliable service throughout the 6 of nature and we happened to bethere. If
7 system. So, | think that there's ample 7 you're on another river somewhere else you
8 demonstration in here. We'velooked very 8 can--but the thing to do is to take advantage
9 closely at the effect that rates are going to 9 of the resource that’s available to you. And
10 have. Aswe say, there are some significant 10 inthe sense of Holyrood, well Holyrood is
11 increases here and unfortunately, some over 11 very complex, very difficult plant to operate,
12 which we have absolutely no control, such as 12 an old plant, and there are al sorts of
13 the huge impact that the price of fuel has had 13 issues there. In Holyrood, we have shown and
14 on our whole eectricity cost in this 14 | think it's to one of our greatest credits
15 province. 15 that 1 would look for is that since 1996
16 These are significant issues of price, 16 bringing the incapability factor of Holyrood
17 but well beyond anybody’s control. And in 17 down to the mid twenty--if Holyrood was not
18 trying to meet the demands of the system, we 18 available at 75 percent or plus of thetime,
19 work very hard to make sure that the natural 19 which we've achieved and producing at the
20 advantage that was there in Granite Canal, the 20 efficiencies that we have had, then | think
21 amount of electricity that could be produced 21 that we would have some grave repercussionsin
22 from that water, using the Bay D’ Espoir water 22 this province. We are entirely dependent on
23 that was already encaptured and getting five 23 certain things to ensure that we have
24 and ahalf cents per kilowatt hour into the 24 electricity in the winter and the only fly in
25 system as the marginal cost, was agood move 25 the ointment for al of usisthat oil instead
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1 MR WELLS: 1 cannot carry the can further. We're now
2 of being somewhere in areasonable range, gets 2 incurring losses in trying to help the
3 very high. And that’s a circumstance we have 3 situation. We, asl'm sureyour client had
4 to live with, whether it's in Holyrood or in 4 not anticipated it, or the Commissioners, that
5 your own home furnace or at the gas pump. You 5 the fuel prices were going beyond. It’'slike
6 know, we just can’t help ourselves there. 6 trying to cross ariver. Theriver that we
7 .Mr. Wells, that's not unlike, | guess the 7 attempted to cross in helping customers on the
8 answer that, or part of the answer at least 8 actual ratesin the last rate application
9 that you gave to me on September 26th of 2001 9 turned out to be much too wide, much too deep.
10 at page five of the transcript and I’ll just 10 Andin a well intentioned attempt to help
11 quote little portions of it here. "Given the 11 consumers with that three percent return on
12 circumstances and financial sSituation in 12 equity, we are in aloss position. Now all
13 relation to costs and operations and rates, we 13 Newfoundlanders and Labradorians have an
14 aretrying to reduce the effect of therate 14 interest that this Crown corporation is not
15 impact on the customers’ and you suggested 15 supposed to operate aloss, cannot continue on
16 that if you "had then asked for anormal rate 16 operating losses and its financial integrity
17 of return, had we done that, we were looking 17 is very important. We're too much a
18 at in the case of your clients, Mr. Hutchings, 18 percentage of the debt of this province to
19 ratesthat would have exceeded 20 percent.” 19 have this utility suddenly become financially
20 And that isthe explanation you gave at that 20 unviable.
21 timefor restricting your rate of returnto 21 S0, that decision really in 2001 was not
22 three percent, correct? 22 abusinessdecision inthestrict sense, it
23 . That’s correct. 23 was a decision of the heart to try. We said
24 . What are the rates thistime? 24 thisisonly going to happen once, you know,
25 . Unfortunately, your rates are higher and we 25 that we're going to see adoubling in fuel
Page 19 Page 20
1 rates. We can help here and we'll shorten our 1 factors, you have produced aproposal that
2 own income and live with that consequence. 2 callsfor a9.75 percent rate of return on
3 But it would now not be a matter of the heart, 3 equity for Hydro, instead of the three percent
4 it would be absolutely foolhardy for us not to 4 that you proposed last time and how does that
5 take the prudent and legitimate expenses and 5 play into the threat presented by these 20, or
6 have them set inrates, for avariety of 6 perhaps, 30 plus percent rate increases to the
7 reasons, not theleast being our financial 7 viability of theindustrial customers?
8 integrity and not the least being that 8 (9:30am.)
9 consumersin Newfoundland, everybody has to 9 A. Theissue of theviability of theindustria
10 understand our circumstance. And | don’'t mean 10 customers isone thing and--well, there's
11 Hydro. Thisisa collectivething for all 11 three issues in play here. One is the
12 Newfoundlanders and Labradorians, what arewe |12 viability of industrial, certain industrial
13 going to do about electricity, from where are 13 customers. Hydro'srate of return and who
14 we going to source it and how are we going to 14 bearsthe costs, because if we arbitrarily
15 stand to that expense and share it equitably 15 reduce Hydro' s legitimate revenue requirement
16 under the normal regulatory principles. 16 toassist say an industrial customer, then
17 That’s our issue in Newfoundland. 17 you're asking other rate payersto subsidize
18 .1 don't think | have great disagreement with 18 the enterprise. And that isabig question,
19 anything you've said there, Mr. Wells, but 19 who should properly subsidize the industrial
20 wouldn’t you agree also thatit’s in the 20 enterpriseif it has aproblem. From the
21 interests of all the people of Newfoundland 21 point of view of therate of return, we did
22 and Labrador to ensure that other industries 22 not havethe Board and the Board did not
23 in the province remain viable? 23 undertake to declare to the financial markets
24 A.Absolutely. 24 of the world, the regulatory principles under
25 Q. So, inyour balance of the importance of these 25 which you're going to overview the Crown
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1 MR WELLS: 1 Therearea lot of principles. Ms. McShane
2 corporation, which is Hydro. And it’sthis 2 has, you know, dealt with the risks and she's
3 hearing, we're saying the Board now has to 3 given--and you have other opinions, but it's
4 make a decision with respect to what isthe 4 not--one of the factorsthat you just can't
5 view of the Board on Hydro' s regulated rate of 5 take into consideration is that the effect on
6 return. And as| said earlier, your message 6 any one company or enterprise or for that
7 is-we'll al hear the message and we'll all 7 matter, rate payers. Thisisaquestion of in
8 live by it, but your real messageis to the 8 the known principles of financing, what isit
9 bond markets of theworld that the Public 9 that those dollars that areput into the
10 Utilities Board in thisjurisdiction saysthe 10 capital structure of an enterprise should
11 capital dollars that are contributed by the 11 attract. And we know it'snot the debt
12 owner to the enterprise will be--have a 12 figure. Sothe questioniswhat isit.
13 return. And you will determine that return 13 Q. Soyou'retelling me now, Mr. Wells, that you
14 and you have alot of expert evidence before 14 don't, in fact, take into account the effect
15 you on which to basethat decision. And my 15 on customers in determining the rate of return
16 contribution, I’ve aready made and that 16 that you’ re going to seek?
17 argument is that you’ re looking at the risk of 17 A. TheBoard has to make adeclaration in this
18 the capital deployed. 18 jurisdiction now that we're fully regulated,
19 Now, that rateof return, you don't 19 that they haven't made.
20 determine arate of return for a utility based 20 Q.| understand -
21 on well the sun is shining today and it should 21 A. Andthey're going to do that.
22 be this or it’s raining tomorrow, it should be 22 Q. TheBoard understandsitsrole, I’ m sure, but
23 that, or themill in Stephenville is in 23 my guestion to you was, do you, as Hydro, take
24 trouble. Those are not the factors that go 24 into account the effect on your customers when
25 into the determination of arate of return. 25 you determine what rate of return to ask for
Page 23 Page 24
1 before this Board? 1 requirement will be met, yes.
2 A.l'veadready answeredthat question and we 2 Q. You suggested at one point that if something--
3 have taken into account that, but we now have 3 if the rate of return was reduced in
4 to establish since--I'm not--you know, 4 consideration of the sStuation of an
5 whichever Industrial Customer you’re talking 5 Industrial Customer, then rate payers would be
6 about, Hydro at thismoment islosing money. 6 subsidizing one particular customer. Now,
7 And Hydro's financia integrity and its 7 isn't it true that al the customers of Hydro
8 importance in thisjurisdiction is extreme and 8 contribute to the rate of return?
9 we have to ensure Hydro’' s financial integrity. 9 A Yes, al the customers of Hydro contribute.
10 Thereare jobs in Hydro that are actually 10 Q. Sothere sno cross subsidization among rate
11 important, but more importantly, everything 11 payersif your rate of return is three percent
12 elseinterms of our energy requirements and 12 as opposed to 9.75 percent?
13 the electricity in this province is dependent 13 A.I'msorry?
14 onHydro. Very important. Andall we're 14 Q. Thereis nocross subsidization among rate
15 saying is that the Board has to make a 15 payersif your rate of return is three percent
16 statement with respect to the return on equity 16 as opposed to 9.75 percent?
17 to Hydro, very little equity interms of the 17 A. Weweretalking afew moments ago about what
18 dollar cost and you haveto protect Hydro's 18 was Hydro's intention in crafting the
19 financial integrity. 19 application and the rate of return and |
20 Q. Andif Hydro now, in itssituation of losing 20 pointed out the distinctions there. But if we
21 money is granted by thisBoard, anincrease 21 are to take less within Hydro, then
22 that will allow it to recoup its increased 22 legitimately, it should have been decided.
23 expenses, subject to forecasting error, then 23 What you seem to be proposing is that somehow
24 it will cease to lose money, correct? 24 therate for at least one of your clients
25  A.Therewill besome point wherethe revenue 25 should be different, than it otherwise would
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1 MR WELLS: 1 possible costs, consistent with reliable

2 be, and that would be in the form of a subsidy 2 service?

3 in my mind. 3 A.Yes, and that the provider of that power would

4 Q. No, your answering a question that was not 4 be entitled to a"just and reasonable return”.

5 asked because that was not suggested in the 5 Q. There are two separate principles, are there

6 question that - 6 not?

7 A. Okay, my misinterpretation. 7  A.That'sright.

8 Q.- any one customer should be treated 8 Q. Yes And thosetwo principles, are to some

9 differently. My questions were directed 9 extent, in conflict inthat the higher your
10 towards your rate of return. So - 10 rate of returnis, the higher thecost of
11 A.Wdl therate of return interms of the 11 electricity is, correct?

12 message as | said earlier, is adetermination 12 A.No, | seenoconflict inthat. Theissues

13 in this jurisdiction what the Crown 13 related to the cost of producing e ectricity

14 corporation should get. And the issues 14 are--will be asthe circumstances unfold in

15 related tothat and the argument and the 15 this particular jurisdiction, what our options

16 decision cannot be related to the particular 16 are and how effectively we can take advantage

17 situation of individual circumstances at that 17 of them. And thelegidation clearly says,

18 time. 18 and it doesn't differentiate between a Crown

19 Q. You'resayingthat asa matter of regulatory 19 corporation or any other entity, it saysin

20 principle there should be a just and 20 effect that the entity providing the service

21 reasonable return to Hydro. 21 is entitled to ajust and reasonable return.

22  A.Yes. 22 Q.Okay. I'm not going to argue the

23 Q.Is it not dso a matter of legidated 23 interpretation of that section of the

24 regulatory principle in thisjurisdiction that 24 Electrical Power Control Act with you, but

25 power be provided to customers at the lowest 25 that’ s something we' Il obviously be talking to
Page 27 Page 28

1 the Board about before we're through. Thank 1 looking at from 1996, following coming out of

2 you, Mr. Wells. Those are all the questions | 2 1995, that there was a change in approach with

3 have, Mr. Chair. 3 respect to Holyrood, to ensure that its

4 CHAIRMAN: 4 incapability factor was reduced and targeted

5 Q. Thank you, Mr. Hutchings. Once again, thank 5 to make sure that the plant was available at

6 you, Mr. Wells. Good morning, Mr. Kennedy. 6 least 75 percent of the time and programs were

7 MR. KENNEDY: 7 undertaken then that have proven to be

8 Q. Good morning, Chair. 8 successful.

9 CHAIRMAN: 9 Q. And some of the efforts that have been made at
10 Q. Whenyou'reready, please. 10 Holyrood in the last while have been aimed at
11 MR. KENNEDY: 11 improving the overall efficiency of the plant?
12 Q. Thank you. Mr. Wdlls, | wonder if we could 12 A.Yes, wehaveimproved theoveral efficiency
13 just start withthe discussion about the 13 of theplant and| just caution, and Mr.

14 Holyrood generating station, and | guess, is 14 Hayneswill speak toit directly, but the

15 it fair to say that there’ s been afair amount 15 efficiency of the plant is much related from

16 of activity at Holyrood in the last couple of 16 the operation of the turbines themselves and
17 years, | guess, since 2001, towards improving 17 the generator.

18 your operations at Holyrood? 18 Q. Sure, and | think just for illustrative

19  A. |l think that, Mr. Kennedy, that there’ s been a 19 purposes, I’m going to ask you to turn to some
20 lot of activity, not just 2000, but if you go 20 specific dataonit, but | agree, wewon't get

21 back to--well, any time you're operating a 21 into engineering based discussion, if you

22 mechanical plant like that, there'sactivity 22 will. And | wonder if we could just turn to

23 and there's acurve that Mr. Haynes has 23 the Grant Thornton report? It’sareport on
24 described in his evidence about new facilities 24 Hydro's General Rate Application, and page 31,
25 coming on stream, but | think that certainly 25 please. Yes, that'sit. Thank you.
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1 MR. KENNEDY: 1 Q. Right, okay. And there'sadiscussion at the
2 So, Mr. Wells, beginning at page 31, 2 bottom of page 32 there going to throw out
3 there's a discussion of the No. 6 fue 3 about some additional --actually good place to
4 conversion factor, and that stretches on for 4 goto, Mr. O’Reilly, would be NP-269. Mr.
5 just a little over acouple of pages, and 5 WEélls, this wasa question put to Grant
6 there' s been anumber of RFISthat have been 6 Thornton by Newfoundland Power, through the
7 asked and answered in regards to some of the 7 RFIS, so thisis not areply you have to stand
8 datathat Grant Thornton provided, but if we 8 by or behind, it not being one of Hydro's.
9 just go over to page 32, there’ s a chart there 9 But it provided in table format some of the
10 indicating what the conversion factor actuals 10 most important information concerning the
11 being for the Hydro generating station from 11 conversion factor in Holyrood. If you could
12 1996 to 2002, and just sowe'reclear, asl 12 just scroll down alittle bit, there we go.
13 understand it, Hydro in their application are 13 I’'mjust waiting for people just to havea
14 proposing that the conversion factor for 14 chanceto read the table first. And as we can
15 Holyrood, for the test year, should be set at 15 see, there was an addition to the performance
16 624 kilowatt hours per barrel? 16 of the Holyrood generating stationto date
17 A. That’scorrect. 17 which was the previous information we looked
18 Q. Ringabdll, yes. And that that 624 kil owatt 18 at showing an average of 624 kilowatt hours
19 hours per barrel is based in large measure on 19 per barrel, that there’ s also some additional
20 the operating performance of the Holyrood 20 work that’sbeen done at Holyrood, thelast
21 generating station as shown here in this 21 two there, the improvements due to the impact
22 table, the period 1996 to 2002? 22 of the water lensinstallation and the second
23  A.Yes. Totheextent that - 23 point is the impact of the continuous
24 Q. That'swhere the 624 comes from? 24 emissions monitoring system, and that these
25  A.-that duplicates Mr. Haynes' evidence, yes. 25 are, as| understand it, the forecast or
Page 31 Page 32
1 projected further improvements that might be 1 these are the actual conversion factors, if we
2 obtained at Holyrood, based on these 2 could just scroll down sowe get the full
3 individual projects. 3 table there, thank you. The actual conversion
4 A.Yes. Wehaveimproved the potentia for the 4 factors achieved at Holyrood for the 2002-2003
5 efficiency of the plant, but that efficiency 5 and they're all based off of the 2002 test
6 will depend on the operating characteristics 6 year data, which was the Board determined
7 inagiven year. 7 conversion factor to be used by Hydro inits
8 (9:45am.) 8 cost of service of 615 kilowatt hours per
9 Q. AndI’m sure Mr. or one of the Hydro witnesses 9 barrel, correct?
10 will beable to providetestimony on how 10 A.Yes
11 that's al reflectedin the proposed 624 11 Q. Okay. And there sbeen afairly significant
12 kilowatt hours per barrel. Clearly though, 12 improvement throughout 2002 over that 615
13 the initiatives at Holyrood that were aimed at 13 benchmark? The actuals for 2002 were, in each
14 improving the efficiency are, ontheir face, 14 month, above the 615.
15 aimed at decreasing the amount of fuel that 15  A. That'scorrect, yes.
16 you haveto burnat Holyrood inorder to 16 Q. Andyou'd agree with me that these efficiency
17 generate a set amount of energy. 17 gainsthat were achieved at Holyrood benefit
18 A.You'retrying to increasethe efficiency of 18 everybody that uses electricity in the
19 what you get out of abarrel of oil, interms 19 Province of Newfoundland?
20 of the energy transfer, one energy to another, 20 A.Yes.
21 using--you know, the engineers have a 21 Q.Wouldyou liketo comment just on the fact
22 calculation for that. 22 that sort of a cause and effect type of
23 Q. Andif we just goto NP-80,1just want to 23 connection between the regul atory process and
24 pull up one more tablefor usjust to get a 24 the scrutiny that Holyrood, as a generating
25 flavour of what’s taking place out there. And 25 plant, received in the 2001 hearing and then
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1 MR. KENNEDY: 1 peaking plant. Itisanything but. When |
2 Hydro' s efforts to improve the efficiencies at 2 look at my, going back to 1996, and my first
3 the plant? Y ou alluded to the fact that there 3 involvement with issues related to Holyrood,
4 were some efforts that were taking place prior 4 the impetus for all of the actions taken at
5 to 2001 and| guessl| justwant toget a 5 Holyrood are not because of some regulatory
6 flavour for, if you will, is what in your 6 influence. We're dealing here with a
7 opinion--or how much of this efficiency gains 7 mechanical plant and the people involved,
8 weredriven by the change of focusin the 8 going everywhere from sincemy time into the
9 company asaresult of the scrutiny that was 9 input, the water that goes into the plant and
10 received? 10 the water treatment plant that was built, the
11 . | take your point. Without--let me speak it 11 upgradesin the chemical arearelated to that,
12 from the point of view--1 want to speak for 12 if yougo out, you see a whole bunch of
13 Hydro on this, and without--and then not in 13 physicalities that relate to that. The waste
14 derogatory remarks with regard to the Board or 14 water disposal, thewaste from the plant
15 anybody outside of Hydro. The people within 15 disposal and every critical aspect of that
16 Hydro, the professionals, the managers and the 16 process has been examined by production
17 engineers and support, in terms of operating 17 engineering staff and with management, all to
18 Hydro and the general corporate decision that 18 ensure that (@) the plant will work, and that
19 we have to take Holyrood to a higher level of 19 the plant will be most efficient. Now there
20 availability becausewe could seethat if 20 are limitations onto whether that type of
21 events changed, the importance of Holyrood, | 21 burning No. 6 fuel, what you can achievein
22 mean, it’sintegral now to the base |oad of 22 efficiency.
23 the province on the Idand Interconnected 23 When | ask about these things, because |
24 system. It'snot a peaking plant. Somebody 24 caught onto it during thelast hearing, why
25 described that recently as Holyrood is a 25 everybody was so anxious to have the
Page 35 Page 36
1 efficiency increased, because it reduced 1 reduce rates, but you’ re going to have to rely
2 rates, and the issue becomes what is 2 on sound engineering judgment asto areyou
3 realistically achievable. And we were coming 3 doing something that’s beyond therealm of
4 out of what were high water years, where there 4 what is physically achievable, justin blind
5 wasn’t such a dependency on Holyrood, because 5 hope that somehow we can affect rates here,
6 we go hydraulic and Holyrood, you know, the 6 and that’ swhy, | think, you haveto look at
7 efficient dispatch and the economical dispatch 7 the efficiency of Holyrood very cautiously in-
8 of power. What | was told by the engineers, 8 -1 know we're all achieving--we'reall trying
9 you have to be very careful. These units, you 9 to get a lower rate and we think that if--I
10 know, at 175 megawatts, if they’re operating 10 mean, if we said the efficiency of Holyrood
11 at 40-50-60-70 megawatts, your efficiency goes 11 is, you know, let's takeit to 600 or 700
12 down, no matter what the projected efficiency. 12 kilowatt hours a barrel of fuel, and you know,
13 Now that water lance treatment and the stack 13 somebody will give you what the result would
14 emissions monitoring will do isgiveyou a 14 be. Butit'spiein the sky.
15 better opportunity to increase efficiency, but 15 Andwhat | can say from my position that
16 the operating characteristics, that’s my term, 16 we have, and I’ ve said this before, some very-
17 the operating characteristicswill depend a 17 -it'snot only just being an engineer, an
18 lot onwhether that unitis operating at 18 electrical engineer. We have--or mechanical.
19 capacity or if it's operating at 50 percent of 19 We have many, many years of experience built
20 capacity, then you're going to get some 20 up within Hydro with individualsthat are
21 results out of this, and | would suggest that 21 examining these things. Their performance
22 Mr. Haynes can explain all the rationality of 22 over the yearsnow isspeaking for itself.
23 that. 23 We'retaking avery old plant, 32 yearsold,
24 But you haveto be very careful in 24 two of those units, and we're keeping it
25 setting an efficiency. Everybody wants to 25 together. We have good management out there.
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1 MR WELLS: 1 operator, and in life, whatever the business
2 You know, in anice room likethis where 2 you're running, you're trying to make a
3 everything isnice and we're al around with 3 success of it, and trying to make--you know,
4 shirts and ties and we're not out at Holyrood 4 if you'rein private enterprise, you're trying
5 on aFebruary morning when everything ison 5 to increase your profits. In this particular
6 bust and everything is under pressure, to sit 6 issue, in Hydro, our jobisnot toincrease
7 around and say what we decide isgoing to be 7 our profits. Our job is to ensure the
8 the efficiency of Holyrood, you haveto go 8 financial integrity of Hydro and meet our
9 with your best engineering. That's what we 9 mandate, and that’s what we discussin Hydro
10 would do. | would not--I"'m never going to 10 is what--is tryingto provide a reliable
11 second guess. I'dreplacethemiif | didn't 11 servicein very difficult circumstances, given
12 like their judgment, but I’'m never going to 12 the nature of what we're operating and where
13 second guess an engineer, and especially with 13 we're operating it, and we have to report, and
14 the stature that these people have built up 14 because there’ s no competition, we have this
15 over the years of experience, and | don’t know 15 regulatory process. So we take it very
16 anything more | can say about that. 16 serioudly, and we take very seriously what the
17 . No, that was quite helpful. Do | take it from 17 Board says. But if | thought that the driver
18 your reply then that the scrutiny and 18 for me and the driver for the people in Hydro
19 initiatives to improve the efficiency at 19 was the regulatory process, I'd quit.
20 Holyrood, from your perspective, are being 20 Q. Soyou'vemadeit clear then that--have you,
21 conducted irrespective of what’s taking place 21 that from your perspective, Hydro is inthe
22 in this arena? 22 best place, Hydro and | mean its employees,
23 . We are a--it’s new for me when | cameto this 23 its executives, itsworkers, are in the best
24 experience of regulatory, but if you have any 24 position to be able to identify and implement
25 respect for yourself, asa manager and an 25 gainsor improvementsin your operation and
Page 39 Page 40
1 achieve operational--greater operational 1 energy delivered in 2002 was lower than it
2 efficiency? 2 would have otherwise have been if you only got
3 . Interms of running an electrical system? 3 615 kilowatt hours per barrel throughout 20027
4 . Yes. 4 A If the plant had a better performance, yes.
5 .1 think that’s--and with the advice of 5 Q. Andthatincreasein efficiency and lowering
6 consultants and, you know, you go and get the 6 of costs was not based on job losses, correct?
7 expertise you need if you don't have itin 7 A.In the actua conversion of oqil to
8 house, and you try to--also mindful of the 8 electricity?
9 fact that there are cost constraints, because 9 0Q.Yes
10 it'sreliable, least cost power. | could 10 A.Wasnot based on jab loss, no.
11 think of any number of dollars that, in a 11 Q. In other words, the lowering of costs of
12 perfect world, that we could spend in Holyrood 12 electricity by virtue of improving the
13 in addition towhat we propose for capital 13 efficiency of Holyrood wasn't based--that
14 expenditures. There are alot of things that 14 lowering of costs was because of an increase
15 could be doneat Holyrood, and oneof the 15 inyour efficiency a Holyrood? It wasn’t
16 challengesin the future is how we' re going to 16 because you chopped or -
17 handle this very complicated issue with 17 A.No, no.
18 respect to Holyrood, and the dollars that are 18 Q.- eliminated positions?
19 going to be involved. It'snot for lack of 19 A We'retaking just the transfer of energy from
20 knowledge. 20 an efficiency of--we've got more electricity
21 Q. Sothese efficiency gainsthat we seein the 21 out of the same barrel of oil.
22 table that's there before us now, these 22 Q. So itwas a productivity gain that Hydro
23 increase the efficiency at which Holyrood was 23 achieved without resorting to eliminating
24 able to provide power and energy to its 24 positions?
25 customers, correct? The cost of power and 25  A.No, it wasjust the keen use of intellect and
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1 MR WELLS: 1 achieve it, and that's through reducing
2 applying some capital dollarsand operating 2 salaries and fringe benefits, and the only way
3 dollars. 3 wecan achievethat is realy to haveless
4 Q. Inrelying on your expertise, asyou’'ve just 4 people. You know, unlesswe advocate that
5 described - 5 suddenly we go out and ask everybody in Hydro,
6 A.Yes, that'sright. 6 who are not paid at market, and you know, as
7 Q.-inknowing what to do. Sojust want to go 7 we stand at, to take acut or do something
8 back then to a comment that you made a couple 8 likethat. We don't have any great areas of
9 of times concerning the Board having set a 9 flexibility when you look at Schedule 2 to
10 productivity allowance in 2001. 10 influence the costs of the electricity finally
11 A Yes 11 produced. Nothing in comparison say to the
12 Q. And | guess, reading the papers and of course, 12 issue of the cost of fuel. That's al I've
13 you don’t believe half of what you read and 13 been saying this week.
14 none of what you hear, soit seems like 14 Q. Okay. | wonder if we could just have alook
15 Holyrood or Hydro was taking the position that 15 at ca-46for amoment. Mr. Wells, cA- 46
16 the productivity allowance set by the Board 16 indicatesthat the annual savingsfrom the
17 was, in effect, requiring you to decrease your 17 initiatives completed to date, and which are
18 workforce. 18 reflected in the 2004 forecast, is$600, 000
19  A. No, the productivity allowance, in the context 19 and that relates to the productivity
20 of the discussion we've had here this week, | 20 initiatives that the company has been
21 am saying when we went through Mr. Roberts 21 undertaking for the past while, correct?
22 Schedule 2, which ismuch in view, that if you 22  A. That'scorrect.
23 look at where the opportunities are for Hydro 23  Q.I'mnotsure, | couldn'tfindit. Isthere
24 to come up with the substantial block dollars 24 referenceto where the $600,000 arises from
25 of savings, there’sonly one way we can 25 specifically?
Page 43 Page 44
1 A.Yes, the specific initiatives where one would 1 A.Yes Veylimited opportunitiesthough to
2 - 2 achieve dollar savingsthat would have any
3 Q. Soyou'd beabletoidentify where that 600 - 3 appreciableimpact on rates, because of the
4 A -yes, theissuesthat we addressed in our 4 nature of the items we' re talking about.
5 supply chain management and our handling of 5 Q. Sure, well -
6 inventory and accounts payable and those 6 A.Wherethere'sapossibility isin--if you're
7 changes. There are changes that we've 7 talking in termsof thedollars, see we're
8 implemented, a variety of changes, that we 8 talking at any point in time 25 to 30 percent
9 would expect to achieve that kind of savings 9 of Hydro’stotal cost that affect rates.
10 for that activity, and there are other 10 Q. Sure.
11 activities, you know, ongoing is $600,000. 11 A.And of that 25 or 30 percent, 60 percentis
12 Q. Forinstance, | noticed in one of your charts 12 wages and salaries. So if you're going to
13 on controllable costs that your office 13 appreciably have any impact in terms of
14 material expenses decreased significantly, 14 controllable--should use the term costs over
15 forecast from 2004 over the test year 2002. 15 which we can influence matters. If you don't
16  A. Office supplies and expense, yes. 16 deal with the 63 percent, and | always caution
17 Q. And- 17 everybody, stay away from system equipment
18 A. Arewe taking about the same thing? I'm 18 maintenance. So you have to look elsewhere,
19 sorry, what was - 19 and the elsewhere is redly salaries.
20 Q. Yes, | just want--sort of generally that there 20 Otherwise we' re--if we save, you know, $800 on
21 are line itemsin your controllable cost 21 postage year over year, that’snot going to
22 budget which don’t involve wages, don't 22 help. Now that wewouldn't try to saveit,
23 involve people per se, but nonethe less, 23 but it's not going to have any appreciable
24 Hydro is able to achieve greater efficiency by 24 impact.
25 managing those better. 25 (10:00 am.)
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1 MR. KENNEDY: 1 the Board, that's a good step in that
2 Q. Noon€ sgoingto see achangein their light 2 direction?
3 bill as a result of you saving $800 in 3 A. All these initiatives were undertaken without
4 postage. 4 reference to the Board's productivity--
5 A Yes 5 actually, we'real--see, in any company,
6 Q. Butl’'mnot talking about itin the context 6 whether it's a Crown corporation or private
7 though of the end rates that Hydro is charging 7 enterprises, you're alwaystrying to operate
8 to its customers, and talking about this more 8 efficiently and effectively. | mean, there's
9 in relation to the setting of the productivity 9 millions of--hundreds of millions of dollars
10 alowance, as was donein 2001, of two million 10 in management books and all thiskind of.
11 dollars. 11 There's an industry in that. But in a
12 A.Butyou're talking asthough aproductivity 12 competitive world, you have to ensure that
13 alowance is somehow systemic to the 13 you're operating, no matter what your
14 regulatory process with Hydro? 14 business, efficiently and effectively. 1've
15 Q. Well,what I'mindicating isthatin CA- 46 15 earlier said and | won't repest it, that it's
16 you've indicated that as a result of 16 aconstant struggleto make surethat your
17 optimizing your corporate performance and this 17 business is operating with the least amount of
18 productivity initiatives that you've aready 18 cost, and if you'rein private enterprise, the
19 earmarked, for instance, annual savings of 19 highest amount of profit. | mean, because
20 $600,000 asa result of some things that 20 that’ s your job, but what we haveto look at
21 you've done, correct? 21 in this jurisdiction with respect to our
22  A.Yes. 22 electricity supply, and the two utilities, |
23 Q. Andthat if, for instance, there wasa $ 2 23 understood earlier on that Newfoundland Power,
24 million productivity allowance that you were 24 which was much further ahead in the regulatory
25 trying to move towards achieving, as set by 25 process than we are, had a productivity
Page 47 Page 48
1 allowance imposed and none since. And we had 1 capriciously some sort of thing as a
2 a productivity allowance imposed, as | 2 productivity allowance every year, human
3 understood it, because the Board had 3 beingswill react tothat, and instead of
4 difficulty in knowing isthis utility being 4 getting a very positive approach, then you're
5 operated efficiently and effectively. We 5 going to get things done that will eventually
6 don’'t really have away to measure that, so 6 be to the detriment of the system, becausein
7 we're going to take astab and in fact in the 7 sheer desperation to meet the productivity
8 dark, and clear warning that we had to be able 8 allowance, where else can you takeit. You
9 to demonstrate that we are indeed focused on 9 would be doing thingsthat are not prudent.
10 issues related to efficiencies and 10 Y ou would be doing thingsfor some external
11 productivity in the conduct of the business. 11 force, instead of doing things that assure all
12 Q. Andthat - 12 our equipment and our systems and our people
13 A.Butif you'regoing toset upa framework 13 are motivated and the job, at my level, isto
14 where that kind of thing is-that to me, asa 14 motivate and tell people what is the greater
15 matter of policy or procedure, that’s not the 15 cause we're working for and how do you protect
16 way to control abusiness enterprise. You can 16 the job security in Newfoundland and L abrador
17 get untoward results if you, not knowing the 17 Hydro. | tell them all thetimes it’'svery
18 mechanics--the Board hasalso said, in its 18 much dependent on the public’s view that this
19 P.U. 7, that they did not want to get into the 19 corporation is providing them with an
20 management of the business and the detail, but 20 essential service and they’re getting a good
21 they certainly wanted to have compliance as 21 result for their dollars invested in the
22 one of the pillars of regulation was 22 Corporation.
23 compliance and the Board being aware of what's |23 Q. Okay. Soyou know, you've touched on the
24 going on. Andif you put agroup of peoplein 24 quandary, if you will, of the Board as
25 aposition where there' s just arbitrarily and 25 expressed, in your interpretation of it, as
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1 MR. KENNEDY: 1 great effort in hereto control costs, where
2 expressed in P.U. 7 in setting a productivity 2 we have influence. Those 211 positions don’t
3 alowance becauseit felt it never had, as| 3 come without alot of internal reorganization
4 could gather your impressions, it never had 4 and consternation and having to do this, and
5 the information available to it to be able to 5 inthe context of rural Newfoundland, every
6 assess Hydro against other things to see how 6 job that we displace isquestioned by some
7 efficient it was operating, and so it wanted 7 public body, by a community, because that--you
8 to incentivize Hydro to achieve greater 8 know, so in aregulatory environment, | think
9 efficienciesin its operations? 9 that the Board, if they are satisfied with the
10 A Waell, it wantedto ensurethat wehad the 10 information that they’re getting, if there's
11 message and you know, from page 74 to 77 of 11 evidence that something is going on in that
12 the report, theissue, asl understood the 12 organization to ensure that costs are kept to
13 Board, and they quoted Mr. Justice Green, as 13 aminimum, thento imposean arbitrarily--
14 he was then, that there was a presumption, you 14 because that’s like a dart.
15 know, in the managerial good faith that should 15 . | understand, Mr. Wells. So let’sjust go to
16 be exercised by a regulatory board, and 16 the issue of the information that’s been
17 therefore, if the evidence and the facts and 17 provided to the Board, and we just--we were
18 the figures that we present or any regulatory 18 dealing with the Holyrood conversion factor,
19 body or body subject to regulatory direction, 19 and | think sometimes that’s also referred to
20 if youdon't find evidencethat the--if al 20 as the thermal conversion factor, and that was
21 the information presented is correct, if 21 addressed in Grant Thornton’s report on the
22 there's clear, and | would say compelling 22 KPI. I wonder if we could--it’ s the report on
23 evidence, and thisis our whole pleain this 23 regulatory performance measures for
24 caseto the Board of Commissioners, isthat 24 Newfoundland and Labrador Hydro. Are you
25 you can seg, it's demonstrable that there's a 25 familiar with that document, Mr. Wells?
Page 51 Page 52
1 A Yes. 1 Grant Thornton explained that they’re looking
2 Q. And Grant Thornton goes through a description 2 at just number one and two there, that the
3 there, through the report, about the efforts 3 performance measures for internal use are, |
4 that had been made at Hydro, prior to Grant 4 guess, Hydro's concern only. And then at the
5 Thornton becoming directly involved in this 5 bottom of page 5, there’ s six key performance
6 KPI project, it's actually indicated at page 3 6 indicators that are currently reported to the
7 that prior to the commencement of the 2001 7 Board: SAIDI, SAIFI, SARI, the durating
8 hearing, Hydro had initiated an internal 8 adjustment forced outage rates, I’'m not sure
9 project dealing with key performance 9 how you pronounce the acronym, DAFOR; weighted
10 indicators. So thiswas the process that you 10 incapability factor and your customer
11 had already gotten, sort of, the ball rolling 11 satisfaction index, correct?
12 on, sometime in 2001, presumably, and then at 12 . That’s correct.
13 page5, if we could just goto the bottom? 13 . Okay. And then Grant Thornton went on, at
14 Actually, if we could just scroll up, just by 14 page 6 there, to look at other performance
15 way of explanation, they havereview of key 15 measures that could be reported by Hydro to
16 performance indicators and then said as part 16 the Board which would assist the Board in
17 of their identification and assessment 17 monitoring Hydro through the--just part of the
18 process, Hydro has broken down the kpPI’sinto 18 regulatory oversight process and they are as
19 three categories: performance measures 19 stated at page--if we canjust scroll down,
20 currently reported to the Board; performance 20 you'll be ableto get all six--there you go.
21 measures which may be suitable for the Board, 21 The thermal conversion factor; the hydraulic
22 from aregulatory perspective. These would be 22 conversion factor; the corporate operating
23 also relevant for internal use by management. 23 maintenance per megawatt hour; and then the
24 And three, performance measures which would be 24 three are the generating, operating and
25 morerelevant for internal use. And then 25 maintenance per megawatt hour, transmission,
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1 MR. KENNEDY: 1 appreciated. (laughter). And the question at
2 operating and maintenance for transmission-- 2 line 2there is, "Mr. Wedlls, at the last
3 per kilometer of transmission line; and then 3 hearing, the Board imposed a productivity
4 distribution, oM & A per Rural customer. And 4 alowance on Hydro. Doyou believeit is
5 then there’'sa discussion, Mr. Wells on the 5 appropriate now for the Board to consider the
6 ensuing pages, which you' re probably familiar 6 imposition of another productivity allowance
7 with, about what each of those are, and the 7 during thishearing?' Andyour reply is
8 very first oneis the thermal conversion 8 "Absolutely not". Andthen you goon to
9 factor. And then you see that Grant Thornton 9 explain why that’s the case, and you aready
10 has indicated, "We recommend that Hydro report |10 stated that here today, but there was one
11 itsthermal conversion factor to the Board on 11 portion there where you go, line 10, "There
12 an annual basis." 12 arealso meansby which performance within
13 A Yes 13 Hydro can be measured ona corporate and
14 Q. Now, you had indicated on October 6th, | think 14 divisional level. In P.U. 7, the Board stated
15 it was--in the transcript please, October 6th, 15 that it believed the onuswas on Hydro to
16 page 69. There wego. This wasin your 16 bring forward measures which clearly
17 opening portion of your testimony, Mr. Wells, 17 demonstrate the efficiency of its operation.
18 when you were under direct by your counsel. 18 Inour view, thishas beendone. And as
19 You cantell by thenicely framed questions 19 directed by the Board, performance measures
20 and replies. 20 had been reviewed with the Board' s accounting
21 A. A littlemore order in the proceeding, yes. 21 firm, Grant Thornton, which has reported
22 Q. Yes, itseemed tobe, | wasreading it last 22 favourably with respect tothe performance
23 night, | said, boy, he'svery concise and - 23 measures proposed by Hydro." So, | guess what
24 A.What are you implying? (laughter) 24 I’m trying to determineis the KpPI report of
25 Q. That it was late at night and it was 25 Grant Thornton indicated that, well yes, there
Page 55 Page 56
1 are these existing performance measures that 1 you know, thisis the mechanism that Grant
2 Hydro reports to the Board on, but that 2 Thornton is recommending and this could be set
3 there' s recommendations to expand those, to 3 up and putinplace. And we have, to the
4 include these six additional - 4 extent, likesome of thenew things, the
5 A. And to exclude the ones that we had devel oped 5 kilowatt hours, the normalized, you know, and
6 aswell, because when Grant Thornton arrived, 6 the dollarsrelated to akilowatt hour, but
7 we already had something for them to look at. 7 these types of things will hopefully--and this
8 Q. Right. 8 depended on the view of the Board as tois
9 A Yeah 9 that the approach to measure certain things,
10 Q. Soam| gathering correctly then that, isit 10 thosethat wereinthe past and those that
1 Hydro is agreeing that it will, subject to the 1 would be incorporated into the processin the
12 Board' s order, that Hydro agrees that these 12 future. Now, and on the basis of that, is of
13 six additional performance measureswill be 13 course what we're saying isthat would bea
14 reported as part of the normal course of the 14 far more effective approach, in terms of the
15 regulatory process? 15 Board having a reasonable degree of comfort as
16 A.Yes, andtheonly caveat isthe appreciation 16 to what efforts are going on within Hydro to
17 that the Grant Thornton report was only 17 ensurethat electricity is indeed at least
18 received relatively ashort while ago, and 18 cost, which, you know, if your capital cost
19 there’ s been no follow-up discussion, either 19 structureisright and you have deficiencies
20 with the Board or, you know, between Hydro and 20 within the organization and all that equals,
21 the Board and Grant Thornton. But the 21 you know, the Board has spelled thisout in a
22 recommendations of the Grant Thornton report 22 little formula, it's spelled out in Bonbright
23 show aclear path that the Board will accept 23 Reliable Least Cost Electricity, what does it
24 it, as to how we can go forward with the 24 mean?
25 review of Hydro's performance in the future, 25 Q. Now there' saso adiscussion in this report
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1 MR. KENNEDY: 1 one of the points that was agreed between the
2 by Grant Thornton about the use of internal 2 partieswasthat "Hydro will propose a peer
3 benchmarking verses external benchmarking, 3 group of utilities and measures upon which to
4 correct? 4 compareits performance, not later than six
5 A.(Noaudible response.) 5 months following the date of the Board order
6 Q. And the therma conversion factor, for 6 in this proceeding. And upon approval, Hydro
7 instance, I'm assuming that that would be an 7 will collect and report such measures for
8 indices that’s peculiar to Holyrood as a plant 8 itself and the peer group annually, beginning
9 and that it may be rather difficult to find 9 in 2005."
10 some external datain order for you to be able 10 A.Yes
11 to compare the operating efficiency of 11 Q. Sothat would bethe external benchmarking,
12 Holyrood to some other plant? 12 correct?
13 A. No, thereis benchmarking within the industry 13 A. That would be, yes, going to explore that and
14 and Mr. Haynes should speak directly to this, 14 try and come up with reliable indicators, yes.
15 it would be better because there are 15 Q. Now, theinternal benchmarking, that would be
16 possibilities with external comparisons, but 16 aprocess of sort of historicaly tracking
17 again, likethe operating characteristics, 17 your information to see what your thermal
18 what--but people reviewing these things can 18 conversion factor has been or is being year
19 have away to normalizeit, so it makes some 19 over year, similarly your hydraulic conversion
20 sense. 20 factor, your corporate OM & A per megawatt
21 Q. Okay. 21 hour. As aninternal measure thisis--what
22 A.Youdon't want to create misinformation. 22 wasit in 2004, what isit in 2005 and so on,
23 Q.No, and | understand and | guess, just so 23 correct?
24 we're clear, the mediator’sreport that was 24 A.Yes, and these are, you know, there' san old
25 filed yesterday, at paragraph AA, it was--on 25 adage in management, what get's measured,
Page 59 Page 60
1 get’'smanaged. Andif you can, in terms of 1 variety of those measures, yeah.
2 the management of the organization, if you can 2 Q. Wouldyou beable to provide thedata for
3 focus on--but you have to have the appropriate 3 these six indices that Grant Thornton has
4 measurements and what, from my perspective, 4 recommended in their performance report for
5 you know, or for any CEOina company, you 5 that period, 2000 to 2003?
6 want to beableto look at awhole set of 6 A.Yes, wecould do that, | think, yes.
7 indicators relative from where your corporate 7 Q. Okay,if | could have that, counsel, that
8 objectives are and what you can achieve, and 8 would be -
9 have the focus on being able to have some sort 9 GREENE, Q.C.:
10 of objective management measures--or measures, |10 Q. I’m not sure what you're asking Mr. Kennedy.
11 you know, objective measures are better than 11 Areyou asking that this be provided asan
12 subjective. 12 undertaking in this hearing or are you asking
13 Q. Soasanassistanceto the Board, Mr. Wells, 13 that we provide in on a go-forward-basis when
14 inanalysing, if you will, your statement that 14 we start reporting the measures? I’m not sure
15 aproductivity allowance, at thispoint in 15 what you' re asking.
16 time, would be punitive, | think your words 16 (10:19 am.)
17 were yesterday, onthe basisthat Hydro is 17 MR. KENNEDY:
18 aready undertaking a number of initiativesto 18 Q. I’'msorry, | wasthinking of it now, counsel,
19 try to improveits efficiency, decreasethe 19 at some point in the hearing -
20 cost of the electricity that it is providing. 20 A.Oh, okay, at some point in the hearing,
21 Would it not be of assistance to them to know 21 because I'm not sure what the demand 1 just
22 now whereyour 2004 figuressit, from an 22 putin.
23 historical perspective for 2000, 2001, 2002, 23 Q.| don't know how much effort is involvedin
24 2003, for instance? 24 putting this together, and | appreciate, |
25 A.Wecould comeforward, say, from 2000 on a 25 don’'t want to place any more burden on Hydro’s
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1 MR. KENNEDY: 1 evidence, | mean, we' ve explained the position
2 back than | know that they’re already under. 2 with respect towages and salaries going
3 But it'sjust you haveto recognize, I'm 3 forward, we' ve explained all of these things.
4 assuming that what you're indicating to the 4 If you look at our projections for 2004, you
5 Board isthat for your 2004 test year, there's 5 will notice in that there’s an enhanced
6 no productivity allowance needed. You 6 vacancy allowance than what you would see from
7 recognize that in 2001, the reason that the 7 normal. And that’s not because we, you know,
8 Board set the productivity allowance was 8 we expect that many vacanciesto normally
9 because it never had these benchmarking - 9 occur, that’s where we put a number, whichis
10 . They didn’t have the measurements, yes. 10 ina sense, we set our own objectives for
11 . 1t still doesn’t have those benchmarking, so 11 2004. We've dready provided the result to
12 other than your, you know, your statement in 12 you and you'll find, if you're looking for the
13 and of itself that you don’t want a 13 accounting of it, it's in the vacancy
14 productivity allowance, it would be punitive - 14 allowance, which you'll noticeis more than
15 .No, I - 15 normal. And so in effect, if youlook at
16 . - that information would be of assistance to 16 kedging, let’'suse a nautical term, we've
17 the Board? 17 aready kedged ourselves, we' ve thrown out the
18 . | take your points and | think that we can co- 18 anchor and we're coming to it, you know, so we
19 operate and | think we can, you know, and | 19 have our own objectivesfor 2004. Theissue
20 didn’t anticipate--we' |l find out and let you 20 isif we achieve them, that’s great, dependant
21 know how soon we can come with, say go back to 21 onthe Board--if we don’t achieve them, we
22 2000 and start to paint the picture. But, you 22 livewith the consequence. Y ou know, the
23 know, what we stand on, in this Application, 23 rateswill be set. If the Board accepted our
24 is the facts that we have in this Application, 24 Application, it's set on the rates, and
25 and you can see clearly and as yet uncontested 25 something like, | think Mr. Hutchings, we were
Page 63 Page 64
1 talking about yesterday afternoon, but | mean, 1 mediator’ s report.
2 al hisclient paid asaresult of the 2001 2 A Yeah
3 application, were the ratesthat were set by 3 Q. Okay. Mr. Wells, again, | think it’s sort of
4 the Board; nothing more, nothing less. 4 indicated, in its simplest form, your
5 Q. Soperhaps if wecould doitas two steps, 5 initiatives a¢ Holyrood to improve the
6 counsel, and if you could report back on the 6 efficiency there and generate more kilowatt
7 effort involved and the availability of these 7 hours per barrel, were based on saving fuel,
8 key performance indicators from an internal 8 that you’ re burning less fuel there and that’s
9 benchmarking for that period, 2000 to 2003, 9 awaysgood. And I just thought that if we
10 and the ones selected by Grant Thornton, which 10 could have adiscussion about DSM initiatives.
11 is| understand it, Mr. Wells, you're agreeing 11 And NpP-52, and if you could just scroll
12 are appropriate and can be provided by Hydro 12 through that, Mr. O’'Rellly, | didn’t--it's
13 going forward as well? 13 early into the report, it's asection on bDsMm
14 . Well there'sa lot of work that’sgot to be 14 andit’s at the top, so if you could just
15 done on these three others for the comparison, 15 quickly scroll, I would be ableto findit.
16 but that’swhat we undertook and | think is 16 Just keep going, you canflip through it
17 reflected inthe document you had on the 17 quick. Actualy, if you just do afind, then
18 screen. What' s the heading of that? Isthat 18 go DSM.
19 the mediation report? Yes. 19 COMMISSIONER SAUNDERS:
20 Q. The mediator’s report? Well they're the 20 Q. Page?2, | think iswhereyou will find it.
21 external benchmarking and I’ m just requesting 21 MR. KENNEDY:
22 the internal benchmarking at this point. 22 Q. Just scroll down. | was trying to find sort
23 A.Yes, for now, yes. 23 of an accepted--not definition, but
24 Q. Your externasaren’'t going to kick in until 24 description of what the chief ways through
25 at the earliest, 2005, according to that 25 which a utility implements DSM initiatives.
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1 MR. KENNEDY: 1 Q. Right.
2 [t'sinthis document and | think it's, I'm 2 A. And Hydro Wise isincorporated in the answer,
3 not sureif it'sthere, but the four that | 3 yeah.
4 copied down were: load control, peak shaving, 4 Q. Right. Itwas thefirst sentence, "Diesel
5 interruptible B programs, and fuel switchings? 5 systems are assessed on aregular basisand
6 And| guess, can we agreethat demand side 6 are targeted for conservation initiatives when
7 management, as a program, as both a potential 7 it is considered to make economic senseif the
8 short term aspect toit, aswell as along 8 short-run marginal cost is greater than
9 term, that in the short term, the objective 9 marginal revenue and the difference between
10 is, in the case of an utility to save fuel 10 the two is sufficient to fund the DSM
11 usually, and then in the long term, it’s aimed 11 initiative." So, in its simplest terms, just
12 at deferring when new plant would need to be 12 decreasing the amount of electricity that
13 added to the system? 13 people use on adiesel isolated system, may
14 A Yes, generally yes, that's right. Well 14 not necessarily save money because the short-
15 certainly your latter part ismuch clearer 15 run margina cost of producing that
16 than the fuel one, depending on your 16 electricity may in fact beless than the
17 circumstance, yeah. 17 short-run marginal revenue that you're
18 Q. Right. Exactly, demand side management isnot |18 receiving, correct?
19 asimple matter, at least not as simple asiit 19  A. Okay, yes, correct.
20 would appear on itsface, and | think there's 20 Q. And that that’swhy--and that’ s because it'sa
21 adiscussion, CA-23, thisis where you refer 21 capital intensive business you'rein, that
22 to your Hydro Wise Program? 22 there'sa fixed large up-front cost that’s
23  A.That particular question related to 23 incurred which all customers have to pay for?
24 conservation initiatives in the isolated 24 A, That'scorrect.
25 diesel system, not specifically Hydro Wise. 25 Q. All right. But asfar asthelong term goes,
Page 67 Page 68
1 any--would you agree with me that any growth 1 have to be achieved later on.
2 in electricity, at the customer level, as 2 Q. Butif I'mthe same rate payer, just leaving
3 we're seeing on the diesel isolated system and 3 aside the inter-generational issuesfor the
4 aswe're seeing on the Island interconnected 4 moment.
5 system, will necessarily always eventually 5 A Yeah
6 lead to capacity constraints? 6 Q. If I'mthe samerate payer today as|’m going
7 A. Eventualy, yes. 7 to be in 20 years time, thefact that I’ve
8 Q. Eventually. 8 been ableto defer when you haveto put new
9 A Inevitably is probably a better word. 9 plant into the system -
10 Q. Inevitably. And that a DSM initiative is 10 A.Youwill getthe benefit.
11 aimed at, in part, deferring when that 11 Q.| would get the benefit of that, and that’ s of
12 capacity constraint will occur? 12 value to me, today, to get the benefit of that
13 A. That’s one of the factors. 13 later. Time value -
14 (10:30 am.) 14  A. It doesn’'t mean that your current electricity
15 Q. Andthe deferring of plant, elongating out 15 bill will go down.
16 when you have to put that new plant into your 16 Q. No, but there’' satime value to money, so that
17 system, has avalue to us today. Depending on 17 if 1 know |won't incur costslater, I'm
18 how long it iswhen the plant is forecasted to 18 willing to pay a certain amount of money for
19 go into the system and how much you've 19 that now.
20 deferred having to put that new plant into the 20 A.Who are we going to explain this to
21 system, the value today may be small or it may 21 (laughter).
22 be large, but it would have a value today? 22 Q. Wdl I'll leave that to the economists, but -
23 A.Therewould beavaue. Today, in the sense 23 A. Thedismal science.
24 of benefiting consumers of right now, when you 24 Q. Soyou're agreeing with me that the deferral
25 don’'t have that expense--the benefit would 25 of when new plant isto be added to the
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1 MR. KENNEDY: 1 A. Will benefit you in that period, from 2010 to
2 system, does have avalue to your rate payers 2 2012.
3 currently, presuming that they’rethe same 3 Q. But knowing that, if I do something now, | can
4 rate payers that will be saddled with the cost 4 defer when that plant’s going to be put in,
5 of that new plant when it doesget put into 5 from 2010 to 2012, that that has a value to me
6 place? 6 now, that in its simplest terms, let’s say the
7 . If you were forward looking, you know, because 7 new plantis going to putan extra five
8 thereis no actual dollar saved and let’ s just 8 dollarsin cost to me, as arate payer, that
9 take a situation that if in 2010 there's new 9 if 1 can pay adollar now -
10 capacity and energy required, which will come 10 A.Tosave adollar in2010? And I think |
11 at acost of whatever that is, and you could 11 understand where you’re coming from and not
12 defer that to 2012, there’ s atwo-year period 12 to, you know, try to help the conversation,
13 there, assuming that there's enough 13 we'regoing to go out and sell that concept
14 eectricity within the system to satisfy 14 that, you know, five, ten, fifteen dollars now
15 everybody, where the additional, the marginal 15 will save you thirty, thirty-five dollarsin
16 cost coming into the average cost would help 16 20107 Weéll, atmy age, it'sstarting to
17 consumers during that two-year period. You 17 diminish the possibility (laughter). A bird
18 don't defer it indefinitely, they will 18 inthe hand is worth two in the bush, you
19 eventually have to pay that cost. But are you 19 know.
20 suggesting that, in that example, that an 20 Q. You'renot buying green bananas.
21 actual consumer could savetoday asaresult 21 A.I'mnot sure exactly what you, would this
22 of that? No. 22 result in some program that could be
23 . No, no. Inactual fact, the consumer--well 23 realistically effective, but | mean, the
24 you're saying that the deferral of that plant, 24 principles of demand side management, which
25 from 2010 to 2012, has - 25 are much talked about, but as | understand it
Page 71 Page 72
1 and | could be not the correct result, 1 Board, that one of the reasons for that can be
2 conclusion, that they have been fairly 2 attributed to the fact that it’s usually left
3 ineffectual in achieving in what was intended 3 to the utility to be the one pitching the DsMm,
4 over in variousjurisdictions over time. And 4 and that the public, beingthe public, are
5 that the best determinant of having consumers 5 necessarily cynica and jaundicein the eye
6 certainly focused ontheir cost of their 6 about messagesthat they receivefrom the
7 energy services, is aprice consideration. 7 utility about waysto save energy. And could
8 That is one that will readly attract 8 you give meyour impressions, as aCeo of
9 attention, but that’s not to say that to 9 Hydro, about what mechanisms this Board could
10 varying degrees, demand side management 10 employ or implement to encourage demand side
11 programs would have some effect. You 11 management among the consumers of electricity
12 certainly have to look at what you're 12 inthe Province of Newfoundland, that would
13 targeting and the cost of what you’re doing 13 address that underlying issue?
14 and, you know, the potential benefit. What 14 A Wdl it'svery difficult. We ve set out, you
15 you just described, talking to consumers 15 know, in terms of our Hydro Wise program,
16 today, that it's worth afew dollars now to 16 which isbasically directed at our customers
17 save on your electrical bill five years hence 17 and over time, you drag their attention around
18 or ten years hence, if you can pull that one 18 totheissues of their electricity cost and
19 off, there’ s an election coming in the spring 19 how they can doit. It's likethe Green
20 that you should definitely runin (laughter). 20 programs with respect to greenhouse gas--
21 Q. You mentioned one thing about the demand side |21 recycling, some programs have some success;
22 management programs in the past having met 22 somedon’t. If youlook inthesystem in
23 with what you would call resounding success. 23 Newfoundland, one of the--if you look at, like
24 It's been suggested by representatives of the 24 the cost of power beyond alifeline block in
25 conservation core in testimony hereat the 25 the Isolated diesel system, that type of thing

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

Page 69 - Page 72




October 10, 2003

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

Page 73 Page 74
1 MR WELLS: 1 helping Newfoundland and al electrical
2 isarestraint on consumption, the price. And 2 consumersin thelong run if you were to make
3 in the context of Newfoundland, | think that 3 that $8,000 or $9,000 investment and go to
4 you haveto look at theissues. If it istrue 4 another source of heating. Andyou got to
5 and we have said, you know, that’s what we 5 ook at the individuals and the circumstances
6 think, isthat electric space heating has 6 they arein at the moment and that’ s not going
7 increased the demand on our system that 7 to influence them. And it’s not really good
8 required new sources of supply because our 8 evidence for you, but I've talked to
9 Industrial customers weren't looking for 9 individuas, people who were building houses,
10 anything untoward in that sense, there’sno 10 people who were doing things with their
11 big industry was established, soin the new 11 houses, suggested that, you know, you want to
12 housing, it seemsthat there's overwhelming, 12 reconsider that electric heat thing. | can’t
13 aswe've described, preference for electric 13 get anywhere with it.
14 heat. But then you have to look at the 14 Q.Let'slook at the customer that already has
15 position of individuals. No matter how well 15 electric heat and already has electric hot
16 intentioned your program, if young couples are 16 water boiler intheir house. It's been
17 trying to getinto that first house and 17 suggested, for instance, that aload shifting
18 they’re trying to bring their downpayment and 18 initiative aimed at hot water heater, at
19 their mortgage and the cost in line and 19 residential level, could have a significant
20 finance their furniture and everything else, 20 impact on the peak experienced by the system
21 and somebody says you can putin electric 21 at likely coincident peak levels during the
22 baseboard heating for a total cost of, you 22 winter months. And that would simply be by
23 know, $1,200 to $1,500 or whatever, you know, 23 shifting when that hot water boiler is heating
24 $35.00 for a 2000 watt heater, whatever, but 24 the water back up inside the device.
25 you would be better off and youwould be 25 A.lIt'sheating it after the shower takes place.
Page 75 Page 76
1 Q Wadll, right now it does, doesn’t it? If 1 load is addressing your capacity constraint.
2 someone takes a shower, empties out their hot 2 A Yes, it does, yes.
3 water boiler, it heats up immediately, 3 Q. And that could, under some circumstances,
4 correct? 4 delay when you would have to buy a new plant,
5 A.Yes. Andyou're saying we should put a delay 5 correct?
6 on that or something. 6 A.Yes, but the whole thing and with demand side
7 Q. S0, there are devices available on the - 7 management is what is the efficacy of what
8 A.It'sgoing to be some--who getsin the shower 8 you've put your effort into and will it
9 first. (Laughter) 9 actually create a difference sothat it's
10 Q. Yes, well, youcan have alottery, but there 10 meaningful. 1t’'slike my postage stamps, you
11 are devicesthat would change when that hot 11 know. We puta big effort into change
12 water kicks back into heat up the water in 12 consumers' habits in terms of how they operate
13 it, correct? 13 their system, their electricity use and you
14  A.Yes I'm sure I'm not personally familiar 14 haveto, you know, will this be meaningful ?
15 with that, yeah. But the point being as one 15 Now, if you change somebody from electricity
16 of the other issuesthat’s has been pointed 16 into oil space heating, for that individua
17 out here and in this proceeding and earlier, 17 unit of consumption, you're making afairly
18 that in alot of those time management things 18 dramatic change. If they changed out their
19 and selecting when you draw on your 19 hot water systemsto some other source other
20 electricity requirement, is not going to 20 than electricity, adramatic change. Butin
21 affect the total draw onthe system. And 21 terms of usage patterns within the household,
22 therefore, you still need the capacity and the 22 and you totalled it all up, what are our
23 energy to fulfil it. 23 opportunities? | havenoidea, but al I'm
24 Q. Two different things, right, capacity and 24 making it a point isthat if you think that
25 energy obviously. And oneis the shifting of 25 thisis going to berealistic, in a short
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1 MR WELLS: 1 tothem and then they make their decisions,
2 term, it’s highly unlikely and in along term, 2 yes.
3 it can have some effect. There's people 3 Q. Andin 2001 you provided an explanation as to
4 picked up on the environmental issues and 4 why Granite Canal, for instance, and the NUG
5 participation, people do get into things over 5 contracts were exempted from the Board’s
6 time, but alot of the stuffingsin power 6 jurisdiction. And it had to do with a sudden
7 bills or other utility billsgo straight to 7 identified capacity and energy constraint.
8 the waste paper basket. They’re not even read 8 A.Sudden?
9 by consumers; they focus on the bill. 9 Q. Wadl, at the timeit wasthought that there
10 Q. This wholeissue of bsm and the possible 10 wasa smelter related to the Voisey’s Bay
11 impact that it can have on when capacity 11 project going into the province and that this
12 and/or energy constraints are feltin the 12 was going to put an immediate constraint on
13 system is related to your overall system 13 your system, both capacity and energy and that
14 planning, correct? 14 Hydro had to address that quickly and that
15 A.Yes, butthat's how we determine what is 15 there wasn’t enough time to go through a full
16 happening and forecast what will happen. 16 process before this Board relating to system
17 Q. Andyouindicated in the 2001 hearing that-- 17 planning and -
18 and I’'m paraphrasing here and if you’re not 18  A. Yeah, well the smelter thing did not go ahead,
19 comfortable with it--1"d just like to comment 19 but there was an intense period of activity to
20 onit, isthat the government of the province 20 find out how one would be able to meet those
21 of Newfoundland relies on Hydro to adviseit 21 requirements. And by the time we had
22 on system planning. 22 concluded the review of the RFIsreported on
23 A. That'scorrect. 23 the options, then the smelter itself started
24 Q. Andyou provide - 24 to drift away. So, it never, ever got any
25  A.Wadll, they rely on us to provide information 25 further than that.
Page 79 Page 80
1 Q.No. The decision at thetimeto exempt the 1 wouldn't build a plant that, you know, put a
2 system planning aspect of the regulation of 2 lot of money into something that you wouldn't
3 electricity in the province of Newfoundland 3 need in so many yearsif something else was
4 insofar as Granite was concerned and the NUGS 4 coming from somewhere else more cost
5 was driven by asudden need for capacity and 5 effectively. It wasjust adelay inrelation
6 energy that wouldn't have allowed for the 6 to when adecision is made, let’s see what the
7 normal process to take place. 7 facts disclosed. By doing that, we sort of,
8 A.No, it wasnot because of the capacity and 8 foreshortened thetime period inwhich to
9 energy issue. Theissuewas that, in my 2001 9 bring projectsinto play.
10 evidence, was that we said inlight of the 10 (10:45am.)
11 fact, because the smelter, as| said, drifted 11 Q. So, inthis case, Hydro has identified that
12 off isabout the best--weweren't certain 12 there could be a capacity and energy
13 whether it was going to happen or not and we 13 constraint by 2009, 2010.
14 weren't certain about an infeed from a 14  A.That'scorrect.
15 possible lower Churchill development. And all 15 Q. And | think your testimony has been that from
16 wesaid wasthat it would be better inthe 16 planning stage to actual turning the switch on
17 interest of everyone to make the most informed 17 is about afive year period?
18 decision possible, we should await and see how 18 A.If onewere to takethe full measure of the
19 events unfolded and was that smelter going to 19 process and go through a period of determining
20 be in our picture because that would influence 20 if, you know before the Public Utilities Board
21 alot? Isthelower Churchill coming because 21 if we'reinvolved in hearings and things like
22 if you're planning for either the demand on 22 that, then alowing for the construction
23 the system or a possible source of supply, 23 period for the projects that may be
24 that would influence you in your short term-- 24 contemplated, you’ d have to get on with it, |
25 what would you do ina short term? You 25 think within--you know, afive year time frame
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1 MR WELLS: 1 respect to additions to the system.
2 is one of the things that systems planning has 2 Q. So, from that perspective, | guess, isalong
3 advised us. And then if we could make a 3 term prospect. If we've got new plant that
4 decision tomorrow, our engineers, construction 4 may be needed by 2009, 2010 and we have afive
5 peoplewill tell youto build a plant like 5 year preparation period, then we're really
6 Granite Canal within athree-year time frame, 6 looking -
7 we've doneit. The same thing as the Exploit 7 . It could be. | mean, let’s say aplant only
8 River partnership, development of--you know, 8 takes two yearsto build -
9 what the time frames are if you're building a 9 . Um-hm.
10 mechanical plant, they can tell you then. But 10 .- and if however thedecision is finaly
11 the issueiswhat do you have to put in to-- 11 arrived at to build that plant, you wouldn't
12 what inputs go into making the final decision, 12 have to make your decision any more than two
13 if, yes, that's the plant we're going to 13 yearsin advance of the requirement. But if
14 build, and having it therein time. 14 you're involved in aprocess leading to that
15 Q. Youveidentified in your testimony over the 15 decision and mindful of the opportunities of
16 last couple of daysthat theissue of system 16 the plant you haveto build, like how long
17 planning in thejurisdiction of the Board. 17 doesit take to build--in our case, our next
18 You indicated that, | think, yesterday. 18 project that we could advance would Island
19  A.No, well, what | wasindicating wasthat it's 19 Pond, would be something the same period as
20 spelled out clearly in the legislation. So, 20 Granite Canal. So, it’s not sense making a
21 let’slook--1"m not sure, you say | said that, 21 decision, you know, two yearsfrom thetime
22 if 1 did--but thekey thing is we must 22 you need it if you’re going to build an Island
23 remember what the Board’ s responsibility as 23 Pond, you got to make it three years.
24 expressed in the legislation. And the Board 24 . Mr. Wélls, there’ s areply to one of the RFIS
25 hasthe authority to make adecision with 25 by Hydro that your long term financia plan
Page 83 Page 84
1 was for the period 2004 - 2008. 1 the environment. Andif you look at our
2 A You'respeaking tothe one, theinformation 2 environmental issues with the changes of laws
3 that’ s been filed in--yes. 3 and regulations and public expectation, we' ve
4 Q. AndI guesswhat I’'m wondering isif you could 4 set up the programsto deal with it, but we
5 give ussome heads up, if you will, onwhat 5 have challenges of Holyrood, emission
6 the long termissues Hydro is facing in 6 challenges. We have the effects, if they ever
7 addition to the ones that we've aready 7 get it straightened out about Kyoto and while
8 discussed, over a two-year timeframe and 8 | think Newfoundland is about 2 percent of
9 five-year time frame. And I'm sure the 9 green house gasemissionsin Canada, Canada
10 crystal ball get pretty murky, buteven a 10 may be 2 percent of theworld or whatever.
11 stretch out to aten-year time frame might be 11 Y ou know, everybody steps to do something, but
12 helpful. 12 we have major challenges with respect to the
13 A. Waéll, theissues that, as Hydro sees them, we 13 environment and with Holyrood. We don’t have
14 have--what’ s going to be important for Hydro 14 scrubbersin our stacks, you know, there's
15 going forward from here occurs in a number of 15 physical thingsthat could be done at great
16 areas. First of all and most importantly in 16 cost. Andwe're goingto haveto wrestle
17 terms of our operations, the aging system that 17 those issues to the ground. We have,
18 we're in, everything came in during a 18 throughout Hydro’ s total operations, as part
19 relatively short period in the electrification 19 of our environmental management program and
20 process. And al of the assets deployed, you 20 system, we had over 100 sites where Hydro has
21 know, are coming of an age and having to be 21 operated. The nature of our operations we
22 renewed. So, that’s very important and it 22 leave--there' s an environmental footprint, you
23 relates to our transmission and distribution 23 know, with where--the handling of diesel fuel
24 systems and our production facilities are of 24 and things like that. So, we havea set
25 anage. And we haveissueswith respect to 25 program to review and assess and do things
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1 MR WELLS: 1 the lightswent out momentarily or for a
2 with respect to site re-mediation that’s 2 while, people lived withit. But today’s
3 ongoing and will take years to complete. But 3 business environment and the way the
4 it exposes you to surprises that you may not 4 penetration of personal computers and the
5 have seen. Andone of the things that 5 whole system, people are looking for reliable
6 affected one of our changesin cost in this-—-i 6 power. And then the robustness of a system,
7 was questioned about it earlier, you know, how 7 the systems that were built back in the’60s
8 good we are at forecasting. We had estimated 8 not only age, but what they were intended to
9 $50,000.00 to do some re-mediation in Petite 9 achieve relative to the cost because
10 Forte. Wegotinto it andit ballooned, | 10 everything was based on cost. And there's
11 don't know 250, 300, anyway, you make your 11 goingto haveto be, in areas, substantial
12 best judgment and get in and find out that 12 upgrading. And we also haveto look at the
13 your suddenly struck with another 200,000 plus 13 issues of capacity and transmission lines. In
14 of coststhat had not been anticipated. It 14 particular, in Labrador, the line from
15 makes your forecasting look likeit’s off, but 15 Churchill Falls to Labrador Westis pretty
16 these are unanticipated events. 16 well at its maximum. And if there' s any other
17 So, aging equipment, environmental issues 17 great, you know, draw in terms of that, you're
18 with respect to Holyrood and throughout the 18 going to havetolook at replacement. The
19 system and related to the past as we 19 line from Churchill Falls into Happy
20 decommission places. The customers, if we 20 Valley/Goose Bay, alot of that line going
21 look at customer and customer expectations, 21 down to be abreast of Gull 1sland was built in
22 the tolerance now for power interruptions and 22 contemplation of the development of Guill
23 the quality of power isdecreasing amongst 23 Island back in history which didn't occur,
24 customers mainly because, you know, computers |24 then the line continued on to Goose Bay.
25 and systems like that, going back in time, if 25 But there are--interms of the system
Page 87 Page 88
1 itself, issues that are going to inevitably 1 population of Newfoundland and Labrador is
2 add considerable cost aswe go forward in 2 going to have to cometo gripswith it, you
3 termsof circumstances. Another big issue 3 know. So, the industry structureis an issue.
4 that we face isthe position of Hydro. You 4 Going forward from today and internally in the
5 know, we've always, since |I’ve been there, 5 company, theissue for us in this regulatory
6 it's be--for me, the clarification of the role 6 environment is to be able to demonstrate what
7 of Newfoundland and Labrador Hydro withinour | 7 weare doing. The work is going on, the
8 jurisdiction. There’'s much public comment now 8 effort is there to make surethat we're not
9 related to the election and political--we're 9 unduly costing consumers. But in any
10 hearing alot of public comment. The energy 10 organization, you're never perfect and there's
11 policy review was first announced, | think, on 11 always and should be an effort to make sure
12 August 12, 1998 and that has not been brought 12 you are operating as efficiently and
13 toa conclusion. There'sa great area of 13 effectively as possible.
14 debate and how do we want to look after our 14 In any company you'd want to be able to
15 electrical needs;, who is going to be 15 prove that to yourself. So, you know, if the
16 responsible for what; and under what basisis 16 measurements--we' re going to have measurements
17 it going to be operated. Andwhen you're 17 to be able to know what we're doing. Inthe
18 managing the company and the day-to-day 18 regulatory context, we have to have
19 affairs, you liketo know exactly where it 19 appropriate  measurements for, as we've
20 leads because your planning in terms of the 20 discussed, the regulatory to have a degree of
21 role that Hydro could play and the role that 21 confidence that the things that the regulatory
22 others--and there’s some competing interest 22 hasthe legislated mandate and jurisdiction
23 here, and how we could structure our 23 and responsibility to go through the elements
24 utilities, how you design your rates. | think 24 that lead to what is the determination of
25 al these are important things that the 25 least cost reliable electricity. So, that's
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1 MR WELLS: 1 of the service, is supporting the cost of the
2 where we' re focused. 2 service out in Kippensand Doyles. And yet,
3 Theissue, if | might, --you want to me 3 we don't talk about non-performing rural
4 to--it'snot ayes and no answer, isit? 4 assets. And if we only had one distribution
5 Just a couple--one of the things that we do in 5 utility on thisisland, the island--the rural
6 Newfoundland sometimes and L abrador, we create 6 interconnected subsidy would have never, ever-
7 rods for our back. And thisis personal now, 7 -thisis my proposition--would never ever have
8 my view, it's not part of our application, let 8 come up. Becausein Nova Scotiayou know that
9 me say it that way. We have anomalies, you 9 the people in the Halifax, Dartmoth areaare
10 know that we don’t get any return on our non- 10 supporting upper Kennetcook and Eekum Seekum,
11 performing assets. And we know that 11 you know. We average the cost over the whole
12 Newfoundland Power has non-performing assets 12 system. So, we have a $19,000,000.00 deficit,
13 and they do get areturn. That'san anomaly. 13 we call the rural deficit and because Hydro is
14 But that’ s not the issue | want to talk about. 14 operating in the rural areasand it’sthese
15 Within Newfoundland Power’s structure, there 15 areas--and we have no offsetting St. John’s
16 173,000 people in the St. John's area, that's 16 and the deficit is focused on Port Saunders or
17 alittle point on the Avalon Peninsula. And 17 Hawkes Bay and not focused onin Doyles or
18 you know whether it's Newfoundland Power or 18 Kippens or other little places where, in the
19 anybody else, that the cost of hooking them up 19 Burin Peninsula, where Newfoundland Power
20 per unit of householdsisalot less than over 20 operates. Look what we put ourselves through
21 in the southwest corner of the island where 21 with respect totherural deficit. Andwe
22 you got Kippens, Doyles, al those little 22 could clear that up, we don’t have change the
23 communities. So, within the Newfoundland 23 utilities, but we can just recognize that in
24 Power system, the residents of St. John’s, in 24 the total cost of service on the island
25 terms of their contribution to the total cost 25 interconnected system, we'regoingto share
Page 91 Page 92
1 those costs. And we know that some units are- 1 know, percentage, the expectations, one of the
2 -it'seasier to service St. John’sthanitis 2 things that is going to have to be dealt with
3 to do an isolated community in any are. And 3 are the expectations of the people especially
4 that’ s the public policy of the province, like 4 in southern Labrador, avery difficult issue.
5 the public policy in other provinces where 5 They want electricity--i was questioned about
6 they share on a common interconnected system. 6 he cost of the fish plant and, you know, why
7 Then we could, then isolate what is the rural 7 don't wedo something about marginal cost
8 deficit realy? I’ sthe isolated communities, 8 coming it. That's not the way our system
9 we'd have (a) alot less dollars to be 9 operates. But they want electricity at rates
10 concerned and not worrying about it, and 10 that would make them competitive in attracting
11 accepting what other people in other 11 commercia enterprise and industry in their
12 jurisdictionsdon’'t haveto go through the 12 area. Andtheissuesarevery large, they’'re
13 exercises that we go through. When it comes 13 not going to go away and they’re going to have
14 to our isolated systems, we know that in the 14 to be addressed. And that is going to affect,
15 isolated communities in  Newfoundland, 15 you know, what we're going to look like and
16 consumption is dropped, the number of 16 what’ s going to be happening and who's going
17 customersin the community isdropping. We 17 to be doing what to whom aswe go ahead in
18 know now that Petitesis going to be another 18 this decade.
19 community that’s going to be vacated. Great 19 o, these are the types of things that we
20 Harbour Deep was vacated. And eventually it 20 see.
21 seems as though there’s going to be lesser 21 Q. Thank you, Mr. Wells. Chair, thiswould be a
22 number of isolated communities in the 22 good point to break. | did have one last area
23 province. 23 that | was going to cover with Mr. Wells, but
24 On the Labrador isolated system, there's 24 I'll just review my notes during the break and
25 ademand and the demand isincreasing as, you 25 be able to advise the witness -

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

Page 89 - Page 92




October 10, 2003

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

Page 93 Page 94
1 CHAIRMAN: 1 of capital--relating generally to the cost of
2 Q. Fromwhat | understand, Mr. Kennedy, you're 2 capital issue and the financia perspective,
3 going to be relatively - 3 if you will. And you’ ve indicated on a couple
4 MR. KENNEDY: 4 of occasions, | think, that this--from your
5 Q. Yes I'll bequite short, if at al, after the 5 perspective this Board must ensure the
6 break. 6 financial integrity of Hydro. That's been
7 CHAIRMAN: 7 your statement position consistent over that
8 Q. Thank you. It'sfive after, we'll reconvene at 8 last few days, correct?
9 11:30. 9 A.That'scorrect.
10 (BREAK - 11:05A.M.) 10 Q. Now, and would you agree with me that when
11 (RESUME - 11:38a.m.) 11 looking at thefinancial integrity of Hydro
12 CHAIRMAN: 12 there's ahost of factorsinvolved. For
13 Q. Mr. Kennedy, what’s your verdict? 13 instance, there’ stherate of returnthatis
14 MR. KENNEDY: 14 set for Hydro to be able to achievein agiven
15 Q. Chair, as | was explaining to some of the 15 test year based on the rates that are
16 counsel, my questions will take atotal of ten 16 approved, correct? That’s one of the elements
17 minutes to ask. 17 that goesinto -
18 CHAIRMAN: 18  A.Yes. Oneelement.
19 Q. Okay. 19 Q.- the determination of ultimately the
20  A.Incoming. (Laughter) 20 financial integrity of the Company?
21 Q.Butl dohavejust oneother area that I’'d 21 A.Yes
22 like to cover with Mr. Wells, with your 22 Q.Agreed? And that all thesebeing related
23 indulgence, Mr. Wells. This relatesto some 23 issues, there' s also the question of the debt
24 comments that you’' ve been making over thelast |24 to equity ratio or structure of the Company?
25 couple of daysrelating generally to the cost 25  A.Yes.

Page 95 Page 96
1 Q. That has a direct impact on the financia 1 Q. Allright. Andthenif we could just go over
2 integrity of the Company? 2 tothe next page, Mr. O'Reilly, after the
3 A.Yes How that capital structureistreated, 3 Board--second full paragraph says, "The Board
4 yes. 4 acknowledges the fundamental importance of the
5 Q. Youagree toothat the--certain aspects of 5 provincial guarantee to Newfoundland and
6 Hydro' s operations relating to its more social 6 Labrador Hydro’s financial status." And"The
7 policy oriented initiatives because of their 7 Board recognized the need to maintain the
8 nature can also have an impact on the 8 provincial guarantee until such time as
9 financial integrity of the Company? You're 9 Newfoundland and Labrador Hydro is in a
10 selling some energy at below cost, for 10 position to achieve and maintain a sound
11 instance, correct? 11 credit rating in the financial markets of the
12 A.Yes 12 world on a stand alone basis." And the Board
13 Q. Okay. Now, inP.U. 7, page 34, theBoard in 13 quoted from apassage that Ms. McShane had
14 its decision provided some commentary 14 provided. Andthenit held, at the bottom
15 concerning the treatment of the Provincial 15 therein the bold print, "The Board accepts
16 Government guarantee fee. And that the 16 that the government guarantee fee plays an
17 guarantee feefor thetest year in 2002--if 17 essential role in Newfoundland and Labrador
18 you just go to page 34, and yes, just towards 18 Hydro's ability to maintain asound credit
19 the bottom there, Mr. O’ Reilly. Thank you. 19 rating in the financial markets of the world."
20 It'sindicated inthat first paragraph the 20 And then "The Board concurs that the guarantee
21 guarantee feefor the 2002 test year was 21 fee of 12 million, 336 in the 2002 test year
22 $12,336,000. And | think there’s asimilar 22 isappropriate.” So | guesswhat I'mtrying
23 guarantee fee for your 2004 test year, it'sin 23 to doisreconcile, you know, your statement
24 the $12 million range, correct? 24 that, you know, the Board hasto ensurethe
25  A. That's correct. 25 financial integrity of Hydro and you seem to
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1 CHAIRMAN: 1 what do we do with equity, yes. So -
2 speak about that in relation to, more relating 2 Q. Okay. Just leaving that aside for the moment.
3 totherate of return that ultimately Hydro 3 Because you say--at one point you indicated
4 would be provided with. But I’'m wondering, in 4 that your real message isto the bond markets
5 orders of importance, wouldn’t the guarantee 5 of theworld. And | guess-
6 fee provided by the Provincial Government, 6 A.Fromthe Board's perspective, yes.
7 whichit'spaid for providing really bethe 7 Q. Yes. Whenyousaid "your real message”, you
8 underlying base or method through which this 8 were referring to the Board, presumably.
9 Board, by approving that fee, ensures the 9 A Yes
10 financial integrity of Hydro? 10 Q. That the Boards real messageisto the bond
11  A.Theissueistheresultsof the costsof the 11 markets of the world. But the bond markets of
12 capital structure that are incorporated into 12 the world, in providing debt capitalization to
13 Hydro's cost of serviceand then the rate of 13 Hydro -
14 return that Hydro gets. The guarantee fee 14 A. Providing equity to Hydro.
15 allowsus to raisemoney at attractive or 15 Q. Well, the bond markets aren’t providing equity
16 competitive interest rates that would 16 to Hydro, they’re providing -
17 otherwise not be attainable without the fee. 17 A.I’'msorry, providing debt to -
18 So thecost of thefee, | think, as Ms. 18 Q.- debt to Hydro.
19 McShane has referred to, and the result in the 19 A.Yes. Yes I'msorry.
20 bond market puts usat avery competitive 20 Q. Sothe bond markets when providing debt to
21 position. To achieveasimilar position we 21 Hydro, isit not clear that they look to the
22 would have to sort of have a60 percent debt 22 fact that thereis a provincia guarantee?
23 to capital structure to be able to achieve the 23 A.Yes.
24 same result. So, that looks after our debt at 24 Q. Inassessing the risk?
25 agood--now, the other side of the issueis 25 (11:45am.)
Page 99 Page 100
1 A.Yes Thedanger for al of uswith respect on 1 we'll never go to the bond markets, but the
2 that particular point is that, like, debt has 2 Provincial Government’s situation, if Hydro
3 priority over equity and then the security of 3 were 100 percent debt and not earning any
4 your debt relatesto your capital structure. 4 other revenue over and aboveits, you know,
5 In the normal course, the guarantee fee 5 its operational costs, that in the whole
6 definitely obviates that, but the bond markets 6 context of the provincial situation could
7 of the world will want to know is this utility 7 radically alter. Because they perceive then
8 intended to be self-sustaining and earning a 8 that the province ishighly leveraged. And
9 return and where is(sic.) that equity sit, 9 it's the same way you look at private
10 because that can affect the entire provincia 10 enterprise, your comfort in holding the debt
11 credit rating, given that our debt is part of 11 isthat theleverage--your in preference to
12 the overall provincial obligation. 12 the shareholders, and of all the assets
13 Q. Sothat the bond markets would be concerned 13 represented by the capital structure, you've
14 not with therate of return on your equity 14 got your kick at the cat, hope to recover at
15 portion of your capital structure, for the 15 least 60 percent out of the 100 percent of the
16 equity portion of your capital structure or 16 assets. Inour casethe debt hasgot to be
17 for that rate of return, but for the fact that 17 looked at that you've got to get 86 percent
18 there's enough margin for Hydro to satisfy its 18 out, that’s your first kick. Although the
19 own debt interest, correct? Asabondholder? 19 whole of 86isonly amargin of 14 left over
20 A.They have the comfort of the guarantee. 20 for error from the point of view of the debt
21 Because if you--1’m not sure of your point. 21 holder absent the government guarantee. So
22 Q. Okay. 22 then it gets back to the issue of you don't
23 A.But theissue is if you take that to an 23 want to impinge on the credit rating of the
24 extreme, if the government guarantees the debt 24 province, because then if the province's debt
25 and we have 100 percent and no equity, and 25 rating goes up, werise with it. Y ou know,
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1 MR.WELLS:
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that’sgoing to float everybody, and that’s
not in the interest of consumers.
. Okay.
. For electrical consumers, let along taxpayers.
Q. | think we're not that far apart in what I'm
suggesting and what you're saying. But this
margin, if you will, that the bondholder would
see at 86/14, that there’ s this 14 percent of
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that an 80/20 or an 80 debt to capital ratio
would be good. That’swhere the Board is,
that’swhere the Hydro Board's targets are,
Ms. McShane, as the expert, says that’sin the
high range, but that would be appropriate.
And the only fly in the ointment isthis one
time special dividend that has sort of
departed from--with respect to the
shareholder, you know.

10 your capital structure that constitutes a 10 Q.Butitwas onetimethat wasa rather large
11 cushion in away for the bondholder, that that 11 amount, but | think it's been more than one
12 relates directly to the dividend policy of 12 time where the 75 percent rule was exceeded?
13 Hydro and whether it's followed by the 13 A.Butvery insignificant. The tableisin--we
14 Provincial Government, doesn’'t it? In other 14 were looking at it yesterday.

15 words, this Board in P.U. 7, | think, 15 Q. Yeah

16 indicated to Hydro that it agreed with Hydro's 16 A. Andthe overal effect hasbeen on Hydro's
17 proposal of moving towards and 80/20 capital 17 regulated income retained earnings, the
18 structure. Andif I could suggest that that 18 government has taken out 35 percent, which is,
19 initiative is being undermined somewhat by the 19 you know -
20 Provincial Government drawing down dividends |20 Q. Yeah. Now -
21 at a ratein excess of the policy that was 21 A.Yeah.
22 determined by Hydro to be the correct one? 22 Q. Andthat's-and whenyou say that, because
23 A.Wdl - 23 clearly you indicated the first dividends were
24 Q. Favoured one? 24 actually from’95--in 1995. So this was
25 A.Weall agree, | think, in these proceedings 25 you're indicating that there were no dividends
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1 taken out since the inception of Hydro up to 1 the issue of return on equity, which | think

2 19957 2 isan issuein thisproceeding, isto the

3 A That'scorrect. 3 extent that thereis equity in the capital

4 Q. And thatif we look atal the retained 4 structure of the organization, what is the

5 earnings since itsinception to 2003, that’s 5 appropriate return on that equity. | mean,

6 where you get your 35 percent number? 6 that isthe issue.

7 A Yes 7 Q. Okay. And ] just want to make sure that that
8 Q. Butthat the most recent dividend payments 8 issue is, althoughin some cases related

9 made by Hydro to government on the specific 9 specificaly to the financial integrity of the

10 request of the shareholders, you' ve indicated, 10 Company, in Hydro's case because of the
11 hasworked against the objective of moving 11 provincial debt guarantee, which gets paid for
12 towards an 80/20 capital structure, correct? 12 aspart of thecost of service, isnot--is

13 A.Yes. Theresultshave movedit higher per 13 decoupled from your fair and reasonable rate
14 debt. 14 of return onyour equity, whatever that is
15 Q. And that that--so really we' ve got more than 15 determined ultimately to be?

16 one person with their hand on the wheel here? 16 A.Well, yeah. But mindful of that fact that the
17 The Board hasgot ahand onthewheel and 17 government isthe shareholder, unlike the
18 government’s got a hand onthe wheel and 18 situation, say, in an investor owned utility.

19 they’'re kind of pulling in two separate 19 What we see in effect because the government
20 directions, aren’t they? 20 is guaranteeing all the debt and government is
21 A. And Hydro has no hand on the wheel, isit? 21 on the hook for the equity, so in our
22 Q.Yeah 22 situation the shareholder ison the hook for
23 A.Actudly, | would prefer just leave uswith 23 everything, isn't it?
24 the wheel and we' ll--no. The--well, you know, 24 Q. Exactly.
25 nobody--you can't speak for government. But, 25  A. And the issue then becomes given the
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1 MR.WELLS: 1 Greene, are you ready for redirect, please?

2 significant dollarswe're talking about here 2 GREENE, Q.C:

3 in relation to the total provincial debt, we, 3 Q.Yes. Thank you, Mr. Chair. The first

4 Hydro, can influence, if we don’t present the 4 question that | have for you, Mr. Wells, in

5 right picture outside the provinceto the 5 redirect, arises from the cross-examination of

6 financial markets that the government, the 6 Mr. Browne on October 7th. And wonder, Mr.

7 cost of government debt and therefore Hydro's 7 O'Reilly, please, if you'll bring it up,

8 debt could go up, and that’snot in the 8 October 7th, page 22? And beginning in line 6

9 interest of consumers. That'swhy | think 9 Mr. Browne asked you a question with respect
10 that we're all agreed to present the right 10 to joint coordination with Newfoundland
11 picture, an 80/20 debt equity ratio be highly 11 Power. And thereinthe beginning of line 8
12 desirable and to show that Hydro--government 12 he said there's no--thisisa question from
13 as shareholder of Hydro is getting areturn on 13 Mr. Browne. "There' s no ongoing committees at
14 the dollars that it has deployed in the 14 Newfoundland Power, Newfoundland Hydro to
15 enterprise and that the whole thing is not 100 15 further that effort?' And your answer was,

16 percent government get back debt. And that’s 16 "The'98--no, there isnot." And | wonder,

17 just how | understand it. 17 Mr. Wells, could you explain what you were

18 Q. Now, when we take our retained earnings, what 18 talking about there?

19 wein effect have to--what Hydro in effect has 19 A Yes. It'smore of amatter of what | think

20 to replace that with is new debt? 20 he--1 thought the questionwas. And inmy

21 A. That'scorrect. 21 mind | was thinking of the joint coordination

22 Q. That'sall the questions | have, Chair. Thank 22 committee, the major committee that had been

23 you, very much, Mr. Wells. 23 established earlier and subject at the last

24 CHAIRMAN: 24 hearing with 15 subcommittees. And when |

25 Q. Thank you, Mr. Kennedy, Mr. Wells. Ms. 25 said that had come to aconclusion, that’s
Page 107 Page 108

1 what | was talking about. But obviously the 1 replacement. So thereis activity ongoing and

2 question, when one reads it, says there are no 2 there are other activitiesto which| had

3 ongoing committees, so my answer is not 3 referred earlier in my main evidence.

4 correct. Thejoint coordination committee and 4 Q.Okay. The next question on redirect arises

5 the 15 subcommitteesthat were reported on 5 from the cross-examination of Mr. Kelly on

6 came to a conclusion, but ongoing as aresult 6 October 9 with respect tothe payment of

7 of that there are now some four committees, 7 dividends. And | wonder here, Mr. O'Reilly,

8 some like related to training and switching 8 if you could bring up Schedule9 of Mr.

9 and other matters that are continuing between 9 Raoberts, because thisthe schedule Mr. Kelly
10 Newfoundland Hydro and Newfoundland Power. So 10 was reviewing withyou? And you'll see
1 | answered wrongly on that one. Therearea 1 Schedule 9 thereon the screen, Mr. Wells.
12 number of committees, we filedit in the 12 And there was afair bit of discussion between
13 evidence, the ongoing work. 13 you and Mr. Kelly with respect to the payment
14 Q. And what would be the purpose of that ongoing 14 of dividends. 1’d like to ask you first with
15 work of those committees? 15 respect to 2003, the dividends that are
16 A. Well, there's currently areview with respect 16 indicated on this schedule, which is, if you
17 to in 2003 there were ongoing reviews on the 17 look at the top, isastatement of retained
18 benefits of a 1-800 number was one of them. 18 earnings. The dividend of $5.6 million for
19 There was a review, the print services 19 2003, at least | in reading the transcript was
20 recommendations to confirm savings with 20 somewhat confused because--with respect to it.
21 respect to Newfoundland Power providing print 21 | wonder if you could explain what the $5.6
22 services to Hydro. They'reworking on a 22 million is there for 20037?

23 coordination of aswitching plan between the 23 (12:00 p.m.)
24 two utilities. And we're also reviewing, as 24 A.Yes. | answered Mr. Kelly’s questions
25 the Boardis aware, the vHF radio system 25 correctly at least three times, but he kept
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1 MR.WELLS:
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flipping three slides and the fourth timell
can understand the confusion because | said
you add that to the 2003 dividends and you
don't. The answer that | was giving was that
dividend payments related to 2002 activity in
terms of our regulated operations were
declared with respect to 2002 results, and
that in 2003 the regulated activity of Hydro,
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their fiscal year, we make that payment, but
the dollars are coming out of our operations
of the previous calendar year, which isour
fiscal year. And so that $5,564 is not coming
out of our 2003 regulated activities or money
or retained earnings.
Q. So as | understood your answer, Mr. Wells, is
it fair to say it’'satiming thing, it related
to 2002 year, but was not paid until 2003 as a

10 therewill beno dividends coming from the 10 result -
11 regulated activity of Hydro for 2003. In this 11  A. That’'scorrect, it'satiming issue.
12 statement of related to the retained earnings 12 Q. Now, you aso just mentioned in your answer
13 of Hydro that $5,564,000 which will actually 13 that there would be no dividends on the
14 be paid over to government or was paid in the 14 regulated earnings of Hydro paidin 2003.
15 first quarter of 2003 has nothing to do with 15 Will there be dividends paid by Hydro to
16 our 2003 operations. That isthe part of the 16 government in 2003 for any circumstance?
17 60 million dividend payment that came out of 17 A.Yes. The flow through of income from
18 our regulated activities in the 2002. And one 18 Churchill Falls, Labrador Corporation and the
19 of the ongoing, and | probably should have 19 flow through of income from our export sales
20 picked that up earlier, because of the--as| 20 will be paid to Hydro related to 2003
21 was trying to explain the difference between 21 activities of those two matters.
22 the government’s fiscal year and our fiscal 22 Q. You mentioned in your answer paid to Hydro,
23 year that we make payments in oneof our 23 you meant paid by Hydro to government?
24 years, it would go past, the government says, 24 A. Paid by Hydro to government, yes.
25 wewant apayment inthe third quarter of 25 Q. Soany dividendsthat are paid in 2003 will be
Page 111 Page 112
1 from non-regulated activities? 1 centred on the variability of Holyrood ina
2 A. That'scorrect. 2 given year and what it was last year and what
3 Q. Thenext question in redirect arises from the 3 it might be next year. But the figure Mr.--
4 cross-examination of Mr. Hutchings of 4 the 38 percent refersto a set, set of facts
5 yesterday, and it related to the capacity of 5 that the total capability of Hydro plus power
6 the Holyrood thermal plant. And we were 6 purchases for ayear will give us this bottom
7 talking about the 38 percent of the average 7 line number. It'sin one of the schedules to
8 energy capability. And1 wonder, Mr. Wells, 8 his evidence.
9 could you explain where the 38 percent came 9 Q. think that’s Schedule -
10 from, because again, | was confused when | 10 A. Schedule 2 or--yeah, if you look at Schedule 2
11 read the transcript? 11 and then you just take the roughly 2900 figure
12 A.Yes. Andinmy mind | wasanswering another 12 of Holyrood as a percentage of the bottom of
13 guestion maybe to the one that was asked. But 13 the schedule and it comesto 38 percent, so
14 if you--the issueredly is what is the 38 14 it'safixed figure.
15 percent, and it related to the capability of 15 Q. Asopposed to the experience of any particular
16 Hydro in total. And if you go to the 16 year?
17 schedule, there's aschedulein Mr. Haynes 17 A.That'sright. And my mind was on experiences
18 evidence that showsthe numbers with respect 18 of particular yearsin trying to--1 thought
19 to the generating capability of Hydro plus our 19 the question was different than what it was.
20 purchases and what percentage Holyrood is of 20 Q. Thenext question on redirect arises from Mr.
21 that and it comes out to 38 percent. 21 Kennedy’ s questioning this morning when he was
22 Q. Soyou were talking about the Holyrood asa 22 talking to you about the productivity
23 percentage of Hydro's capahility, including 23 alowance. | wonder if we could look at CA-
24 its own facilities and power purchases? 24 46, which iswhere Mr. Kennedy took you at one
25 A. |l was-I thought that the questioning was 25 point? Now, in the answer to CA-46 it states
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1 GREENE, Q.C.: 1 dollars that would have been paid out in
2 that savings from certain initiatives 2 salaries and fringe benefits and the $600,000
3 completed to date are reflected--are $600,000. 3 isaso inthere. So, what we'vedone is
4 Theimpression at least that | was left with 4 taken out in these two things 2.1 million of
5 from theline of questioning was that there 5 what would otherwise have been our revenue
6 was additional monies available to Hydro that 6 requirement already.
7 they could already meet a certain productivity 7 Q. Youmentioned it was 1.5 million reduction in
8 alowance. And| just wanted you to comment 8 the productivity allowance.
9 on how the $600,000 has been treated in the 9 A.Didl say productivity allowance?
10 2004 revenue requirement? 10 Q. Orinthe vacancy alowance.
11  A.We have taken advantage of those--that 11 A. Vacancy alowance.
12 $600,000, there’s no flexibility left. We 12 Q. You said areduction in the vacancy allowance.
13 have put that in our cost of--that’s in our 13 A. No,it’s added to the vacancy allowance. 1.5,
14 revenue requirement, deducted from our revenue |14 | said higher vacancy allowance than normal,
15 requirement for 2004, in the same sense that 15 andit’'s 1.5 million, when youlook at the
16 the vacancy allowance isup by $1.5 million 16 figure for vacancy allowance, you should--you
17 over what you would see asa normal vacancy 17 would say that "that’s extremely high, what’s
18 alowance. So that means that we are 18 going on there?' and that’s what you would not
19 obviously planning some action, and | used the 19 normally expect in terms of vacancies
20 term "kedge" in being examined, that we have 20 throughout the year. That’s where we put the
21 aready taken advantage of that. And if the 21 1.5 million dollars that we took out of our
22 Board were to assume that the--that, you know, 22 revenue requirement and it’'srelated to our
23 there’ sroom here for a productivity allowance 23 costs, and it’ s related--well, in that sense,
24 then we have 1.5 million reductionin our 24 it's specifically related to wages and
25 vacancy allowance reflecting lesser amounts of 25 salaries and fringe benefits.
Page 115 Page 116
1 Q. Sol take from your answer that those are the 1 differently than | know you would have
2 savings Hydro anticipatesto achieve and put 2 intended.
3 it inthe increased vacancy allowance, as 3 A.Wédll, there was maybe a bit of afrivolous
4 opposed to in specific categories? 4 statement there with respect to who getsin
5 A.Yes thatiswhereit was assigned, and that 5 the shower, but there are two things that are
6 would be what we have done, and in our mind, 6 important here. Oneis that electric hot
7 in just these two itemsis taken out in just 7 water heating, | mean, after baseboard
8 the--mention again, injust these two items, 8 radiation heating, is a very important
9 we' vetaken 2.1 million out of our revenue 9 component of consumption in the household and
10 requirement and if the rates are set on that, 10 there areindeed ways to manage that, in
11 therisk isall Hydro's. 11 effect, to try to reduce the demand on the
12 Q. Thelast question that | havein redirect 12 system or the usage of the system, in terms of
13 arisesfrom Mr. Kennedy’s questioning this 13 electricity, through hot water. There is
14 morning, and | haven’t had the benefit of the 14 potential there and it's been taken advantage
15 transcript, but at least it was confusing to 15 of in other jurisdictions and there's an
16 me during the course of the discussion on DsM 16 element there that can be worked on or should
17 and the issue with respect to showering and my 17 be worked on, because itis-it offers a
18 mind kind of drifted as| wasthinking of my 18 fairly large demand, in termsof household
19 teenagers at home with showerstoo. But | did 19 consumption.
20 want to, because I’'m not--without having the 20 Q. Thank you, Mr. Wells. That concludes my
21 benefit of the transcript, in my mind, it was 21 redirect.
22 left alittle bit unclear, and that iswith 22 CHAIRMAN:
23 respect to DSM and electric water heaters, and 23 Q. Thank you, Ms. Greene. We now go and move to
24 | wondered if you could comment again about 24 Board questions. Commissioner Saunders?
25 that, because at least | took your comments
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1 COMMISSIONER SAUNDERS: 1 suggestions following up to start in supply
2 Q. Yes, thank you, Chair. Mr. Wells, how are you 2 chain management, and they came in and did a
3 today? | wanted to refer tothe Covenco 3 preliminary review and looked at the issue of
4 Consultants activity, if you like. You've 4 metrics in the company, which was an issue,
5 aready explained to Mr. Hutchings, | think it 5 and then we started on the process by forming
6 was, that therewasn't any report. I'm 6 aHydro team to work with the Covenco team, as
7 wondering what theterms of reference were 7 they were doing their work. Because they can
8 that you gave them? 8 do so much of this themselves. They didn't,
9 . The engagement of Covenco started with 9 you know, but we got into the cross
10 meetings with representatives of Covenco and 10 fertilization day one and we went through the
11 talking about the fact that now that we had 11 supply chain management, in terms of our
12 our base systems in place, the b Edwards 12 warehousing, materials handling, inventory,
13 system and wherewe had gotten with our 13 accounts payable and that’ s where the process
14 strategic planning and reviews and what we 14 started. And they went down and they examined
15 were focusing on performance, and the 15 all these over acourse of weeks during the
16 measurement of performance, and they fall in 16 year, from April through, and when we'd
17 the category inthe trade of proficiency 17 finished the discreet programs that they were
18 expertsor efficiency experts. Sowe went 18 engaged in, then our team is carrying on after
19 with them. 19 that.
20 What we wanted to review al our 20 So that the terms of engagement were
21 processes and how would one go about that to-- 21 defined, and we set up aprogram and related
22 what assistance they could provide. Of 22 to numbers of weeksand what the activity
23 course, they outlined their work and their 23 would be.
24 expertiseand this and that, and over the 24  Q.What was your goa, in terms of hiring
25 course of some weeks and with their 25 Covenco?
Page 119 Page 120
1 . Wéll, in the previous year, in 2001, as 1 there are any number of consultants out there
2 following over from 2000, aswe brought our 2 inthat business, but wegot intoit with
3 strategic issues into play and clarified 3 Covenco and we were ableto establish an
4 everything throughout the whole Hydro 4 active program asearly as May, and the
5 organization, there was ameeting of our key 5 resultswhich came, are coming through are
6 management people, about 18 people, and in 6 advanced by that much, and that was the reason
7 looking at how we were going to review 7 we went outside.
8 performance within the organization, we made 8 Q. Let meask you the question another way. I'm
9 two decisions in June of 2001. One was to not 9 not sure you answered the question that | had
10 attempt to try anything in thefal of 2001 10 asked you, and that was what were your goals.
11 because of therate hearing, and two, that 1 A Wdl -
12 depending on events, we had said that no later 12 Q. Let me ask you another way. What werethe
13 than Juneof 2002, we would have our own 13 ailments that you were hoping to cure?
14 committeesin place, you know, and structure 14 (12:15 p.m.)
15 to deal with this, and there was subnote then 15 A. Well, one of the--the issueiswhen you'rein
16 that said, because we had thought about it, 16 the management of corporation, we'd gone
17 thereisan optionto get external help here 17 through everything from revisiting our vision
18 and advance the cause. And as | testified 18 mission values, in conjunction with a series
19 earlier, coming into January and the rate 19 of people, then broadened out over the entire
20 hearing, it wasinto argument then and other 20 organization. We wanted to be able to ensure
21 things, so in January, | thought that we could 21 that wewere leveraging the investment in
22 gain substantially by getting outside 22 technology that we had made and that we were
23 assistance to get a good head start in 2002 on 23 ableto migrate systems into that, that we
24 the program, to review all our processes, and 24 were able to improve the performance. | mean,
25 that’ s why we--that’ swhen the discussions-- 25 the issue became: are we achieving the
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1 MR.WELLS:

© 00 N O o~ WODN

efficiencies from the investment in our
technology? Are there things in the
technology that we're not talking advantage
of? Andhow can our business processes
change? Because we, inside Hydro, know that
the real opportunity for us to save money is
through the issue of, unfortunately, wages and
salariesand compensation. That'sthe big

© 00 N o ok~ WODN P

Page 122
somesuccess. Themeter reading, a small
thing, but when we looked at meter reading,
|looked at the routes, looked at the--we did a
route optimization study and we were able to
reconstruct our meter reading and if we're
successful, the savings would be about
$128,000. So that'sthe typeof activity
that’sgoing onin the organization and is
continuing to go on.

10 block that we have some influence over, and if 10 Q. Haveyou identified the potential savings over
11 we can change processes, eliminate non-value 11 time that it will accrue asa result of
12 adding work, and reorganize and use the 12 Covenco’ s efforts?
13 technology, then there should be savings here 13 A. Not as--well, Covenco, they’re gone, and they
14 because--and that’ s what we' re looking for to 14 only worked on -
15 meet our mandate, you know, of reliable, least 15 Q.| realize that, but the program is ongoing.
16 cost power to the extent that we can influence 16 A.Yes, but each aspect of the program will
17 events. 17 produce another result or a differing result.
18 Soit’slike the engineers’ work on the 18 So we don’t have atarget that in 2006, this
19 Holyrood efficiencies, we have people working 19 isthe dollar figure. We don't know exactly
20 on our business process efficienciesand, in 20 what the dollar figure will be until we get in
21 part, likerelated to, because everythingis 21 and examine the program that we're
22 not just business improvement processes 22 undertaking. When we looked at our materials,
23 organized. Everywhere, we're looking for what 23 for instance, asan example, and consumables
24 wecan do, but an adjunct of it, like we 24 that are used by say mechanics, gloves, for
25 worked on accounts payable and we achieved 25 instance. Well, we got right downin the
Page 123 Page 124
1 detail of how much doesit actually cost to 1 Q. Somewhere back in time prior to your engaging
2 get anew pair of gloves inthe hands of a 2 them, you must have had some goal in mind with
3 tradesman that may need them, and what is our 3 respect to what that million dollars could
4 procedure? Well, we had good control 4 saveyou. Certainly, it had to save you more
5 procedures. He would have to go to a counter. 5 than amillion dollars.
6 The stock clerk would take--you know, sign out 6 A.Yes, the other thing you think about in
7 apair of gloves. That would all be recorded, 7 management in the payback period.
8 and we looked at that whole process and said, 8 Q.Yes
9 thisis costing alot of money when you look 9 A.If you spend $100.00 to save $200.00, but it's
10 at it, the time that he spends going to get 10 over 25 years -
11 the gloves, thepay of the person who's 11 Q. So, over time which was the question | asked,
12 fillingin theforms, good record keeping, 12 what isit that Hydro is going to benefit?
13 grand. How about we just get a bin out there 13 A.Yes, but what we--well, we will have that
14 andwe'll fill it full of gloves? When a 14 million dollars--the payback here, if you look
15 mechanic needs the gloves, come and get them 15 at the million dollars related to Covenco,
16 and go. Get morewrenchtime. That should 16 we're going to have $600,000.00 related to
17 reflect in more efficiencies in our operation. 17 that activity in 2004 and that cost isto the
18 So it’svery minutia, you know. It'sdownin 18 benefit of the rate payer immediately because
19 the detail of each process. 19 if the rates are set on that, therisk is ours
20 Q. Wadll, step back for amoment. | asked you a 20 and the benefit is to the rate payer. So, if
21 question about what your goal was. Maybell 21 we can get anything inside of atwo to three
22 could get into it alittle more specifically. 22 year payback on any expenditure, that would be
23 Covenco cost Hydro a million dollars 23 extremely good. It'sthe same way, relate to
24 approximately. 24 isolate diesel systems, what’ s the payback if
25  A.Um-hm. 25 we spend the money to connect them and how
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1 MR.WELLS:

2
3
4
5
6
7
8
9

long would it taketo recover the dollars
spent to, say, connect a community to the
island interconnected system and avoid the
isolated diesel expense.

. Did Covenco indicate to what they could save

you in terms of dollars cost on your variable
cost?

. If Covenco, if they had been allowed to stay

© 00 N o ok~ WODN P

Page 126
Somewhere back in time, there had to be some
set of circumstances existing within Hydro
that convinced you it was necessary to spend a
million dollarsto go through this exercise.
What were the set of circumstances?

. The set of circumstances that--that process of

trying to be efficient and effectively was
going on at Hydro. There were numbers of
reductions in the staff and there was

10 with their whole program, they made various 10 reorganization--all things that we had been
11 representations, but that was not of interest 11 doing prior to Covenco, the catalyst there was
12 to us. We wanted Covenco to be, to assist us 12 that we analyze within our organization, where
13 in getting established within the 13 are we, where arewe going, what are our
14 organization, systems where our business 14 objectives and revisited everything. And we
15 analystsand our online people can work on 15 a so had the--none of thiswith Covenco, to
16 improvements and that this would be part, 16 the extent that we're goingto take well
17 hopefully, of the culture of Hydro and the way 17 beyond Covenco--none of this could have taken
18 wedo business. That we'refocused at all 18 place without thefact that we got the JD
19 times on what we're doing and how we'regoing |19 Edwards system in, took us three yearsto get
20 about to do it and focusing on doing it better 20 itinandwehad itin by 2000. The process
21 and more efficiently. And then we have 21 of getting it in, in an ideal world, you would
22 measures by which you can track your progress 22 have visited all your business processes when
23 internally and some externally as we've 23 you were setting it up, but that’sin an ideal
24 discussed. That'stheideaof it. 24 world. So, alot of theissues that we're
25 . Maybe we're going about thisis reverse order. 25 talking about hereand focusing on are, in
Page 127 Page 128
1 terms of our handling supply chain management 1 company involved in this. And that exercise,
2 which--that was their suggestion, they said if 2 the benefit of it, what wethink is the
3 you'regoing to start thisprocess, thisis 3 benefit, it’sfar more formal and systematic
4 good are in which to start it first and we can 4 and specified and specific than saying to
5 help you get off the ground. Now, you know as 5 everybody, as of aday, now let’stry to cost
6 consultants, they would like to help us until 6 conscious. That'sgreat, but what does that
7 the end of time. But what we wanted to do was 7 mean? We are focused on every, you know, as
8 to be able to have them, sort of, point away, 8 we proceed through this, every issue. And by
9 come up with amethodology that would helpand | 9 doing that, you're engaging employeesin a
10 that we--when they started the work--Covenco, 10 different way of approaching their work and a
11 two or three people, we had aHydro teamin 11 different culture within the company focused
12 place to work with them on it. And, you know, 12 on performance and the way to measure that
13 that eight million therein that slideisthe 13 performance because again, out of the text
14 just the salaries of regular Hydro employees 14 books, it's only simple stuff. What gets
15 that were, you could say, involved in that 15 measured, gets managed. If there's clear
16 year. But alot of what they’re doing is part 16 issues of, like, what does it cost usto pay
17 of the work that they should be doing. These 17 an account. What are the processes? What
18 arethe business analystsand some of the 18 things physically happen to an invoice when it
19 managers. There' sgot to be amarriage here 19 comesit? Where have approvals gotto be
20 to take processes from start to finish, 20 sought, at what level? How do you eliminate
21 especially crossfunctional. A lot of this 21 the involvement in that and reduce peoples
22 dealt with the cross-functional issues, not 22 time that could be used for other purposes?
23 departmental or divisional, you know, supply 23 Or by reorganizing you can eliminate
24 chain management isright across the board. 24 positions.
25 So wehad to have the components of the 25 Q. Isthere aconnection between J0 Edwards and
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1 COMMISSIONER SAUNDERS: 1 effective processes that eliminate waste or

2 Covenco? 2 non-value added work that for the dollars that

3 A.A business? 3 we haveto expend, that we're expending the

4 Q.Yes. 4 minimal dollarsto get the work performed as

5 A.Nonethat I'm aware of, no. JD Edwards is one 5 efficiently as possible. That's no different

6 of the big service suppliers. 6 than what should happen in any organization.

7 Q. No, you've mentioned JD Edwards twice in your 7 And in acompetitive world, it would have to

8 answers, | wondered if there was any tiein. 8 happen in this regulatory world, well asyou

9 A.No, back in’96/'97, they were chosen asthe 9 know, Commissioner, you put the hammer down
10 supplier for our business processes. They are 10 and we're under scrutiny and we have to be
1 one of five and we happen to choose D 1 able to show you that we're operating
12 Edwards. PeopleSoft is another onel hear 12 effectively.
13 now, maybe PeopleSoft is goingto buy J 13 Q. Thank you, Mr. Wells.
14 Edwards. That has nothing to do with Covenco 14 CHAIRMAN:
15 per se. 15 Q. Thank you, Commissioner Saunders.
16 Q. Just one more question and that isin relation 16 Commissioner Whalen?
17 tothe corporate objectivesthat you talked 17 COMMISSIONER WHALEN:
18 about with Mr. Kennedy. What are your 18 Q. Yes, good afternoon, Mr. Wells.
19 objectives as CEO in relation to changes that 19 A. Good afternoon. | just wanted to pick up,
20 are being brought about within Hydro's 20 very briefly, just on your responses to
21 procedures and practices and so on and 21 questions of Mr. Kelly with respect to the--
22 processes? What are your objectivesin terms 22 and we can't seeeach other, can we--with
23 of what you want that million dollars to 23 respect to the rural subsidy and Tuesday, |
24 achieve for you? 24 think that was. And specifically in reference
25 A.l want to ensurethat we have the most 25 to page 154 of the transcript, October 7, Mr.

Page 131 Page 132

1 O'Reilly, which might be helpful. And just 1 the areas of therural areas of the province

2 looking there, the middle of page, line 12 and 2 where isolated and rural interconnected, the

3 on and you were responding to some questions 3 whole of the pressure ontherural subsidy

4 that Mr. Kelly was putting to you, | think, in 4 fallson us. And we're looked at to say, what

5 agenera way, in respect of the rural subsidy 5 areyou doing to reduce that cost. Andis

6 and the history. But you made the comment, 6 thereany--all I’'m saying isthat all that

7 "we are concerned about the subsidy and oddly 7 pressure, 100 percent seems to fall on us,

8 enough, thiswhole setup isimposed on us'. | 8 nobody elseislending a hand to the wheel to

9 takeit from that, it’s not imposed on you by 9 try to reduce the cost. And we know that the
10 the Board, it's imposed onyou by public 10 demands of people that are being serviced in
11 policy or government policy. 11 the rura areas, in the isolated diesel
12 (12:30 p.m.) 12 system, especially in Labrador areincreasing.
13 A . What | wastrying to say there, perhaps 13 Andwe, andthis goesback tothe Board's
14 ineffectually, was that we have thisissue, 14 direction and concerns expressed back in’92.
15 theway our setup up as inour electrical 15 There was two reports of the PuB. When | got
16 system that, what we call the rural subsidy 16 to Hydro, this was very much in play and we
17 and the rural subsidy certainly affects other 17 had started to reorganize within Hydro. We
18 rate payers and there' d be a concern about the 18 eliminated within TRO various operations and
19 magnitude of the subsidy. Subsidies 19 theregional offices. We started to gointo a
20 themselves or cross-subsidies are not such a 20 multi-skilling program. We worked on our
21 big issue, but the magnitude--and the results 21 maintenance philosophies. We decreased the
22 from government policy asto what’s, you know, |22 number of people involved. We got semi-
23 as circumstances that thisisto be paid by 23 attended plant. Mr. Martin will speak to al
24 other rate payers. What | wastrying to say 24 of thisas Mr. Reeves did at the last hearing.
25 there was that because we' re the operatorsin 25 It'savery difficult thing because the

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

Page 129 - Page 132




October 10, 2003

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

Page 133 Page 134

1 MR.WELLS: 1 A.Well we happento bethe operatorsof the

2 service still has to be supplied and the costs 2 system, that’ s true, and we think we' re doing

3 areincreasing. But there's nobody else here 3 asgood ajob, but till a lot of others who

4 that’ s being forced, you know, we' re the only 4 have to pay for this express some

5 ones that people are looking at to say somehow 5 consternation about the cost and the subsidy

6 you got to increase costsin those Isolated 6 and we're doing our best. But, you know,

7 diesel systems. We put three engines ona 7 that’swhat | was speaking about in those

8 bed, we get them to operate, we hook up, you 8 particular lines.

9 know, the little community and we string the 9 Q. Andyou did go on saying you just repeated it,
10 wires around and we have the least amount of 10 that we' ve been working diligently on it, but
1 manpower that we can get. We have specialty 1 the costs are inevitably going to increase.

12 teams strategically located to go out and fix 12 So your statement afew seconds ago isyou've

13 things when the time comes, and there’s not 13 done everything you can -

14 much more we can do, you know. We work very 14 A Wéll, it's pretty presumptuous to say you've

15 hard and we ve constrained costs, but if 15 done everything you can, but to the extent

16 somebody thinks that we can bring down the 16 that -

17 cost of the, you know, the Isolated diesel 17 Q. Not much elseleft to do, | mean, other than,

18 systems, it's almost impossible. But nobody 18 in terms of -

19 islooking at anybody elseiswhat I’'m trying 19 A. Yeah, it'svery difficult.

20 to say. | may be self-serving, I'm just 20 Q. But the magnitude of the subsidy isgoing to

21 saying that any time anybody wantsto talk 21 continue to increase, despite your effortsto

22 about the cost of Rural diesel systems, the 22 keep the cost -

23 spotlight goes square on our forehead. Why 23 A. Wethink that to be the case, yes.

24 us? 24  Q.Whoelse getsinvolved intryingto reduce

25 Q. Who else would we look at though? 25 those costs? If you've done everything you
Page 135 Page 136

1 can and the costs are inevitably going to 1 things, like in the conclusion of the

2 increase, | don’t think the Board has no say 2 Corporate evidence, which | think is--sums up

3 in, really, it'sa government direction in 3 the whole thing for Hydro, is that we have no

4 terms of the way the subsidy gets passed on. 4 economiesof scale. You know, the city of

5 A. That'sright. 5 Calgary has 800,000 people, it’s soon going to

6 Q. Arewefaced with afait accompli in asense 6 be doubl e the population of Newfoundland, and

7 of we're going to haveto livewith these 7 if we had to put in place the generators and

8 increasing costs and continue to pass them on 8 the transmission lines and the distribution

9 to Newfoundland Power and Labrador 9 and everything to satisfy 800,000 people at a
10 Interconnected customers year over year? 10 radius of what, 20, 30 square--20 or 30 miles,
11 A.lIfthatis theoveral policy, that iswhat 11 look at how much more effectivewe’ d bein
12 will happen. Theonly comfort that we all 12 terms of unit of cost. Our cost of the
13 might be able to take isthat in our report on 13 Isolated diesel system, if something goes flat
14 the Rural subsidy when we were asked to 14 in Hopedaleand it can't be fixed by the two
15 compare with other jurisdictions, you can see 15 people on the ground there who are looking
16 from the results there, that our operation of 16 after--they’re redlly plant operators, then we
17 the Isolated diesel system is very favourably 17 can't wait, we' ve got to get either mechanics
18 comparable to what happens in other Isolated 18 or linemen out there to get the service
19 diesel systems. It’s not a big complex thing 19 restored. They’'re in a helicopter.

20 we're talking about. The difference, | think, 20 Helicopters cost alot of money and they get
21 in other provincesis that there’ s more people 21 out there and they’ ve got to get the job done,
22 around to bear the cost of that subsidy. If 22 so then there' s overtime and there’ s all these
23 Newfoundland Power, for argument sake, had 23 sorts of thingsthat | don't--it doesn’t

24 840,000 customers, then the unit cost per 24 matter who is actually operating the system,
25 customer would be alot lessand one of the 25 you can't get away from those types of costs.
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1 COMMISSIONER WHALEN: 1 earners, pensioners, students who are here
2 Q. Doesyour 2004 projection for the magnitude of 2 going to university, living in apartments and
3 the Rural deficit assume a status quo, in the 3 paying Newfoundland Power for thecost of
4 sense of no more fish plants and no more of 4 their electricity. Prior to 1990, those
5 those kinds of one ops. 5 people would not have contributed to the Rural
6 . Yes, because we don’t know and sometimes we're 6 subsidy, but right now, | guess what we have
7 thelast to hear about a new fish plant and 7 is those people coming before us and
8 we're scrambling, but no, we don’t project, 8 petitioning, you know, that they can't just
9 there’'s no speculative aspect of the 9 bear another one dollar increasein their
10 projection. 10 electrical rates and | remember one senior, |
11 .| just, | don't know if thiswill lead to a 11 mean, the impact has stayed with me, but |
12 question, but it’sreally, | think | might 12 mean, you know, I’m choosing between can | buy
13 have posed a similar question to you the last 13 atin of fruit and, you know, I mean, it's
14 time, but previous to 1990, the subsidy was 14 that kind of -
15 funded directly by government, which would, in 15 . Heat.
16 essence, | guess, be ataxation directly. But 16 . Yeah, and | wonder if people, the people who
17 we went to Labrador and we were petitioned by 17 arereceiving the subsidy know who paysthe
18 those very people who received the subsidy, 18 subsidy and if the people who are paying the
19 that their rates were too high, you know, | 19 subsidy know they’'re payingit? | mean, do
20 mean, the impact of any rate increase on those 20 those low income people who, at the end of the
21 people was similar petitionswe get, when we 21 day, right now | assume because of the our
22 werein Grand Falls, we get similar petitions, 22 taxation system don’t pay any taxes perhaps by
23 when wewere in Corner Brook, and we get 23 the time it all washes out, do they know that
24 petitioned on basically on the ability to pay 24 amaterial portion of their electrical bill at
25 principle from single parents, low income 25 the end of each month actually contributesto
Page 139 Page 140
1 the cost of providing electricity to someone 1 percent of the costs or the other way around,
2 perhaps on the coast of Labrador, on the south 2 they said we had no idea that we were paying
3 coast of thislsland? Anddo those people 3 that, and you know, to the extent of what you
4 receiving the subsidy actually know that there 4 posed, if that level of people are unaware and
5 isaportion--there is asignificant portion 5 others may not be aware of that fact.
6 of their electricity cost that gets paid by 6 . If the fish plant in Charlottetown, for
7 these people? It'sasocial - 7 example, if the quotais taken away from the
8 . Yeah, | wonder whether they do indeed know, 8 fish plant in Charlottetown, those costs are
9 although, you know, if you were focused on it, 9 there?
10 it's been clearly made--you know, there' s been 10 . We have sunk cost then in the equipment that
1 enough public pronouncement, but | did give a 1 we would now, in that particular type of case,
12 presentation in June in West St. Modeste to a 12 if there was asudden drop inthe demandin
13 conference, Labrador people were there, but 13 Charlottetown, then we could remove the
14 therewere anumber of people up from the 14 capacity that we put into, you know, move that
15 university and government, various like 15 engine somewhere else.
16 finance and whatnot, and when| made the 16 Q. Just one other question, assuming that things
17 presentation and put up the dides and showed 17 remain asthey arein terms of, | don’t want
18 the deficit and who was paying the deficit, a 18 to ask apolitical question, so I’'m just going
19 number of residents of St. John’s who are, you 19 to--assuming things remain as they are, in
20 know, professionals and working with the 20 terms of structure and the status quo
21 government or Memorial, came over and said you 21 continues post October 21st, and this rate
22 know, we had no idea that we were providing a 22 application is accepted, your proposals are
23 level of subsidy of 46 or $4,700.00 on our 23 accepted and you get the relief you're
24 electrical bill and that it was 16 percent, as 24 seeking, when are you--what specific events
25 it was under the old order, 19 projected--16 25 would trigger your next application to this
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1 COMMISSIONER WHALEN: 1 Q. That'sfine I know youwouldn’t be ableto

2 Board, in terms of rate relief? 2 identify specific sort of window, but | guess

3 A.Wdl depending on the outcome of this 3 the worse possible scenario or the best

4 Application and in going forward, if Hydro can 4 possible scenario, in your case, would be, |

5 operate within the revenue requirement, you 5 guess, would be next to the generation source,

6 know, the issuewould bewhat is happening 6 everything else sort of staysas-

7 with respect to Hydro’' s costs and events and 7 A.Wdl I'm not sure, because if | learned

8 arewe ableto operate within that revenue 8 anything from the almost eight years with

9 requirement and for how long, or depending on, 9 Hydro, is that to leave a gap between
10 you know, this proceeding, before it's 10 applicationswas not good. The’92 to 2001
11 concluded, may have things in terms of 11 application, you get no credit for al the
12 adjustments in revenue or different treatment 12 benefit of the yearsthat we never increased
13 of the rate stabilization plan, that could 13 rates, we got absolutely no credit for that.
14 enable things to happen automatically, some 14 And then we take it on the chin for the two
15 adjustment, to avoid the expense of afull- 15 increases that are, you know, so maybe from a
16 blown general rate application because indeed, 16 regulatory perspective aswell, so that things
17 that’ s another issue with respect to al the 17 work properly within the system. But | don’t
18 costsin avery small jurisdiction, if we keep 18 know if we can have ahearing on a specific
19 coming back every two years at the expense and 19 point, like the Rate Stabilization Plan
20 effort that we've seen, you know, that’s 20 without involving uswith all this material
21 happening, you know, that’s also a problem for 21 having to be dealt with aswell. If wefocus
22 electrical consumersin termsof cost. And 22 on one issue, the price of fuel or something,
23 how we handle that is another issue going 23 and deal with that and not have, you know,
24 forward in thisjurisdiction. | don’t know if 24 1,100 responses to Requestsfor Information
25 I’m answering your gquestion. 25 and 20,000 pages of filed evidence, trying to

Page 143 Page 144

1 cope with the issue of the moment. 1 regulation were to drive some of the decisions

2 Q. And between rate hearings then, asthe Rura 2 that you makein respect of Holyrood and |

3 deficit increases, does Hydro--Hydro absorbs 3 would agree with that, | wouldn’t go near the

4 that difference, | assume, because - 4 light switch either, | don't think, if that

5 A.Aswego forward onthe cost of the Rural-- 5 were the case. (laughter). People say to me,

6 well, the only revenue we get is as determined 6 inreading articlesin the mediaand that,

7 by the rate, you know. 7 what takes 40 daysfor youtodea withan

8 Q. Yes, sothe energy rate for Newfoundland Power 8 application like this, and in any event, | try

9 will have an amount built infor 2004 test 9 asbest | can toexplainitand | end up by
10 year, so asthe Rural deficit increases, year 10 reciting, which | have done many atimes, it's
1 over year post 2004, that just comes off of 1 likel think it was Churchill said about the
12 Hydro's - 12 government isthe worse form of democracy
13 A. Yes, that'sright, yes. 13 until you consider the aternative. Well,
14 Q. That'sal thequestions | have, thank you 14 regulation is probably the worse form of
15 very much, Mr. Wells. 15 setting rates, until you consider the
16 CHAIRMAN: 16 aternatives, aswell. So we both have got a
17 Q. Thank you Commissioner Whalen. Thank you very 17 job to do and | guess what we havetofindis
18 much, Mr. Wells for your testimony during the 18 the best way to dothat. Andto behonest
19 week. | have a couple of questions, hopefully 19 with you, | am--I've been looking at some of
20 | won't be long and certainly we won't come 20 the mediation reports here with aview to the
21 close, | don’t think, to 1:30. | don’t know 21 recommendations here, in termsof external
22 what will arise after that. | noticed your 22 benchmarking and at least a study or areport
23 comment this morning where you indicated, | 23 to be done on performance based regulation.
24 think in response to Mr. Kennedy’ s questioning 24 Certainly from our perspective, | suppose, you
25 that on Holyrood that you would quit if 25 credit people, | think in the back of the room
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1 CHAIRMAN:

with knowing all the, having the technical
knowledgein relation to Holyrood and your
various systems, and certainly, | think you've
indicated that you had to rely on them and
you're far removed. Well, we' re even further
removed from that and there’ s an asymmetry of
information here that | think thefocus in

that sense hasto be on performance measures

© 00 N o ok~ WODN P
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SAIFI statistics, some of what Mr. Kennedy
reviewed this morning, dealt with some of the
operational characteristics and cost
efficiencies that might reflect how well Hydro
manages. What are your--as CEO, what are your
four or five key performance indicators? How
do you measure, at the end of the day and how
do you reflect, | guess, upon Hydro and see
whether they’ve done agood or there’sroom

10 and benchmarking, if indeed this is going to 10 for improvement there, in terms of the job
11 work at all, there has to bea reliance on 11 they have done? What are your--and again,
12 that. 12 with aview to what gets measured, | guess,
13 So with that in mind, | would wish to 13 gets managed, as opposed to generd
14 thank you for looking at, at least some of 14 objectives. What do you look at? Because
15 the--in relation to your discussion with Mr. 15 ultimately at theend of the day, | think
16 Kennedy, some of the performance benchmarks |16 there' sgoing to be a variety of performance
17 that have been recommended by Grant Thornton |17 indicatorsat variouslevels, some of them
18 in that report and at least for this 18 will be technical, some of them will be cost
19 proceeding, seeing what you can do with that. 19 oriented, others will be managerial and they
20 | guess having said that, and | jotted 20 al contribute and lead to likely the things
21 down this morning when | was thinking about 21 that you want to see at the end of the day, in
22 some of the questions that | might ask you, | 22 terms of how Hydro performs or otherwise.
23 jotted down "what gets measured, gets done" 23 . Well, the mgjor issues of Hydro, in my
24 and | think you subsequently said, "what gets 24 perspective, first of al isthe reliability
25 measured, gets managed”. And the saibi and 25 of, you know, the services. The electricity
Page 147 Page 148
1 isthereand it’'s delivered asit should be, 1 Safety, absolutely number one. We don’t want
2 so you're looking at the measurements that are 2 to put anybody beyond arisk for which they’re
3 pretty standard in the industry with respect 3 trained or equipped to do. We are fortunate,
4 to the technical measurements of SAIDI/SAIFI 4 we' ve had some bad experiences, you know, but
5 and the four componentsthey break out into, 5 if you look at the record, what | look at is
6 that’sone thing, but overarching all that, 6 if we can stay inour group in the Canadian
7 the first concern and if you hadto say it's 7 Electricity Association at a level below our
8 reliability, safety and the environment, I’ ve 8 peers, then that, if it can continue, and
9 been preaching that in Hydro for eight years. 9 we'regoing to havewhat wecall, aswe've
10 We' ve come along way intermsof having a 10 termed an exemplary safety record, we're
11 good, sound environmental management system |11 amost going to beinthefirst quartile on
12 and separate environmental report.  Now that 12 the good side and that’s where we striveto
13 doesn’t mean that we don’t have environmental 13 get. Thereliability of the system comes down
14 issues, but one of the ways now that we can 14 to the balancing of the costs, becauseit’'s
15 manage ourselves on the environment under the 15 not that some--our people don’'t know what to
16 ISO 14001 isthe number of audits that are 16 do. It'saquestion of how much is reasonable
17 taken and where exception reports are noted. 17 at a particular point intime and so when
18 And the other thing is changing the culture of 18 you're assessing performance of the
19 people over time, you know, especially older 19 reliability in the Rural, Interconnected
20 people, like myself, with respect to the 20 system, we've had itin the evidence like
21 attitude towards the environment. So, you 21 Canadian Ohio brassinsulators were a problem
22 know, I'm pleased with the efforts that we' ve 22 and everybody got themin placeand we're
23 done on the environment, not to defer in any 23 involved in amajor change out, which has gone
24 extent the amount of issuesthat | see coming 24 over aperiod of yearsand in total would cost
25 and the costs with respect to the environment. 25 some twenty-five million dollars or in that
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1 MR.WELLS:

vicinity. The question you ask--1 ask, why
don’'t we change the things out tomorrow and
get rid of that? But if you listen tothe
sensible adviceyou get, depending on the
nature of the problems and how, that overtime
you're going to do it in a more cost-effective
way, and then our capital programs related to
areason the northwest coast wherewe have
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the budget, but | find in this business, there
are, as we'vetalked about earlier, issues
related to lag timeswhen your dollars come
in, and the other thing is the capital program
and private enterprise, the issue of whether
you've spent your approved capital program
within ayear isnot anissue. And when this
struck us at thelast hearing, | was taken
back by, you know--and Mr. Martin would be an

10 significant problems. If we're going to have 10 absolutely good oneto question on this,
11 our statistics go awry, that’swherethey’'re 11 because he wasinvolved in the large part of
12 going to happen. And how much we changeout |12 the capital program over the yearsin his
13 in each year with respectto more robust 13 position as director of TRO Engineering and is
14 systems, you know, replacing the low voltage 14 now vice-president of TRO. And he could
15 transmission lines and conduct--in the 15 become a bit apoplectic about the requirement
16 communities and all that sort of thing, what 16 that somehow | haveto devisethe capital
17 I’m comforted by isthe amount of expertise 17 program, get the preliminary studies and cost
18 that’ s there technically within the system and 18 estimatesin, get the materials ordered and
19 otherwise, and the concentration of getting 19 havethe job doneall inthe spaceof 12
20 people focused that their activity can relate 20 months. He said, you know, the encapsulation
21 to acost and are we getting the dollars and 21 of thisin aone-year thing doesn’t make any
22 are we organized in the proper way to meet the 22 sense to somebody on the ground who has to do
23 requirements of thesystem. And on the 23 it. And | must say, over time he’'s--I have a
24 financial side, you’ re working to your budget 24 great deal of sympathy for that position, but
25 and you're reviewing astowhereyou arein 25 westill have the regulatory issue and the
Page 151 Page 152
1 issue of, you know, we're not spending our 1 we'regoing to get there, and we came toa
2 capital dollars inthe year when they’'re 2 conclusion, prior to our hearing back in 2000
3 approved. It makesabigissuein thetest 3 or 2001, andit’'s, you know, what does get
4 year. | appreciate that. But then halfway 4 measured gets managed.
5 through the year, something goes wrong 5 Sowe said if we're goingto befully
6 somewhere, and then the focus within TRo will 6 effective, we'vegot to comeup with new
7 change and we got to go fix that, you know. 7 processes, new systemsand we'vegot to be
8 The Rencontre plant burnt down. We got to 8 able internally to be ableto manage and
9 move engines in. We got to do--and now we 9 measure what’'s going on, not that you're
10 find that part of the capital program is 10 aways going to get improvement, but to ensure
11 dlipping into the next year, and | can tell 11 that what you're doing is getting the right
12 you then we come up with a certain party who's 12 result, because you can only make acircle so
13 responsible for our regulatory proceedings and 13 round, you know. You can't--there’s
14 what are we doing with the capital 14 limitations here. But now with the capability
15 expendituresif they don't get into the years 15 of b Edwards, you know, people can, on a
16 directed by the Board. 16 screen, punch down through a whole set of
17 So you know, variouswaysto deal with 17 information. It'san enormous amount of
18 the performance of people, asidefrom the 18 information available, real line on time, and
19 financial. But | can tell you that the senior 19 in our five major corporate categories, at any
20 management, and when| say "senior” that’s 20 point in time, you can--I can press a button
21 managers of plantsand hydro and thermal 21 my desk and know, in the five major
22 directors, vice presidents. We have spent a 22 categories, corporate performance, where we
23 lot of time over 2000, you know, and since, in 23 are. Andif I’ve got aquestion onit, | can-
24 thinking through thereal issues that we 24 -you know, | need help sometimeswith the
25 confront and wherewe want to get and how 25 computer, but | can go wherever | want to go
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1 MR.WELLS: 1 doesn’t influence me whatsoever personally.
2 and find out what costs. 2 You like to target things, but what you want
3 When we're finished what we called our 3 to know isthat theissues and the actual
4 Combi program in this business approval 4 physicals of everything is being examined and
5 process, andwe're going to have al our 5 you' re working your way through a program, and
6 assets laid out, and we're going to have all 6 you have away to measure the result, and
7 the costs, whether capital or operating, and 7 we' ve done that now and we' re getting results
8 then we know about a piece--we' re going to be 8 and there's alot more to comein terms of
9 able to come up with maintenance philosophies 9 we' re going to be more efficient. Are our
10 related to individual pieces and compare what- 10 revenue requirements going to decrease asa
1 -to take out apiston onsuch and such a 1 result? | don't think so, but there’ s going
12 Caterpillar engine and what time it takes to 12 tobealot of dollarsthat won't be in the
13 do that should be the same in one area of the 13 revenue requirement that if we weren’t doing
14 operation, whether it' sdown in McCallumorup |14 thiswould be there. And as I’ ve taken great
15 in Nain, and if the peopleinvolved in that 15 painsto try to point out, interms of the
16 kind of activity have the comparators, then 16 dollars where we can substantially influence
17 they can always--we can benchmark internally. 17 rates, you know, it really comesdownto, in
18 We can find out what is the appropriate 18 our circumstance, the salary and fringe
19 maintenance philosophy. Do you go beyondthe |19 benefit things, and we'll try to make our
20 fifth overall of adiesel engine or doyou 20 diesels more efficient, our rotating equipment
21 replace the diesel engine, that kind of thing. 21 more efficient, that there' s finite limits to
22 So that's what's happening in the 22 that. But wecan measure thosetypes of
23 organization. 23 things, and so measurement is very important
24 So when people say to me, did you set a 24 inside the corporation and all what you're
25 target of X dollars? I'mreally not--that 25 doing and in a regulatory sense, | do
Page 155 Page 156
1 appreciate, and it wasa lesson for usthe 1 not confirmed on a go-forward basisby the
2 last time around when it started to come out 2 Hydro Board yet, and we're going to have to do
3 from the Board that in order for the Board to 3 afurther review at the end of thisyear asto
4 fulfil its mandate, it had to have some means, 4 where that goes and to whom it would apply or
5 and you did not have it, and unfortunately we 5 if it’s discontinued. But the objectives that
6 never even talked about it, at least not while 6 we havein likethisyear, relateto the key
7 | was on the stand. We just passed each other 7 performance of the company in safety, customer
8 therein the night or day. 8 satisfaction, reliability and income, and
9 Q. You haveanincentive program, | think, within 9 environment, and they're all based, as
10 your corporation? 10 described in the evidence, on corporate
11 A. We have--the incentive program that the Board, 11 matters or corporate issues, and the
12 our--Hydro' s Board wanted to introduce that we |12 measurement of those is going to be objective.
13 described twice now inthe evidence, butis 13 There' s no subjective element in any of those
14 for--it was brought in for alimited number of 14 things. But coming from private enterprise
15 people and senior people. It was very much in 15 and going into--1 have, you know, a lot of
16 aproject way and the dollar values and the 16 concerns of how you can successfully implement
17 incentive, it'srelated to the income of the 17 incentives in the company in, you know, this
18 individual as apercentage andit’s fairly 18 type of a regulated monopoly, and there are
19 low. So one of the decisions - 19 ways--that’ s what we' re wrestling with, how to
20 Q.lguess my question isin relationto the 20 do that, to incentivize people. But the best
21 performance. 21 results you're going to get, | think, in any
22 A.Ohyes, okay. 22 enterprise is you can have it clearly
23 Q. Howisit tiedinto that and year over year 23 understood by the peoplewhat itis we're
24 how - 24 trying to achieve and for what purpose, so
25 A.Wdl, we set--well, thisis still an--thisis 25 that they understand some of these things.
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1 MR.WELLS:
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Themoralein Hydro can’'t be good when
they see--which isrelatively new in the past,
you know, seven, eight, ten years, the numbers
of jobs that are disappearing from the
Corporation. That is a concern to
individuals, and when they--they know and I’ ve
been pretty blunt about it, I’ ve visited every
location of Hydro. I've had every--you know,
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that what isthe mission here, what are we
trying to do, what are we trying to
accomplish, and to get everybody--because if
everybody thinks of Hydro dollars as their own
dollars, we're not going to have much of a
problem, you know, in terms of issues of costs
and management. It's if peopledon’'t care
that you can get into--where you lose money
that you shouldn’t or you have extra costs

10 and talked to them about the fact that if 10 that you shouldn’t have, and I’ m absolutely
11 we'regoing to liveto our mandate of being 11 confident, with any organization, that people
12 innovative and adaptive and providing least 12 know exactly what’s going on. Y our employees-
13 cost power, thenwe're going to, at times, 13 -the question isto try to illicit that
14 face difficult decisions because we' re going 14 information and get them involved in
15 to take technology and if that can replace, 15 correcting issues, but it'svery difficult
16 you know, leveraging that can replace jobs, if 16 also to get employees to come up with systems
17 we'regoing to live to our mandate, that’s 17 that will displace them from their job or
18 what we're going to haveto do. But that 18 somebody else, some colleague, and | know in
19 doesn’'t lessen their concern. And when we put 19 the process that we've been throughin the
20 in a-you know, aswe' ve described now more 20 last twelve months or so, that there' s a point
21 bluntly in the vacancy allowance that number, 21 when they’ re going through the mapping process
22 that number relatesto things that are going 22 and the things start to emerge of what could
23 to happen in Hydro, and therefore there'sa 23 be done, that immediately comesto mind, well
24 level of concern aswell. 24 that meansthisisgoing to change here, and
25 So you haveto try to fortify employees 25 that’ sgoing to effect so many individuals,
Page 159 Page 160

1 and you can seeit coming right at you, and 1 correct or not, and I’'m sure we'll hear some

2 these are the employees that we' veinvolved in 2 evidence on that over the next several days.

3 reviewing this thing, because we want to 3 But in any event, it’s questions and issues to

4 internalize that. 4 alarge degree around forecasting which will

5 Q. Okay. Thank you. | guessin just listening 5 have some impact. Whether it will be

6 to another areajust | want to explore briefly 6 significant or not would remain to be seen.

7 because the thought occurred to mein sitting 7 In terms of the expenses side, | suppose

8 down, | guess, and reflecting over thelast 8 what I’ve heard thereisthat if 63 percent is

9 day or so on some of thethings that you've 9 salary and fringe benefits, and | think you
10 been saying during the week, and indeed what 10 said, you know, indicated there, if there's
11 regulatory flexibility that we would have, in 11 anywhere there may be some opportunity there,
12 terms of some of the things that you would be 12 but Board be very, very cautious. | think you
13 advancing. And | guess, | was driven probably 13 used the word, you don’'t want to do anything
14 inlooking at theincome statement, and I'd 14 here which iscapricious in nature, when
15 just ask Mr. O'Reilly if he could put up on 15 you're -
16 the screen for me, | think it was CA-3, page 16 . On system equipment maintenance?
17 17, Mr. O'Reilly, please. 17 . No, on salary and fringe benefits. That’s how
18 Thisis your forecast proforma income 18 | read your comments, in any event, a couple
19 statement, | guess, from 2003to 2007 to 19 of days ago. System equipment and
20 incorporate into the test years, and in 20 maintenance, which is the other 17 percent, |
21 looking at some of this, and as | say, hearing 21 think | heard you say essentially that you
22 your comments during the week, the revenue is 22 wouldn't really change that in any way, shape
23 aquestion of forecasting and to adegree, in 23 or form. That that’s an expense that, from
24 terms of what's to be incorporated in there 24 your perspective, isfixed. | heard you say
25 and ultimately whether those forecasts are 25 this morning that, in respect of the
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1 CHAIRMAN:
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efficiency at Holyrood, that there’'sno, |
think, blind hope of reducing rates and
increasing the efficiency at the Holyrood, in
that sense. Sowhat I'm understanding from
you isthat you'retelling usin no uncertain
terms that your system equipment and
maintenance is something that's fairly
sacrosanct, as far as you' re concerned, in any
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from 17 million? Isthere any way we can set
up atarget and go to 14 million?

And no, you know, if we'relucky some
yearsit’s going to be less, but the overall
trend, given the nature of what we operate and
the age of what we operate, and these
pressures that we put that to, that you know,
system equipment maintenance is unlikely to be
reduced. But that doesn’t mean there’s not an

10 event, in thiswhole exercise. 10 effort to constrain it. But Mr. Haynes could
11 . Well, we have to be--this story on system 11 leave this room today and receive acall from
12 equipment maintenance will unfold as time and 12 the manager of Holyrood to say that such-and-
13 circumstance, but if you go back, you know, 13 such on a so-and-so just went, right out of
14 and look at ten-year increments, you can see 14 the blue. And I’ve been in offices where such
15 where that cost isgoing. And as we change 15 acall wasreceived and all of asudden, we're
16 out components of equipment at today’ s costs, 16 $700,000 off of wherewe had anticipated we
17 and there was aquestion on that because we 17 would be because of an event, you know, a
18 had made a statement that there are multiples 18 series of eventstook place that is nobody’s
19 of costs replacing new equipment, and that 19 fault, but you got to live with it. Andyou
20 affects your depreciation and your interest 20 know, Mr. Haynes, Mr. Martin, can speak to
21 costs and system equipment maintenancein an 21 these things, you know, in a closer
22 aging system, and in my discussion with our, 22 perspective than | can, but the logic of it is
23 you know, operations peoplethat what can we 23 the system equipment maintenance really will
24 realistically do? Can we sort of target that 24 be much reflecting the condition and the
25 wewould take system equipment maintenance |25 operational aspects and the age of our
Page 163 Page 164
1 equipment aswe replaceit. Soit’s not 1 know, 10 million dollars or more benefit to
2 expected to go down, and to target it going 2 consumers and the only question is if somebody
3 downisjust like adart. 3 could say they really should have beaten it by
4 Now on wages and salaries, we got to be 4 20 percent. But you have no evidence in front
5 competitive. | think the Board would accept 5 of you to suggest that somehow that thisisa
6 that we can’t underpay people or that’s going 6 dismal record and while the percentage
7 to have consequences. With abit of luck, we 7 increase below inflation is good, it could be
8 should--we'll beat inflation in part and hold 8 alot better, you know, how. And that’s when
9 toinflation going forward and | hope the 9 I get down to examining the details, the cost
10 Board would appreciate that, you know, we 10 of operating Hopedale, how many people can we
11 really haven't gone, in the latter years now 11 put inthere? In terms of what we can
12 you can see the track over inflation, we go 12 control, what canwe do with semi-attended
13 back over theten-year period, you can see 13 plants? And all these things that we work on.
14 that there is an element related to no 14 But we have to have a certain number of people
15 compensation, and then you have a situation to 15 to suit the nature of our operations and our
16 meet the circumstances of the time. The best 16 operations are a bit different.
17 evidence, | don't know any other way that we 17 As you well know, we have a group
18 could put it to the Board of how much effort 18 involved in system planning, and they’'re
19 isgoing intotry to hold that element of 19 really doing the system planning and
20 cogt, isthe fact that Hydro’ s record over ten 20 forecasting for theisland. That isthe only
21 years or twelve years is we've beaten 21 group in thisjurisdiction that are doing that
22 inflation on the salary and fringe benefits by 22 type of work, and you know, that may not bein
23 14 percent. That’'snot bad. | mean, it 23 another utility or another circumstance
24 certainly didn't exceed inflation. 1t's14 24 somewhere else, when you're comparing costs,
25 percent lower thaninflation. That's, you 25 and if some other utility doesn’t have that,
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1 MR WELLS: 1 percent, you talked about postage and said
2 then it would be an unfair comparison. 2 there' s limited opportunity here. So I’'m just
3 Q.| guess, Mr. Wdlls, I'mlooking--I'm just 3 coming at it from the perspective of trying to
4 going down through thisand | was looking at 4 understand, if you will, the sensitivity
5 the sensitivity that you're assigning these 5 associated with some of these things, and what
6 considerations, and | supposein looking at 6 | understand you to be saying hereisthere's
7 the operating administration or the 7 very little--from your perspective in any
8 controllable expenses, you know, I’ve heard 8 event, there’ s very flexibility that the Board
9 what you've said about salary and fringe 9 would havein relation to what you’ve built
10 benefitsand | think you’ ve been--provided a 10 into these controllable costs.
11 very cautious warning, if you will, to the 11 A.Yes, that's correct.
12 Board on that. | think systems equipment and 12 Q. Okay.
13 maintenance you' veindicated is again fairly 13 A.I’'m not questioning the authority of the
14 firm, asfar as your concerned. | think you 14 Board.
15 said a productivity allowance would be 15 Q. No, no, no, and I’m just--again, I’m coming at
16 punitive and really you as well said there's 16 it from asensitivity point of view. I'm
17 two and a half million dollarsin here that 17 trying to see what’s possible from--or where
18 has really been taken out of revenue 18 the greater flexibility might be, from your
19 requirement - 19 perspective. | look at the fuels and
20 A.That'sright. 20 certainly the cost of fuelswill be the costs
21 Q.-and which, from your perspective, there’'s 21 of fuels, and I'm sure we'll get into
22 built-in efficienciesin this, in what you've 22 conversion factors and other things that might
23 brought forward here. 23 be done. | know at the last hearing, hedging
24 A.Yes. 24 programs and things of that nature were
25 Q. And I think with regard tothe other 20 25 discussed. But to some degree, the fuels, the
Page 167 Page 168
1 cost of fuels--amortization of RSP, | think 1 year, in terms of government. We don’t know
2 you said, you know, what we're paying for 2 what’ s happening in future, and there’'sa -
3 thereis money that’s already essentially been 3 A That'scorrect.
4 spent, and that’ s what’ sincorporated in here. 4 (1:15p.m.)
5 In terms of the power purchases, again, 5 Q.-there'samatrix, | think, there that shows
6 you've built those in. Granite Cana is 6 somewhere the impact of a 25 percent payout up
7 something that you’ ve indicated is another 11 7 toa75 percent dividend payout, and all of
8 million dollars, | think itis, ininterest 8 them would, | think, exceed 80 percent debt
9 costs and that’'s been financed and that’s 9 regardless of what happens over the next few
10 there. There slimited, again, flexibility 10 years.
11 associated with that. Depreciation, | don't 11  A. That's about the best we could achieve over -
12 know if there' s any evidence coming forward in 12 Q. And]I think we agree that, you know, asthe
13 terms of methodology, but depreciation, in my 13 Board indicated that an 80/20 is an
14 view, is just an accounting of capital 14 arrangement we could all livewith. SoI'm
15 expenditures that have already been committed 15 looking at thisand I’'m looking at what you've
16 and paid for. Interest and debt servicing and 16 said over the past week and I’m saying that so
17 the guarantee fee istherereally in relation 17 the capital structure isnot anissue. You
18 to ensuring the financial integrity and your 18 talked to Mr. Kennedy this morning about ROE
19 borrowing capacity, and | think the Board--you 19 is certainly an issue, the return on equity.
20 had a discussion with Mr. Kennedy in relation 20 A.Yes.
21 to that. Which comes to income from 21 Q.And I'msaying to myself, there’s limited
22 operationsand you look at below the line 22 flexibility herein terms of the sensitivity
23 there. We talked about dividendsand the 23 of adjusting things from a regulatory
24 implications of that on capital structure and 24 perspective, from what you' re saying, and what
25 we can certainly know what’'s happening this 25 I’ve heard you say over the past week or so.
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1 MR.WELLS:
2 A.Yesandl -
3 Q Wouldyou careto comment for meon that,
4 please?
5 A.Wadl, | think that--and | don’t want to appear
6 presumptuous about it, but given the
7 circumstanceswe'redl in, interms of the
8 electrical requirements of the Province, and
9 Hydro's role in that, that from our
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our OM&AS in terms of rates, it would not be
of such asignificant impact.

The problem that we al haveto wrestle
with, and the Board aswell, interms of the
codt, isif youlook at therates coming
forward from 1992, the overwhelming impact of
the cost of fuel, and we have, if we need new
sources of generation, they’re going to add
cost to the system. And you know, the

10 perspective, thisis not abad deal, and we' ve 10 electricity hasto be paid for, and you know,
11 tried to show that where we can influence 11 there are limited options on an isolated
12 things, that we have, that we are acting, you 12 island system, limited options, and any new
13 know. Becauseif youformed an impression 13 sourceis going to--at @ marginal cost is
14 that there was nothing really--nobody trying 14 going to up our average cost over time.
15 to intently do anything over at Hydro to 15 In Holyrood terms, which we're so
16 reduce costs, you would have to--you would 16 dependent on, and it's 38 percent of our
17 make sure that would happen. But the evidence 17 capability, but it's producing, you know, this
18 seemsto indicate that we're at itinavery 18 three terawatt hoursof energy. Holyrood,
19 hard and organized fashion, and over the past 19 even at $30 abarrel, the cents per kilowatt
20 years, the evidence beforethe Board in the 20 hour cost is not al that bad, you know, if
21 two hearings and what will come out in Mr. 21 you look at the--because of the plant is
22 Martin's evidence and Mr. Haynes' evidence, 22 essentially written off.
23 that we have made changes and we have more 23 But we have very few options, on an
24 changes that, as we can bring them in 24 idand in the North Atlantic, and our
25 reasonably. And if that were the only thing 25 demographic set up, in terms of being
Page 171 Page 172
1 efficiencies, is absolutely horrible. We have 1 system up and running and the cost in that
2 these long radial linesyou see on the map, 2 whole system for isolated diesels comparesto
3 and asdoes Newfoundland Power in certain 3 the cost of other entities that have isolated
4 service territory areas. The conditions under 4 diesel systems. So that’s not amiss.
5 which we operate and you put in the capital to 5 But you know, there’'s no economies of
6 carry electricity to somebody from a source of 6 scale here and we operate from McCallum up to
7 generation and whenyou get there, there's 7 Nain. If you look at the square kilometres--I
8 nobody there. | mean, it's the 180 8 speak in square miles, but the sguare
9 communities to service what are 21, 000 9 kilometres of Newfoundland and Labrador, |
10 customers. | mean, that’s the story in 10 mean, we' d be the fourth largest state in the
11 Newfoundland. 11 United States. We're bigger than the United
12 And if you go to the isolated community, 12 Kingdom with 50 million people, and we're here
13 there are two hillion people in the world that 13 with 512,000, and the overwhelming majority,
14 don’'t have any electricity, and the reason 14 get away from the mike, are right here. You
15 they don’t isthat they can’t afford it, and 15 take the square kilometres of that, 200,000
16 unless some--you know, the problem with the 16 people, and then talk about the service over
17 isolated diesel communities, like Rigolet say, 17 that huge--you know, so the capital deployed
18 is that these people could not have a 18 to get you electricity isvery inefficient in
19 centralized little system to provide 19 that sense, in terms of adollar’s worth of
20 electricity at their own expense, and the 20 transmission line and what you're going to
21 Government policy isthat they should at least 21 accessin revenue is extremely limited.
22 have the benefit of electricity, other than 22 And the effect of that, of course, is
23 their own little generators. But the cost of 23 reflected inthe rates and you have your
24 that, all |1 cansay for Hydro, our part of 24 interventions with respect to--you know, on
25 thiswhole picture isthat we'vegot that 25 the issue of the--there are other things,
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1 MR.WELLS:

© 00 N O o~ WODN

alocation of plant and how certain things
should be treated, but the overall problem,
with respect to electrical consumers,
including our industrial customers, is the
nature of the system in which we operate.

.| understand that, | mean, in terms of

assignment of costsand there’smany other
things that we'll discuss here, but | just was
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sitting down there in the corner, systems
planning, we know absolutely nothing about.
Onewould hopethat thingswould unfold as
they should. If you look at what's happened
in recent blackouts in various areas of North
America, there'sa lot of finger pointing
after the fact, be it utilities, be it
regulatories, be it what have you. Mr.
Kennedy talked about the prospect perhaps

10 struck by, over the past week, as| say, by-- 10 based on thetiming that you had discussed
11 in looking down through that list there, there 11 throughout thelast week that probably as
12 isvery little flexibility based on what you 12 early asthe next couple of yearsthat there
13 had said, in any event, in relation to, asthe 13 may be a requirement to get into the planning
14 operator assistance areasthat indeed rates 14 for new generation in relation to 2009/2010.
15 could be impacted. 15 From your perspective, is there any
16 Just one final item, you talked about 16 process or would you have any suggestions or
17 thiswhole issue of new supply and Mr. Kennedy |17 any recommendations about a processor an
18 pursued the matter with you in some level of 18 approach that one could look at that might
19 detail this morning and not to get into--you 19 ensure at the end of the day that everything
20 know, | agreethat the, and it’s clear in the 20 proceeds as it should among the parties that
21 legislation that Hydro or the Board, excuse 21 have aresponsibility here.
22 me, has the ultimate responsibility in this 22 . But | think, aswe are now, and the system--
23 area which makes me very nervous fromwherel |23 because every--astime goes forward, you got
24 sit. There’' stwo people we have employed in 24 more information and your forecast may change
25 the regulatory areawith the Board, they’re 25 or requirements. But we certainly would want
Page 175 Page 176
1 to keep the Board advised asto what we 1 and you may be called upon to make achoice
2 foreseein termsof deficitsand energy or 2 between the alternatives. And you're going to
3 capacity and as | said, we have some--Hydro 3 belooking at what would best service the
4 cando a number a things. Wecan supply 4 interest of electrical consumers in terms of
5 electricity, but in terms of our opportunity 5 satisfying the energy requirements or the
6 to do so through hydraulic which would be the 6 capacity requirements at the lowest possible
7 best, maybe--we're, you know, we're running 7 cost. Isthat any help?
8 out of--we're not going to get our hands on 8 .1 guess the concern--you mentioned, once
9 the Humber River. Things like--we have Island 9 again, earlier onin the week that you would
10 Pond left onthe Bay D’Espoir system. If 10 view Hydro as being just, you know,
11 we'regoing to go combine cycle combustion 11 essentially one of the producers, there could
12 turbine, we can do that, but there are others 12 be other options that might be available about
13 who can do that as well. Y ou know, it’s not-- 13 there, producers of electricity and generators
14 we can add aunit at Holyrood, but generally 14 of electricity in looking forward to what the
15 speaking, on the island, the sources of supply 15 requirements might be over the next while.
16 are A) goingto be probably more expensive 16 Government has fulfilled certainly arolein
17 that what we have and, B) they’re going to add 17 this step forward in relation to Granite Canal
18 to the cost of the electricity in the system. 18 and the current new sources, | would suggest,
19 And in terms of the Board, asit stands 19 in concert withyourself. | guess, I'm
20 now, if there's no intervention from 20 concerned, from the point of view of the Board
21 government, then this Board will approve the 21 and its obligations and responsibilities
22 next source of supply for the island 22 because on ago-forward basis, we'rerelying
23 interconnected system. But that's how the 23 on you, we're relying on government to a
24 legidation, as| seeit, isintended to work. 24 degree and isthere some approach or process
25 Y ou will approve that next source of supply 25 that you might suggest from looking at it from
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1 CHAIRMAN: 1 then a decision has to be made of which would

2 my perspective that we might engage in, ensure 2 be the best one. And dl | said, | hopeall |

3 that our responsibilities arefulfilled in 3 said, wasin the, you know, is that the

4 terms of the legidation. 4 decision here would be made by the Board under

5 A. Wél, the one thing that none of us would want 5 the legislation or, as we know, government can

6 to do isto add more cost into the system. 6 intervene. And maybe, because there's--

7 Q. No, | appreciate that. 7 apparently, in this current campaign, from all

8  A. |l think that in terms of the--there is a body 8 three parties, there are--statements have been

9 of expertisein Hydro that can well serve all 9 made that they are going to be looking at the
10 the interest in terms of identifying the need. 10 structure of the electricity industry.

11 | mean, it’sjust a professional - 11 There' svarious comments made by--the role

12 Q. Right. 12 that they want Hydro to play. And, you know,

13 A.-group that could do that. Theissue of an 13 there maybe a debate and a conclusion asto

14 ex-source, there are other interests out there 14 the roles and responsibilities--1 would like

15 that have, until the moratorium on mini 15 to see that clarified and I’ m sure peoplein

16 (phonetic) Hydro, there are people that have-- 16 Hydro would. And out of that may come how the

17 if the site is developed, they are the ones 17 processes are going to work for the future

18 that are going to develop that site. And 18 because the preliminary papers and the

19 there may be others who have, depending on 19 responses we put in with respect to the energy

20 circumstance, who will have, want to supply 20 policy review, talked about the issue of the

21 energy to thegrid. And if | were as a 21 determination of new sources of supply, the

22 consumer, | would liketo have the best, you 22 role of Hydro, Hydro intermsof assessing

23 know, the cheapest electricity that will 23 other peoples’ projects and things like that.

24 satisfy the requirements, reliable source. 24 That was all part of some of that discussion

25 And if there’s more than one coming forward, 25 paper that had been issued by Mines and
Page 179 Page 180

1 Energy. 1 gives you, they would look at the total

2 Q.| know from our perspective, it would be nice 2 package, the 70/30 you have, the total -

3 to get it clarified aswell, for sure. Okay. 3 A There' sthat aspect of it. In terms of what

4 That'sal the questions| have. Thank you 4 we're borrowing, they’re just going to look at

5 very much. We'ret 1:30 now. We're going to 5 our--the guarantee.

6 try and conclude, if we can. Are there any 6 Q. Andthe guarantee aswell.

7 questions, | guess on or matters arising from 7  A.Yes, the guarantee is the principle component

8 Board questions. Mr. Browne? 8 of getting the rates for the debt.

9 BROWNE, Q.C: 9 Q. Butthey'dalsoliketo see--1 guessit would
10 Q. Justone, Mr.Chairman. The Chairman just 10 givethem alevel of comfort to seethat the
11 mentioned to you concerning the debt equity to 11 total package there would be the guarantee and
12 ratio 80/20, but haven’t we established in the 12 the 70/30 that you have in terms of your debt
13 evidence that financial houses will not be 13 to equity ratio from atotal package of Hydro.
14 looking at the debt equity ratio for the 14 A.Yes, inpart, but the other thingiswhat is
15 regulated entity of Hydro on a standalone 15 the return on all the assets deployed and the
16 basis, but rather ook at the--look at your 16 activity in producing the electricity on the
17 debt equity ratio collectively which is 70/30? 17 regulated side of our business. Isthat -

18 | think we've established that through the 18 Q. Waell, they wouldn't look at that as such,

19 evidence of Ms. McShane, | think it's on page 19 would be? Because if one side of the business
20 17 of her evidence. 20 was a loser and the other side of the

21  A.You'resaying that Ms. McShane has dealt with 21 business, you' re making a profit of 50 or 60
22 the issue of what - 22 or 70 percent, if you went to the market to

23 Q. What financial houses look like at interms 23 borrow, they would look at the total package,
24 of, if youwereto goto borrow money. They 24 wouldn’'t they? That's what Ms. McShane is
25 wouldn't look at just what the regulatory 25 telling us.
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1 MR.WELLS: 1
2 A. When the assets deploy-- | take your point. 2
3 Q. Thank you, Mr. Wells, no further questions. 3
4 CHAIRMAN: 4
5 Q. Thank you, Mr. Browne. Mr. Kelly? 5
6 KELLY, Q.. 6
7 Q. No, questions, Mr. Chairman. 7
8 CHAIRMAN: 8
9 Q. Mr. Hutchings? 9
10 HUTCHINGS, Q.C.: 10
11 Q. Noquestions, Mr. Chair. 11
12 MR. KENNEDY: 12
13 Q. Nothing arising. 13
14 CHAIRMAN: 14
15 Q. Okay. Thank you, very much, Mr. Wells. We've
16 made it three minutes over, but I’m sure you
17 are probably asrelieved as we are (laughter)
18 that we can move onto the next witness, Mr.
19 Raoberts, on Tuesday morning. Thank you and
20 have a good weekend.

21 A. Thank you.
22 Q. Seeyou at 9:00 on Tuesday morning.
23 Upon concluding at 1:33 p.m.
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