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OWOmo o

1.0 Introduction
The following issues arise in this proceeding:

A, The Negotiated Agreements.

B.  Other [ssues:
i) " Automatic Adjustment Formula
ii) Integrated Resource Planning

iit) Reliabiiity Policy and Initiatives

iv) Peer Group Benchmarking and Tracking and Reporting of Additional
Performance Indicators

V) Qil Purchasing/Hedging

vi)  Conservation Initiatives.

- 2.0 '~ The Negotiated Agreements

The four negotiated agreements (the “Agreements”) reflect a reasoned consensus of
the parties in relation to the issues addressed therein, including Hydro’s_revenue

requirement.

- Hydro’s revenue requirement has been tested thrdugh a prqcesé tha_it i_n_cludes_:_ |

1y ‘pre-filed testimony;

2) - épproximateiy 650 Requests for lhformatibh;

3) - extensive negotiation among the parties;

4)-  testimony before the Board.

Newfoundland Power submits that the Board should determine the various matters
addressed in the Agreements, including Hydro's revenue requirement, in accordance

with the terms of the Agreements.
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3.0 Otherlssues
3.1 Automatic Adjustment Formula
Newfoundland Power supports Hydro's proposals with respect to its automatic

adjustment formula (the “Formula”).
The only point in issue appears to be Dr. Cannon’s proposal that the cost of debt to be
used in the Formula in years beyond the test year be determined based upon forecasts

of debt costs for those years to be determined in this hearing.

NewfoundlandiPower.doés not support Dr. Cahndn’s proposal.

‘The Electrical Power Control Act, 1994 ("EPCA") mandates the Board to set rates

based on forecast costs fdr one or mdre_ t_eét years. The forecast test year method has |

been expressly apprdvec_l by the Ne\nrfoundlan'd and Labrador Court of _)f\ppeal1 and the - |

‘Supreme Court of Canada.z

n é general rate proceeding, the Board tests all cost componénts of the revenue

requirement for the test year based upon forecast costs for that year. In this

proceeding, costs have been tested (and agreed by the pérties) for the 2007 test year.

Dr. Cannon's proposal to use forecast values for the cost of debt in the Formula in years

beyond the 2007 test year would adjust only one component of test year costs in future

' Reference re Section 101 of the Public Utilities Act (Nfid.) (1998), 164 Nfid. & P.E.L.R. 60 (C.A.)
2 Atco Gas and Pipelines Lid. v. Alberta (Energy and Utilities Board), [2006] 1 S.C.R. 140; Northwestern
Utilities Ltd. v. Edmonton (City), [1979] 1 5.C.R. 684
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years while leaving all other test year costs unchanged. This is not in accordance with

determining costs on a test year basis.

There is no evidence in this proceedi_ng that any Canadian public utility jurisdiction with
an automatic adjustment formula utilizes forecast future costs of debt in its formula
mechanism.

Reference: Transcript, January 25, 2007, page 154, lines 10 to 25.

Utilizing forecast values for the cost of debt for use in the Formula for years beyend the

test year is not in_'_accordance with generally accepted 'sound public utility practice.

The automatic adjustment mechanism permits a periodic adjustment of the just and
reasonable return on rate bese based on ehanges in the estimated cost of common _'

equity. This avoids frequent cost of capital hearings, which are time consuming and -

' expensii}e thereby' realizing regulatoﬁry' cost-eavi_r)g's for cue_to_mers_ and contributing _td_

reguiatory eﬁ" crency

Reference Order No P. U 16 (1998 99) page 103 Order No P.U.19 (2003)
pages. 64 1o 65.

Utilizing forecast debt costs creates an illusion of precision. Interest forecasts can

change significantly in a short period of time.

Reference: Transcript, January 25, 2007, page 29, line 23 {o page 34, line 18; page

151, line 16 to page 152, line 17.
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Changing one component of the cost of service, without considering other changes in
the cost of service, may result in inappropriate adjustments. Forecast reductions in
interest expense may never materialize or may be offset by increases in ether
expenses.

Reference: Transcript,'_danuary 25, 2007, page 35, line 13 to page 38, line 23.-

In this prdceeding, the evidence indicates that other costs of Hydro, including
depreciation and wages for skilled labour, are likely to increase in future years.

Reference: Transcript, Jahuary 25, 2007, page 55, line 1 to page 586, line 2.

Revising the debt cofﬁp.onent of a utility's costs for years- beyond the test year
potentially Ieads to the forecasting"of ehanges in other costs, such as fuel, dep'rec'Iation,
salary costs, t.ransportation costs and other operaﬁng expenses. To ensure a just and
reesohable retu_rh, if futu.re d.e.bt costs are to be. forecast, a ut_ility should also be -
permi"tted.'tb forecast ether fufUre exe'ense's_ and -_have them 'app_reved Ey the Boa:rd'.for .

recovery in rates n future years..

" Reference:: Transcrlpt January 25 2007, page 152, line 18 to page 153 line 24

Such an approach would be !ess efficient than using the proposed Formula within the
generally eccepted forecast test year method. It would add unnecessary complexity to
rate proceedings, increasing the regulatory burden for the parties and increasing the
regulatory costs to be borne by consumers. This is not in accordance with sound public

utility regulatory policy.

2006 Hydro General Rate Applicafion Page 4
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Hydro's proposal for the Formuia incorporates a mechanism whereby the Board can
monitor all costs, including interest costs, and convene a hearing if it determines that it

is necessary or desirable to re-examine Hydro's cost of service.

~ Reference: Application, Exhibit MGB- 1 pages 7 to 10; Transcrlpt January 25, 2007,

page 7, line 2 to page 9, llne 9.

Newfoundland Power supports Hydro's proposals with respect to the Formula.

3.2 lntegrated Resource Planning

Newfoundtandr.Power agrees t/vith the other parties that examination of the
appropriateness. and method.ology'for an integrated resource-planh_ing_-process should |
ue det'erred until .after the provincial government he_ls. releesed the Pr_ovinciaI.E.nergy
Plan and all stakeholders have had an opportunity to consider its eftect's and ..

implications.

The. Board may, if it wishes, specrt" ca[ly recognrze that any party may apply to the Board-_

- for further conS|derat|on of th[s issue in the future

18

19

20

21

22

23

3.3 Reliability Policy and Initiatives
Hydro's composite reliability statistics indicate that its reliability performance is below
CEA and Newfoundland Power averages.

Reference: CA-30 NLH (1% Revision).

2006 Hydro General Rate Application ' Page 5
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Hydro has established a corporate objective of trying to improve its 5-year average
distribution reliability indices by 20% in 2007.

Reference: CA-30 NLH (1% Revision).

Hydro intends fo pursue this corporate objective within its agreed revenue requirement
in relation to maintenance expenses and in accordance with Board approvals for any
capital expenditures. The objective is a corporate target that reflects a focus on cost

effective reliability in providing electrical service to Hydro's customers. :VIt does not alter

' .the' actual-processes followed by Hydro in the management,'.mainte_nance and

repiacement of the electrical system

Reference: Transcript, January 23, 2007, page 7, line 14 to. page 13, Ime 10

Hydro tracks the reliability performance for individual distribution feede'rs; Hydro's:

maintenance _expend:itures_ and capita]_expenditures are 'deterr'nin.e:d:'b'y examini'ng |

, in'dividual feedere a-nd their_c_emponents. Such decisions involve a h'i_gh'degre_e of__ |

englneermg Judgment
Reference Transcrlpt January 23, 2007 page 43, iine 18 to page 45 line 18;
page 121, line 9 to page 126, line 13.
Capital expenditures have to be justified during the capital budget approval process.

Reference:. Transcript, January 23, 2007, page 45, line 19 fo page 46, line 25;
page 121, line 9 to page 126, line 13.

2006 Hydro General Rate Application Page 6
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Planned maintenance and replacement can actually reduce costs for customers by
avoiding costly, unplanned outages.

Reference: Transcript, January 23, 2007, page 126, line 14 to page 127, line 25.

- There is no evidence in the record of this proceeding that minimum system reliability

criteria would enhance Hydro's maintenance and replacement processes.

Implementation of such criteria would raise a host of practicajl difficulties. Wouid the
same reliability criteria apply in different parts of the province? Is a customer in St.

Anthony'entit_ie’d fo the same minimum reliability standard as a customer in St. John's?

‘What standards would apply on isolated diesel systems? Would severe weather

impacts be normalized in some manner?

Minimum criteria, without reference to appropriate engineeriﬁn'g judgments, may not

: n’eces's'arily' reflect What is necessary or epp_ropriate to ensure reasonable s_'ervicein '

;different parts of the serwce terrltery

Reference Trenscrlpt January 23 2007, page '13 Iine 11 to page 15, line 1.

The evidence in this ereceeding does not justify the increased regulatery burcien end
costs involved in the establishment and pursuit of minimum reliability criteria. Decisions
with respect to system maintenance and eapital replacement are best considered within
Hydro's existing framework of asset management and maintenance, and capital

expenditures review.

2006 Hydro General Rate Application Page 7
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3.4 Peer Group Benchmarking

Newfoundland Power does not take issue with Hydro's proposals with respect to

benchmarking and reporting of key performahce indicators.

The evidence indicates that considerable care must be téken in attempting to draw
meaningful con-clusions from comparisons with other utilities. The limitations on
available data and differences in seNibe éonditions make it difficﬁlt to use composite
a_veragés ortcj draw cor‘nparisons.with other utilities. -

Reference: Transcript, January 23, 2007, page 24, line 8 fo page 31, line 11.

3.5 Oil Purchasing/Hedging

There is no evidence in this proceeding that any change in Hydro's existing oil

purchasing practices is necessary or desirable.

36 'Cbhservation Initiétiifes '

" Hydro has begun a process to determine what Oppdrtu'nities'exisf for cost effective -

demand side management/conservation. ‘This process is being carried out in

cooperation with Newfoundland Power and other stakeholdérs, and is appropriately

funded.

The proposed conservation and demand management potential study will provide
information that will assist the utilities in identifying cost-effective conservation

programs, thereby fulfilling the policy objectives of the EPCA to ensure least cost

2006 Hydro General Rate Application Page 8
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reliable power. The coordinated approach with other stakeholders will ensure that
conservation benefits are maximized and programs are delivered in an effective
manner.

Reference: Transcript, January 23, 2007, page 138, line 12 to page 145, line 9.

Newfoundiand Power supports Hydro's proposed conservation initiatives.
DATED at St. John's, Newfoundland and Labrador this g day of February, 2007.

NEWFOUNDLAND'POWER INC.

' - Counsel fci@%]/}]m!?ower Inc. -
' ~P.O. Box 891

-~ 55 Kenmount Road .
' _St Johns Newfoundland A’IB 3P6

" Telephone. 7 09) 737-5859 -
Telecopier: (709) 737-2974
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