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1 (10:03A.M.) 1 secretary, Ms. Cheryl Blundon, and next to
2 CHAIRMAN: 2 Cheryl is Ms. Dwanda Newman, who is the Board
3 Q. Good morning. | guesswinter hasfinally hit 3 counsel.
4 us, by the looks of it outside. 1'd liketo 4 I’d ask, at this point, if persons seated
5 welcome, indeed, everybody here this morning 5 at the tables representing the applicant and
6 for the beginning of this public hearing into 6 each of the registered intervenorsto please
7 what is now Newfoundland and Labrador Hydro's 7 introduce yourself and indicate in what
8 Revised 2006 General Rate Application, and to 8 capacity you are participating in the hearing,
9 all the participants, including the applicant, 9 and each counsel will be given the opportunity
10 intervenors, the respective counsels and their 10 to make an opening statement later. So here
11 support staff, along with any members of the 11 I’m just seeking, for the purposes of record,
12 public or mediathat are here, | extend to 12 an introduction of who's who essentialy,
13 each of you awarm welcome and | ook forward 13 beginning with Hydro, if you would.
14 to a productive and indeed, fair public 14 MR. YOUNG:
15 hearing. 15 Q. Good morning, Chair, Vice-Chair. My nameis
16 My name is Robert Noseworthy and| am 16 Geoff Young. I’'m counsel for Hydro. With me
17 Chair and ceo of the Public Utilities Board, 17 thismorning is Ms. Gillian Butler, who will
18 and for this hearing, | will serve as Chair of 18 be counsel also in this GRA.
19 the Panel of two, which hasbeen delegated 19 CHAIRMAN:
20 with the responsibility to hear this 20 Q. Thank you. Consumer Advocate.
21 particular application by Hydro, and my 21 MR. JOHNSON:
22 colleague joining me on the panel is 22 Q. Good morning, Mr. Chairman, Commissioner
23 Commissioner Darlene Whalen and Darlene is 23 Whalen. Tom Johnson, the consumer advocate in
24 also Vice-Chair of the Board. 1'd aso like 24 these proceedings. With me is Stephen
25 tointroduce, on my far left, the Board's 25 Willar, with whom you are familiar from past
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1 hearings here. So, pleased to be here this 1 everybody is familiar with one another, and
2 morning. 2 you're familiar with us, we're familiar with
3 CHAIRMAN: 3 you and | look forward to working with you
4 Q. Thank you. Industrial Customers. 4 throughout the course of the hearing.
5 HUTCHINGS, Q.C.: 5 For those of you in attendance this
6 Q. Thank you, Mr. Chairman. Joseph Hutchings, 6 morning who may not be familiar with therole
7 and with me, as previously, Paul Coxworthy, 7 of the Public Utilities Board, and with the
8 representing the Industrial Customers of 8 indulgenceindeed of those who are, | will
9 Newfoundland and Labrador Hydro. We're Corner 9 take a brief moment to outline thisrole, for
10 Brook Pulp and Paper, Abitibi Consolidated 10 those perhaps who are not quite familiar with
1 Grand Falls, Voisey's Bay Nickel Company, 1 the process and what we do.
12 North Atlantic Refining, and a new edition, 12 The Board derives its authority to
13 Aur Resources, and present in the room with us 13 conduct this hearing from Provincia statutes
14 today is Mr. David McDonald, who isthe Chair 14 and legidation, primarily the Public
15 of the Industrial Group at this time. 15 Utilities Act and the Electrical Power Control
16 CHAIRMAN: 16 Act. The Board has an obligation under this
17 Q. Good morning. Newfoundland Power, please. 17 legislation to regulate electric utilities
18 KELLY, Q.C: 18 operatingin the Province and thisincludes
19 Q. Good morning, Chair, Vice-Chair. lan Kelly, 19 Hydro. The panel, which | just introduced,
20 and with me, Gerard Hayesas counsel for 20 has been charged with the responsibility to
21 Newfoundland Power, and also present in the 21 hear the application and in accordance with
22 room is Mr. Lorne Henderson, Director of 22 our legidative responsibilities, we have a
23 Regulatory Affairs for the company. 23 duty to hear the evidence presented by the
24 CHAIRMAN: 24 applicant, Hydro, intervenors and other
25 Q. Thank you very much. | think pretty well 25 interested parties, and at the end of the
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1 process, render afair and equitable decision 1 received by the Board on August the 3rd, 2006.
2 on the application itself. 2 The Board held a pre-hearing conference
3 The statutes require the Board to make 3 following on September the 7th to identify
4 decisions that are reasonable and just and not 4 registered intervenors and set the procedures
5 discriminatory. The legidation requires that 5 and schedule for the public hearing, which was
6 the utility beallowed toearn ajust and 6 initially slated to begin on November the 1<t,
7 reasonable financial return. The legislation 7 2006. In advance of the hearing, the Board
8 a so dictates that the power be delivered to 8 requested the parties to engage in a
9 customers in the province at the lowest 9 settlement process. The purpose of this
10 possible cost, while ensuring safe and 10 settlement process was to challenge the
11 reliable service. In fulfilling its statutory 11 parties to enter into negotiationsin order to
12 responsibilities, the Board must protect the 12 reach agreement to the extent possible on the
13 interests of all parties, including producers, 13 myriad of issues contained in Hydro’ s original
14 retailersand consumers of electricity. In 14 application.
15 doing this, it must also be sensitive and 15 Asopposed to addressing each and every
16 strive to balance the interests of each class 16 issue in thismore costly public hearing
17 of consumer, whether they be households, small 17 forum, the objective of the Board was to
18 businesses, industries, whether modest or 18 reduce the number of actual hearing days
19 large users of electricity. 19 devoted to hearing the application, thereby
20 Just to provide alittle background, from 20 reducing costs, streamlining the hearing
21 the Board' s perspective, on the receipt of the 21 processitself, and hopefully at the end of
22 Application and the process followed to date, 22 the day, contributing to some greater
23 and I'll leave the introduction of the 23 regulatory efficiency. AndI’m advised the
24 application itself to Hydro. The original 24 parties embarked upon this settlement process
25 General Rate Application from Hydro was 25 with a particular zeal and I’ m happy to report
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1 the agreement reached far exceeded theinitial 1 have apresentation later thismorning or
2 expectations of the Board. 2 indeed tomorrow, depending on how it goes,
3 The parties submitted the final 3 outlining more detail on the scope of this
4 components of their settlement agreement in 4 agreement, and I'll have alittle bit more to
5 November past, and by mid December, Hydro 5 say at that time on the substantive work of
6 filed its revised GRA, based on these 6 the partiesin achieving this result.
7 agreements. Shortly following, the Board 7 We have therefore reached a stage here
8 issued two orders granting interim approval of 8 this morning with a great deal of work
9 electricity rates, effective January the 1st, 9 accomplished. We now have arevised Genera
10 2007, which saw virtually no rate increase for 10 Rate Application from Hydro, whichis the
11 residential customers of either Hydro or 11 subject of this particular public hearing, and
12 Newfoundland Power. Furthermore, Hydro's |12 this application contains the results of the
13 Industrial Customers received adecrease of 13 settlement  agreement  incorporating
14 13.9 percent, resulting from both the 14 substantially reduced electricity rates for
15 settlement agreement itself, combined with a 15 consumers, which to date have been approved by
16 contribution by Government towards the 16 the Board on aninterim basis. Thisrevised
17 industrial component of the Rate Stabilization 17 application now contains significantly fewer
18 Plan. 18 residual issues, which Hydro will be
19 By contrast, Hydro's original genera 19 introducing during the course of this public
20 rate application filed in August 2006, which 20 hearing.
21 wasthe focus of the settlement agreement, 21 Before concluding, again with the
22 sought a rate increase for residential 22 indulgence of most of the people in thisroom,
23 customers of between 4.6, up to 20 percent, 23 I'msure, 1'd like to briefly explain what
24 and for Industrial Customers, arateincrease 24 will happen during this public hearing process
25 of 8.1 percent, and Hydro, | understand, will 25 for those that might not be as familiar.
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1 Over the next several days, each of the 1 providing an opportunity for public
2 parties, including the applicant, Hydro, and 2 participation by consumers or interested
3 the intervenors will be afforded the 3 organizations wishing to make a presentation,
4 opportunity inturn to present their case 4 either directly before the Board or
5 before the panel, in the form of direct 5 aternatively by way of written comment.
6 evidence, which will then bethe subject of 6 Persons wishing to appear before the Board
7 cross-examination or questioning by other 7 were requested to contact the Board as of this
8 parties, aswell as Board counsel, Ms. Newman, 8 past Friday, January the 19th, to alow for
9 and also questions from the panel as may be 9 appropriate scheduling and travel arrangements
10 appropriate. The hearing involves one of 10 to be made, asmay be necessary, and letters
11 presenting, examining and questioning the 11 of comment may be received by the Board up to
12 information and evidence filed with the Board 12 and including the final day of the public
13 to ensurethat al evidence, examination and 13 hearing, currently scheduled for February the
14 evaluation needed to support Board decisions 14 1st.
15 onratesand other matters contained in the 15 I’'m sure that Mr. Johnson, the Consumer
16 application are placed before the panel. The 16 Advocate, will aso entertain any
17 entire process will enable the panel to weigh 17 presentations made directly to him up to that
18 thefull body of evidence beforeit, both 18 time aswell, | presume, Mr. Johnson.
19 written and oral, in order to arrive a afair 19 These represent the conclusion of my more
20 and equitable decision that will serve, we 20 general remarks, and there are anumber of
21 trust, to balance the interests of all parties 21 other items, including some housekeeping
22 asrequired by the legidlation. 22 items, which 1I'd liketo now just briefly
23 This application affects every consumer 23 review.
24 of electricity in the Province, and with this 24 In addition to the paper documentation
25 in mind, the Board has published notice 25 filed in relation to this application, which
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1 islocated on acouple of trolleys, | think, 1 contain the official version of the evidence
2 over there by Ms. Blundon, the Board has also 2 for thishearing and these will be used for
3 posted this entire array of documentation on 3 reference purposes, as needed, throughout the
4 itsweb site. Other documentation which may 4 hearing, in the event the evidence cannot be
5 be presented during the hearing, including 5 displayed electronically or some discrepancy
6 daily transcripts, will also be posted on the 6 exists between the electronic and the paper
7 Board' sweb site. 7 record.
8 In addition, I'd dso liketo welcome 8 (10:15A.M))
9 back Mr. Terry O’ Rellly, an employee of Hydro, 9 Parties who may have concerns or issues
10 who will be assisting during the hearing with 10 with creature comfortsin this room, be it lay
11 electronically retrieving the evidence 11 out, supplies, files, or records, should bring
12 referenced by counsels, and this will be 12 these matters to the attention of Ms. Blundon,
13 displayed on the table monitors and the larger 13 the Board's secretary, and we'll make every
14 monitorson the sidesof the room, so that 14 effort to assist you in that regard.
15 hopefully everybody in the room will be able 15 These proceedings are being recorded by
16 tofollow theevidence. I'dlike to thank 16 Discoveries Unlimited, and Mr. Bruce Mossis
17 you, Mr. O'Relilly, aswell for once again 17 here as the operator, and thisis being done
18 agreeing to this assignment. | don’t know if 18 under the supervision of the Board secretary,
19 it'syour second or third time, isit? 19 Ms. Blundon, and will be transcribed
20 MR.O'REILLY: 20 throughout the afternoon and the evening,
21 Q.| believeit’s my third. 21 these proceedings will be.  These
22 CHAIRMAN: 22 transcriptions will be e-mailed to the parties
23 Q. Third. Soyou pulled the short straw again, | 23 immediate upon completion, with the paper copy
24 guess, did you? Anyway, thanksamillion. 24 available by the commencement of the hearing
25 The binders you see next to Ms. Blundon 25 on the following day, and in thisway, we will
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1 try and maintain continuity and have an up-to- 1 interest. A witness may swear an oath on the
2 date and current record of the proceedings as 2 Bible or a solemn affirmation may be
3 they unfold. Persons addressing the panel 3 administered, and | would ask counsel
4 may, for the benefit of transcription, simply 4 introducing the witnesses to indicate the
5 refer to Commissioner Whalen by name and 5 latter preference, where applicable. Also,
6 myself asthe Chair. 6 some other non-Christian oath, as appropriate,
7 The normal sitting time will be 9 am. to 7 may be administered, but I would ask counsel
8 1:30 p.m., with ahalf hour break from 11 to 8 for advance notice so that necessary
9 11:30, and | wish the parties would adhere to 9 arrangements may be made in these instances.
10 these times. For the purposes of this 10 And I'd asofinally ask counsel to
11 morning, | think we're just going to play it 11 refrain from reading long passages of pre-
12 by air and see where we are around 11:30 and 12 filed evidence into the record, and |
13 maybe there might be some flexibility required 13 appreciate the need to recite certain evidence
14 around that to take our break then. 14 during cross-examination for clarity or
15 Counsels and others representing the 15 emphasis, but I'd ask for your cooperation in
16 parties have designated seating arrangements, 16 keeping to a minimum, in the interest of time.
17 and | would ask the withessesto taketheir 17 In summary, | would ask that the parties,
18 assigned seating to my right, unless making a 18 throughout these proceedings, adhereto the
19 presentation or referring to adisplay. Board 19 rules of procedures, as established. | want
20 hearings are indeed not Court trials, however 20 to acknowledge all parties for the tremendous
21 evidence is given under oath and the 21 amount of work you have all expended in
22 procedures governing contact are somewhat 22 reaching this stage of the proceeding here
23 similar to a Court. The Board’smaingoal is 23 today, and I am hopeful that this work will
24 to get the facts on the record in away that 24 now position us to go forward into a
25 is convenient to the parties and in the public 25 productive, efficient and expeditious hearing
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1 during the remainder of the week. 1 here today, being the Consumer Advocate, the
2 I'll now ask Ms. Newman to enter the 2 Industrial Customersand Newfoundland Power.
3 matter before us and to confirm the issuance 3 A schedule of dateswas also established for
4 of public notice and advise of any other 4 the hearing and the Board also set aside the
5 preliminary items. Good morning, Ms. Newman. 5 issue of the approval of the depreciation
6 MS. NEWMAN: 6 methodology, which was sought by Hydro, this
7 Q. Good morning, Mr. Chair and Vice-Chair, others 7 issue to be dealt with in a process beginning
8 in the room. | can confirm that the Board did 8 in 2007.
9 receive afully constituted application from 9 The schedule of dates established at the
10 Newfoundland and Labrador Hydro on August 3rd, 10 pre-hearing conference contemplated a November
1 2006, seeking, among other things, approval of 1 1 start, asreferenced, Mr. Chair, and the
12 the rates to be charged as of January 1, 2007, 12 parties sought postponement of this hearing,
13 for the supply of power and energy to its 13 as they were progressing well through the
14 customers, the rules and regulations 14 negotiation process, and in fact, had filed
15 applicable to the supply of electricity to its 15 one agreement on October 20th, settling some
16 customers, and such other matters as may 16 of theissues, and thought that it might be
17 appear just and reasonable upon the hearing of 17 possible to file some further agreements. So
18 the application. 18 the Board postponed the start of the hearing
19 Notice of this application was published 19 with adate to be established later, andin
20 in newspapers throughout the province, 20 fact, as referenced, Mr. Chair, the parties
21 beginning on August 19th, 2006. A pre-hearing 21 did come to some substantive agreement, and on
22 conference was held on September 7th, 2006, 22 December 6th, 2006 filed three further
23 and in this pre-hearing conference, the Board 23 agreements, and Hydro simultaneoudly filed a
24 established the rules of procedure for this 24 revised application.
25 proceeding, the intervenors, which are seated 25 Notice of thisrevised application was
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1 published in newspapers throughout the 1 CHAIRMAN:

2 province, beginning on January 6th. Inthis 2 Q. Okay. WEll beginwiththat now, beginning

3 notice, the Board set out the date of January 3 with Hydro. Good morning, Mr. Young, | guess.

4 19th for request to make a presentation and to 4 MR. YOUNG:

5 date, the Board has not received any request 5 Q. Thank you, Chair. Hydro is pleased to appear

6 to make apresentation during this hearing 6 beforethe Board today for the purpose of

7 process, and also set out the date of January 7 setting rates for its customers. This isa

8 26th for letters of comment, so there s still 8 general rate application, aGRA as we refer to

9 time for more letters of comment to comein. 9 them, with adifference, in that we are

10 Throughout the process, there has been a 10 appearing requesting that the Board approve as

11 significant exchange of information, as 11 final ratesthe interim rates that the Board

12 demonstrated and referenced by you, behind the 12 has already approved, on the basis of

13 Clerk of the Board. | believe that 13 negotiated settlements that have been filed

14 substantively the RFI’s have all been 14 with it.

15 answered. There isa couple that | will 15 In Hydro' stwo previous GRA's and in the

16 verify, but | understand that most, if not 16 rate referrals that proceeded them, most, if

17 al, have been answered. And | can confirm 17 not all, of the issues were determined by the

18 that the matter has been duly constituted and 18 Board following adversarial hearings, which

19 the Board has authority to hear thistoday. 19 included very little in the way of settlement
20 CHAIRMAN: 20 of substantiveissues. Inthis filing, the
21 Q. Thank you, Ms. Newman. | understand al 21 Board challenged the parties to find amiddle
22 parties wish to make opening statements. Is 22 ground and to useother and more creative
23 that correct? 23 means of resolving their differences. By the
24 MR. JOHNSON: 24 time of the first meeting to discuss this
25 Q. That'scorrect. 25 case, al partieshad already concluded that
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1 contesting all elements of a GRA was 1 This means that arate hearing that might have
2 unnecessarily expensive and time consuming. 2 typically taken months may this time be

3 Hydro ishappy toreport that all of the 3 completed within aweek. This settlement has
4 intervenors showed awillingnessto engage in 4 enabled Hydro to pass onto its customers
5 meaningful and effective negotiations that 5 savingsin regulatory costs. It's something

6 would seek reasoned and principled 6 that we're quite proud of at Hydro.

7 compromises, would result in savings to 7 We are very grateful to the Board for its

8 consumers of electricity, and would provide 8 guidance and patience in these negotiations
9 Hydro with sufficient revenues to ensure that 9 and to the Consumer Advocate, our Industrial
10 it could continue to provide to its customers 10 Customers, and to Newfoundland Power for their
11 acompetitively priced, adequate, safe and 11 hard work, sense of fair play in the results

12 reliable supply of electrica power and 12 oriented engagement and through their
13 energy. 13 foresight to see that their clients and the

14 Just further to that, Mr. Chair, | think 14 consumers they represent could be assured of a
15 if you glance around this room, you would 15 fair outcome through cooperation and the
16 capture most of the people who worked 16 creative seeking of common ground.

17 diligently in this process. It wouldn't be all 17 While settling arate case requires less

18 of the people, and | would point out that 18 resources, time and money than a fully
19 notably absent isMark Kennedy, the Board- 19 contested hearing, | am hereto tell you that
20 appointed facilitator, who was instrumental in 20 it has not been easy. It doesrequire an

21 assisting us, particularly in the late stages 21 extensive amount of work, in some ways
22 of negotiations. 22 comparable to fightingit out before the

23 Theresult of negotiationsis arate case 23 panel. The examination of information, of
24 that has been all but completely agreed upon 24 operations and financial data, of regulatory
25 between the applicant and the intervenors. 25 issues, was every bit as chalenging and as
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1 intensive aswe have experiencedin fully 1 interest of all stakeholdersto whom the Board
2 contested hearings. The record that is before 2 is responsible had been properly and
3 the Board to consider contains some 650 3 adequately considered and that the outcomes
4 Request for Information, filling perhaps a 4 arefair, just and reasonable. To that end,
5 dozen large binders, and a considerable amount 5 Hydro remains available and willing to provide
6 of that information has been fully tested and 6 the Board and the intervenors with the
7 analyzed in the negotiation process. 7 additional information and assistance that may
8 The settlement we have reached isin the 8 be needed so that the Board can carry out its
9 form of four agreementsthat have been filed 9 legislative duties under the Public Utilities
10 with the Board that deal with afull range of 10 Act and the Electrical Power Control Act.
11 costing methodology, rate setting and revenue 11 What does this settlement mean? Inits
12 requirement issues. All of the quantitative 12 original filing of August 3rd, Hydro was
13 issues have been resolved to the satisfaction 13 seeking to recover $443,395,000 in forecast
14 of Hydro and the registered intervenors. 14 costs. In Hydro'srevised filing of December
15 There remains a smal number of 15 6th, this figure has been reduced by more than
16 qualitative regulatory issues that are 16 $12 million to $431,079,000. Interms of
17 unresolved, and Hydro ispleased to provide 17 consumer impacts, in our origind filing, the
18 additional information and testimony so that 18 level of increase for most domestic customers
19 the Board can resolve these. 19 on thelsland was 4.6 percent, with some
20 Hydro is cognizant that notwithstanding 20 customers on the Island and in Labrador
21 that the parties here presented the settlement 21 getting higher levels of increases.
22 agreement to the Board and that Hydro has 22 We are happy to report that in our
23 refiled itscase in accordance with those 23 December 6th refiling, the impact on customers
24 settlements, before it signsthe Order, the 24 has been dramatically reduced so that most
25 Board must still be satisfied that the 25 customerswill get very small rate increases,
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1 if any, typically pennies on a monthly 1 this time, Hydro is requesting that these
2 domestic electricity bill, and that's 2 rates be made final, pursuant to Section 70 of
3 regardless of where you live in the Province 3 the Act, and that the Board approve these
4 or from which electrical system you get your 4 rates, rules and regulations, to provide for
5 service. 5 Hydro’' s recovery of expenses and areturn on
6 Although thefull details of Hydro's 6 rate base pursuant to Section 80 of the Act.
7 revised filing are before the Board, | would 7 | should point out to the Board and to
8 liketo point out that in proposing these 8 any members of the public who may be present
9 rates on the basis of the settlement 9 with us today, and | don’'t see many of the
10 agreements, Hydro has adhered to the method of |10 members of the public, all partiesfor the
11 determining its return on rate base as set out 11 most part, that thereare afew remaining
12 by the Board in Order No. P.U. 14 (2004). In 12 issues that will bethe subject of testimony
13 Hydro'soriginal filing, we were seeking a 13 and cross-examination throughout this week.
14 return on rate base of 7.63 percent, based 14 These issues represent a small minority of the
15 upon areturn on equity of 5.20 percent. In 15 issuesthat the parties confronted in this
16 its present filing, Hydro is seeking areturn 16 rate case. The vast mgjority of theissues
17 on rate base of 7.44 percent, based on a 17 have been resolved efficiently and amicably
18 return on equity of 4.47 percent. However, 18 amongst the parties and in the way that these
19 these figures were derived on basesthat are 19 thingsturn out, all thoseresolved issues
20 consistent with the method that was used in 20 combined will likely receive less attention in
21 Hydro' s original filing. 21 this hearing room than those few issues that
22 In Order No. P.U. 41 (2006), the Board 22 remain to be resolved outside the negotiation
23 approved rates based on Hydro’'s December 6th 23 process.
24 filing on an interim basis, pursuant to 24 Before | conclude, I'm pleased to
25 Section 75 of the Public Utilities Act. At 25 introduce Hydro's witnessesin this matter,
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1 and a brief discussion of the nature of their 1 defending Hydro's proposed automatic
2 testimony. Our first withess with Mr. Ed 2 adjustment mechanism.
3 Martin, Hydro’' s President and ceo. Thiswill 3 In closing, on behalf of Hydro, | would
4 be hisfirst opportunity to appear before the 4 liketo again thank the Board for issuing a
5 Board. Hewill adopt his pre-filed testimony 5 challenge to Hydro and to the intervenorsto
6 and provide some additional brief direct 6 use different and creative methods to bring
7 testimony. 7 this rate case in amore efficient basis, and
8 Mr. Glen Mitchell, Hydro's Manager of 8 | would reiterate that, in Hydro's view, the
9 Rates and Financial Planning, will adopt his 9 settlements agreements and the December 6th
10 pre-filed evidence and will be giving a 10 refiling demonstrate that Hydro and the
1 presentation onthe substance of the four 1 parties have met that challenge with very
12 agreements and therevised filing, and the 12 positive results for al concerned. Thank
13 impacts of those on customers and upon Hydro. 13 you.
14 Mr. Jim Haynes, Hydro’s Vice-President 14 CHAIRMAN:
15 Regulated Operations, together with Mr. Rob 15 Q. Thank you very much, Mr. Y oung. Good morning,
16 Henderson, Hydro's Manager of System 16 Mr. Johnson.
17 Operations and Customer Services, will adopt 17 (10:30A.M.)
18 the pre-filed regulated activities testimony. 18 MR. JOHNSON:
19 But moreimportantly, for the purposes of 19 Q. Good morning. Mr. Chairman, Commissioner
20 these proceedings, will be addressing the bulk 20 Whalen, I’ m pleased to represent the domestic
21 of the questions on the unresolved issues. 21 and general consumers of electricity
22 Mr. Mark Bradbury, Hydro's Corporate 22 throughout Newfoundland and Labrador in this
23 Comptroller and Treasurer, will adopt the 23 proceeding. Giventhat the parties have
24 Company’s pre-filed financial testimony, and 24 managed to enter into agreements which resolve
25 more particularly, inthis context will be 25 agreat number of theissuesinvolved in this
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1 case, my remarks naturally will be more brief 1 approximately eight cents on a $100
2 than otherwise would have been the case. 2 eectricity bill, as opposed to the 4. 6
3 MS. NEWMAN: 3 increase as originaly filed.
4 Q. Excuse me, Mr. Johnson, maybe if you pull the 4 My understanding is that Mr. Glen
5 microphone over. We're having trouble. 5 Mitchell, Hydro's Manager of Rates and
6 MR. JOHNSON: 6 Financial Planning, will provide the Board a
7 Q. Hydro's General Rate Application--is that 7 presentation which addressesthe agreements
8 better? 8 reached as amongst al the partiesand the
9 MS. NEWMAN: 9 impacts on the customers of Hydro, and indeed
10 Q. That'sbetter, good. 10 the impacts on Hydro itself, for the
11 MR. JOHNSON: 11 consideration of the Board. These agreements,
12 Q. Hydro's Genera Rate Application filed in 12 of course, have been filed with the Board and
13 August of 2006, aswe've heard, sought rate 13 have been reviewed and examined by the Board’s
14 increases of 4.6 percent to 20 percent, 14 independent financial consultants.
15 approximately, excluding Government 15 For my part, as the Consumer Advocate, |
16 departments. Following a negotiation process 16 am pleased that owing to a number of factors
17 established by the Board as part of the GRA 17 and the outcome of the negotiation process,
18 proceeding, Hydro filed arevised application 18 consumers have been spared the rate increases
19 in early December proposing lower rates. The 19 outlined in the original ratefiling. Asl'm
20 revised application reflects an agreement of 20 sure you will agree, there is no need to take
21 al the partiesto the GRA and significantly 21 apoll to find out how consumers feel about
22 reduces or eliminates all rate increases 22 rate increases for electricity, or as1’m sure
23 originally proposed. To take but one example, 23 you have found out, about increases for
24 residential consumers on the Interconnected 24 petroleum products.
25 System will see avery negligibleincrease of 25 Negotiation processes, such as those
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1 employed successfully in this case, are 1 interests. However, the good faith engagement
2 rightly to be encouraged, even though they 2 of all parties gave rise to reasoned consensus
3 won't, in all cases, produce agreements which 3 on anumber of issues. The process, | should
4 are as comprehensive as those that the 4 also say, was more conducive to identifying
5 parties, with the assistance of the Board 5 practical solutions to the problems thanis
6 appointed facilitator, Mr. Mark Kennedy, were 6 often the case withinthe context of more
7 finally able to reach in this case. Infact, 7 traditional adversarial hearing processes. In
8 asthe Board recognizes, alternative dispute 8 my judgment, consumers have reaped a benefit
9 resolution processes are a vital component of 9 from this process.
10 modern public utility regulation; regulation, 10 Besides the positive results on the rate
11 which atits heart, seeksto balance the 11 side, which are contained in Hydro's revised
12 interest of consumers with those of the 12 filing, | am also pleased that the parties
13 utility. 13 have agreed to undertake comprehensive review
14 The request for information process, 14 processes relating to the rate stabilization
15 which in this case involved some 650 requests 15 plan and rate design. The latter involving
16 for information, resulting in thousands of 16 the reflection of marginal costs in rate
17 pages of dataand analysis, assisted the 17 design. This representsreal progresson a
18 parties and their consultantsto get down to 18 number of fronts. The parties have
19 theissues sothat informed and meaningful 19 acknowledged that reflecting marginal costsin
20 discussions could take place, and the 20 rate designsis consistent with Generally
21 perspectives of al parties could be given on 21 Accepted Principles. Rates for marginal
22 those various issues. Such negotiations and 22 demand and energy usethat reflect marginal
23 discussions are by no means easy, asthey are 23 costs send more efficient price signals to
24 still, of course, taking place amongst parties 24 consumers and are consistent with energy
25 with various and sometimes competing 25 efficiency and demand management programs and
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1 environmental initiatives, such as greenhouse 1 identifying minimum reliability, performance
2 gas emissions reductions. The outcome of 2 benchmarks upon which to evaluate and audit
3 these reviews should lead to improvements that 3 reliability expenditures. | want to be very
4 will further benefit electricity consumersin 4 clear here, we are not saying Hydro is
5 this province, and indeed, should also benefit 5 spending too much or too little on
6 our electrical system more generally. 6 reliability. We are saying that there isa
7 I would like to take this opportunity to 7 need for apolicy so we can make better such
8 acknowledge the extensive efforts of all the 8 judgmentsin the future. Having regard to the
9 partiesto these agreements. | would aso 9 fact that Hydro has invested $182 million from
10 liketo acknowledge the Board's significant 10 2001 to 2005 in capita upgrades and
11 role in supporting and facilitating the use of 11 improvements and plans to improve by 20
12 aternative dispute resolution mechanismsin 12 percent on its past five year average for
13 this GRA. As my friend, Mr. Young, has 13 distribution reliability, consumers need, we
14 indicated, pursuant to the terms of the 14 submit, the most solid means possible of
15 parties agreement on revenue requirement, the 15 evaluating these expenditures and their
16 parties have acknowledged that certain issues 16 effectiveness.
17 remain to be resolved, and these issues will 17 Mr. Bowman shall also be addressing the
18 be the subject of viva voce evidencein this 18 need for Hydro to initiate tracking and
19 hearing. 19 reporting of certain performance indicators,
20 Asregards these outstanding issues, | 20 aswell asthe need for Hydroto initiate
21 will be calling an expert witness, Mr. Doug 21 reporting of performance indicators with
22 Bowman, with whom the Board isfamiliar from |22 performance externally benchmarked to a
23 previous proceedings. He shall be addressing 23 comparable peer group of utilities.
24 what we regard as a need for Hydro to prepare 24 We regard these issues as being critical
25 a clear reliability policy or procedure 25 to Hydro' s stated corporate goa of achieving
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1 operational excellence. Consumers have a 1 weighted average cost of capital that Hydro is
2 vital interest to see that Hydro actually 2 likely to experiencein years post 2007.
3 achieves operational excellence. These issues 3 In my closing comments to the Board, |
4 are critical to ratepayers who have aright to 4 will aso address, in further detail, the
5 rates that are as low as possible and 5 appropriateness of an integrated resource
6 consistent with reliable and safe service. 6 planning exercise. The parties have agreed
7 Dr. William Canon, who isthe chair of 7 that there won’t be much evidence directed on
8 the Faculty Board and ateaching fellow in 8 that issue, but | would say that the Consumer
9 Finance at Queen’ s University in Ontario, will 9 Advocate and the Industrial Customers will be
10 testify in relation to Hydro' s proposal for an 10 submitting, at the end, that parties should be
11 automatic adjustment formula. Dr. Canon holds 11 given leave to apply to the Board as regards
12 aPh.D inBusiness Economicsfrom Harvard. 12 the initiation of an integrated resource
13 Amongst his experience, he has advised staff 13 planning exercise.
14 of the Ontario Energy Board and has presented 14 We understand and are cognizant of the
15 evidenceto the oEB on hisguidelines on a 15 fact that the Provincial Government and its
16 formula based return on common equity. 16 energy plan is duefor release in 2007, having
17 In anutshdll, it will be our contention 17 been delayed from earlier estimates asto its
18 that Hydro's proposed formula, which 18 release date. The idea behind the request for
19 incorporates a constant or unchanging value 19 leave to reapply to the Board is that we would
20 for the embedded cost of debt for years beyond 20 like Hydro to move this matter forward within
21 the test year, could be improved. Dr. Canon 21 areasonable time period following the release
22 maintains that using the 2007 test year 22 of theenergy plan, presuming it will be
23 embedded cost of debt in the formula makes the 23 released in the not too distant future.
24 formula calculated weighted average cost of 24 Should the energy plan be delayed a longer
25 capital aless than ideal reflection of the 25 period, we would wish Hydroto proceed with
Page 35 Page 36
1 the IRPinitiative and would seek the Board's 1 negotiations and all of whose input was
2 appropriate direction in that regard at that 2 necessary in order to reach the very valuable
3 time. 3 agreements that were reached.
4 Asregards theissues of oil purchase 4 Thisis certainly a significant part of
5 practices of Hydro and conservation 5 the evolution of the regulatory process here,
6 initiatives, it would be my intention to 6 | think, and thisis a process that I’ ve been
7 address these in cross-examination with 7 following on and off, | just figured out, for
8 Hydro’' s withesses when they appear. 8 amost 25 years, and the process has become
9 | look forward to making more detailed 9 much more sophisticated in many ways, and the
10 submissions on behalf of consumersat the 10 parties, | think, have become more
11 conclusion of the evidence. Thank you, and | 11 sophisticated in their approaches to this
12 look forward to the commencement of the 12 issue of electricity price regulation.
13 hearing. 13 The process of negotiation that we
14 CHAIRMAN: 14 undertook, | think, allows agreat deal of
15 Q. Thank you very much, Mr. Johnson. Good 15 flexibility in the solutions that can be put
16 morning, Mr. Hutchings. 16 forward, which go beyond what we would
17 HUTCHINGS, Q.C.: 17 normally expect the Board to be in a position
18 Q. Good morning, Mr. Chairman, and thank you. | 18 to order or direct, and | think that is one of
19 will first just add, on behalf of Industrial 19 the great advantages of that system.
20 Customers, our thanks to all of the other 20 | must say, for the Board' s benefit, that
21 participantsin the settlement negotiations, 21 throughout the entire process, there was
22 those who are here, Mr. Kennedy who has been 22 aways an overriding concern that whatever the
23 mentioned, and also the experts who attended 23 parties agreed to, the Board ultimately needed
24 from timeto time, including Patrick Bowman, 24 to bein aposition to be ableto approve an
25 to participate in these settlement 25 order and know that the proper scrutiny had
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1 been givento al of the information and 1 wewill undertake astudy and we will both
2 issues before the Board could feel comfortable 2 agree that we will undertakea study and
3 in approving whatever came out of this 3 produce the necessary data to determine
4 process, and that was a constant theme 4 whether or not position Y might not bethe
5 throughout the negotiations, not in the sense 5 appropriate one or whether there's some
6 of any sort of threat to the proceedings at 6 intermediate position, and this represents an
7 al, but smply in the sense that we needed to 7 interim understanding among the parties, which
8 continue to be constantly aware of the Board's 8 isavery valuable one, prevents the necessity
9 roleand to try to ensurethat asfar as 9 of the Board spending alot of time dealing
10 possible, Board staff were kept in the loop, 10 with that particular issueto come out at an
11 shall we say, and that the parties didn’t go 11 either X or Y position, and may, by thetime
12 off on tangents that the Board would not be 12 we come back tothe Board again at another
13 ableto deal with. 13 hearing, allow for an agreement upon some
14 But, the process isan evolving onein 14 position, either X or Y or somewhere in
15 itself, the settlement process. What we need 15 between, that the parties can ask the Board to
16 to bring tothe Board, obvioudly, is an 16 implement at that time. Obviously we need to
17 agreement that will allow the Board to issue 17 keep the Board in the loop with respect to how
18 an order directing particular rates and 18 these various review processes will work
19 dealing with particular issues. In many 19 through the agreements that have been made,
20 instances, you will find compromises of the 20 and at the same timethe partiesneed the
21 typethat the Board wouldn’t necessarily be 21 freedom to interact with one another and come
22 ableto incorporate into an order. Certain 22 up with whatever innovative solutions can
23 parties take position X, certain parties take 23 facilitate thisprocess. Andthis is in
24 position Y. The compromise may be, okay, we 24 keeping, of course, with the position that the
25 will accept position X for the time being and 25 Industrial Customers have put from the
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1 beginning of their active involvement in 1 existing Industrial Customersand hopefully
2 intervening here, and that isthat we area 2 will entice other industrial customers, such
3 bottom line group. The additional cost 3 as Aur Resources, to come to the province and
4 associated with determining what the price of 4 contribute to economic activity here.
5 electricity will be ought to be minimized and 5 In terms of this specific hearing, there
6 we need to ensure that Industrial Customers as 6 is but one issue that remains outstanding that
7 well as others can access power at the lowest 7 the Industrial Customers will make submissions
8 possible rates. 8 on, and that is the integrated resource
9 It would be inappropriate, | think, for 9 planning issue, as my friend, Mr. Johnson, has
10 me to conclude my remarks without mentioning |10 aready mentioned, and he accurately states
11 the Industrial Customer who is no longer 11 the position that will be the position of the
12 participating in these proceedings, and that 12 Industrial Customersin that regard. Thisis
13 isthe Abitibi Stephenville operation which 13 simply an issue that should not be allowed to
14 has not been able to continue in operation. 14 fall off thetable. Andwith leave tothe
15 Abitibi Stephenville and particularly Mr. 15 parties to apply when necessary | think that
16 Mildean (phonetic) who was chair of the 16 can be resolved without a great deal of
17 industrial group for quite awhile, made a 17 controversy.
18 great contribution, | think, to this process 18 We do not anticipate calling any evidence
19 through the years and it is certainly 19 at this hearing and wewill not be taking
20 unfortunate for the people of Stephenville and 20 specific positions on the other outstanding
21 the surrounding areathat that operationis 21 issues that have been outlined by Mr. Johnson
22 not in a position to continue. 22 or mentioned by Mr. Young in their
23 We are certainly working toward in all 23 submissions. We look forward to an
24 aspectsan economic situation that will not 24 opportunity to present to the Board, or to
25 threaten the continuation of any of the 25 view the presentation to the Board of the
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1 agreements that the parties have reached and 1 consistent with sound public utility practice.
2 hope that the Board will seefit to issue the 2 They result in regulatory efficiency, thereby
3 necessary order approving as a permanent rate, 3 facilitating benefits for all parties and,
4 thefina rate, theinterim rates that have 4 most importantly, for customers.
5 been previoudly approved. Thank you, Mr. 5 Newfoundland Power would liketo thank
6 Chairman. 6 all those who participated in the process. We
7 CHAIRMAN: 7 would like to specifically mention the
8 Q. Thank you, Mr. Hutchings. Mr. Kelly? 8 important contribution made by the Consumer
9 KELLY, Q.C. 9 Advocate during the negotiation process and,
10 Q. Thank you, Chair. Newfoundland Power is 10 in addition, we would liketo recognize the
11 pleased to have participated in the 11 contribution and role of Mr. Mark Kennedy and
12 negotiation process leading to the four 12 the Board staff in facilitating the process.
13 settlement agreements which have been filed 13 | believe | speak for all of the parties here
14 with the Board. Tothe best of my knowledge 14 insaying that we hope in the future to be
15 thisisthe first timein thisjurisdiction 15 able to build upon the lessons learned during
16 that a settlement agreement has been reached 16 this process with the expectation that
17 with respect to a utilities revenue 17 negotiated settlements will become a
18 requirement. The negotiated settlement of the 18 continuing and important component of the
19 various issues reflected in the four 19 regulatory process.
20 agreements represents a significant 20 Newfoundland Power doesnot anticipate
21 advancement for the regulatory processin this 21 calling evidence in this proceeding. We will
22 jurisdiction. In other Canadian and North 22 address the issuesthat arise in examination
23 American jurisdictions negotiated settlements 23 and in our final submissions. Thank you, Mr.
24 are an accepted part of the regulatory 24 Chairman.
25 framework. Negotiated settlements are 25 CHAIRMAN:
Page 43 Page 44
1 Q. Thank you, Mr. Kelly. Ms. Newman, do you have 1 BUTLER, Q.C.:
2 any final comments or anything? Okay, we'll 2 Q. Thank you, Mr. Chairman. Mr. Martin, you're
3 proceed on now. | guess, Ms. Buitler, I'll 3 President and Chief Executive Officer of
4 have you call your first witness, please? 4 Newfoundland and Labrador Hydro?
5 BUTLER, Q.C.: 5 A.Yes | am.
6 Q. Yes, Mr. Chairman, | call Mr. Ed Martin to the 6 Q. Andinthis capacity you prepared a pre-filed
7 stand. And in terms of giving you some sense 7 testimony which wasfiled in August of 2006,
8 of thetiming, Mr. Martin’s opening statement 8 isthat correct?
9 will be approximately ten minutes. 9 A.That'scorrect.
10 CHAIRMAN: 10 Q. And doyou adopt that pre-filed testimony
11 Q. Good morning, Mr. Martin. 11 today as your sworn testimony?
12 MR. MARTIN: 12 A.ldo.
13 Q. Good morning. 13 Q. Inadditiontothat pre-filed testimony, Mr.
14 CHAIRMAN: 14 Martin, do you have some opening comments for
15 Q. Takeyour timein getting ready and let us 15 the Board?
16 know when you are. 16 A.Yes | do. Andgood morningtoall. I’d just
17 MR. MARTIN: 17 like to say it's been a real learning
18 Q. Ready, Mr. Chair. 18 experience for me, this whole regulatory
19 CHAIRMAN: 19 process. And I’ ve been struck, you know, but
20 Q. Okay, thank you. I'd like to welcome you here 20 the commitment of everyone involved.
21 this morning. 21 When | first camein, to be honest, | had
22 MR. EDWARD MARTIN (SWORN) 22 heard alot of things about the way the
23 CHAIRMAN: 23 hearings were goingto go, thetime it was
24 Q. Thank you, very much, Mr. Martin. When you're 24 going to take and the atmospherethat was
25 ready, Ms. Butler. 25 generally prevalent thereand I'd say it's
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1 something | probably wasn’t looking too 1 And | do think it bodes well for the future.
2 forward to, although it was a necessary thing, 2 I’m not going to dwell on it because |
3 obviously. But I’ve been struck by what’s 3 could really echo comments that Mr. Y oung
4 happened all the same. 4 made, and others, and I’'minthe samelight
5 | think Hydro hasfelt really pushed, | 5 with respect to, you know, the complimentary--
6 think, primarily by the Board, to do something 6 or trying to offer compliments to everybody,
7 better, to try to find a better way and the 7 and hopefully we can keep this going.
8 people came to me and said they really wanted 8 | am acknowledging there are six
9 toput alot of effortintothis, and they 9 outstanding items, and my team is prepared to
10 did. | was struck by the various 10 go into those in some depth. The way we're
11 participants, the Consumer Advocate, the 11 structured now Mr. Haynes is accountable for
12 Intervenors and everybody else who was 12 the regulated utility, the regulated
13 involved. Although the negotiations were 13 operations and | spend my time with Mr. Haynes
14 obviously tough and lots of detail, | was sort 14 and histeam talking principlesin terms of
15 of struck by thefact that the ratepayer was 15 where we want to go on these types of issues.
16 at the core of what was trying to be achieved. 16 And I’m certainly prepared to talk about those
17 And | remember one morning Mr. Mitchell 17 principlestoday, but you'll find, | think,
18 actually cameinand sat in and he said, you 18 when we get into a lot more detail, 1 will
19 know, we' re going to be delayed a bit further, 19 likely defer to Mr. Haynes and histeam with
20 he said, | think we have a real chance to do 20 respect to getting into more detail. But
21 something here with respect to something we've |21 certainly wide open to discuss the principles,
22 never been able to do before, and he was 22 and we' ve had extensive discussionsin terms
23 right.  And my compliments to everyone, 23 of where we think we'd liketo go on some of
24 including our team, who put alot of effort 24 those issues.
25 into trying--in terms of trying to get there. 25 Two other items1'd just like to briefly
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1 discuss, and | think there’'s been a lot of 1 | didn't necessarily do that in some of my
2 interest in thisand I’ ve been coached to say 2 earlier days, but it'sagood lesson to learn,
3 people would probably like to hear something 3 though. You haveto look after the base
4 about the future of Hydro, thevision for 4 business. It was crystal clear that that was
5 Hydro, where Hydro isgoing, so I’m going to 5 the number one, the number onefocus. But
6 talk about that for a moment. And also 6 following that the shareholder and the Board
7 there’ sbeen alot of discussions with respect 7 of Directors were interested in leveraging the
8 totherate of return and | want to give my 8 expertise and what Hydro had to bring to the
9 thoughtsin terms of where that could go, 9 table to expand the operations into some other
10 eventually what our plans are with respect to 10 areas. SoI'd liketo talk about thosein the
11 that. 11 context of how we' ve set up the business since
12 So first on the vision for Hydro. When | 12 I'vearrived. And | think that’s the simplest
13 took thisrole, it was predicated on the fact 13 way. Wetry to keep the descriptions simple
14 that the company was intending to focus on two 14 so that folks can understand which way we're
15 things. One was maintaining the integrity of 15 headed.
16 the basebusiness. And | had a lot of 16 We have four key lines of business. Line
17 discussions with our Board of Directors and 17 number oneisthe regulated utility, our base
18 the shareholder around that, and it was 18 business, as | mentioned, the primary focus of
19 aligned with my own thinking that prior to 19 the Company. The second business unit is the
20 considering any type of growth or expansionin 20 Upper Churchill. Most people refer to it as
21 acompany, you have to ensure that the base 21 the CcFL(Cco) but it's a division in our
22 business is solid is your first primary 22 company. It'sa flagship asset for the
23 consideration and never take your eye off the 23 company, world class, and wefed it needs
24 ball with respect to that. I’ ve learned that 24 that kind of focusto have a division onto
25 the hard way in other roles I’ ve been in where 25 itself. Our third divisionis the Lower
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1 Churchill. Andthe fourth divisionis new 1 accountability. People should have direct
2 business. So that, smply put, is how we're 2 accountability. You should be able to finger
3 organized now. 3 one person for performance ina particular
4 Under new business, | would just liketo 4 area. And that’swhat we've done; we have a
5 talk about that for a moment. We' re focused 5 vice-president in charge of each one of those
6 on two thingsthere, primarily. One is 6 four divisions. And because of that focusin
7 expanding into the oil and gas business, and 7 terms of being ableto finger oneindividual
8 we're looking both at equity ownership, 8 for performance, we have pulled out some of
9 onshore and offshore, potentially, and we're 9 the support servicesto report directly in to
10 also looking at and considering getting 10 me, such as human resources, finance and such.
11 involved in the sister business of Hydro, the 11 | don't believe, from an operating
12 transportation of natural gas. In addition to 12 perspective, that the operating people should
13 that we're looking at alternate energy, but 13 have distractions with respect to what they
14 primarily wind would be our key focus. So 14 should be trying to achieve every day, every
15 under new developments | tend to look at it at 15 morning they get up, so we've pulled out the
16 thispoint as oil and gasand wind. And 16 support services groups. These groups are
17 there's several other things that we're going 17 focused on providing the service to the
18 to consider as well, but you can only focus on 18 operating groups.
19 some many things at one time and we have 19 | like to refer to Hydro as an operating
20 deferred many things into the future somewhat 20 and engineering company. Financial services,
21 until we get aproper focus onthe items| 21 HR, these types of things, they are support
22 mentioned. Organizationally that’'s the four 22 servicesfor our operations and engineering
23 key lines of business. 23 company and that’s tended to be the way we've
24 The other part of our reorganization was 24 structured and the focus we' ve brought to the
25 that | believe in having direct 25 Company.
Page 51 Page 52
1 In terms of the new business development, 1 organizations I’ve worked with the cost
2 we'retaking our time. We're goingto do 2 structure, the ability to segregate costs at
3 thingsright. We'renot ina rush. We need 3 Hydro are better than I’ ve seen elsewhere. So
4 to get the right deals done, so you may see 4 thisis not something I’ve brought to the
5 some activity soon, you may see it somewhat 5 Company, it's something that was there. But |
6 later. We're going to basically take our 6 will say that we have, and | have brought this
7 time, put the proper business processes in 7 in and it has been confirmed by my people that
8 place so that we're making the proper 8 the emphasis we' re putting on it, on those, on
9 decisions and that will drive us, it won't be 9 that cost distribution is very, very
10 amatter of timing. 10 significant, because we understand the
11 And with respect to the regulated 11 implications of that and we're going to make
12 utility, the regulated part of the business, 12 sure that that is not going to be compromised.
13 we know it’scritical, and as | said, we focus 13 Sothat’sall | realy hadto say with
14 on that as our base business. But the second 14 respect to thevision piece, where we're
15 thing is from a cost perspective, we know it's 15 going. Obviously we're zooming right down. |
16 critical to ensure that the costs which are 16 mean, thishearing is about the regulated
17 associated with the regulated utility can be 17 utility and I’d liketojust talk about one
18 clearly associated with the regulated utility, 18 issue with respect to that, that’s the rate of
19 and we spend alot of time putting business 19 return issue.
20 processes in place. And actually, there was a 20 Andin our own internal deliberations at
21 lot of tremendous processesin place at Hydro 21 the Company there was alot of suggestions or
22 when | arrived from a cost perspective. It’'s 22 we had, you know, alot of folkswho were
23 what | would feel, I'd like to use theterm 23 thinking about let’sgo after that rate of
24 best in class, but | probably couldn’t compare 24 return that we introduced in the previous rate
25 to anything. Inmy experiencewith other 25 hearing. And when we looked at the data,
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1 though, | wasn't prepared to do that right 1 That'sal |realy had tosay. I'll
2 now. 2 turn it back to Gillian.
3 (11:00 A.M)) 3 Q. Thank you, Mr. Martin. Mr. Chairman, this
4 | think the Board had provided some excellent 4 concludes the opening statement from Mr.
5 insightsand had challenged the Company to 5 Martin and he is available for cross-
6 consider certain types of thingsprior to 6 examination.
7 addressing therate of returnissue. We've 7 CHAIRMAN:
8 been successful in addressing some of those, 8 Q. Thank you, Ms. Butler. When you're ready, Mr.
9 but I don’t feel comfortable coming forward 9 Johnson.
10 withwhat | call half aloaf. | think, you 10 MR. JOHNSON:
11 know, we want to get al of our ducks ina 11 Q. Good morning, Mr. Martin.
12 row, we want to make sure that we've 12 A. Good morning.
13 considered everything the Board has said. If 13 Q. Much of what | would want to address with you
14 we agreethat that’sthe right way to go, | 14 has to do with Hydro’s commitment to operation
15 think we have to do that and show we've done 15 excellence. And there' sthe interplay with
16 it. There sthings there that we feel that we 16 that concept with the reliability initiative
17 don’'t necessarily agree with, but we have to 17 and the ability to audit the effectiveness of
18 be ableto come forward with a well thought 18 that initiative and the peer group reporting
19 out, in depth, you know, description of why we 19 initiative. And| take it that Hydro's
20 don’'t understand that and then make our case 20 commitment to operational excellence istied
21 at that point. And it's my intention to 21 to the provision of least cost reliable power
22 pursue that aggressively and but not to 22 to its consumers, that’' s the whole idea of the
23 address thisissue with the Board until we can 23 exercise of operational excellence?
24 clearly say that we have the factsin front of 24  A. That's correct.
25 us that we need to have. 25 Q. Right. And| takeit thisisaterm that both
Page 55 Page 56
1 yourself and Mr. Haynesusein your written 1 out in bullet form, managing costs in
2 evidence from time to time, operational 2 challenging circumstances, exploring
3 excellence. And | want to preface my remarks 3 opportunitiesto addressrising fuel costs,
4 by saying consumers, | think, are relatively 4 ensuring areliable system, providing value to
5 pleased with how the rate impacts happened 5 electricity consumers demonstrated by rates
6 thistime around. So these questions are 6 that are comparableto other jurisdictions,
7 directed towardsensuring to the greatest 7 working towards improving safety and
8 extent possible we keep on paying as low as 8 environmenta performances, etcetera. These
9 possible. At page 11 of your evidence, Mr. 9 are the means by which you achieve this thing
10 Martin - 10 called operational excellence. But how do you
11 BUTLER, Q.C: 11 define operational excellence, can you define
12 Q. Mr. Martin, would you prefer the binder or do 12 it independent from the things you're trying
13 you want to follow it on the screen? 13 to do to reach it?
14 A lthink I'll just listen to it. | got a funny 14  A. Maybe | can wak down through someof my
15 feeling | know where the questions are going. 15 thinking with respect to your question in
16 MR. JOHNSON: 16 termsof just how I'm looking at actually
17 Q. Could you tell me where they’ re going? 17 running the business overall. And when | do
18  A. | hopeyou're not waiting for areply to that 18 this, | think I’m going to touch on alot of
19 question. 19 theissuesthat have arisen with respect to
20 Q. No, I'mnot. Actually, I should have referred 20 benchmarking and how that is utilized; it's
21 you to page 12, infact, where you indicate 21 going to touch on some maintenance planning;
22 that Hydro is committed to operationa 22 it'sgoing to touch on setting reliability
23 excellencein providing least cost reliable 23 criteriaand such. And maybe from that we can
24 power to the consumersof the province by 24 pursue some questions to get into more detail.
25 doing several of thosethingswhich are set
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1 But theway | look at the businessis| 1 maintain the reliability criteriathat we set.
2 think of three boxes, cost, reliability and 2 So the first thing we have to dois set some
3 then | look at increasing demand which might 3 reliability criteria, and when we set
4 require new generation. Soin other words, 4 reliability criteria, that givesusaframein
5 thefirst two, cost and reliability are with 5 terms of what to base our thinking on. And
6 your existing assets, how you're going to 6 then following that, we put together a
7 manage that for the benefit of the ratepayer, 7 comprehensive maintenance plan. And once we
8 and then the third thing iswith respect to 8 have that comprehensive maintenance plan and
9 demand growth, how will you meet new 9 philosophy in place that's going to drive
10 generation needs. 10 maintaining existing assets or in some cases
11 Take cost first. | look at cost 11 it'sgoing to tell us we have to replace them.
12 obviously in two categories, operating costs 12 That iswhat’'s going to drive your op costs
13 and capital costs. And under operating costs 13 and your capital costs. So that’sthe flow,
14 you look at many things, but two thingsin 14 theway | seeit.
15 particular. That'sthe amount of fuel we're 15 Go over to thethird piecethen, the
16 burning in Holyrood and then the controllable 16 demand which could drive new generation.
17 costsinour business. Sol put that aside 17 That's adifferent parameter but that’s also
18 for asecond. 18 going to driveyour capital costs, any new
19 What drives cost? And we' vehad many 19 generation.
20 discussions internal to the Company with 20 So when you get back to the cost side of
21 respect to this. And | believe what drives 21 things, on the capital cost side of things|
22 costs, | haveto go to the other side of the 22 believe that our costs aredriven by new
23 equation. Andif | look at reliability first, 23 demand, capital costs, and also the need to
24 talking about existing generation, | believe 24 replace existing assets which we'll haveto
25 cost should bedriven by what it takes to 25 decide and based on this reliability criteria,
Page 59 Page 60
1 maintenance planning, etcetera. 1 realizing that we have internal company cost
2 And then from an operating cost 2 controls and all those kinds of things would
3 perspective the operating costsare driven 3 have to happen. But primarily the costs
4 primarily by the long-term maintenance 4 should be driven by how we land on what the
5 planning of the existing assets as well as ail 5 proper reliability criteriaare and what the
6 and Holyrood, which I’'mnot goingto talk 6 proper maintenance philosophy is.
7 about right now. That's wherewe get into 7 Now that gets me into--that sounds, you
8 some of the other things we' re doing. 8 know, you can make that sound simple. And |
9 But back to the controllable costs. You 9 think that’ s where internally when we have our
10 know, | believe that, and | think in terms of 10 discussions people get concerned, you know,
11 what I've talked about internally, actually 11 because once we have an absolute like, okay,
12 reading some of the evidence that's been 12 what are reliability criteria, let’sjust set
13 presented, | think we're generally in the same 13 them and move on, let’s benchmark this stuff,
14 thread in terms of how the business, you know, 14 well al of asudden everything gets grey
15 should berun. And | believe that at hearings 15 again. And | think that’s okay. 1've seen
16 such asthiswe should be focused, you know, 16 that happen in other businesses |’ ve beeniin.
17 primarily from an operating cost perspective, 17 I’ve actually lead benchmarking processes for
18 on reliability criteria and a long-term 18 two different companiesin my previouslife
19 maintenance philosophy and plan. And | think 19 and | have a relative amount of experience
20 that would be high value aswe move forwardto |20 with the good things about that and the things
21 have experts in terms of operating and 21 that are alot more difficult.
22 engineers, operating people and engineerson 22 Soif | could just talk about setting the
23 both sides talking about those kinds of things 23 reliability parameters just in my own mind and
24 and getting that aligned, then generally the 24 why we are going to have some interesting
25 costs will flow from that, primarily, or aso 25 discussions around that. Primarily it'san
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1 iterative process. Whenever you have 1 doing, what are their reliability stats, how
2 something like that, if folks are thinking in 2 arethey doing on cost basis, what's their
3 terms of, look, let’s just set these, but then 3 safety record, what's their environmental
4 you get into an iterative process, that’s when 4 record, what's their weather like in
5 things get grey. And think that’s what we 5 comparison? We also then haveto look at,
6 have to do, though, with respect to 6 okay, and we've done some of thisin our
7 reliability parameters. Severa factors | 7 groups, you take that data and you feed it
8 think have to be considered. And thisis not 8 into your operating people and your engineers
9 an exhaustivelist, thisisjust some of my 9 and you say, okay, now taking that into
10 own thoughts and have to be developed further. 10 account, can you give us an idea of how much
11 These are the types of principles |’ m talking 11 we can improve and maintain without a
12 about. Thiswill fall to Mr. Haynes, though, 12 significant cost increase. That's not afinal
13 interms of applying this, | mean, he'sthe 13 thing, but you need to know that, you need to
14 one accountable for it. Sol’m just giving 14 know where the trip points are. And we always
15 some principles the benefit of some of the 15 usethe, you know, | call it the grossest
16 thinking that we've had. But we got to 16 example or the most obvious example on the
17 consider things like are we an isolated system 17 Northern Peninsula where there’s, you know, a
18 or not. Andwe are, particularly on the 18 single radia lineup there. You could
19 island. That likely isgoing tolead usto a 19 obviously improve reliability significantly by
20 higher standard of care re generation 20 putting another line in up there, but it’s not
21 reliability than you may have in other 21 going to work for us becauseit’sjust going
22 jurisdictions because we do not have the 22 to betoo expensive. But that’sa gross
23 opportunity, in many cases, to replace 23 example, in quotation marks, just to explain.
24 generation from elsewhere. Other 24 We have to run those kinds of things and bring
25 jurisdictions are critical. What are they 25 that piece of databack in and make surewe
Page 63 Page 64
1 understand that. We have to understand their 1 if we're inthat band, that’s a reasonable
2 maintenance philosophy. We have to know what 2 place to be.
3 the minimal standard for reliability that has 3 Now once you have that, once you have
4 tobe achieved. | mean, there's acertain 4 thosereliability parameters, thenyou get
5 minimum level that we just can't go under. 5 down to maintenance planning. That’s going to
6 What are customer expectations? We haveto 6 drive your maintenance planning aswell asin
7 understand what they are. Andthen | believe 7 addition to those parameters you' re also going
8 what happens then is that we run those numbers 8 to have your manufacturer specs, you're going
9 and we sit down internally and obvioudly it’'s 9 to also overlay some more thinking around are
10 going to be with some of the other folks from 10 we different because we do not have backup
11 the Board and the Consumer Advocate, other 11 systems. We have to go to our operating folks
12 Intervenors and | think by virtue of reviewing 12 inthe field and our engineers who have been
13 that data on an iterative once, twice, three 13 in this business for along time and know this
14 times, you're going to start to land on a set 14 businessinside out. And armed with that,
15 of parametersand likely it'sgoing to bein a 15 they have to come up with a comprehensive
16 band that we are comfortable in agreeing to, 16 long-term maintenance plan. And we have
17 but it'sgoing to take, | think, afew times 17 pockets and good pieces of that in Hydro right
18 to go through that. So basically, you know, 18 now in certain sections.
19 set some standards, cycle them around, get 19 An endeavour that we' re chasing ourselves
20 some cold eyes input on that, cycle again and 20 right now is to put that under one umbrella
21 generally, as | said, you startto landin 21 and make sure that we are centralizing
22 around the parameters. And you'll never--| 22 accountability for that with the engineering
23 think it's going to be difficult to getto a 23 group, although it'sgoingto bea lot of,
24 single point. | think you’re going to come up 24 obviously alot of input from the operations
25 with a band that we' re probably saying, yeah, 25 folks. But to get acomprehensive long-term
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1 maintenance plan in place for the Company, in 1 lot more dialogue in this because | found it's
2 alot of casesit’sjust amatter of pulling 2 been abit of a different focus with respect
3 together what’ sthere. But | will say it'sa 3 to some of the discussionswe've had around
4 bit dispariten, (sic.) you know, in some 4 benchmarking in Hydro. And with some of the
5 different groups they have somethings, in 5 information I’ve seen from the experts and
6 other groups they have something else and in 6 other dialogueisthat in my experience with
7 some groups maybeit’'s, they understand it 7 benchmarking, it's been focused not as much on
8 extremely well because they’ ve been working 8 reporting performance, but it'sbeen atool
9 with it for many years, it’sjust a matter of 9 for targeting best practice improvements. So
10 documenting it. Andwe're in the process of 10 I’m not sure where we all are on it just yet,
11 laying out that maintenance plan so we get it 11 but | get the sensein our discussions that if
12 under one umbrella in one document and 12 there’'s 100 pointsto apply in terms of
13 something that we can al look at and 13 benchmarking, my experience, I'm used to
14 consider. 14 having 20 percent would be on reporting and
15 So that’ s a pretty long-winded answer, | 15 performance measurement, 80 percent, 80 points
16 guess, interms of asimple question, but | 16 of the effort would go towards actual,
17 wastrying to just lay out the philosophy of 17 actually finding proper analogues and going to
18 it. 18 those analogues or those other companies or
19 Now once again, I'll just jump to 19 areas that have substantially better
20 benchmarking for a second, because it's 20 performance than yourself and working directly
21 obviously going to be a key piece of setting 21 with those folks tofind out what they're
22 the reliability parameters and measuring 22 doing different, if anything. And that’s
23 performance. 23 where| see80 percent of the effort with
24 (11:15A.M.) 24 respect to benchmarking. So I'm personally a
25 But I’ve been abit--1 think we need a 25 big supporter of benchmarking from that
Page 67 Page 68
1 perspective. 1 you had to, in the case of, say, Hibernia, you
2 But | had a couple more notes | wanted to 2 had to put some teeth in for ice management,
3 walk through philosophically and give you an 3 etcetera, etcetera. Thenyou had to find a
4 ideawhere 1'm coming from with respect to 4 way to pull some of those costs out because
5 where | believe the emphasis should be. So | 5 they're just not repeated in other areas. Can
6 am an advocate for benchmarking, but | believe 6 be done. Takestime. So that’s my point, we
7 there's, you know, that’sinthe context of 7 have to find the right anal ogues and we have
8 three key points. | think benchmarking is one 8 to alow for some adjustments. But the
9 of many toolsto be used in performance 9 primary purpose, as | mentioned, is to find
10 improvement. | think you have to be careful 10 successful best practices and go after those
11 how you use benchmarking. | think you have to 11 things.
12 focus on finding the right analogue and 12 And | had alist, a quick list of
13 allowing that anal ogue adjustments for actual 13 learnings | jotted down last night when | was
14 differences. 14 going through. Thisis not comprehensive, you
15 Most recent benchmarking effort I’ ve been 15 know, I’ m just--these are types of principles
16 involved in leading was with respect to 16 that we're talking about. And | have lots of
17 offshore platforms, an example there with 17 energy to gointo it in more depth, probably
18 respect to our cost per barrel of production 18 outside of thisarena. | think we need to
19 at that particular time several adjustments 19 discussit a lot better. So these arejust
20 had to be made for icein the North Atlantic. 20 some learnings that | have learned over a
21 So, for instance, if you had supply vessels 21 couple of instances of implementing
22 that had to be ice strengthened, tankers that 22 benchmarking programs. Number one, you need a
23 had to be double hulled and ice strengthened, 23 comprehensive plan. It needsto be along-
24 you had to put a greater standard of care into 24 term focus of the company. You got to find a
25 engineering some of thetop sides elements, 25 way to have operations and engineering folks
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1 buy in; if they don't, you'll fail, and 1 in the composites. It costs money so you got
2 sometimesit’s tough to get them to do that, 2 to check your value, but generally it’s there.
3 0 it hasto come from within. From abest 3 And the other oneis don’t--well, these are my
4 practices perspective | have personaly made 4 own words here now, but | just said don’t beat
5 the mistake before, | learned thefirst time 5 it to death, is my--when you find the two or
6 and | changed it the second time, you have to 6 three key improvements, as | said, work them,
7 focus on one or two areas of improvement. If 7 be focused on those, get it done, but take a
8 you focus on five or ten different things from 8 break every now and then in terms of allowing
9 abenchmarking best practice review, you're 9 that to work, and after six months after that
10 destined to fail. Y ou have to pick one thing 10 maybe go after another one. It'sbeen my
11 and focus on that over a period of time until 11 experience that people, you know, who are
12 you got it and then go for the next thing. 12 pushing these things, it’ s a tremendous stress
13 Don't useit to beat up on people, it won't 13 because you're really, you know, asking people
14 work. Peoplejust generally drop out of the 14 to accept that they may not be performing as
15 effort and you don’t get the resultsyou're 15 well asthey could be in certain areas, then
16 looking for. Spend time picking the right 16 you’ re asking them to go out and talk to other
17 analogues to get the most benefit. Avoid high 17 peoplewho are doing something better than
18 level composite benchmarks, and that’sin the 18 they are and find it, and people find that
19 context of best practice. If yougo high 19 generally stressful. If you give them room to
20 level, my experience has been you lose the 20 do it and focus on one thing, so givethema
21 benefit of finding that right analogue where 21 bit of a break and reward that performance,
22 you can go and actually talk to some other 22 generally speaking, afew months later they're
23 operations individual or some other engineer 23 ready togo after itagain. Backto my
24 who has been successful in doing something 24 earlier point, if you try to do ten things at
25 better at the ground level, and you lose that 25 onetimeand keep it all going non-stop, it
Page 71 Page 72
1 generally loses steam and after ayear and a 1 serviced and can be expected to have higher
2 half or two years, for whatever reason, it 2 reliability than others, would that be fair?
3 peters out, has been my experience with it. 3 . | agree.
4 . Thank you. That’suseful. It provides avery 4 . And to that end, you know, Newfoundland Hydro
5 good overview of where you' re headed on these 5 having avery rural distribution network, take
6 issues. I'm starting to think perhaps we 6 but one example, would want to make sure that
7 don't disagree at al and perhaps we're 7 it's keeping up with its peers and
8 agreeing with each other violently, as Mr. 8 expectations in other jurisdictions with
9 Kelly sometime says. | mean, there’ s no doubt 9 similarly situated customers?
10 that you've identified the need to--that 10 .l agree. |think that’sa critica point,
11 reliability spending isakey driver of costs 11 yes.
12 that get passed onto the consumer. And | 12 . Okay. Andthenyou alsoreferto thefact
13 takeit that there’'sno doubt in your mind 13 that you really got to find out what customers
14 that you need as much information as you can 14 want, you got to ask them, you got to spend
15 possibly get your hands on, in terms of coming 15 some time in asking customers about the level
16 up with what reliability standards that the 16 of service that they would find acceptable?
17 company isgoing to seek in its operations, 17 . That's correct.
18 and you're nodding in agreement for the 18 . Okay, would there be anything particularly
19 record. Andwould that also, interms of 19 wrong if all of thisis evidently important
20 seeking the proper reliability standards for 20 and it needs abit of structureto it, would
21 Newfoundland and Labrador Hydro’ s customers, | 21 there be anything wrong, inyour judgment,
22 take it you would agree with me, we want to be 22 fromthe utility, stakeholders, the Board,
23 comparing applesto apples, not apples to 23 having ahand ina more formal policy or
24 oranges, in terms of other companies type of 24 procedure as it relates to reliability, as
25 service area. Some service areas are easier 25 they do in certain other jurisdictions?
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1 Wouldn't that be helpful, in terms of Hydro's 1 analogues, you know, how to actually execute
2 providing an assurance and demonstrating that 2 itin termsof, you know, it can’t be all
3 it means what it says, that it's providing 3 thingsto al people. | think those things, a
4 least-cost power? 4 lot of dialoguehasto gointhat, so that
5 .1 think that the answer is yes, you know, 5 when we sit down together to look at this
6 we're going to prepare away forward and it’s, 6 stuff, we're coming from the same principle
7 you know, it's going to hold water. And as 7 base when you start. And | think that’s going
8 far as sharing that, having folks participate 8 to giveour company, you know, some more
9 in that, we' d probably welcome it. The more 9 comfort that we can just open it up and take
10 cold eyes review you can get, the more 10 the advice then and find away forward. And |
11 information and expertiseyou can put into 11 also believe that we' re going to find a band,
12 something like that, it's better. As a matter 12 it's going to be very difficult to pin
13 of fact, when you' re benchmarking, you'd like 13 something down, and if we also agree that is,
14 to sharethat stuff with other companies so 14 you know, understand this is a difficult
15 that you’ re trading back and forth, you know, 15 process, might make it sound smple, but it's
16 getting the benefit of that. | think a 16 difficult and it’s going to be iterative, and
17 critical point is, though, intermsof the 17 you' re going to get to a point whereit’s not
18 principlethat | just talked about, | think 18 going to be totally perfect and that’s where
19 it's critical to establish those together 19 the band comesin. Once you establish those
20 first, so that we're not talking like this as 20 principles, | think, well whatever we do,
21 we go there. 21 whatever we document is going to hold water,
22 . Right. 22 so it should be shared.
23 .You know, to make sure that thethings I 23 Q. Andinterms of the achievement of operational
24 talked about, targeting things, what it's 24 excellence, let's say it's in customer
25 going to be used for, how to get the 25 satisfaction, you know, people being satisfied
Page 75 Page 76
1 with the courtesy of five-year old employees 1 planful fashion. Soyou may be able to take
2 when they pick up the phoneand talk being 2 the same pool of costs and just spread them
3 one, satisfaction with service reliability, 3 differently so that you're not necessarily
4 and others, | take it that it’s atruism that 4 increasing costsin one year or another. |
5 to seek to improve on these, generaly 5 think the maintenance planning with drive that
6 requires more money than just seeking to 6 kind of thing, so| can’t sit here and say
7 maintain the present level? 7 that reliability improvement is necessarily
8 .1 wouldn’'t necessarily agree with that, | 8 going to increase costs. | think it comes
9 think it depends. If you takealook at, 9 down to managing how best you alocate the
10 let's just say maintenance planning, for 10 costs that are generated from a long-term
11 instance, if we do the things we talked about, 11 maintenance plan. So it may in some cases, it
12 in terms of making sure we have a 12 may not--I think that’s something that has to
13 comprehensive maintenance planin place, based |13 be looked at in more depth. | don’t believe
14 on the parameters that we talked about, that 14 you can make a blanket statement on that.
15 will generally lead you to improve your focus 15 . But | think your evidence indicated that some
16 on where you want to spend your money. And | 16 hundred and eighty-two million dollars was
17 think it's, you know--the reason I'm saying 17 spent between 2001 and 2005 in capital
18 it's not entirely that way isthat it depends, 18 upgrades and improvements, and would we not be
19 because onceyou get into the maintenance 19 spending more money on upgrades and
20 plan, you understand where you're going, 20 improvements depending upon how high up we're
21 you' re focused on the key things and you have 21 targeting the increase of reliability over
22 your maintenance procedures which givesyou, 22 present levels? | mean, if | wereto say
23 you know, the proper timing to maintain assets 23 look, we're going to aim for thirty percent
24 and/or replace, that gives you some 24 improvement in reliability, would you not
25 flexibility to spread your costs aswell on a 25 expect that that’s going to cost more than
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1 maintaining present levels as a general rule? 1 of--in an iterative process amongst usall, in
2 A.Notasageneral rule, but | take your point 2 terms of what the proper reliability standards
3 that, you know, it could drive costs. | take 3 should be. If that yields increased costs,
4 your point there, but I’ m just trying to avoid 4 then we' re going to have to consider doing it
5 agenera rule on that because | think there's 5 because you would havereason for it that
6 alot of planning that goesinto that and I'll 6 would be supported, substantiated and aligned
7 come back to the point | made about the 7 with everyone' s thinking.
8 iterative process when you' re devel oping these 8 | think obviously one of our first
9 reliability parameters. Andthat's exactly 9 things, as | think we' ve demonstrated over the
10 the point I’m getting at there, isthat | 10 yearsand we've demonstrated again here, in
11 think we are able to find that out, understand 11 conjunction with everybody we will be looking
12 that better as we set the rdiability 12 for creative ways to spread the cost properly,
13 criteria. That's thewhole basis of what 13 to allocate them properly to avoid as much as
14 we're talking about, | think. If we just pick 14 possible increasing cost to the ratepayer, and
15 anumber, you know, thirty percent, without 15 that’ s all part of that iterative process. So
16 the iterative processand all these various 16 that's why I'm just--I'm not saying it
17 things| mentioned should come into it, | 17 couldn’t happen, but | don't like the idea of
18 think the bottom line if we do it that way, we 18 agenerd rule. | think that's exactly what
19 won't know if we're increasing costs, you 19 isgoing to be yielded out of the process of
20 know, for just purely reliability 20 how we set those.
21 perspectives. | think we need to understand 21 Q. But there would be no doubt, | take it, in
22 that before wedo it. Andthat’'swhy I'm 22 your mind that coming out of that iterative
23 coming back to say that it could happen, but 23 process, you want to have asolid handle on
24 if it does, it would be a considered decision 24 what that extra striving for enhanced
25 because we would have gone through someidea |25 reliability is going to cost?
Page 79 Page 80
1 (11:30A.M.) 1 that, the cost will be more of an outcome.
2 A .Canljust rephraseit alittle bit, not to be 2 Then we havethe ability to try to manage
3 difficult, but | meanit could reduce costs. 3 those, you know, within the parameters, but
4 | think the ideathat this kind of work could, 4 generally the cost will become an outcome and
5 you know - 5 I think our highest value of work isto spend
6 Q. That'sfair play. 6 upon setting that basis.
7 A.-we'rejust goingto pick something to, you 7 Q. What'sthetie into--let usassume for the
8 know, we're going to pick some reliability 8 moment that there would be extra costs--in one
9 criteriathat could increase costs. We may 9 scenario let us assumethat there' d be extra
10 findin some areasas you move ahead, that 10 costs for enhancing the reliability, take that
11 we're doing maintenance too frequently in some |11 asagiven.
12 areas, there could be acost decrease. | 12 A. Okay.
13 think, you know, we have to put the time into 13 Q. How does Hydro go about determining whether
14 the actual understanding of the reliability 14 customersreally value what you’re aiming to
15 criteria and the maintenance philosophy. Once 15 do, so that for them it’s worth the candle.
16 weget that right, as| said earlier, you 16 A. Well that would have been taken into account
17 know, the cost impact will generally fall out, 17 in respect to setting them. As| mentioned,
18 whether it be up or down. And at that point, 18 one of the parameters was customer
19 | think we need to do an iteration and come 19 expectations and it’s one of many, but that’s
20 back and check that and make sure now we're 20 the type of information that has to be
21 not doing something that doesn’t make alot of 21 incorporated in, in the setting of the
22 sensefor us, and over that process, as | 22 parameters. And you raised some excellent
23 indicated, my experience has been when you 23 points, | think what we're getting at, now
24 generally land onthat band that we're al 24 thisisnot asimple process, but you know,
25 generally comfortable with, and then following 25 you can get there. But | believe that we need

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

Page 77 - Page 80




January 22, 2007

Multi-Page™ NL Hydro's 2006 Revised Rate Application

Page 81 Page 82
1 to incorporate that in a setting of a 1 that's why I'm saying there's a lot of
2 standards, find out what their expectations 2 thinking has to go into that. Then we review
3 are, understand them and we're going to have 3 that, check the costsand | know I’ m repeating
4 to overlay some reasonable thinking on that as 4 myself here a bit, but my experience has been
5 well, because--maybe | should back up abit. 5 that iterative process, bringing al those
6 We're going to have to be fairly exact on how 6 thingsin, it' sdifficult but eventually you
7 we ask them that question, because if you ask 7 get down to a band that you can probably say |
8 someone would they like one hundred percent 8 think thisistheright band and that’s what
9 reliability, they'll say yeah, I'd love one 9 drives you from thereoniin.
10 hundred percent reliability. And if you tell 10 Q. Your point isinteresting about people needing
11 them that’ s going to cost you alot of money, 11 to know, you know, the quid pro quo, and |
12 they’ll say hold on now, let me just think 12 don’t know if you noticed inthe corporate
13 about that for a second. 13 customers, it isvery interesting that | think
14 So | think we have to be, you know, 14 something like twenty percent or so indicated
15 careful in how we ask that question and make 15 that a half hour outage would cost them money,
16 sure that we're getting information and that 16 but that out of that twenty percent, it was
17 people understand the implications, and we're 17 striking that only thirteen percent said that
18 going to have to overlay some thinking 18 they would be prepared to pay any extra money
19 ourselves, | think, as a group of responsible 19 to avoid it. So it goesto show.
20 people here, in terms of how we might filter 20 A. Goesto show Mr. Haynesis going to have his
21 some of that information we receive. But how 21 hands full getting this thing sorted out,
22 dowedothat? Well that’swhenwe pull in 22 isn't it? (laughter)
23 the information from other jurisdictions, we 23 Q. Justtoturntothelevel of what | regard as
24 pull in the thinking of our operating 24 being avery, very high level of satisfaction
25 engineering people, some cold eyes review and 25 reliability amongst both residential and
Page 83 Page 84
1 commercial customers, | think in your evidence 1 discussion as to, you know, improving
2 at page 19, there' s no need to go for it, but 2 reliability over existing standards comes with
3 just for the record, you indicate that 3 additional costs or not. Do you know or have
4 customer satisfaction with reliability has 4 asenseor isthisa question better for Mr.
5 remained at around 93 percent from 2003 to 5 Haynes, as to what Hydro’ s projections will be
6 2005. And | did some digging around and noted 6 asto what thiswill actually cost consumers
7 that if you look at the survey results for the 7 or add in terms of cost to the system?
8 Residential group, which appears at CA-1, page 8 A.Two things, I'd like to defer the actual
9 30, that redlly it's less than two percent of 9 detailed numbers and questions to Mr. Haynes
10 customers who are actually not satisfied with 10 and company, but if | could just talk about a
11 the residential reliability service. Do you 11 principle for a second because we had some in-
12 have asense of how that comparesto how 12 depth discussions around this, Mr. Haynes and
13 others are doing? 13 I, with respect to the twenty percent.
14 A.I'd defer that question to Mr. Haynes, | don’t 14 Because the question you get to, obvioudly, is
15 have that data at my fingertips. 15 that if you keep improving my twenty percent,
16 Q. But there would be no doubt that that would be 16 you know, you're going to get to a point where
17 highly satisfactory from your point of view, 17 you're going to drive costs through the
18 those types of statistics? 18 ceiling for no, you know, really extra
19  A.I'd need the comparisons to say that, | think 19 benefit, other than a very small percentage at
20 it sounds good, but you'd needto havethe 20 acertain point, which istrue, | think | can
21 comparisons and | think Mr. Haynes and company 21 obviously seethat.
22 have more detail on that than | do. 22 But acouple of pointsonthat isthat
23 Q. Asyou know Hydro has targeted twenty percent 23 first of al thereé's a twenty percent
24 improvement in distribution reliability 24 improvement on a five-year average we're
25 figures and we' ve had this somewhat high level 25 looking at, but that’s probably not the main
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1 principle. | think we need to put some more 1 not be right, but we're going to get toit.
2 parameters around reliability, maintenance, 2 But we wanted to put something in place and
3 al the stuff | just talked about, and we 3 that was something we looked internally at our
4 talked about that internally. And that takes 4 own band, we thought we would accomplish the
5 time and effort and we're not there yet 5 focus, wewould target something that was
6 entirely, but Mr. Haynes and | wanted to put a 6 obtainable, it was not going to drive costs
7 reliability improvement target out there, 7 hugely, we didn't feel, and we took the
8 because targets do focus people and it tends 8 approach to do it, to get people focused into
9 tofocus peoplein doing theright things. 9 short term. And we're going to continue that
10 And we couldn’t wait, we felt, until we had 10 kind of thinking until we get this scoped out
11 al thework donebefore we set a target 11 alittle bit moreto our satisfaction. But
12 because you could lose yourself, you know, 12 there are break points that we're very
13 several years of performance enhancement and 13 cognizant of, you know, as | said, once we get
14 improvement. 14 the parameters more set, it will take care of
15 Sowhat | asked Mr. Haynes todo, in 15 itself, butin the interim over the next
16 conjunction with his people, isto come up 16 while, we're very cognizant of not putting in
17 with atarget that had some substantiation to 17 targets that are going to spike costs for the
18 it, something we felt would not spike costsin 18 sake of having targets, we' re not going to do
19 the short term because we would be doing a 19 that.
20 reallocation that would be designed to focus 20 But asfar asthe details go in terms of
21 the effort, and in the meantime, make it 21 how that was calculated and stuff, that would
22 substantial enough that folksfelt alittle 22 be--Mr. Haynes would be better at describing
23 squeezed. So it wasn't a perfect process, but 23 the details.
24 we picked a number to start with and that’s 24 Q. Would you regard it asimportant, as a matter
25 what we're using. It's not perfect, it may 25 of principle, given that Hydro is aregulated
Page 87 Page 88
1 utility, doesn’'t face competitor pressures, et 1 A.I'mbeginning to feel the weight of My Haynes
2 cetera, as a matter of principle would you not 2 on my back here again, keeping me honest.
3 regard it as important for Hydro to be able to 3 Q. No need whatever to talk to Mr. Y oung.
4 demongtrate, after the fact, how its capital 4 A Butis that available to, you know, Geoff,
5 program and how its reliability operation 5 publicly and stuff like that, how does that
6 regime produced "X" resultsfollowing those 6 work?
7 steps or activities or expenditures? In other 7 MR. YOUNG:
8 words, some sort of means by with others, 8 Q. I think, Mr. Martin, if you have alook at the
9 including the Board, Consumer Advocate, could 9 Public Utilities Act, there is nothing which
10 audit results, vis-arvis expenditure effort? 10 is not available to the Board, if it so
11 . Well, we'redoing it internally, so | don’'t 11 chooses.
12 know, | imagine folks could have alook at it 12 . And that’ s the way we operate, | mean, what we
13 in any event, | don't know how that works or 13 do, we expect the things that we're doing from
14 Jackie might be able to help you on that, I'm 14 a performance perspective from everything, we
15 cautious, as| learn thisbusiness, | don’t 15 expect that it would potentially be public and
16 like to leap out too quickly on something, but 16 that’s theway wethink when wedo these
17 it's my understanding, | mean, internaly 17 things.
18 that’ s what we're driving, obviously, we are 18 CHAIRMAN:
19 setting our performance measures, you know, 19 Q. You'renot seeking to be intransparent.
20 we're measuring performance to get holding 20 A.No, that's right, we're assuming that we're
21 people accountable to performance 21 going to be transparent.
22 improvements. Isthat publicly available? 22 Q. Mr. Johnson, it's eking its way up towards 12,
23 Q. Mr. Martin, | want to assureyou, in all my 23 will you be another while yet or -
24 questions I'm not leading you astray. 24 MR. JOHNSON:
25 (laughter) 25 Q. Perhapsalittle break wouldn’t hurt.
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1 CHAIRMAN: 1 probably be haf an hour and that the
2 Q. Yes | thinkwe'll exercisea prerogative, 2 questioning beyond that might be quite
3 take abreak now if that’s okay. 3 limited, so it looks like we could be finished
4 MS. BUTLER: 4 conceivably before 1:00 to entertain the
5 Q. Mr. Chairman, | wonder if Mr. Johnson could 5 presentation, which | understand is half an
6 give someindication to Mr. Martin of how much 6 hour?
7 longer he's goingto be, just for his own 7 MS. NEWMAN:
8 planning purposes. 8 Q. Approximately.
9 CHAIRMAN: 9 CHAIRMAN:
10 Q. Fair enough, if he can. 10 Q. And hopefully our stomach’s present contents
11 MR. JOHNSON: 11 can sustain usuntil 2:00 perhaps, so with
12 Q. Yes, I'd say maybe a half hour. 12 everybody’s agreement, if we could--I can
13 CHAIRMAN: 13 assure you it won't go beyond 2:00 and
14 Q. Okay, and we'll take--we have a loss of 14 hopefully we'll finish up before then, so if
15 energy, thisfirst morning we'll just take a 15 everybody is okay with that, that’ s how we'll
16 twenty-minute break, how’ s that? Thank you. 16 proceed?
17 (RECESS) 17 MS.BUTLER:
18 (12:215P.M.) 18 Q. Thank you.
19 CHAIRMAN: 19 CHAIRMAN:
20 Q. Thankyou. Ms. Newman, anything before we |20 Q. Ready Mr. Martin? When you're ready.
21 start? 21 MR. JOHNSON:
22 MS.NEWMAN: 22 Q. Mr. Martin, | just want to discuss with you,
23 Q. No, Mr. Chairman. 23 you know, | thought you were leaving the oil
24 CHAIRMAN: 24 businesswhen you were going to Hydro, but
25 Q. Thank you. | understand that Mr. Johnson will 25 you'reredly inthe oil businesswith the
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1 amount of fuels being consumed and the cost 1 what’sthe future going to hold and from a
2 that that has for consumers. And | think that 2 hedging perspective first, I’ ve had experience
3 the record would indicate from the revised 3 with hedging, primarily my experience has been
4 filing in the test year, you're expecting to 4 in terms of enabling projectsin the industry
5 burn somewhere in the vicinity of 137 million 5 | camefrom before, to mean a particular
6 dollars worth of cil for Holyrood, which 6 hurdlerate if there' salot of risk attached
7 obviously dwarfs other expenditures. And I’m 7 toit, so if you weregoing to develop a
8 interested fromthe point of view of the 8 particular field and because your risk profile
9 strategy and the focus that you’' ve put on it, 9 was such that investors wanted to ensure that
10 whether you thought about revisiting oil 10 you had, not a guarantee, but a reasonably
11 purchase practices which were last reviewed a 11 strong assurance you were going to receive a
12 few yearsago when the priceof oil was 12 return a particular hurdle rate, then I’ ve had
13 significantly less than what we are now paying 13 some experience inlocking in oil prices
14 for? 14 longer term to show investorsthat you are
15  A.You'rereferring to hedging and some of the 15 probably going to pretty much be guaranteed if
16 things such as that, you mean? 16 you takethis kind and other construction
17 Q. Yes, andjust review generally of what you're 17 risksand stuff, that you would be ableto
18 presently doing? 18 attain acertain rate of return. And | say
19 A For the day-to-day management of fuel 19 that’s probably oneof the few--the only
20 consumption, | would defer that to Mr. Haynes 20 values acompany can really use hedging for
21 and his group in terms of that kind of detail. 21 because if you use hedging for, in our
22 From a more corporate perspective, | think I'd 22 particular case and Hydro's case, something
23 like to make a couple of points, one on 23 other than that, to be able to purchase fuel
24 hedging which we've talked about, and the 24 and kind of lock prices downand try to
25 other one, probably the most important is 25 control volatility, as well as potentially
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1 maybe save some costs by virtue of hedging, | 1 perspective, wejust don't feel equipped.

2 don’t think that we're equipped to doit. | 2 We'renot in that business. | believewe're

3 don’'t think we have the expertise and | think 3 in the business of operations and engineering

4 if you look at, for instance, the PIRA 4 and providing the lowest possible cost, power

5 forecast of any of theformal forecast that 5 reliability, all theregular stuff that is

6 are out there. | always draw people’'s 6 very important to us, but we'renot inthe

7 attention when we talk to hedging about their 7 business of hedging and | don’t think we have

8 high and low. | don’t focus on the average, | 8 the expertise todo it and | think that we

9 focus on the high and low and that high and 9 would be fine doing that until we ended up
10 low will generally tell you that they don't 10 losing money, and | don’t think we would have
11 have a very good idea where oil pricesare 11 a defencable position after that to our
12 going, and they have huge staffs and resources 12 ratepayer to say why we thought we could do
13 that go into that, we don’t and | don’t think 13 okay withit. So I’m generally not in favour
14 it'sour expertise. In arising oil price 14 of hedging.
15 scenario, hedging would probably--you' d look 15 | think the more important question with
16 good in along run, but we all understand the 16 Holyrood we' ve been struggling with, iswhat
17 volatility of oil pricing and when you're on 17 doesthe future hold? We've taken--there's
18 the other end of ahedging program where 18 two approaches beinglooked at. One is
19 you'velost money onit. | don’'t think we 19 probably shorter term, trying to analyze ways
20 would have a defencable case to be able to say 20 in which we can be more efficient in terms of
21 why we felt we had the expertise more so than 21 how wemix our power, to try toget the
22 anybody elseto handlethat. Asfar asthe 22 maximum benefit out of the Hydro resources.
23 volatility thing goes, | believe the RSP 23 We' ve looked at opportunities, such aswind,
24 arrangements are probably as good as we're 24 where we feel comfortable that we will be able
25 going to get and | think from Hydro's 25 to provide electricity at a cost whichiswe
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1 feel isgoing to be substantially lessthan 1 issues are being dealt with inthe Energy

2 Holyrood in the long term, and we' re pursuing 2 Plan, so I'm not free to talk about them at

3 that to the point that the system can handle 3 thispoint. But | think suffice to say that,

4 it. Andwe're aso carrying onwith some 4 you know, it'srecognized and the problems

5 studies with respect to some of the smaller 5 from a policy perspective, they haveto look

6 Hydro developments we have left, such as 6 at things, such as what’s the long-term vision

7 Portland Creek and IsSland Pond and other 7 for the Province, you know, are we, as a

8 opportunitiesto seeif we can effectively 8 province--and I’'m not saying this, 1’m just

9 displace oil at Holyrood. And we areaso 9 saying as a policy perspective the Government
10 looking at, you know, the longer term. Now 10 hasto look at if we are going to, you know,
11 when you get into the longer term, 1’m not 11 want to bean expanding vibrant community,
12 goingto beableto speak alot about that 12 what’sthat going to take inthe long run?
13 today, because a lot of that isgoing to be 13 How competitive do we haveto bewith our
14 addressed in the Provincial Energy Plan and we 14 electricity prices. You have to weight that
15 have had some input into that, in the context 15 against the cost of development, such asthe
16 of it, but sufficeto say, we see what 16 Lower Churchill and the Dc link, you haveto
17 everyone else sees, | think, isthat our long- 17 weigh that against the possibility you can
18 term future is generally thermal on the 18 finance that kind of thing and put the whole
19 Island, unlesswe do something different. 19 package together, et cetera, et cetera, and
20 With respect to accessing power in Labrador 20 al that is actually being churned, you know,
21 and when you get into that, you get into the 21 as we speak and not much more | can say about
22 whole Lower Churchill question and you get 22 it, other than | believe the Government plans
23 into the potential for abc link and then you 23 to have some direction on that.
24 get into the whole question of Holyrood, isit 24 Q. Just heading back for a moment to the hedging
25 going to bereplaced or not, and al those 25 type issue, has there been any direction from
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1 thetalk at Hydro to further study the issue 1 providing customerswith the right energy
2 and determine what other utilities are doing, 2 efficiency tools and information to help
3 in terms of they’re struggling with high ail 3 conserve eectricity and manage consumption.
4 prices aswell, not just us. Hasthere been 4 And inyour judgment whenyou arrived at
5 any direction takenin that regard, sinceit 5 Hydro, was that something that had not been
6 was last looked at? 6 properly focused upon?
7 . Well the only direction| gavethemisdon’t 7 .1 can't speak about the past too clearly, but
8 bother with it becausel just don’t believe 8 | know therewas energy at the Company to
9 it's something that we should getinto. A 9 pursue conservation in amuch more in-depth
10 further study, | don’t know if that would be 10 fashion. | don't know the driversfor it, |
11 of value, | justdon’'t think that that'sa 11 think in our discussions between the staff and
12 good thing for Hydro to be involved with, for 12 suchwho would have beeninvolvedin this,
13 the reasons | stated. 13 their interest was very high. | think there
14 Q. Youreferred to the Provincial Energy Plan, do 14 was potentially some confusion over who would
15 you havea sense asto when that can be 15 be best to lead and co-ordinate this effort.
16 expected? 16 Sowe sat down and said well let's, as a
17 A.Only what's been said publicly, | think I'd 17 group, let’ stalk about this and we agreed it
18 only be repeating what the Minister had said. 18 was acritical initiative and we were saving
19 Q. Withrespect to the issue of conservation, 19 energy, which initself is good, but | think
20 you've now, asoutlinedin the application, 20 if you look at the Holyrood situation, hereis
21 hired someone at Hydro dedicated to that role 21 an opportunity probably for aminimal cost
22 and putting some more money directed towards |22 expenditure if you can convince people to have
23 those efforts. And you indicated in a press 23 aculture of conservation, that’s coming right
24 release which accompanied the original filing 24 off the bill. So | think from that
25 back in August, that a key focus for Hydro is 25 perspective we said, well, you know, let's
Page 99 Page 100
1 take the bull by the horns here. Let’stake a 1 past that, well let’s not beat it to death.
2 leadership role from a conservation 2 Let’s target what we think we can reasonable
3 perspective, but let’s do it prudently. We 3 achieve as high value. And there hastobea
4 said we needed to have some principles, we 4 direct cost benefit optimization.
5 needed to look at where it could go and what 5 The other thing that we looked at was to
6 we discovered--maybe | should say what | 6 say, you know, we have Newfoundland Power who
7 discovered, | think most of the people who 7 has some excellent initiatives on the go. We
8 were working with me knew this, when | was 8 knew the Department of Environment at the
9 informed about, from people who had alot more 9 Government had some initiatives on the go. We
10 knowledge about thisthan | did, isthat they 10 looked around, there's other things happening.
11 said okay, wetake aleadership role but let’s 11 And wesaid, what we'd like to dois in
12 takeour time. They said let’s establish a 12 addition to al of this, is make an effort to
13 comprehensive plan. Obviously they had donea |13 pool all these resources, if we can, and
14 bunch of research and had understood the fact 14 that's some of the efforts we're taking
15 that there are limitations to what you can 15 because in jurisdictions like Newfoundland and
16 achieve with respect to conservation. So the 16 Labrador where we have a small population and
17 ideawas let'sget acomprehensiveplan in 17 aconcentration of resources, wefed as a
18 place, let'slook at other jurisdictions. 18 general principle if we can get everyone
19 Let’s learn fromthem so that we're not 19 together in aroom and there’ s various sources
20 studying and repeating things that have 20 of funding and activities taking place, if we
21 aready been found out elsewhereto bevery 21 can come up with a combined aligned approach,
22 effective. And inthe meantime, let's make 22 pool the available capital fromall these
23 sure we keep our eye on the ball that once you 23 different areas and go together as one single
24 achieve a certain level and other best 24 rifle shot on this thing, we think we're going
25 practice jurisdictions haven’t been ableto go 25 to get amuch bigger bang for our buck. So
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1 that’ s what drove us to suggest that we should 1 involved in that. But just as--well, you know
2 hire somebody just to make it happen, and 2 the way it works, as a management philosophy
3 that's generally the process we' re following. 3 and we spent alot of time together setting
4 Sowhen | say put together a comprehensive 4 the longer term goals, the three to five year
5 plan, al those things are being looked at in 5 objectives and the annual objectives, go
6 there. At the same time, there' s short-term 6 through al the philosophy of thisand we
7 things that we' re trying to get off the ground 7 locked that down and then the vps and
8 because we know they work, they’ ve been proven 8 generally in power at that point to go ahead
9 and we'renot just going to stand still and 9 and manage their piece of the business. And
10 wait for the plan when we know things will 10 my interaction with them isday to day if |
1 work. So that’sthe extent of my knowledge 1 can help them or advisethem or lend some
12 and understanding of it. I, in conjunction 12 credibility to them. There is monthly
13 with the vice-president, have givenit the 13 performance meetings that we go over where we
14 green light to proceed in that manner and we 14 are with respect to what they’ re accountable
15 have some goalsand objectivesaround that 15 for and generally those meetings are held so
16 this year and I'll know more when the 16 that if things are on target, we don't discuss
17 accountable people report on amonthly basis 17 them. The two or three thingsthat are off
18 how things are going. 18 therails, weall jump onboard and that's
19 . You speak of the goas and objectives that 19 what we spend the meeting on, trying to find
20 have been set, what are they? 20 out either we'regoing to live withit or
21 . Thekey oneis acomprehensive plan. The 21 we're going to re-resource or we're going to
22 other stuff is--and that’s from a corporate 22 do something. So that’s generaly the way it
23 level, the other stuff is more detailed stuff, 23 works, so | think the detail in terms of the
24 you can talk to Mr. Henderson about that in 24 performance measures and how it’ s going within
25 some detail, abunch of people are heavily 25 each of the divisions, would be better handled
Page 103 Page 104
1 by Mr. Haynes or Mr. Henderson. I’'m trying to 1 consumers asto therelative cost as part of
2 use some other names than Hayne's, he' s giving 2 conservation?
3 me a rough time downstairs. 3 . The only reason I'm hesitating is we're
4 Q.Can | ask you, wouldyou regard itas a 4 touching on the energy plan alittle bit again
5 rightful and proper role of Hydro in taking 5 becausethat’s thetopic that is discussed
6 thislead roleand working in concert with 6 there. But | can speak from Hydro's
7 others, to get the information out there 7 perspective, personally speaking, you know, |
8 respecting the relative cost of your product 8 don’'t necessarily think so. | think that if
9 verses competing products for the heating of 9 you look at all thesejurisdictionsthat |
10 homesin particular, and for instance and | 10 mentioned who are involved in conservation
11 won't drag you through this, but in once of 11 initiatives, the Government in particular,
12 theRFI'S, | think it was CA-19,it gavea 12 there' s some meetings and discussions going on
13 comparison between what it would cost to heat 13 with those folks, but | would think that Hydro
14 ahome with electricity at the then proposed 14 would focus on the things that we hold the
15 rates, verses what it would cost to heat a 15 closest and stuff, but from an overal
16 home at rates as set by the Board, actually, 16 perspective, the Province might be the better
17 in relation to petroleum products for various 17 coordination lead on some of that stuff
18 areas around the Province. And it was notable 18 potentially, but that’s my own opinion and
19 that there wasa fair spread in favour of 19 some of those things are being discussed in
20 people heating with their own products bought 20 the energy plan. Certainly not meant to avoid
21 from Ultramar, Irving, you name it, as opposed 21 it, but I just think that, you know, if you're
22 to heating from the product that they’'re 22 looking at the overall entity in the Province,
23 getting either from you directly or 23 you could look at all aspects of conservation.
24 indirectly. Would you regard that as a proper 24 The Province is probably the best position,
25 role, education rolefor Hydro to update 25 you know.
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1 Q. What would be the impediment if Hydro, | would | 1 putting some of that data out there. | was
2 assume, plans on interfacing with customers 2 thinking about something else. | was thinking
3 about how to seal windows and how to have a 3 about maybe the overall central coordination
4 more efficient delivery of hot water or all of 4 of it.
5 these things, drafts, you nameit, in light of 5 . Fair comment. Because!| don't know if you
6 that type of interface with the customer, and 6 wereliving inthe Province someyears ago
7 let us presumethat you're sincere about 7 when there used to be apicture of an open
8 having, helping people to conserve, what would 8 furnace and dollar bills flying into the
9 bethe impediment tothen sayingto them, 9 furnace and which I’'m sure was shocking to
10 look, in the present time, given the cost of 10 people. We haven't seen those ads in quite
11 oil at Holyrood, hereisthe spread between 11 sometime. Do you have any ideas as to how
12 how you could be heating your home with ail, 12 Hydro could go about communicating the
13 verses electricity as an ongoing consumer 13 relative cost differencesto customers on a
14 awareness initiative. 14 regular basis so that it could use the
15  A.l wasn't listening very well, | don’t think, | 15 information?
16 answered the wrong question. If you look at 16 . 1 think Mr. Henderson would be the best oneto
17 what | was talking about, | know you didn’'t 17 go through the details on that. | know they
18 ask this, | was talking about maybe the 18 have some really good ideas and they're
19 overall coordination of all the sectors. But 19 working that in the plan.
20 whatever was decided as agroup, yes, | think 20 . Maybe dollars flying into space heatersor -
21 with respect to our customers, Hydro would be 21 Interms of, let meask youregarding the
22 the right one to, you know, actually put the 22 future outlook, what changes or improvements
23 data out there and go after our customers. We 23 we can expect to seein Hydro the next time
24 have the connections, we have the ability and 24 they’'re beforethe Board ina rate case?
25 | would say absolutely we should be the ones 25 Where you are now verses where you expect to
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1 be. 1 ableto pick the next one or two.
2 A.Wdlllook at akey focusfor us right now 2 Q. With respect to one of the instances in which
3 and has been for thelast period of months, 3 | suppose you could say you benchmark in your
4 has been our maintenance planning and asset 4 evidence your performance, vis-a-vis other
5 management process, someof the stuff we 5 jurisdictions, you talk about ratesand us
6 talked about earlier this morning. We're 6 having comparable rates to other jurisdictions
7 driven to get that documented as we outlined 7 isan indicator of something or other, and
8 and use that to drive our planning. 8 will that continue to be important to you as
9 Q. Isthere anything else in terms of, you know, 9 anindicator and doyou haveany thoughts
10 Ed Martin will be disappointed if by the next 10 about how reliablethat isanindicator of
11 timewe' re herethis hasn't been achieved, 11 really anything, given our being blessed with
12 that hasn’'t been achieved, et cetera. That's 12 hydraulic resources compared to other
13 where I’'m coming from. 13 provinces, is that really something that is
14  A. Well that would beone. Safety performance 14 all that relevant?
15 would be the other one. Newfoundland and 15 .| believeit’ srelevant, it's one measure that
16 Labrador Hydro's safety performance is 16 welook at, but asfar asthe fundamental
17 unacceptable in my mind and right now we're 17 performance driver, | think we' ve talked about
18 focused on improving that safety performance 18 the things here this morning that are more
19 to where it should be. And those would be the 19 fundamental to the performance, which we
20 two things. We have a list of other things, 20 establish a reliability criteria in the
21 but just fundamentally | believe you haveto 21 process we talked about, that’ s going to drive
22 focus on one or two thingsat atime or else 22 our maintenance planning, plusour capital
23 you're going to fail, and those would be the 23 plans. It'savirtue of understanding where
24 two that werefocused on. And once we get 24 we want to be, you know, with thisiterative
25 those captured and accomplished, then we'll be 25 process interms of what we're trying to
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1 achieve. That will drive where we are with 1 haven’t got it satisfactorily answered just
2 respect to costs and we have to--we have 2 yet, so | don't think it would be wise for me
3 decided that we're going to provide a 3 to jump ahead because | don’t have the actual
4 particular level of reliability, we're going 4 factual datal need on that. We're obviously
5 to understand what that means in terms of new 5 taking what the Board has provided us and some
6 bills and maintenance planning, and we're 6 excellent thoughts and comments saying we're
7 going to manageto that. And | think that’s 7 pulling in information from other areas and
8 probably going to be the most important part 8 putting it altogether and | just didn’t feel
9 of managing our reliability and cost 9 prepared to address that now and | still
10 performance. What falsout asa cost--1 10 don't, so I'd like to defer that, if | could,
11 can't say we'renot going tolook at other 11 until | get amore comprehensive answer.
12 jurisdictions, naturally we are, | mean, we're 12 Q. Areyou regularly updated on--I presume you
13 in a competitive world, we're trying to retain 13 are--regularly updated asto whereyou are
14 and attract industry. We'retrying to give 14 along on that process of having the winning
15 our residential ratepayers a competitive 15 conditionsin place, we'll say?
16 advantage as much aswe can, but I'd haveto 16 A. Most definitely.
17 say that’s more of an outcome measure than a 17 Q. Yeah, and do you have any thoughts as to, you
18 fundamental driver. 18 know, the minimal that Hydro shall have to
19 Q. Going to theinvestor owned utility type 19 demonstrate in order to be looked upon and be
20 return, which you’ ve spoke to in your initial 20 serious about having an investor owned utility
21 comments, what remains to be donein your 21 rate?
22 judgment before the cakeis baked and you 22 A.| have somethoughts, but | can’t ground them
23 don't haveto comein looking for a half of 23 in principle just yet, so | generally won’t go
24 |oaf? 24 there unless | got the facts. You know, |
25 A.| asked the same questioninternally and | 25 have some general thoughts, but there's people
Page 111 Page 112
1 that have alot more understanding and depth 1 dlighted at all if we say we have no questions
2 of knowledge in our organization on that topic 2 for him at thistime, Mr. Chairman.
3 and | would defer to them to get the 3 CHAIRMAN:
4 information we need and present it. | 4 Q. Mr.Kdly?
5 certainly have an oversight and understanding 5 KELLY, Q.C.
6 of how the business works, but in the details 6 Q.| haveno questions either, Mr. Chairman.
7 of what’s actually going to be required and 7 Thank you, Mr. Martin.
8 the theory of how thisis handled and the 8 CHAIRMAN:
9 utility setting and everything else, that's 9 Q. Ms Newman?
10 not my expertise at this time, so I'm 10 MS. NEWMAN:
11 deferring to them, ask them for the same 11 Q. Yes, | dohaveacoupleof questions. Good
12 things. And | appreciate your question 12 afternoon, Mr. Martin. | havejust two or
13 because I’m asking the exact same questions. 13 three questions and they relate to context and
14 | just haven't got it answered to my 14 future expectations. The first question |
15 satisfaction yet, not because it hasn't been 15 haveis| wonder if you could tell us how the
16 diligently worked, it'sjust that there'sa 16 approval of thisrevised application, asfiled
17 lot to it and we' ve been focused on some other 17 in December, would ensure the financial
18 things over the last year, year and a half. 18 integrity of Hydroin 2007 and also moving
19 Q. Thosearemy questionsfor you, Mr. Martin. 19 forward until the next genera rate
20 Thank you. 20 application?
21 CHAIRMAN: 21 A.We'velooked closely at that. | think in
22 Q. Thank you, Mr. Johnson and Mr. Martin. Mr. 22 particular, you know, it avoids aloss that we
23 Hutchings, do you have any - 23 were faced with, and by virtue of the
24 HUTCHINGS, Q.C.: 24 agreements that have been reached and the
25 Q. No, | certainly hope Mr. Martin won’t feel 25 interim order, | might add, was important for
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1 us aswell because of the impact that we would 1 working onthat and that’s fine. What |
2 have had if we' d goneinto the year without 2 wondered, if you could provide some comments
3 the agreements, the immediate impact would 3 on what these risks might be and whether they
4 have been significant, with respect to our 4 are concerns for the Board, or should be, from
5 loss potential. So it avoids aloss and 5 Hydro' s perspective, concerns for the Board in
6 brings us back to a measure of profitability 6 approving this revised application?
7 and so from that perspective, you know, we 7 A.Wdl, | think the key risk is of alower rate
8 think it's given usthe financia stability we 8 of return, it's risk management. We have
9 need at this point. 9 significant assets and if you look at the
10 Q.lI'dlike to refer you to page 20 of your 10 risks that are associated with those types of
11 evidence, and thisrelates to the return that 11 assets, it does lead you to understand that in
12 Hydro isseeking in its revised application. 12 some cases you may have unexpected costs occur
13 At page 20, line 21, "according to the credit 13 over the course of aperiod of years. That's
14 rating agencies, the current rate of returnis 14 the nature of risk. We're into risk
15 low when compared to investor owned utilities 15 minimization obviously, but the nature of risk
16 and many Crown owned utilities. Hydro 16 is something could come up, and | think that’s
17 believes there continues to be inherent risks 17 the key piece, isthat you look at the assets
18 of alow rate of return on Hydro’sfinancial 18 we have, the risks associated with our
19 integrity. Hydro isworking to addressthe 19 business, | think that, you know, the smaller
20 Board's areas of concern related to this 20 margin doesn’'t alow us probably as much
21 matter and intends to bring thisissue to the 21 ability to absorb unexpected costs as we think
22 Board for reconsideration in the future," and 22 our business should attract. That would be
23 the Consumer Advocate has just gone through, 23 the key piece.
24 you know, kind of pursuing what those issues 24 Q. Okay, andisthat a concern that Hydro feels
25 might be, and | understand that you're still 25 the Board should factor into its consideration
Page 115 Page 116
1 of the revised application? 1 year or two and then come back with the full
2 (1245P.M.) 2 pictureat afuture date. Sowethink we
3 A.Notat this time. We've stood back to say, 3 have--we think we're okay in the short term,
4 okay, you know, we look at ayear or two, and 4 but it’s not something we can sustain longer
5 we say what kind of risk do we have? What are 5 term.
6 we doing to manage those risks? What--and 6 Q. Okay. The second part of that, you’ ve sort of
7 we're talking about things like the 7 led usdown the path, ishow this agreement
8 maintenance planning and reliability 8 positions Hydro in terms of the revised
9 improvements. We' ve spent alot of time, from 9 application, sorry, positions Hydro vis-a-vis
10 an operational perspective, going through each 10 rate stability. What are Hydro’ s expectations
11 of the assets and considering what risks are 11 inthe near to medium term for consumersin
12 there over the next several years, looked at 12 the Province with regard to rates?
13 what we've done over the past couple of years 13 A.Well, there's nothingin theratesthat we
14 to alleviate some of that risk. In all 14 feel that isgoing to--in this agreement
15 honesty, we' ve married that with where we are 15 that’s going to drive an unexpected rate
16 right now with respect to putting our thoughts 16 shock. | think, you know, you take the ail
17 finally together in terms of where the rate of 17 situation out of the picture, which for
18 returnis, andit’s not crystal clear, but 18 obvious reasons, we can't see anything elsein
19 there' s abalance there that we feel that we 19 the short term that’sgoing to create any
20 were better to focus on other things right 20 unexpected rate shock and we are providing
21 now. We think we can manage these risks over 21 stable rates over the near term. It’s always
22 the next year or two, but wedon't think 22 difficult to define near term, but you know,
23 sustainable in the long term, and we just made 23 we'relooking inthe next--within the next
24 aconsidered balanced decision that we think 24 couple of years. We feel that we're going to
25 we're going to live with that for, you know, a 25 haverelatively stable rates, putting aside
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the impacts of oil and such.
Q. Okay. | haveone last question and that
relates to, | guess, medium to long-term
challenges or issuesthat you expect Hydro’s
going to have to face in the next two to ten
years, if you could just highlight the top
three concerns, issues, challengesthat you
think you’ re going to have to face?
A. Wéll, | generally look at thingsin terms of
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obvious reasons of what's goingonin this
country, particularly in Alberta, you know,
our tradespeople are not being compensated in
amanner which is going to enable us to retain
them. So we're going to have to address that,
and that’sgoing to mean more money, but
that’sjust afact of the matter. And the
other thing | think we'regoing to find a
problem with isin the remote areas. | mean,

10 from a risk perspective, in two catagories: 10 the young people today, in the more rural
11 people and assets. | think onthe people 11 areas of the province, | mean, we're finding
12 side, we have an aging work force. We're not 12 they’'re thinking differently than their
13 alone there, but our work forceisaging and 13 parents did, intermsof what opportunities
14 both the trades folks as well as the 14 are there, how many want to stay and stuff, |
15 management and supervisory folks, | think are 15 think that’ s going to be an issue we're going
16 numbersare showingin the next five years 16 to be facing over the next five to ten years,
17 we're looking at a 25 to 30 percent retirement 17 whichisgoingto really test usin terms of
18 expectation and over the next ten, up to 40 to 18 how we' re going to fill those positions. But
19 50 percent, whichis huge numbers for a 19 we'reworking strategies on each of those,
20 company of what wedo. Sol seethat asa 20 comprehensive strategiesin each of those
21 significant challenge, and we have work 21 aress.
22 ongoing with respect to dealing with both of 22 On the asset side, the assets are also
23 those issues, and part of that is salary costs 23 aging, and | think you're goingto seeour
24 and particularly in two areas. | think the 24 maintenance planning and all the reliability
25 trades, which we're finding that, for the 25 stuff that we' ve talked about, | think you're
Page 119 Page 120
1 going to see that is going to drive, over the 1 Q. Just, | guess, what | seein terms of your--do
2 longer term, some increasing coststo be able 2 you see Hydro in a couple of years--I guessin
3 to, you know, modify, upgrade, replace in some 3 terms of performance targets, you're focusing
4 cases, some of these aging assets. | think 4 on your--I think you’' ve commented on the fact
5 that’ s afact we're going to have to face, and 5 you're developing a comprehensive sort of
6 | already mentioned one, which | can't talk 6 maintenance plan as being a particular focus
7 too much about, is, you know, | think we're 7 for what you’ll be doing over the next little
8 facing athermal futurein the absolute long 8 while, and that will essentially be driving
9 term, unless we do something different. 9 some of your cost components, depending on
10 That’sthe piece that isbeing looked at in 10 what comes out of that, in terms of what type
11 the energy plan aswell. 11 of reliability you want to achieve, what type
12 Q. Thank you. Those are all my questions. 12 of reliability targets ultimately, and you
13 CHAIRMAN: 13 mentioned, | think, the whole issue of safety
14 Q. Thank you, Ms. Newman. Is there any 14 performance as being another focusfor the
15 particular redirect? 15 organization, and asbeing probably two of
16 BUTLER, Q.C.: 16 your key performance factors at this point in
17 Q. No, Mr. Chairman. Thank you very much. 17 time, because | think | heard you saying that
18 CHAIRMAN: 18 really there’sno point in outlining five or
19 Q. Commissioner Whalen, any questions? 19 ten of these because it's better to
20 VICE-CHAIR WHALEN: 20 concentrate and focus on particular areas on a
21 Q.No. No, no, Ms. Newman--the issue of the 21 priority basis.
22 aging work force was something that | wanted 22 Do you see--I guess what I’ m not seeing,
23 to pursue, but | think you’ ve covered that, so 23 I’'mlooking at page 13, for example, which
24 that’ sfine. Thank you. 24 outlines Hydro’s operations and maintenance
25 CHAIRMAN: 25 and brings--shows a trend analysis up to 2007.
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1 Do you see, sort of, Hydro coming up with--and 1 if you could comment generally on how you see
2 I'm talking about specific quantitative 2 that type of thing evolving, how it gets dealt
3 performance indicators, if you will, over time 3 with, you know. Do you see, you know,
4 interms of a three or fiveyear planning 4 performance targetsthat you may be in a
5 horizon. One of the concernsthat we would 5 position to outline to the Board, recognizing
6 have, you mentioned there's nothing here that 6 that there’s more work to be done in the short
7 would present any issue as far as rate shock 7 and possibly the long term? | mean, you're
8 or rate instability is concerned. For 8 trying to get, | think, the organization, if
9 example, and | don’t know if thiswould be-- 9 you will, up and running, and | can appreciate
10 and how you'’ d get there, but | mean, if Hydro 10 that that takes some time.
11 went toa full ROE asan investor owned 11 . We're definitely going to come up with some
12 utility, certainly that would have some impact 12 KPIS on--you know, cost wiseit’scritical for
13 interms of therevenue requirement. You 13 us, and | believe that, yes, the maintenance
14 mentioned the fact, | think as well, of 14 piece and all those things| mentioned are
15 additional money possibly for trades that 15 going to drive costs.
16 might be required to satisfy Hydro’s needs, 16 . Right.
17 certainly in the not too distant future, based 17 . But | do believethat, in my analysis of Hydro
18 on someof the demographicsyou're seeing 18 sofar, | think that there are pockets of
19 within your own work force. And I’ m just--you 19 Hydro that may be over resourced in some
20 talked about the aging assets and asset 20 areas, but | think there’s very significant
21 management and what that would meaninterms |21 pockets that are under resourced, and | see
22 of costs aswell, and | guess | cansee a 22 that by geography and | also see that by, you
23 combination of some of thesethings taking 23 know, Ops and engineering versus admin, and |
24 hold that may have some impact, in terms of-- 24 seeit in particular areas. So it’s difficult
25 and substantial impact in terms of rates and, 25 toget at al that, becausethat’s the way
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1 business goes, but where I'm leading with this 1 terms of how we can reorganize.
2 iswe are going--we are setting COStSKPIS, 2 Asfar as, I'velooked at--you know, it
3 and once again, they may not be perfect, but 3 is obviously tough to get ahandle on where
4 itisgoing to focus usin terms of addressing 4 the people situation is going, but
5 some of those issues. Because | think that 5 intuitively, we've cut pretty deepin some
6 there isroom to reallocate some resourcesin 6 areas, you know, particularly inthe rura
7 Hydro too. Sol’'m not seeing a-I'm not 7 areas. The operations folks, we' ve cut pretty
8 feeling a general cost decrease. | don't 8 deep there. There’'s aminimum standard of
9 think we're overstaffed. | think we're not-- 9 safety, | think, which is critical to maintain
10 thejigsaw isnot necessarily inthe right 10 that we're going to have to make surewe're
11 place, and | believe our cost KPIs are going 11 not going too deep. There' s situations where
12 to drive us to deal with that more 12 we might have an individual going out alone
13 effectively. 13 more than--into places maybe where, you know,
14 So that’ s just a perspective where | see 14 I’'malittle uncomfortable. They aregoing
15 it coming from and how we're going to achieve 15 out alone. We're going to have to look at all
16 that is we're getting to that. 1 mean, we 16 that. So to befrank, | don't see, you know,
17 looked at doing-- back in the fall of 2006, we 17 people coming down. | don't necessarily see
18 were going to do a more comprehensive analysis |18 them going up, but I don’t feel the pressure
19 of that, but with everything else that was on 19 iswe havea lot more roomto cutin the
20 thego, | didn’'t seevalue insending the 20 operations and engineering area, particular in
21 organization off on another direction until we 21 the rural areas.
22 had sorted some other things out. So that’s 22 So our emphasisis going to beto try to
23 coming. So inthe meantime, we'll have the 23 reallocate and look at Hydro Place and once
24 cost KPIs. It'sgoing to drive us to address 24 again, there’s pockets there of departments
25 that and we're doing some ongoing work in 25 that are--have been cut pretty close and are
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1 flat out, and our depth of expertise in behind 1 that we're looking at, and | will say though,

2 thefirst level of management, in some cases, 2 | don't foresee an overadl shift down. |

3 isnot deep enough. But then there’s other 3 don’'t necessarily see ashift up. | see more

4 areas, and | hesitate to mention them because 4 of maybe areallocation of resources, right

5 of the organizational implications of that, 5 now, what I’'m feeling, but | don’'t havethe

6 but there' s some areas which we feel compelled 6 factsto support that just yet.

7 we're going to have to ook at, because they 7  Q And I’'mnot trying to getat here where

8 just seem to be--you know, have some extra 8 they’re going, up, down or--I"'m just trying

9 staff there, but | can never say that until 9 to--do you see these trandating, at a point
10 you do the analysis. But that’sthe type of 10 in time, into aset of sort of corporate
11 thing we're going to belooking at there as 11 objectivesthat the Board canfocuson, in
12 well, trying to do some reallocation there. 12 termsof what it isthat you'retrying to
13 And also, if you look at the retirements 13 achieve when you get the opportunity to--I’'m
14 coming up and the way the--you know, 14 sure there are more things that you actually
15 everything that’s going to be happening over 15 want to look at perhaps beforeyou're ina
16 the next while, there may be an opportunity, 16 position to do that. I'm just wondering, at
17 if we see the need, to shift some 17 the end of the day, from where we sit, isthis
18 administrative head countsinto the opsand 18 something that we can expect might be
19 engineering piece of it. Difficulttodoin 19 forthcoming from Hydro?
20 some cases because we may have arural issue 20 .Yes, it will be, and | mean, I’ m looking--the
21 and a Hydro Place urban issue and that might 21 process that I'm used to is, you know,
22 be difficult to do, but we' re taking it on to 22 generally at the Board level and at the senior
23 see what we can accomplish there, you know. 23 management level, you take aten-year outlook
24 So pretty--I'm not being too specific, 24 based on awhole bunch of things and then when
25 justto giveanidea of someof thethings 25 you get into the senior management group, you
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1 cut that to afive-year outlook. In all 1 doneontime, that werelow quality, | took

2 honesty, you know, the fourth and fifth years 2 the plunge last year to say, well, no, let’s

3 are usually abit shaky on that stuff, but you 3 just keep working it. It'snot perfect for

4 doit. You know, you end up--I find the first 4 last year, but it’s going to get the process

5 three years are where you really focus on. So 5 clear, and we ended up in July, wefinaly,

6 thefirst oneisyour objective for that year 6 you know, set those KPis, which was a

7 that your performance measures are based on. 7 considered decision, but we learned alot.

8 But the next couple usually give you a pretty 8 Thisyear, we're still not there, but it

9 good idea of whereyou're going and we'rein 9 looks like we're going to be--by the end of
10 that process now actually of doing that. 10 January, it lookslike we'regoing to have
11 We'rein our second round. 11 them thisyear. And that would include our
12 (1:00 P.M)) 12 own corporate level objectives, the
13 Last year, we instituted this process and 13 departmental vP objectives, as well astheir
14 changed our planning process significantly, 14 persona performance objectives. I'm
15 and normally you would finish that process 15 targeting the end of January. It might be
16 probably by the end of January. Last year, we 16 into February, but a big improvement. | would
17 had to deferit. Weended up getting into 17 say next year we're probably goingto bein a
18 July. Wejust had to keep going back to the 18 situation where we' re going to have that back
19 well because every--and certain amount of 19 to, you know, January the 15th, you know, cut
20 engagement we were looking for, and every time |20 off, because I’ m starting to see some momentum
21 we landed on something, it was--and | tested 21 going right now in terms of how that’s being
22 it, we didn’t go deep enough. So rather than 22 handled down through the organization.
23 have a--we were in alearning mode last year, 23 Q. Youdid make the comment targetsdo focus
24 so rather than cut things off and have a set 24 people and the corollary of that, targets
25 of performance measureswe could say we're 25 focus organizations aswell, | guess, and it’s

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

Page 125 - Page 128




January 22, 2007

Multi-Page™ NL Hydro's 2006 Revised Rate Application

Page 129 Page 130
1 amatter at apoint in time of hoping again, 1 A . Wadl, | start off, | believe, particularly
2 you know, that from a corporate perspective 2 with the vice presidents, | mean, | believe,
3 and a corporate overview we'd get a sense of 3 you know, they’ re running their own business.
4 whereyou and your Board of Directors feel 4 Each of the four lines of business, we've
5 Hydro will be going, in terms of some of these 5 hired the right people to run their own
6 corporate objectives, | suppose, and corporate 6 business, so I'm not intending to be involved
7 plans that you might have. 7 inthe day-to-day running of that business.
8 A.WEel be pleased to share those, and | think 8 So that’s, you know, they havea very high
9 they’ll be ready sooner than later, when you 9 level of empowerment, but my personal
10 think in terms of years, you know. 10 philosophy isyou just can’t give empowerment
11 Q. Just briefly, and again, as Ceo of the 11 unlessyou do two things. You give aclear
12 organization, you talked about your goa 12 expectation of how you expect these people are
13 setting, your monthly performance meetings. 13 going to perform, from both a behavioural
14 You talked about things around targets, you 14 perspective and also from a technical
15 don't discuss them. Would you just share with 15 perspective, and sothere are very clear
16 me, and I’m not looking for along expose, but 16 expectationsthat are set, interms of what
17 really your management philosophy and how 17 they’ re expected to bring to the organization.
18 things get done within Hydro and what 18 And then, the second thing is you have to have
19 processes you' re engaged in now, and believe 19 100 percent alignment in terms of what the
20 me, we' re not--we have no interest in becoming 20 goalsand objectives and long-term strategy
21 any part of the--we respect the situation in 21 is. Without that, you'll fail because they’ll
22 terms of management, but just the sense of how 22 be empowered to do something that you may not
23 things operate within Hydro, from your level 23 even be thinking about.
24 down, | guess, and how you see things get done 24 So we spend amassive amount of time--
25 within the organization itself. 25 most of my timeis spent onthe planning
Page 131 Page 132
1 cycle, with the vice presidents. We have 1 review thoseeight goas, wherethey come
2 instituted a process where wetake a cross 2 from. We'll get alignment in terms of where
3 section of the organization, from the 3 we'retrying to go, and at that point, based
4 tradespeople and the utility workers in the 4 upon al theinputs and all the benchmark data
5 rural areas up through supervisors and 5 and everything, and | might have some top end
6 management and we form separate goal teams. 6 adjustments or Mr. Haynes might have some top
7 We set aseries of eight goalsthat we're 7 end adjustments, but that's handled at the
8 heading for. We do that together asa vpP 8 leadership team level, thefinal lock down,
9 group. Inthose eight goals, we have a cross 9 and we've asoincluded the IBEw in the
10 section of employees make up goa groups. 10 leadership team, with respect tothat last
11 Each one of those goal groupsisled by avPp, 11 final cut. We've taken the IBEW executive
12 and those people work that goal and work the-- 12 because we know we are going to fail without
13 al the information comes into it and then 13 them in some of the things that we're trying
14 those people are expected to go back and 14 to achieve.
15 inform their fellow workers, which iswhy we 15 So then last going off, we're there and
16 got delayed last year. All that happened, it 16 we'll cut--we' Il finalize these things and the
17 was great to say, when we went out into the 17 agreement with the IBEw is that, when it gets
18 field, done one trip and you know, some people 18 right down toiit, | have the hammer, and you
19 didn’t know what in the hell was going on, so 19 know, if there' sany disagreement or any
20 we just had to recycle and go back and do some 20 confusion, I'll just say that's theway it's
21 of that. 21 going to be, and that’ s the way it’ s going to
22 But in any event, these goal groups come 22 be, but in the meantime, we've had a lot of
23 up and then that particular vice-president, 23 engagement throughoui.
24 with the rest of the leadership team, will go 24 But armed with that, we have a series of
25 back in the leadership team roleand will 25 detailed objectives for afive-year period.
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1 As| mentioned, thefirst three are probably 1 or are we going to just absorb it, and we make
2 more solid. Thefirst oneis locked down. 2 those decisions as a leadership team then, and
3 And once we do that and sign off oniit, they 3 then we all take accountability and we have
4 take those corporate objectives. The vps have 4 the best chanceto reallocate and have our
5 the same processin their departments, and 5 best chance for making it.
6 they lock down, and then | do the personal 6 Just our last go around, we had one
7 performance contracts with the vice presidents 7 instance where we had some environmental
8 that have both a performancein terms of 8 measures that were missed, for instance, at
9 achieving some activities, but it's also 9 the end of theyear, and we called the
10 behavioural part, which you know, how they’re 10 accountables in from the field in the
11 expected to lead, and then we lock those down 11 environmental department, great people, |
12 and sign off, and then they’ re on their own to 12 mean, really hard workers, but they had to
13 run that business, and you know, they’'re 13 come to the leadership team and they were told
14 accountable for it then. We haveit in such a 14 that look, performance wise, fantastic, A
15 way, they're fingered for the accountability. 15 plus, you know, and the work you put in, A
16 If they perform, everything'sfine. If they 16 plus. Then wesaid, but you broke the
17 don’'t, we have to deal with that. And through 17 cardinal rule, is that you kept telling us,
18 the course of the year, we spend alot of 18 until November the 29th or December the 2nd
19 time--that’ s why at these performance meetings 19 that things were fine and that’ s the only area
20 on amonthly basis, we only spend time on the 20 in the organization where someone tripped in
21 problem areas, because aswe' ve agreed, if we 21 terms of--and we had no timetoreact. So
22 share the problem areas, we share 22 they were heavily chastised. | mean, there
23 accountability and then it's up to the 23 has to be consequences for actions, in terms
24 organization to make some decisions, arewe 24 of that one piece, because the goal is not to
25 going to take resources from here to fix that 25 punish people for not performing. The goal is
Page 135 Page 136
1 to find out as early as you can when you have 1 Q. Pardon?
2 to do reallocation of resources throughout the 2 BUTLER, Q.C.:
3 year. Sowespent alot of timeon being 3 Q. lthinkI golast on questionsfollowing the
4 clear to them, great on performance and what 4 panel.
5 you did, butyou're taking a knock here 5 CHAIRMAN:
6 because you didn’t tell usin timeto be able 6 Q. Okay. Anybody else?
7 toreact. You know, so that'ssort of an 7 KELLY, Q.C::
8 example of what happens. 8 Q. BacktoMs. Buitler.
9 Then day to day, the vPs run the business 9 CHAIRMAN:
10 and I'm thereto advise, help where | can. 10 Q. That was an assumption | was making.
11 I'minto alot of detail, probably more than 11 BUTLER, Q.C:
12 I'dlike to beat thispoint, butit's a 12 Q.| cansay noquestions, Mr. Chairman, thank
13 learning experience. We're trying to find out 13 you.
14 how we react with each other, and | think over 14 CHAIRMAN:
15 the last three or four months, it’s becoming 15 Q. Okay. Thank you very much. Thank you, Mr.
16 clear and you're starting to see more a 16 Martin. | found your testimony to bevery
17 typical, you know, break there, in terms of 17 forthcoming and very cooperative. Thank you
18 those--the vPsare running the day-to-day 18 very much.
19 business and, you know, I'm coming back 19  A. Thank you.
20 looking more up and out, and it’s starting to 20 Q. ltisten after. | understand that hopefully
21 evolve now. 21 the presentation is ahalf hour and | think
22 Q. Thank you. Ms. Butler, anything else? 22 the questions will probably be limited, if any
23 BUTLER, Q.C.: 23 at the end, so we' d have the--we can get this
24 Q. lthink | golast. 24 in before 2:00. Mr. Mitchell is making the
25 CHAIRMAN: 25 presentation, | think, isthat correct?
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1 BUTLER, Q.C.: 1 everybody who has spoken today has described
2 Q. Yes heis, Mr. Chairman. Thank you. I’d ask 2 as being a very successful negotiation
3 him to come forward, and | think Mr. O’ Reilly 3 resulting in four separate agreement.
4 has the stack of sides. In theinterest of 4  A.Yes | have
5 time, Mr. Chairman, while we're waiting for 5 Q.You can lead us through it at your
6 thoseto get handed out, I'll just ask the 6 convenience.
7 witness to be sworn. 7  A.Okay. For anybody who knows me, Mr. Chairman,
8 CHAIRMAN: 8 once you put lunch on the other side of this
9 Q. Sure, okay. Good afternoon, Mr. Mitchell. 9 presentation, it kind of speedsit up.
10 Would you take the Bible in your right hand? 10 First of al, I'd like to thank the other
11 MR. GLEN MITCHELL (SWORN) 11 parties. | am presenting thison behalf of
12 BUTLER, Q.C.: 12 the four parties to the negotiations. We did
13 Q. Mr. Mitchell, you are Manager of Rates and 13 run the presentation back among the parties
14 Financial Planning with Newfoundland and 14 and incorporated their comments. Obviously,
15 Labrador Hydro? 15 I'm giving the presentation, so, | ask your
16 A.Yes | am. 16 indulgence on anything | say from Hydro's
17 Q. Andinthat capacity, you too filed pre-filed 17 perspective, obvioudly, that's where I'm
18 testimony in this case back in August 20067? 18 coming from, but I’ll try to be fair to the
19 A.Yes | did. 19 process as well.
20 Q. Andfor the benefit of your attendance here 20 Intermsof what | will present today,
21 today, do you adopt that pre-filed testimony 21 I'll present a summary of the agreements,
22 as your sworn testimony, Mr. Mitchell? 22 summary of the rate changes, put it in some
23 A.Yes, | do. 23 context in terms of rate comparisons across
24 Q.And at the Board's direction, have you 24 the country. And aswell, summarize the
25 prepared a presentation relative to what 25 process and the outcomes. Obviously, we were
Page 139 Page 140
1 al introduced this morning to the parties to 1 negotiated settlement asto how the marginal
2 this process; the Consumer Advocate, 2 cost should be incorporated into ratesin this
3 Industrial Customers, Newfoundland Power and 3 jurisdiction. So, we have successfully dealt
4 Hydro. The negotiations were tough at times, 4 with that issue which was probably the biggest
5 but I think al the other parties were fair in 5 issue from the last rate hearing. So, that
6 terms of the agreements that we came to and 6 was successfully dealt with.
7 the negotiations and so on.  The parties are 7 November 23rd there were three other
8 pleased to put forward the agreements and we 8 agreement signed; revenue requirement
9 fed that it resultsin awin, win for al, 9 agreement which basically settles the amounts
10 including most importantly, the ratepayersin 10 for the 2007 Cost of Service Study and as
11 the Provincewho benefit from the reduced 11 well, theRsp calculations. There was a
12 costs and stable rates as well. 12 further agreement on cost of service and rate
13 Well, the agreements are summarized. On 13 design and the other issues that were
14 October 20, therewas afirst agreement on 14 outstanding and basically, it dealt with the
15 cost of service, rate design and the rate 15 report on the value of the NP generation.
16 stabilization plan. Basically, that agreement 16 Again, over the last couple of hearings, that
17 dealt with the marginal cost study and it sets 17 was a significant issue from these hearings.
18 out rate design principles and outlines 2007 18 And Stone and Webster did areport on that and
19 rate and RSP reviews that are going to happen 19 it did get settled. And aswell, that second
20 thisyear. 20 agreement on November 23, there were some
21 Just as abit of abackground on that 21 other RSP issues and as well, there was an
22 one, the marginal cost study was an important 22 agreement on rural isolated rates.
23 issue and you're aware of, over the past 23 (1:115P.M.)
24 couple of hearings. And we had the expertsin 24 Andfinaly, therewasan agreement on
25 St. John's here for aday and we did cometo a 25 Labrador interconnected ratesas well. It
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1 outlines the 2007 rate freezeand a rate 1 asummary of the amounts or the numbers that
2 levelization in the 2008 to the 2011 period. 2 came out of the agreements in regard to
3 Thenext dide, there'sseveral points 3 revenue requirement. There was aforecast--
4 coming up now that are common to all the 4 changes were incorporated. We did redid the
5 agreements. So, |"ve categorized them upfront 5 forecast for the 2007 amounts and there was a
6 here. The agreements represent a reasoned 6 reduction in fuel cost, interest rates and so
7 consensus of the parties. There are 7 on, that amounted to 9.5 million dollars. And
8 individual agreements on variousissues and 8 there was an amount for errors and omissions
9 they’re not intended to be severable. Itis 9 of ahalf million, for atotal of 10 million.
10 intended that the cross-examination of witness 10 There were other revenue requirement changes
11 on agreed upon issueswould belimited to 11 which basically would be negotiated items, 2
12 questions of clarification. And parties 12 million dollars. There wasan amount, a
13 recommend that the Board make its 13 fairly significant amount of the RSP hydraulic
14 determination regarding agreed upon issues on 14 credit which was used in 2007 rates. And if |
15 the basis of the parties' agreements. Parties 15 just might add on that one, that was
16 consent to admission, to the record of all 16 incorporated into 2007 ratesin light of the
17 pre-filed testimony and exhibitsrelated to 17 fact that there was going to be aRsP review
18 issues which were agreed upon. And issues not 18 donein 2007. And as well, at that time, from
19 agreed upon, should be determined by the Board |19 Hydro' s perspective anyway, we knew or there
20 based on the full record of the hearing. So, 20 was a good chance, excellent chance, that we
21 that is a section that was common to all the 21 would be above the guide curvegoing into
22 agreements. 22 2007. So, it was almost to the effect that in
23 In terms of summary of the revenue 23 addition to this 23 million, there was more
24 requirement and RSP and other issues, the 24 money in the bank, so to speak, in terms of
25 dlide that’sin front of you now is basically 25 having good water, levelsof waterin our
Page 143 Page 144
1 reservoirs. So, that 23 million was used, at 1 Newfoundland Power’ s rates from the agreement,
2 that time to incorporate into 2007 and 2008 2 Newfoundland Power’ s rate will continue to be
3 rates. And the effects on each of the 3 atwo part energy structure with the run out
4 customers classes are shown there. 4 block set at Holyrood fuel costs. The demand
5 Newfoundland Power, a credit of 13 millionin 5 rate will be reduced to $4.00 per kilowatt per
6 2007 and seven millionin 2008. And the 6 month to better reflect current marginal
7 Industrial Customers, one million in 2007 and 7 capacity costs. And again, the was a
8 two million in 2008. 8 negotiated settlement, that was one of the
9 Aswell, the cFB Goose Bay Revenue Credit 9 important items coming out of the negotiations
10 was put back against the 2007 revenue 10 with the experts aswell. Demand billing rate
11 requirement. And that was an amount of three 11 will continue to apply to asingle winter
12 million dollars. And as well, the rate 12 peak. However, that demand billing approach
13 implementation date of January 1 was agreed 13 is goingto bereviewed this year with a
14 upon interms of interimrates. Further 14 review to see whether it shouldn’t be
15 pointsin the agreement, the cost of service 15 reflected in more winter months. So, we will
16 methodology was agreed upon with respect to 16 be meeting with Newfoundland Power and the
17 functionalization, classification and 17 other parties as well to discussthat. And
18 alocation. Rate design principle were 18 that’ sto be submitted to the Board by June
19 accepted and used by the partiesin reaching 19 30.
20 an agreement and are set out in attachment A 20 With regard to Industrial Customer rates,
21 tothe October 20, 2006 agreement. And | 21 while the level of the 2007 rates will
22 might say that these principles were a matter 22 decrease, the existing rate structure for
23 that was discussed and negotiated among the 23 Industrial Customerswill continue to apply.
24 experts to the hearing as well. 24 However, the Industrial Customer rate
25 Interms of asummary of the effect on 25 structure will be reviewed in 2007 in
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1 accordance with a negotiated framework for 1 looking at the necessity of the load variation
2 that rate design review. And again, that 2 component, enhancing the price signa for
3 framework is included in attachment to the 3 marginal consumption and possibly simplifying
4 agreement. 4 the RsPas well by tracking some provisions
5 Hydro will host atechnical conference on 5 elsewhere, other than in the Rate
6 thisissue with the parties--in the agreement 6 Stabilization Plan. Again, Hydro will host a
7 it says, assoon as practicable, but inno 7 technica conference on that issue as soon as
8 case, later than October 31, 2007. Andit's 8 practicable, but no later than October 31 and
9 agreed that the parties would use best efforts 9 it'sagreed that the partieswould use best
10 to have a January 1, 2008 rate implementation. 10 effort to incorporate the results of that in
11 With regards to therate stabilization 11 2008 rates.
12 plan, in 2007 Rate Stabilization Plan Design 12 On the next dlide, it’s just an overall
13 objectiveswill bedefined. And what this 13 summary of the reviews that are going to
14 basically is, is a look a the Rate 14 happenin 2007. We are going to establish
15 Stabilization Plan, it’s been in place for 20 15 termsfor these reviews by February 1st and
16 years now and there’s some elementsin there 16 that’ s as per the agreements. With regard to
17 other than fuel and hydrology and, | guess, in 17 the Newfoundland Power rate review, we're
18 discussing adding some more itemsinto the 18 targeting a June 30 filing. Andinregard to
19 Rate Stabilization Plan and considering the 19 theicratereview and the RSPreview, we're
20 issues that are already included, it was felt 20 targeting technical conference at the end of
21 that it was atimeto sit back and say, isthe 21 October and rate implementation on January 1,
22 Rate Stabilization Plan designed to do the 22 2008. So, these are the targets.
23 objectives that the partieswould like. So, 23 With regardto other items, customer
24 it'sastep back and have anew look at the 24 specifically assigned charges will continue to
25 Rate Stabilization Plan. We'regoing to be 25 be calculated as inthe past. There wasan
Page 147 Page 148
1 acceptance of the treatment of customer own 1 refurbishing of the Rattling Brook generating
2 generation in the cost of service in 2 station, that had the effect of the reducing
3 accordance with Stone & Webster's 3 fuel costs on the system. And the Industrial
4 recommendations. And that was basically an 4 Customershad some benefit from that. All
5 agreement to continue to give Newfoundland 5 components of rural isolated rateswill be
6 Power credit for their generation at embedded 6 subject to Newfoundland Power's rate
7 cost. There wasacouple of items that are 7 adjustments between General Rate Applications,
8 excluded that were there beforeand that is 8 similar to rural island interconnected
9 the transmission credit. And aswell, it was 9 customers. And that was triggered, thistime,
10 agreed that there would be no affect on the 10 by isolated customers having ahigher than
11 system load factor from Newfoundland Power's |11 averagerate increase in Hydro's proposal.
12 generation. SO, there's acouple of items 12 And what actually happens thereisthey missa
13 that got adjusted there. 13 couple of the rate stabilization plan
14 Hydro had proposed changes to the 14 adjustments along the way and there's a
15 treatment of CFB Goose Bay revenue credit. 15 catchup period. So, it wasfelt that really
16 And aswell, had proposed changesto the RsP 16 that these adjustments should be done
17 to include Rsp diesdl fuel--I'm sorry--to 17 periodically asisland customers are done.
18 included rural diesel fuel and purchase power 18 Aswas spoken of earlier this morning,
19 cost variances. But as part of this 19 there are a half adozen issue outstanding;
20 agreement, it was agreed that we would 20 automatic adjustment formula, integrated
21 withdraw that at thistime. And it would be 21 resource planning, reliability, benchmarking,
22 part of the RSP review. 22 oil purchasing and hedging and conservation.
23 Part of the agreement aswell was that 23 I’ll summarize some of the rate changes
24 Newfoundland Power’s load forecast would be |24 coming out of the agreements, but the on the
25 reduced to exclude the effect of their 25 dlide that’ s shown, there's a couple of items
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1 other than amounts coming out of the 1 As well, we've outlined future rate

2 agreementsthat do affect customers rates. 2 changes regarding the filing in December

3 And these are a couple of instances where the 3 versus what'sactually going to happen in

4 Province has contributed money and basically, 4 terms of the agreement. And it' s important to

5 there was aten million dollars contribution 5 notethat in filing, the numbersthat are

6 to the Rate Stabilization Plan back last year 6 shown here, for instance, in Labrador West,

7 paying off,in effect, Stephenville’'s RsP 7 these rates changes were going to occur in any

8 balance, historic balance. The Provinceis 8 event, without ageneral rate application or

9 also committed to funding rural isolated areas 9 they were planned to occur if the Board were
10 where these larger than average increases that 10 to approve them. So, theserate changes are
11 | spoke of aminute ago, they have funded this 11 shown and then on theright hand sideisthe
12 cause so that there would be a phasing there 12 resulting changes coming out of the agreement.
13 over the next couple of years. 13 S0, in the case of Labrador West, for example,
14 Slide 19 shows our original filing and 14 the domestic customer class, there was a
15 the effect of the agreements aswell asthe 15 planned 18 to 20 percent annual increasein
16 contributionsthat | just spoke of. So, | 16 each of 2007 and 2008. That's basically been
17 won'’t read out those amounts, but one thing | 17 spread out now over four years, 2008 to 2011.
18 will point out isthat up until a couple of 18 So, | won't read out each of these amounts,
19 days ago, the amount for Industrial Customers 19 but basically the rate increases are spread
20 was 13.9 percent decrease. But the Rate 20 out over alonger period of time. Onething |
21 Stabilization Plan for December was completed 21 will highlight, on the screen under Happy
22 late last week and we'veincorporated the 22 Valley/Goose Bay, there's alarger generd
23 latest Rate Stabilization actuals to December 23 service class that’s shown. That's probably
24 for Industrial Customers. So, their decrease 24 never made it to your printed copies, but
25 is now 18.3 percent. 25 there was one item that was missed there that
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1 we'veincluded. And that’slarger general 1 Hydro' s planned 8.2 percent annual increaseis

2 service, 0.7 to 7.8 percent in 2007; that 2 now down to an 18.3 percent decrease. So,

3 range of increases is no moved out to 2008. 3 again, the reason for that decrease is

4 To put the rate changes in some context, 4 outlined in the pie chart; 64 percent of itis

5 we've gone back to July of 2004, our last rate 5 due to the historic plan which is mainly the

6 change. And sincethen, there’ sbea4.7 RsP 6 contribution of the 10 million dollars by

7 increase in July of 2005, 4.8 percent in 2006. 7 government; 28 percent of it isdue to the

8 And then there was aplanned 4.6 percent 8 current Rate Stabilization Plan and eight

9 increase because of the General Rate 9 percent is because of the revenue requirement
10 Application planned for January '07 and as we 10 change.
11 know, that’snow down to, for residentia 11 I’ve outline residential bill comparison
12 customers, it's down to .08 percent. That 12 with other provinces and obviously Manitoba
13 decrease, 4.6 percent down to .08 percent, 13 Hydro, Bc Hydro, Hydro Quebec are the leaders
14 there' sapie chart showing the reasonsfor 14 and have been for quite some time, in terms of
15 that; 54 percent of it isdue tothe RsP 15 rates. We are looking at, in terms of our own
16 hydraulic credit which was put against 16 rate, looking at competitiveness within
17 Newfoundland Power’ s rate and 46 percent of it 17 Atlantic Canada and you can see that the rate
18 was due to a revenue requirement change as 18 is competitive within Atlantic Canada. New
19 part of the agreements. 19 Brunswick Power, the government intervened
20 With regard to Industrial Customers, on 20 thereand they had put acap onthe rate
21 January '05, they hada 10 percent annual 21 increase last year. Maritime Electric is
22 increase. They have a 6 percent annual 22 subject to six percent GST only and they don't
23 increase on January of '06. In October of 23 get the provincial portion. And aswell, Nova
24 2006, there was a six percent annual decrease 24 Scotia Power, the government there has given
25 because of government action. And aswell, 25 an HST rebate aswell. So, the idand
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1 interconnected rate is competitive within 1 was approved by the regulator, but the
2 Atlantic Canada. Onthe next dide, it just 2 government had put a cap on the increase
3 outlines some increases that have been asked 3 there.
4 for recently. Nova Scotia Power have 4 Some commentary here on the process and
5 requested a 7.5 percent increase effective 5 just put it alittle bit in perspective. |
6 April 1, 2007. Hydro Quebec, 2.8 percent 6 know you, Mr. Chair, had spoke earlier about
7 increase effective April 1. SaskPower has 7 the cost and so on. If you look back at the
8 requested a 4.3 percent increase. 8 rate hearing cost that was paid by Hydro back
9 (L.35P.M.) 9 in 2001, it was 4.3 million dollars, andin
10  A. Andinterestingly enough, last week there was- 10 2003 it was 3.8 milliondollars. So it's
11 -a Notice came out with regard to a negotiated 11 fairly significant cost. But on the following
12 settlement affecting areductionin Bc. So, 12 chart there we don’t have all the costsin on
13 the BC rate increase, effective July 1, 2006 13 this hearing just yet, but we know an estimate
14 went from 4.7 down to 1.5 and there' s alittle 14 of Hydro’sinternal salaries, acomponent of
15 bit more to that one. | think there' satwo 15 theearlier dlide andin relationto 2003
16 percent rider going on again February 1, but 16 we're about half theinternal cost of the 2003
17 thisjust gives anideaof the rate changes 17 hearing. And aswell, the timefrom the
18 that are happening around the country. With 18 filing to interim rate implementation was five
19 regard to Industrial rates, obviously, they're 19 months this time and previously it was 13 and
20 competitive with the decrease there, 4. 9 20 15 months. Having said that, we did start
21 cents, alittle bit lessthan Hydro Quebec. 21 this process back earlierin theyear, so
22 I’'m sure Mr. Hutchingsiis pleased. SaskPower, 22 there was some work that went into this prior
23 NB Power, Nova Scotia Power and soon are 23 to our filing.
24 higher, obviously, than our Industrial rate. 24 Requests for information are outlined on
25 Again, New Brunswick Power had an amount that 25 the next dide. There's around 650 requests
Page 155 Page 156
1 for information thistimeround. 2003 there 1 obviously, wasthe direction given by the
2 were around 1500. And just a couple of items 2 Board early last year. The Board has sent out
3 onthat. The negotiations do streamline the 3 aletter to the parties and they had spoken to
4 process, it isfelt. The parties are able to 4 the partiesthat they would liketo seethe
5 talk directly with each other and so on. But 5 cooperation of the stakeholdersand permit
6 one aspect of that isthat thereis still a 6 timely conclusion to what was planned to be
7 need to get a certain amount of information on 7 two GRAS lastyear. They required, you
8 therecord, and sothat’s why there’'s 650 8 required a proactive approach from everybody
9 RFIS. Thereis aneed to document what’'s 9 to allow the general rate applications to move
10 being done. | think from Hydro’s perspective 10 forward at an unprecedented pace, and Hydro
11 wewould say that the onesthat are on the 11 was requested to discuss with the parties the
12 record are the harder ones from previous 12 intended schedules and any other steps that
13 times, and maybe alot of the information was 13 could be taken to facilitate the timeline that
14 shared that’s not here thistime. So | think 14 the Board had outlined.
15 the ones that areon therecord are solid, 15 The other background here was that it was
16 tough RFIs for the most part. That's the way 16 known that in the United States, particularly
17 Hydro would spin it, anyway. Information, as 17 there s-it’sfairly common to settle issues
18 we said, till hasto get on the record, so. 18 and even settlethe entirerate case. In
19 In terms of the drivers for the success 19 Canada it’ s becoming more common, as was just
20 this time round, we did have some success the 20 mentioned with regard to British Columbia,
21 last hearing with the rate stabilization plan 21 that regulators pursue aternate dispute
22 negotiations. These were fairly complex 22 resolution, so there was that background
23 negotiations and it was felt that that was at 23 there. It's alsofelt that the province,
24 least some indication of what could be donein 24 we'reonly half amillion peopleand, you
25 the future. Another very important driver, 25 know, there is an onus on participants to have
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1 an efficient and effective process whichis 1 process which may not have even been
2 less time consuming and costly than probably 2 considered or achievable in a contested

3 the past processes. And thistime round the 3 hearing. And | think that was mentioned
4 circumstances were devel oped which facilitated 4 earlier, aswell. And we feel that negotiated

5 settlement, and that’ s basically we were able 5 settlement has resulted in awin, win such

6 to have practically no rate increase. | guess 6 that the agreement resulted in a January 1st

7 wewould only hopein thefuture when, you 7 rate implementation which wasrequested by
8 know, no doubt there will be rate increasesin 8 Hydro.

9 the future that there will till be ableto be 9 And Mr. Martin had spoken earlier about
10 settlement in spit of having some rate 10 Hydro getting back to a level of

11 increases. 11 profitability. Thischart infront of you

12 The outcomes, negotiated settlement does 12 shows from 2003 upto 2007. And basically
13 result in more efficient and effective process 13 what happens hereisthat in 2003 there was a
14 with cost savings and resource savings. The 14 loss on our regulated operations. We did, by
15 resulting savings, cost savings have been 15 implementing ratesin 2004, return again to a
16 shared with customersin theform of lower 16 level of profitability. Again, as you move
17 rates. Also, Hydro provided information to 17 away from a test year the return, with

18 the province, and, as was seen, they came with 18 increasing costs and so on, the return will

19 acouple of solutionsin regards to industrial 19 decline. Andagain, in 2007 withthe new
20 rates and isolated customer rates. 20 rates in place, obviously we're projecting to
21 The negotiated settlement did permit a 21 earn a return and a measure of profit this
22 thorough and rigorous review of Hydro's 22 year, otherwise, there would have been aloss.
23 application and in this regard the regulatory 23 And that’s shown on the next chart. It was
24 process has been respected. 24 very important to Hydro in this case to get a
25 Solutions were developed during this 25 rate on January 1st. Asyou can see, once you
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1 go past January 1st, if the rate 1 level of the return without a rate increase

2 implementation was delayed, there’sa quick 2 has been achieved through cost reductions and
3 deterioration in our level of profit. And 3 the big items there were fuel and interest and
4 that’ swhy it’ s so important--it' s because of 4 aswell through the use of the RSP hydraulic

5 the demand energy rate structure with 5 surplus.

6 Newfoundland Power, obviously the winter 6 | think Mr. Martin again spoke about this

7 period isvery important. Andyou know, in 7 areain terms of Hydro's short-term financial
8 the future | think we're going to have to 8 picture andin terms of Hydro's financial

9 target, in some manner, aJanuary 1st rate 9 plansin thenear term. InHydro's filed

10 implementation. As you can see from the 10 evidence it is stated that there continuesto

11 chart, had we not got the rates all year, it 11 beinherent risks of alow rate of return on

12 would have been an eight million dollar loss, 12 Hydro's financial integrity and Hydro is
13 eight or nine million dollar loss. 13 working to address these issues, so. | think

14 Some questions about your short-term 14 Ms. Newman had asked Mr. Martin these
15 financial picture wasasked of Mr. Martin. 15 questions, so.

16 And this may be somewhat of arepeat, but 16 With regard to future general rate

17 Hydro has returned to alevel of profitability 17 applications, | think there has been a

18 and thus isableto avoid aloss which was 18 maturing of the regulatory processin the
19 projected thisyear and it would have had a 19 province, as has been mentioned earlier. The
20 negative impact, obviously, onthe Company. 20 parties do encourage future negotiation
21 This has been accomplished, return to alevel 21 processes and it’ s recognized that the Board
22 of profitability has been accomplished with 22 playsavery important part in this, ashas

23 virtually no rate increases and without 23 been expressed earlier with regard to this
24 jeopardizing employee safety, customer service 24 process, and that isthat the Board pursues
25 or future rate stability. Anincreasein the 25 thisasa means of solving some of therate
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1 Issues. So we encourage the Board to continue 1 opportunity to comment briefly, if they wish.
2 aong thisline of thinking and pursue this 2 MR. JOHNSON:
3 with the parties. 3 Q. Mr. Chairman, | don't plan to make any further
4 Again, | had anote hereto thank Mr. 4 comments.
5 Kennedy, who was afacilitator in the process, 5 CHAIRMAN:
6 so, and as well the Board staff who we had met 6 Q. Anybody else?
7 with a couple of times, so. So that’sit from 7 HUTCHINGS, Q.C.:
8 our perspective. 8 Q. Nothing further.
9 BUTLER, Q.C.. 9 CHAIRMAN:
10 Q. Mr. Chairman, | wonder if | might point out, 10 Q. Okay. Ms. Newman? No?
11 the discrepancy between the hard copy and the 11 MS. NEWMAN:
12 electronic copy of dlide 20 should be 12 Q. Yes, Mr. Charman. I'm wondering, I'm
13 something that we would want to correct. So 13 prepared to proceed, | have about two
14 and | might have missed it, but have the 14 questions. Thisis new information to the
15 slides been labelled with an exhibit number? 15 Board in that it wasn't pre-filed. If you
16 MS. NEWMAN: 16 wish, you know, | can proceed and ask the
17 Q. No. We€'ll do that now, it'sGM No. 1. And 17 questions, we can get it over with or we could
18 they should be sent to us electronically, | 18 bring Mr. Mitchell back tomorrow.
19 guess, if they haven't already then and we'll 19 CHAIRMAN:
20 get the correct version electronically. 20 Q.| think we had atarget of two. That seemsto
21 BUTLER, Q.C:: 21 be achievable, soif everybody isokay, go
22 Q. Thank you, very much. 22 ahead, yeah.
23 CHAIRMAN: 23 MS. NEWMAN:
24 Q. Thank you, Mr. Mitchell, Ms. Butler. Thisis 24 Q. Soboth questions, Mr. Mitchell, relate to
25 ajoint presentation. 1'll give anybody the 25 RFIs that the Board put to Hydro. Thefirst
Page 163 Page 164
1 oneisPUB-23 NLH. And thisrFI relatesto 1 to correct it. But our perspective on thisis
2 the revenue requirement agreement, and in 2 we would draw a distinction between matters of
3 particular it relatesto the settlement in 3 regulatory practice as to what’sgoing on
4 relation to the Natuashish costs. | wonder if 4 here. And let me explain. Theissue of
5 you can clarify for the record if the 5 whether or not acost incurredin asingle
6 Natuashish costsis to be put off to the 6 year which is then deferred to be recovered in
7 future, including the issue of whether there's 7 asubsequent year isall that this agreement
8 to be any recovery? Reading the RFI answer, | 8 relatesto. So, for example, put thisin some
9 just wanted to make sure that that was clear 9 perspective, it is possible that we may incur
10 on the record that the entire issue was being 10 costsin 2007 inrelation to thisissue. We
11 put off, not just the timing or the amount. 11 don't, at this point, know for sure. Andin
12 MR. YOUNG: 12 the agreement we said were that to occur,
13 Q. Mr. Chair, if it please the Board, I'd liketo 13 would the parties object to Hydro applying to
14 respond to that, if | might? | think thisis, 14 the Board to defer those costsinto alater
15 to some degree, a matter of legal 15 year. And that does raise issues of
16 interpretation and regulatory practice more 16 regulatory practice and principles. My
17 than it isspecifically ratesevidence, as 17 understanding of the agreement on this point
18 such. AndI’d alsoindicate that to some 18 isthat the parties do not have any problem
19 degree this question which is being posed and 19 with Hydro making the application as to the
20 at this point being answered by meis one 20 deferral. And sometimes, of course, this
21 that’sreally inrelationto the agreement. 21 comes into retroactive rate making or recovery
22 So it may be that I’m speaking or mis-speaking 22 of costs later, something you’ d normally have
23 the common interpretation. And of course, if 23 to ask the Board special leave for, and our
24 other counsel for other parties have a 24 understanding is the parties don’t object to
25 dlightly different take on this, I'd ask them 25 that. But that doesn’'t answer the other
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1 issue, asto whether or not any of these 1 recall there wasthree reviews that were
2 specific costs would be agreed to by the Board 2 contemplated; the wholesale power rate design
3 or by the parties, from the point of view of 3 for Newfoundland Power; the rate design for
4 their consent, and the manner of the recovery. 4 the 1cs; and the redesign of the RsPto better
5 Soif | can, just to be clear here, what the 5 meet design objectives. And this agreement
6 parties, as | understand it, are doing in this 6 lays out in some detail the process that’sto
7 agreement is permitting Hydro to apply to the 7 be followed in terms of these reviews, and to
8 Board without objecting to the principle of 8 some degree some principles that were deemed
9 the deferral. But the level of cost recovery 9 to be important. It does set out some
10 is not something that they have joined issue 10 timelines and some obligations on the various
11 in at al and they would be free to make any 11 parties. | justwant to clarify for the
12 representations to the Board on that point at 12 record that the aspects of this agreement that
13 al. | hopethat clarifiesit. 13 relate to process and principles are severable
14 MS. NEWMAN: 14 in the sense that the parties are not seeking
15 Q. If there’'s no comment from the other parties, 15 the sanction of the Board of those particular
16 they’'re al in agreement, that’ s fine from my 16 things, and in fact, they’re very fluid and
17 perspective in terms of clarifying that issue. 17 may change over the course of the development
18 Thanks. 18 of these three reviews?
19 The next RFI, next issue, the last 19 MR. YOUNG:
20 question is similar. It relates to the 20 Q. Mr. Chair, you might noticethat Ms. Newman
21 agreement and interpretation of how that’s to 21 was looking at me when she asked the question,
22 be applied by the Board. 1I'm referring to an 22 and it’s probably appropriate because I'm
23 RFI put to Hydro, it's PUB-25, 25, NLH. And 23 goingto jumpinagain. | don't think Mr.
24 that comes from the first agreement, the cost 24 Mitchell will be upset with that.
25 of service agreement where everyone will 25 A. Fed free.
Page 167 Page 168
1  Q.And the answer to the RFI, | think, 1 filing, as such, if they wereto advisethe
2 essentially indicates Hydro'sview on this, 2 parties, Hydro or the partiesthat some of
3 but I should elaborate, obviously, because an 3 these timelines might be, for example,
4 elaboration isrequired. | would like to make 4 ambitious or that there might be other issues
5 it clear that if the Board felt that these had 5 that we would wish to pursue, we would be only
6 to be severable from Hydro' s perspective, that 6 too happy to receive that guidance, either
7 would be fine, but I should explain why we 7 through the Board directly or from the Board
8 feel that way. Asopposed to the various 8 staff, if it’'scommunicated in that manner.
9 things inthe agreement which have direct 9 But at core here we don’t believe, and again,
10 impact on revenue requirement or on the 10 | would ask the other partiesto add their
11 outcome or the December the 6th filing, and 11 viewpoint if it differs from this one, but at
12 particularly costing methodologies, what these 12 core here we don't believe that the nature of
13 review processes do is set out a framework for 13 this portion of the agreement really requires
14 the parties to negotiate further. And the 14 the Board to take any particular action on it
15 parties, in their discussions, determined that 15 and in that sense we see that it is severable
16 it would be better and more productive if they 16 if necessary, but not necessarily severable,
17 were to put that within some sort of framework 17 if 1 can putitthat way. | don't know if
18 other than just we'll get back together again 18 that clarifiesthat.
19 in the summer, put some time tables on that, 19 MS. WHALEN:
20 list the principles that we were going to 20 Q. Except for the last three words.
21 engagein and discuss. If the Board wereto 21 MR. YOUNG:
22 take no particular view on any of those 22 Q.I'm probably beating up anold historical
23 agreements or were to advise the parties that 23 metaphor. But | guess our perspectiveisthat
24 the agreements that the parties have made, 24 if the Board determinesit hasto take a view
25 which doesn’t really form part of the revised 25 onthisand it hasto carve these out as part
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1 of the agreement, we'refinewith that. We 1 nonetheless and have agreed to be bound by
2 don’'t feel the Board's jurisdiction would be 2 what they’ ve agreed to, so it is severablein
3 moved to have to do that, though. We think 3 that sense in that the Board doesn’'t have to
4 the parties have essentially communicated to 4 deal with it, but as amongst ourselves, it's
5 the Board something we intend to carry onto 5 part of the package.
6 do and it doesn't require any particular 6 CHAIRMAN:
7 remedy order of the Board on that part. 7 Q. Thank you. Anything else?
8 CHAIRMAN: 8 MS. NEWMAN:
9 Q. Any particular comment? 9 Q.| haveno further questions.
10 HUTCHINGS, Q.C.: 10 MR. JOHNSON:
11 Q. Mr. Chair, if I might, and we discussed this 11 Q.| adopt the words of my learned friend.
12 in the counsel meeting earlier on. | think, 12 MS. NEWMAN:
13 you know, in terms of the relationship between 13 Q. Thank you, Mr. Mitchell, for yours and your
14 the parties here, | mean, the agreements were 14 able assistants wonderful answers. Thank you.
15 not severable because they were all a part of 15 CHAIRMAN:
16 a packageand we all agreedto do those 16 Q. Thank you, Ms. Newman. Commissioner Whalen,
17 things. But simply because these review 17 any questions?
18 processes are in the agreements doesn’t 18 VICE-CHAIR WHALEN:
19 necessarily mean that the Board hasto order 19 Q.| have no questions. Thank you, Mr. Mitchell.
20 anything, as Mr. Young has pointed out. So 20 That was very helpful.
21 from the Board's point of view, | think you 21 CHAIRMAN:
22 need to consider what order you want to make 22 Q.| have no particular questions, Mr. Mitchell,
23 about rates and any other specifics, you don’'t 23 just | guess some fina--do you have any
24 need to make any order about these processes, 24 redirect?
25 | don't think. But the parties will 25 BUTLER, Q.C.:
Page 171 Page 172
1 Q.| haveno redirect, Mr. Chairman. 1'm just 1 discipline and strength. | avoided the
2 curious asto whether the witness, once the 2 temptation of alcohol asaremedy to see me
3 panel is finished with the questions, is 3 through it, to tell you the truth. But in any
4 relieved because anticipating the panel, Mr. 4 event, 61 days, which was quite a marathon
5 Henderson and Mr. Haynes, thenfirst thing 5 hearing, respecting the fact that it wasthe
6 tomorrow morning. 6 first fully regulated hearing of Hydro at the
7 CHAIRMAN: 7 time. 2003, 35 days, you know, and | think
8 Q. That would be my understanding. Mr. Haynes 8 the consensus is, by theend of this week
9 and Mr. Henderson are the next scheduled 9 hopefully, we will have concluded the
10 witnesses, Ms. Newman? Isthat correct? 10 substantive part of the hearing. Soitisa
11 MS. NEWMAN: 11 remarkable achievement, there'sno question
12 Q. Yes, yes. 12 about it, and | think there's--again,
13 CHAIRMAN: 13 everybody respects the fact that there’sno
14 Q. We€'ll befine. Just, | guess, just onefina 14 expectation that this, a settlement processis
15 comment, and | won’'t belabour this, but as | 15 always going to be as successful as this, but
16 indicated this morning, | guess, in my opening 16 certainly, | think it behoovesall of usto
17 remarks, | want to commend all the partiesin 17 try this in the first instance, in the
18 terms of the work in this area and what' s been 18 interest of regulatory efficiency and reduced
19 accomplished here. | thinkit is indeed 19 costs, and see what can be achieved. There's
20 significant. | know, Mr. Mitchell, it's 20 no doubt about that. And | fully realize
21 reflected in terms of the costsin here, but 21 there may be improvements to this past process
22 justto comment. | think thefirst fully 22 aswell, and as far asthe Board is concerned,
23 regulated hearing of Hydro in 2001, | was here 23 we're committed to working with the parties to
24 about three months at the time, took 61 days, 24 see what they can be, certainly, and if
25 as I recall. | didn’'t know | had such 25 there' s anything that makes sense here and we
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1 can streamline thisprocess a little bit 1
2 further, well, that’ s fine, we're all wanting 2
3 to do that. 3
4 | think with regard to the capital budget 4
5 process, there' s been some headway made there 5
6 aswell, and | think there’ s some guidelines, 6
7 | believe, going out, the provisional 7
8 guidelines, to see what, if any, improvements 8
9 can bemadein that area. Sol think we're 9

10 all working toward the same end here, and it 10

11 seems there is a good measure of cooperation, 11

12 and hopefully that can continue, in the 12

13 interest of ratepayers and ultimately in 13

14 improving the regulatory efficiency of these

15 processesin general. Sol just want to make

16 those final comments, | guess. Thank you very

17 much.

18 2:00 right on the button--one minute to.

19 Inany event, that concludes the proceeding

20 for today. 1'dliketothank Mr. Martin as

21 well for his appearance here this morning, and

22 Mr. Mitchell, and we'll see everybody 9:00

23 tomorrow morning with Mr. Henderson and Mr.

24 Haynes. Thank you.
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