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1 October 15, 2009 1 Newfoundland Power and remained within the
2 (9:00 am.) 2 Fortis family?
3 CHAIRMAN: 3 MR.LUDLOW:
4 Q. Arethere any preliminary matters before we 4 A. | can't confirm that he started with
5 turn it over to Mr. Johnson again to continue 5 Newfoundland Power, but he did join us shortly
6 with his cross-examination. No, back to you, 6 after graduation from Memorial University,
7 Sir. 7 that is correct.
8 MR. JOHNSON: 8 MR. JOHNSON:
9 Q. Thank you, Mr. Chairman. Good morning, Mr. 9 Q. Yes, andin terms of, | understand, Carl
10 Chairman, Commissioners. Good morning, Mr. 10 Smith, who isthe previous President, your
11 Ludlow and Ms. Perry. 11 predecessor, he' s left Newfoundland Power and
12 MS. PERRY: 12 he's goneto Fortis, Alberta?
13 Q. Good morning. 13 MR.LUDLOW:
14 MR.LUDLOW: 14  A. That'scorrect.
15 Q. Good morning. 15 MR. JOHNSON:
16 MR. JOHNSON: 16 Q. And prior to him coming to Newfoundland Power
17 Q. Mr. Ludlow, | note yesterday you indicated 17 as President, was he also affiliated with a
18 that it appeared that Newfoundland and 18 Fortis organization?
19 Labrador Hydro will be before the Board within 19 MR. LUDLOW:
20 the next 12 to 18 months. Y ou indicated that 20 A. Carl would beVice President of Finance, and
21 was your understanding, and | takeit you're 21 Chief Financial Officer for Fortis
22 referringto agenera rate application by 22 Incorporated.
23 Newfoundland and Labrador Hydro, are you? 23 MR. JOHNSON:
24 MR.LUDLOW: 24 Q. And Mr. Gary Smith, who is your current
25 A. Mr. Chairman, it's my understanding from 25 President, prior to him coming here, he was
Page 2 Page 4
1 discussions, nothing confirmed or anything 1 with Fortis Alberta. Had he been with Fortis
2 else, but it’s my impression that they will be 2 Albertafor aperiod of time?
3 in front of this board within the next year or 3 MR.LUDLOW:
4 so, two years. 4 A. Mr. Smith isthe current Vice President,
5 MR. JOHNSON: 5 Engineering and Operations, and he was with
6 Q. Okay, and you would have that from pretty high 6 Fortis Albertafor two years.
7 sources as to Newfoundland and Labrador Hydro? 7 MR. JOHNSON:
8 MR.LUDLOW: 8 Q. And prior to that, had he been with aFortis
9 A. | suggest Mr. Johnson might be better to 9 Company?
10 address that to Newfoundland and Labrador 10 MR. LUDLOW:
11 Hydro. 11 A. Hewaswith Maritime Electric prior to that,
12 MR. JOHNSON: 12 that is correct.
13 Q. Now let metalk about your executive team for 13 MR. JOHNSON:
14 amoment, Mr. Ludlow. | think you indicated 14 Q. Andyou had been with Maritime Electric a one
15 yesterday that you’ ve been part of the Fortis 15 point as well, isthat correct?
16 family, | guess, right from the time you 16 MR.LUDLOW:
17 became an engineer, would that be about right? 17  A. Yes, | have, that's correct as well.
18 MR. LUDLOW: 18 MR. JOHNSON:
19 A. That'scorrect, | joined Newfoundland Power in 19 Q. AndMr. Alteen was with Newfoundland Power
20 1980. 20 when you joined the executive team of
21 MR. JOHNSON: 21 Newfoundland Power, would that be right?
22 Q. Yeah,| guessit predates Fortis, and, for 22 MR.LUDLOW:
23 instance, Mr. Phonse Delaney, who isyour vP 23 A. Whenl joined the executiveteamin 1997 at
24 of Engineering Operations, he would likewise 24 Newfoundland Power, Mr. Alteen was there at
25 have been someone who started off with 25 that point, yes.
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1 MR. JOHNSON: 1 technician would be charged out at a market
2 Q. Butat that point, hewasn’t amember of the 2 rate?
3 executive, | take it? 3 MR.LUDLOW:
4 MR. LUDLOW: 4 A. Therate charged the engineering technologist
5 A. Thatiscorrect. 5 -- the actual rates| will defer to Ms. Perry,
6 MR. JOHNSON: 6 but the secondment -- I’'m not sure of the
7 Q. So,1 guess, thepoint I'm driving at, and | 7 actual rate at this point, Mr. Johnson. Ms.
8 know there's probably some exceptionstoit, 8 Perry can answer that question for you.
9 but by and large, alot of the executive ranks 9 MR. JOHNSON:
10 of Newfoundland Power and the other Fortis 10 Q. But areyou aware of whether or not it's
11 companies, it seemsto me comeswithin the 11 charged out on amarket rate? | appreciate
12 Fortis family. Like, for instance, you 12 you may not know the detail of what the rate
13 wouldn’t see many adsin the Globe and Mail 13 is, but isit amarket rate?
14 seeking an executiveto join one of the 14 MR. LUDLOW:
15 companies, it's sort of internal. Would that 15 A. What | do know, Mr. Chairman, the executive,
16 be afair assessment of mine? 16 when seconded, are seconded at 1.2 times fully
17 MR. LUDLOW: 17 loaded cost. Engineers are 2 times cost, which
18 A. It would bea fair assessment from your 18 is as per the, | guess, PEGNL, or the
19 description of Newfoundland Power, but | would |19 Professional Engineers and Geoscientists of
20 not broaden that to the Fortis Group of 20 Newfoundland and Labrador, and where market
21 Companies, no, | would not. 21 rates are available, they basically are
22 MR. JOHNSON: 22 applied. That'smy understanding of the
23 Q. I'mcontent that it'safair assessment for 23 process.
24 Newfoundland Power. 1'd liketo turn to an 24 MR. JOHNSON:
25 issue of secondments, Mr. Ludlow, and for that 25 Q. Could| just turn your attention to 151, which
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1 purpose, would you please turn to CA-NP-150. 1 isthe next RFI. Inthis RFI, Mr. Ludlow, |
2 Mr. Ludlow, in this RFI, we requested to 2 asked the Company to compare the markup rate
3 provide details as to Newfoundland Power 3 used in respect of inter-corporate charges for
4 personnel just over the past three years, 4 managers and executives to the markup applied
5 including the present year, who've been 5 to Newfoundland Power’ s personnel who provide
6 seconded to other Fortis Inc. companies, and 6 services under contract with Aliant Telecom
7 inthat table, obviously, your Company has 7 Inc, and at Table 1, thetechnologist from
8 indicated four such secondments to other 8 Aliant Servicesis charged out at 1.45 times
9 Fortis companies, and | just note, first of 9 cost, whereas the executive and manager
10 al, the engineering technologist who was 10 component of your Company, when they’re put
11 seconded to Fortissc from February, '07 to 11 out for Fortis duties, it's 1.2 times cost,
12 August ' 07, and how would that secondment work 12 correct?
13 from amoney point of view? Like, would he 13 MR. LUDLOW:
14 come -- would Newfoundland Power receive 14  A. That'scorrect.
15 compensation for that particular engineering 15 MR. JOHNSON:
16 technologist going out to Fortisac to perform 16 Q. Sowould the amount being charged, and | guess
17 duties for that operation? 17 I'll address thiswith Ms. Perry is probably
18 MR. LUDLOW: 18 what you're going to tell me next, whichis
19 A. Yes, they would. 19 okay --
20 MR. JOHNSON: 20 MR.LUDLOW:
21 Q. Pardon me? 21 . It depends on what you ask me, | guess.
22 MR.LUDLOW: 22 MR. JOHNSON:
23 A. Yes, wewould. 23 Q. Now intermsof the Treasurer of the Company,
24 MR. JOHNSON: 24 that individual, as| understand it, was
25 Q. We would, okay, and that engineering 25 seconded to Fortis Inc, and I’'m back at 150
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1 now. Yes, the Treasurer was seconded to 1 seeing here, come about? | mean, does
2 Fortis Inc. from December, 2007,to June, 2 Newfoundland Power initiative the secondment
3 2009. Mr. Ludlow, who isthe Treasurer of 3 or does Fortis say, look, we need some people
4 Newfoundland Power? 4 over here?
5 MR. LUDLOW: 5 MR. LUDLOW:
6 A. I'm thinking, Mr. Chairman, becauseif my 6 A. Wdll, usualy, Mr. Chairman, theway this
7 memory serves, we do not have a position of 7 would work is Fortis, athough it'sa big
8 Treasurer at the present time. 8 Company, FortisInc. itself is probably only
9 MR. JOHNSON: 9 14/15 employees, and the subsidiaries, for
10 Q. Sodo you remember who the Treasurer was from 10 example, let’s go to FortisBC as an example,
11 December, 2007, to June, 20097 11 and the engineering technologist, there would
12 MR. LUDLOW: 12 be a request go out to probably within the
13 A. | canbasicaly in this circumstance, between 13 Fortis Company, say, if there’s onethat has
14 December 2007, and 2009, if my memory serves 14 the skillset and could avail of this short
15 right, we reorganized the Accounting and 15 term, and theway | personally look at these
16 Finance Department at that point, and Mr. 16 opportunities for employees is it's an
17 Jamie Roberts took over as the Manager of 17 opportunity to grow, learn, and have someone
18 Finance during that period, and that included 18 else pay for the training. In that case, and
19 the Treasurer duties. Whether he was called 19 that oneis before my time returning, but in
20 Treasurer or whether he was called Manager of 20 general is where | would speak to, Mr.
21 Finance, but that was hisrole during that 21 Chairman, a call may very well come into our
22 period, and he later |eft the Company. 22 Human Resources Department or an e-mail to me
23 MR. JOHNSON: 23 directly, and that would be-- it'snot a
24 Q. When heleft the Company, did he go with the 24 grandiose formal process, and in particular,
25 Fortis Company? 25 if there’s an opportunity, and that’s the way
Page 10 Page 12
1(9:15am.) 1 welook at it. That'sroughly how it would
2 MR.LUDLOW: 2 work, Mr. Johnson.
3 A. Hedid, actually. Hewas promotedto the 3 MR. JOHNSON:
4 position of cFo with Fortis Properties. 4 Q. Forinstance, the Treasurer who was gone from
5 MR. JOHNSON: 5 December, 07 to June, '09, | mean, that's a
6 Q. Andthe Director of Financia Reporting and 6 rather long engagement, Mr. Ludlow, unless
7 Treasury who was seconded to again Fortis Inc. 7 you're saying that you just didn't need the
8 from March, ' 07 to December, '07, who is that 8 Treasurer at Newfoundland Power. |s that what
9 individual, Mr. Ludlow? 9 you're indicating?
10 MR. LUDLOW: 10 MR. LUDLOW:
11  A. I'mstruggling on thisone for the actual 11 A. No, | wouldn'tindicate wedidn't need the
12 name, but | know the young lady that’s now 12 person, but at the same point in time when we
13 with Fortis -- she’snot with us, she' swith 13 reorganized in -- actually, the reorganization
14 FortisInc. at thispointin time. Her name 14 occurred after the 2008 rate application, and
15 escapes me, Mr. Johnson. 15 the hearings were completed in November, and
16 MR. JOHNSON: 16 we reorganized and the Treasurer at that point
17 Q. When | seethe secondment period of December, |17 seconded to Fortis. So we looked at it, and
18 2007, the assumption | had in reading it was 18 we said, well, can we keep going, and one of
19 that that individual came back to Newfoundland |19 the thingswe're alwayslooking for inthis
20 Power, but that would not be accurate, | take 20 Company isaway to consolidate, reorganize,
21 it? 21 and reduce costs. When the opportunity came
22 MS.LUDLOW: 22 up, we had an opportunity here that someone
23 A. Thatiscorrect. Neither did the Treasurer. 23 elsepicked up therates, and when we were
24 MR. JOHNSON: 24 ableto go through for a period to this year,
25 Q. Andhow do these secondments, such aswe're |25 we said, well, we don’t need that position,
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1 and they said, well, we'll keep it, and that’s 1 about, Mr. Ludlow?
2 what happened. Tous, it seems to be an 2 MR. LUDLOW:
3 effective way to operate. 3 A lguess it cameabout asa result of two
4 MR. JOHNSON: 4 hurricanes hitting the Turks and Caicos within
5 Q. Withrespect to the Director of Environment, 5 one week, and the names escape me right now,
6 do you know any details about that secondment 6 but I know one of them asa"H" name, and from
7 to Fortis Alberta, Mr. Ludlow? 7 there, there was a request went out across the
8 MR. LUDLOW: 8 Fortis Family to assist a country that’s been
9 A. Yes, Mr. Chairman, that would be Mr. Bernie 9 devastated. So when the request came, we
10 Ryan, and Bernie was our Director of 10 responded, and under those circumstances, as
11 Environment, and at that point therewas a 11 we' ve done pre-Fortis, at |east to other non-
12 request went where the 14,000 series, the MS 12 Fortis companies, | would state it that way,
13 System was being installed in companies. 13 Mr. Chairman -- it was one year after, |
14 Actually, we were on that, and have been on it 14 guess, Fortis was formed, that we did our
15 now since probably mid 90s. So again the 15 first Jamaican disaster relief aswell. So
16 request came. We had avery strong, what | 16 that’ sthe way it would happen. It wouldn’t
17 would cal, 2 Ic (phonetic) in the 17 bearequest for 20, 30, or 40 people. It
18 Environmental Group, so it was an opportunity 18 would be arequest to say, canyou help, and
19 here for Mr. Ryan to gain exposure in another 19 if we responded, yes,; how can you help, and
20 utility, grow our internal person, and still 20 that would go that way.
21 have the benefit of what | would -- to coin my 21 MR. JOHNSON:
22 phrase, isfly under Bernie' swing, and that’'s 22 Q. And I take it inaddition to --in that
23 what we did. When Bernie came back, Bernie |23 particular relief effort, there were 41 other
24 did not go into the Environment side any more 24 Fortis subsidiary staff that was sent to
25 because that group had grown, and is now moved |25 assist in Turks and Caicos, would that be
Page 14 Page 16
1 over into asupport role with Mr. Smith, and 1 correct, Mr. Ludlow, and I’'m referring to CA-
2 that’ s the same type of thing. 2 NP-270?
3 MR. JOHNSON: 3 MR.LUDLOW:
4 Q. Can | ask youa question that relates to 4 A Yes
5 helping out other Fortis affiliates, regarding 5 MR. JOHNSON:
6 hurricane, storm, and damage relief. | 6 Q. Andaswe ve said, Newfoundland Power actually
7 understand that traditionally -- well, | can’t 7 played the coordination role for all of these
8 say traditionally, but | can say since Fortis 8 people?
9 got involved in the Caribbean, in that area, 9 MR. LUDLOW:
10 that Newfoundland Power seemsto haveplayeda |10 A. Yes, wedid.
11 pretty active role in reconstruction of other 11 MR. JOHNSON:
12 Fortis utilities properties, and in that 12 Q. Now you indicated that thiswas -- the way you
13 regard, | wonder if | could turn you to CA-NP- 13 made it sound, it was dmost like a
14 148. Inthisquestion, we asked to describe 14 humanitarian mission inaid of a sovereign
15 Newfoundland Power’srolein assisting Fortis 15 country, but would you have rendered abill,
16 Turksand Caicosin 2008 inrespect of the 16 an account, tothe Government of Turks and
17 hurricane damage and power outages down there. |17 Caicos?
18 This reply indicatesthat a total of 20 18 MR. LUDLOW:
19 Newfoundland Power staff wereinvolvedinthe |19 A. Theactua hilling and circumstances around
20 relief effort to Fortis Turks and Caicos, and 20 this, again Ms. Perry and Ms. Smith can speak
21 of this 18 staff were actually deployed to the 21 toin detail, but from my end, what 1 would
22 Turks and Caicos between the 9th of September |22 comment there iswe would have charged our
23 and October 31st, while two provided a 23 costs back to Fortis T & C, not to the
24 coordination role from Newfoundland and -- 24 country.
25 it'sthere for the record. How did that come 25 MR. JOHNSON:
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1 Q. Yes, that'sright, soit was arequest to help 1 A, Yes, that iscorrect.

2 aFortis utility, not aterritory, correct? 2 MR. JOHNSON:

3 MR.LUDLOW: 3 Q. Now, you know, the people who are dispatched

4 A. Itwasarequest to help autility that works 4 from Newfoundland Power to go down to help out

5 in Turks and Caicos, | agree with you. 5 this other utility, do they receive a bonus or

6 MR. JOHNSON: 6 anything for, you know, being away from their

7 Q. Okay, and | won't quibble with that, and | 7 families, you know, in a pretty tore up area

8 understand that according to CA-NP-273, that 8 for an extended period of time?

9 there were two supervisors and -- well, 9 MR.LUDLOW:

10 they're al considered Powerline Technicians 10 . I’'m not aware of those details, Mr. Chairman.
11 I, which have supervisory responsibilities. 11 We can answer that to the detail level, either
12 So atotal of 14 Powerline Technicians spent 12 Ms. Perry or Ms. Smith. | just don’t know,
13 4000 hours on this particular project, and as 13 sorry.
14 you'vesaid, | cantalk about the details of 14 MR. JOHNSON:
15 how the charging went with Ms. Perry, okay. 15 Q. Now Newfoundland Power had its own much more
16 Now | just want aswell to bring you to 269 16 moderate problem with the Bonavistaissuein
17 because that refers to another hurricane 17 late 2007, and as | understand it,
18 reconstruction effort, this time affecting the 18 Newfoundland Power had to expend about
19 Caribbean Utilities Company in, | takeit, the 19 $212,000.00 on labour, materials, equipment,
20 Cayman Islands, and that comes out of this 20 and travel in responseto that December 27th
21 question which | asked, "To provide details of 21 ice storm, and that’ s borne out -- you needn’t
22 al instances over the past 15 years where 22 go there, but that’ s borne out in CA-NP-100,
23 Newfoundland Power has provided assistance to 23 and Mr. Ludow, would your Company have
24 other utilities outside of the province, and 24 availed of private contractorsto deal with
25 (b) where Newfoundland Power has been provided 25 that situation?
Page 18 Page 20

1 assistance by utilities from outside of the 1 (9:30am.)

2 province, please provide the number of person 2 MR.LUDLOW:

3 hours expended”. | take from thisresponse 3 A. Yes, wewould have.

4 that over the past 15 years, the only 4 MR. JOHNSON:

5 companies that Newfoundland Power has provided 5 Q. Andwould they have said, you know, sorry for

6 assistance to outside the province have been 6 your troubles, but we're only going to charge

7 other Fortis Utilities, correct? 7 cost for our services?

8 MR.LUDLOW: 8 MR.LUDLOW:

9 A. Thatiscorrect. 9 . I would suggest that our contractors would be
10 MR. JOHNSON: 10 charging no more or no lessthan they would
11 Q. Andwe veaready talked about Hurricane I ke, 11 for anormal day’swork, and that’ stypically
12 which was Fortis Turks and Caicos, but there 12 the way we work with our contractors.

13 was also Hurricane lvan in 2004 that affected 13 MR. JOHNSON:

14 the Caribbean Utilities Company. Do you recall 14 Q. Exactly my point. So when Newfoundland Power
15 that event, Mr. Ludlow? 15 has a problem, like on the Bonavista

16 MR.LUDLOW: 16 Peninsula, Newfoundland Power’s rate payers,
17 A. 1do, however, | was not at this Company, but 17 you know, bear the full actual cost of what it
18 | am familiar with Hurricane Ivan and its 18 takes to put the system up and running,

19 devastating impact, yes. 19 correct?

20 MR. JOHNSON: 20 MR.LUDLOW:

21 Q. And the number of person hoursinvolved really 21 A. That'scorrect.

22 dwarfed the Fortis Turksand Caicos effort, 22 MR. JOHNSON:

23 there was some 16,984 hours expended in 23 Q. Right, but downin these hurricane prone
24 support of that utility, correct? 24 areas, the Fortis affiliate that our people

25 MR.LUDLOW: 25 are doing the work for, they’re not paying the
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1 market rate, are they? 1 most likely Newfoundland and Labrador Hydro,
2 MR. LUDLOW: 2 whichis not aFortis utility. | would be
3 A. They are paying the cost in the humanitarian 3 calling on Maritime Electric, | would be
4 effort to respond to a country and a utility 4 calling on Fortis Alberta, and Fortis Ontario.
5 that have been devastated, and basically 5 | would also call on other utilities, asthese
6 that’swhat hasbeen paid. Aswe said, we 6 countriesdid aswell. Soto even suggest
7 would recover all our costs, and that’sthe 7 that we're beyond the realm of assistanceis
8 way it was billed is my understanding. We did 8 not reasonable, and to me, | would take great
9 not go there with the intent of making money. 9 exception if | had companies coming to me and
10 MR. JOHNSON: 10 charging mewhat | would call premiums over
11 Q. I'mnot being coldhearted about this. I'm 11 and above during atime of catastrophe.
12 just looking at the practicalitiesof the 12 MR. JOHNSON:
13 situation. Herewe have Fortis, which has 13 Q. But, Mr. Ludlow, | know that there' s acertain
14 these utilities -- like, I’ve never been to 14 appeal when you put it that way to what you're
15 the Cayman, but | understand that it's a 15 saying, but these utilities in the Caribbean,
16 fairly well todolocality. Would that be 16 | mean, that’s a business risk of carrying on
17 correct? 17 businessin the Caribbean, right? I mean,
18 MR. LUDLOW: 18 isn't that a bit of apples and orangesin the
19 A. It's probably one of the better Caribbean 19 sense that, you know, the situation with a
20 Islands. That I’ d agree with. 20 Nova Scotia utility and Newfoundland Hydro,
21 MR. JOHNSON: 21 that strikes me as running across the yard to
22 Q. That’smy understanding, and I’ m just curious 22 get acup of sugar, and, you know, today is
23 asto why Fortis would expect, or should they 23 your day and it might be the shoe on the other
24 expect, that they would be ableto draw upon 24 foot, but, 1 mean, we'retalking -- 1 can
25 Newfoundland Power and Fortis to have, you 25 understand areciprocity relationship, but
Page 22 Page 24
1 know, a first class crew come down without 1 isn't this different in your mind?
2 paying any markup onwhat these crews are 2 MR. LUDLOW:
3 bringing. 3 A. No,it'snot different. | mean, hurricanes
4 MR. LUDLOW: 4 are certainly abusinessrisk. lce and wind
5 A. |l don't know if there's aquestion in there, 5 isa businessrisk here aswell, and | can
6 Mr. Johnson. 6 tell you | worked in 1984 here, and | can
7 MR. JOHNSON: 7 remember when there were days there was not a
8 Q. Wadll, I’'mwondering what justifies that, that 8 kilowatt hour for delivery inthiscity. |
9 sort of benefit being conferred to the parent 9 can remember nights up in the Goulds
10 Company essentially, because the parent 10 Substation. So the fact that we haven't
11 Company, in a sense, the shareholder isbeing 11 called speaksto likely changein weather
12 insulated from the full cost of getting its 12 patterns, it might be the system, but we can
13 infrastructure fixed? 13 be humbled very, very quickly. So my point
14 MR. LUDLOW: 14 hereisthat | would not hesitate to call on
15 A, Let'stakean examplelikelast night, if you 15 other utilities, both within and outside the
16 want to bring it close to home. We have not 16 Fortis Group. In these disaster reliefs your
17 had the occasion, and we got through last 17 mentioned, Belize isin CA-NP-269, there were
18 evening, and | would say we skated through 18 other utilitiesinvolved. So this here, you
19 fairly well, and it is not beyond the realm of 19 know, | justfeel that from my persona
20 possibility that 1958, 1984, 1992, or 1994, 20 experience that when the chips are down,
21 and these numberswill triggerin people's 21 that’swhen you haveto call on people that
22 memories here that have been around the city 22 you know and respect and have the same type of
23 for a while, would | cal on other Fortis 23 work methods and responsibilities. That’ s the
24 utilities for assistance; yes, | would. Who 24 way it is, Mr. Johnson.
25 would | expect to respond? My order would be |25 MR. JOHNSON:
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1 Q. Could! askyouto turnto CA-NP-275 for a 1 MR. LUDLOW:
2 moment? 2 A. CA-NP-138,yes, | haveit.
3 MR. LUDLOW: 3 MR. JOHNSON:
4 A Justa secondnow. | wantto clear up a 4 Q. Okay, so $275,000.00in"09, and then another
5 couple of these. 275? 5 $100,000.00 expected in 2010, and if | heard
6 MR. JOHNSON: 6 your counsel correctly yesterday, that matter
7 Q. Yes 7 could yet goonfor another period of time
8 MR. LUDLOW: 8 before it’ sresolved, at further expense, one
9 A. Okay. 9 would presume, correct?
10 MR. JOHNSON: 10 MR. LUDLOW:
11 Q. Becausel found thisanswer readly curious. 11  A. Thatiscorrect.
12 It said, "Further to CA-NP-148, prior to 12 MR. JOHNSON:
13 Fortis establishing Fortis Turks and Caicos, 13 Q. Andthat $100,000.00in 2010, that's being
14 what external utilities provided servicesto 14 proposed to be built right into customer’s
15 Turks and Caicosin such restoration and 15 rates, right?
16 repair efforts? Had these external utilities 16 MR. LUDLOW:
17 continued to provide such services since the 17 A. Thatiscorrect.
18 establishment of Fortis Turks and Caicos? 18 MR. JOHNSON:
19 Newfoundland Power does not have the 19 Q. Andif atthe endof theday - let's say
20 information requested”. | guesswhat | was 20 compensation were to be paid to Newfoundland
21 getting at, you know, was there anybody else 21 Power from the city, and we don’t know what
22 besides Fortis affiliates down assisting the 22 will happen, but if that were to be the case,
23 Turks and Caicos? 23 who would receive the compensation, Mr.
24 MR.LUDLOW: 24 Ludlow, doyou know whether it would bethe
25 A. I don't know, and | honestly don't know. | 25 Newfoundland Power shareholder or the
Page 26 Page 28
1 did answer you alittle earlier when | spoke 1 customers?
2 of Belize, | was there, and there were other 2 MR.LUDLOW:
3 utilities. That | do know. 3 A. My understanding, Mr. Chairman, of the Mobile
4 MR. JOHNSON: 4 Water System and the current situation with
5 Q. | justwant toaddress for amoment, Mr. 5 the City of St. John's, is that prior to any
6 Ludlow, the Mobile River Watershed dispute. 6 disposition of those assets, or the
7 MR.LUDLOW: 7 acquisition of those assets by the City, that
8 A. Just bear with me one second. Okay. 8 would have to be heard beforethis Public
9 MR. JOHNSON: 9 Utilities Board as per the appropriate
10 Q. ltakeit that thisisamatter ongoing, as 10 legislation, and that’s my understanding that
11 we' ve heard, but, Mr. Ludlow, there has been 11 any disposition would occur at that point, Mr.
12 monies and efforts of Newfoundland Power 12 Johnson.
13 deployed to this particular issue over both 13 MR. JOHNSON:
14 2009 and expected again in 2010, correct? 14 Q. Okay, that's fair play under the Act. Mr.
15 MR. LUDLOW: 15 Ludlow, if that’s your take on it, fine, but
16 A. That'scorrect. 16 if at the end of the day compensation would be
17 MR. JOHNSON: 17 held at theend of the day by this Board to
18 Q. And | understand, according to CA-NP-138, for 18 properly go to the shareholder and not the
19 instance, that $275,000.00 is anticipated to 19 customer, I'm wondering why would customers
20 be expended on thisarbitration litigation 20 have to incur the money cost of -- and as well
21 case. I'll wait for you to get there. 21 the cost of having management time distracted
22 MR.LUDLOW: 22 onthe issuefor this proceeding? | mean,
23 A. Please. 23 surely it can't befair or appropriate that
24 MR. JOHNSON: 24 customers pay the cost, but don’t get any of
25 Q. Doyou seethat, Mr. Ludlow? 25 the benefits at the end of the day. If that
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1 wereto turn up without a deferral account, 1 pertaining to the sale of Kenmount Road
2 isn't that what would happen? 2 property. If you could turn up CA-NP-184, Mr.
3 KELLY, Q.C: 3 Ludlow, and in particular this dealswith --
4 Q. Withrespect, Mr. Chairman, if | may, and if 4 we asked the Company to provide details on the
5 youwould, my friendis really asking the 5 sale of property up at the Kenmount Road area.
6 witness for awhole bunch of really (a) 6 | understand that that property was basically
7 suppositions, and (b) legal conclusions, () 7 behind where the headquarters are on Kenmount
8 without a factual basis because you can’t get 8 Road, would that be correct?
9 to the factual basis until they’re going to be 9 MR. LUDLOW:
10 much further down the line, at which point 10 A. Notquite. Theland that was disposed of --
11 thisBoard will potentially have to grapple 11 there’'stwo pieces. There'san odd shaped
12 with awhole bunch of knotty issues as to how 12 piece of land. It sits between Newfoundiand
13 this should be dealt with. Asmy friend well 13 Power and the adjacent property. There'sa
14 knowsthere's aflock of legal issues that 14 strip of land that goes up through there, and
15 comeinto play in all of that, which at this 15 then it goes up, and there'sa piece of
16 stage is hugely premature. | don’t know where 16 property behind the adjacent property.
17 this exchange can effectively take us, but, | 17 (9:45am.)
18 mean, I’min the Board's hands asto how far 18 MR. JOHNSON:
19 down this road you wish to explore. 19 Q. Maybe we couldturn to the survey then,
20 MR. JOHNSON: 20 Attachment "A". Thisis the outlying piece,
21 Q. Maybe, Mr. Chairman, I'll moveon, and I'll 21 the 3.34 hectare piece, Mr. Ludlow. That's
22 discuss how the deferral account would operate |22 the piece we're talking about.
23 with Ms. Perry when | cometo her. 23 MR. LUDLOW:
24 CHAIRMAN: 24 A. And, Mr. Chairman, the piece of land that goes
25 Q. | mean, you are asking hypothetical questions, 25 down between both pieces of property.
Page 30 Page 32
1 aren't you? 1 MR. JOHNSON:
2 MR. JOHNSON: 2 Q. Yeah, that'sall part of --
3 Q. Yes, that'struly hypothetical, because, Mr. 3 MR. LUDLOW:
4 Chairman, at this point | don’t think it would 4 A That'swhat | was referring to.
5 be appropriate in this setting for the 5 MR. JOHNSON:
6 consumer advocateto start getting into what 6 Q. That'sall part of the big parcel, okay. So
7 the meritsof the litigation are, who is 7 now we understand, and we see Bradmor
8 right, who is wrong, because that could 8 Holdings. | takeit that’sthe Toyota Plaza
9 prejudice the case, that wouldn't be 9 business?
10 appropriate. | want Newfoundland Power todo {10 MR. LUDLOW:
11 aswell as they can on it, but by the same 11 A. | assume so, yes.
12 token the concernis that if there’'s money 12 MR. JOHNSON:
13 being expended for legal feesthat customers 13 Q. Andthat’sthe people who bought the parcel?
14 are going to have into their rates, but at the 14 MR. LUDLOW:
15 end of the day there iseven apossibility 15 A. Persondly, I’'m not certain who bought the
16 that all the benefits of the litigation will 16 property, but it was somehow connected with
17 go to the utility, that’s what’ s driving that 17 that landowner or that person -- | don’t know
18 issue, but I'm happy to take it under 18 if it's Bradmor Holdings, Mr. Chairman, or
19 advisement and see whether | want to query Ms. |19 some other company, but it was that group.
20 Perry on it. 20 MR. JOHNSON:
21 CHAIRMAN: 21 Q. Now thisproperty, Mr. Ludlow, | takeit, was
22 Q. | think that would be questions for another 22 never useful in regulatory parlance? It was
23 day. 23 put to --
24 MR. JOHNSON: 24 MR.LUDLOW:
25 Q. I'll moveon, Mr. Chairman, to another issue 25 A. I'll try, Mr. Chairman, to explain my
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25

Page 33 Page 35

1 understanding how thisland came around, and 1 Q. Okay, but it wasincluded in rate base right

2 from there as we move on, I’m going to defer 2 from the time of acquisition, but my point

3 the discussion if | may to Ms. Perry on this 3 being, Mr. Ludlow, that theland never got

4 one. Thisland started as an amalgamation of 4 used as intended, would that be correct?

5 properties back, | do believe, aslate asthe 5 KELLY, Q.C.

6 60s, as early as the 60s, even pre- 6 Q. With respect, Mr. Chairman, I’'m going to

7 amalgamation of Newfoundland Power, and right | 7 interject because my friend isasking for a

8 up through to the last piece being added 8 legal conclusion. The witness has described

9 roughly in the late 80s, give or take a year, 9 how the land was assembled, and Ms. Perry can
10 late *89 or '89 range, and it was pulled 10 speak to thisin much more detail, but it was
11 together on the premise that it would -- parts 11 assembled, as the witness has said, as part of
12 of the land would form aportion of almost 12 the Kenmount Road property. So whether it is
13 like a centralized depot/head office style of 13 used and useful, it'spart of that Kenmount
14 position for Newfoundland Power. Now that's |14 Road property and the conclusion to whether
15 my recollection and understanding. | can’t go 15 it'sused and useful is, in fact, a legd
16 back to '61, but | can go up to the 80s, and 16 conclusion that my friend istrying to have
17 from there decisions were subsequently madeto |17 the witness draw. The witness can explain how
18 construct Duff Place within the Industrial 18 the property was assembled. It was used and
19 Park, and a Control Centre on Topsail Road, 19 useful in the senseit’s part of the Kenmount
20 and to leave Kenmount Road asthe building 20 Road property, that head office buildingis
21 that it istoday, which is the administrative 21 there.

22 head office. That’s my understanding of how 22 MR. JOHNSON:
23 the land was pulled together. 23 Q. It'snot my intention, Mr. Ludlow, to get you
24 MR. JOHNSON: 24 into the legalities. | was rather -- Mr.
25 Q. And | guessmy question, and | think cA-NP-281 |25 Kelly gets upset over these things, but it’s
Page 34 Page 36

1 shows the date and price of the acquisition of 1 just my question of what it wasused for.

2 the land that you're referring to, from 1961 2 Like, wasit vacant, was theretrees onit,

3 onward. 3 you know?

4 MR.LUDLOW: 4 MR.LUDLOW:

5 A 2817 5 A. Mr.Chairman, thisis, and acknowledging my

6 MR. JOHNSON: 6 counsel’s point, thisas | said earlier was an

7 Q. 281, I'msorry. 7 amalgamation of pieces of property from 1961

8 MR. LUDLOW: 8 to the late 80s, and it was done at atime --

9 A. Allright, that's my mistake. So roughly that 9 there were decisions made in the 80s, 90s, and
10 sort of gives thetime frames of what | was 10 even into 2000 regarding where we would set up
11 trying to say a minute ago there. 11 inthe City of St. John’s, where would the
12 MR. JOHNSON: 12 Control Centre be built, wherewould it be
13 Q. Okay, and | guessthe point being that the 13 best positioned. So with respect to
14 |and was assembled from 1961 t0 1989. Ithada |14 definitions of used and useful, it's beyond me
15 total book value cost, according to that 15 to even begin to discussion, but from my end
16 answer of $234,000.00. The $234,000.00 was 16 when thiswas pulled together and it was
17 the amount that went into your rate base. 17 thought about as to where we would build even
18 Y ou've earned areturn on your rate base all 18 Duffy Place in 1990, there was considerations
19 those years up until the property was finally 19 givento using properties around this area,

20 sold for $618,000.00 in 2009. Are we correct 20 and with any utility there’s property that is
21 so far? 21 pulled together for different purposes and
22 MR.LUDLOW: 22 reasons, and that’ s basically all | can speak
23 A. Withrespect to thesale price, | think you 23 to on that topic, Mr. Chairman.

24 are correct. 24 MR. JOHNSON:

Q. Wdl, Mr. Chairman, | don’'t agree with the
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1 witness on that because while | understand he 1 think we' ve got arecord, we' ve got asfar as
2 doesn’t want to get into legdlities, I’ m just 2 you're prepared to say aboutit, and so |
3 interested in what physically was done with 3 think I'll just leaveit there. Thank you
4 the property, wasit landscaped, was there 4 very much.
5 anything done with it. Wasit cleared? 5 MS. GLYNN:
6 MR.LUDLOW: 6 Q. Mr.Johnson, youwant to start your cross-
7 A, Partsof it were, there’ strees on parts, and 7 examination of Ms. Perry, | guess, isit?
8 there' s shrub on other parts, Mr. Chairman. 8 CHAIRMAN:
9 MR. JOHNSON: 9 Q. |thought if therewas goingto be any re-
10 Q. Basicaly it wasbanked for future possible 10 direct questions of Mr. Ludlow --
11 use, wasn't it? 11 MR. JOHNSON:
12 MR. LUDLOW: 12 Q. I’'mhappy to go, but --
13 A. That'sexactly what it was, yes. 13 CHAIRMAN:
14 MR. JOHNSON: 14 Q. | thought we'd finish both of them off and
15 Q. When did Duffy Place get established? 15 then, but | don't -- doesn’t matter to me.
16 MR.LUDLOW: 16 MR. SIMMONS:
17 A. Duffy Place was opened in 1990. 17 Q. Mr. Chairman, sincethey’'re presented as a
18 MR. JOHNSON: 18 panel, my presumption has been that although
19 Q. Sotheyear after thefinal acquisition that’s 19 Mr. Johnson wanted to do a cross-examination
20 referred to in 2817 20 of each witness separately, that he would do
21 MR.LUDLOW: 21 both those examinations and then as hearing
22 A. 1990, yes. 22 counsel, | would addressthem asa panel in
23 MR. JOHNSON: 23 the matter in which Mr. Kelly presented them.
24 Q. Allright,and | takeit -- it's an obvious 24 CHAIRMAN:
25 point, but therewould have been municipal 25 Q. Soyou'reagreeing with me?

Page 38 Page 40
1 taxes as well payable by Newfoundland Power in | 1 MR. SMMONS:
2 relation to that big parcel inthe normal 2 Q Yes
3 course? 3 CHAIRMAN:
4 MR. LUDLOW: 4 Q. Wdl, boy, that’sit then.
5 A. Theparce we're referring to here, | would 5 MR. SSMMONS:
6 assume there were municipal taxes, yes. 6 Q. | amhearing counsel, yes.
7 CHAIRMAN: 7 CHAIRMAN:
8 Q. Modest. 8 Q. |forgotthat, yes. It'sagood ideato agree
9 MR. JOHNSON: 9 with me, that’swhat you're saying, isit? |
10 Q. Modest. 10 think we can proceed. All right, Mr. Johnson.
11 MR. LUDLOW: 11 MR. JOHNSON:
12 A. Modest taxes. 12 Q. All right, thank you very much. Sorry about
13 CHAIRMAN: 13 the confusion there.
14 Q. Of course, it dependson what it was zoned. 14 MS. PERRY - CROSS-EXAMINATION BY MR. JOHNSON:
15 Was it zoned for commercial use, or, | mean, 15 MR. JOHNSON:
16 wasit vacant -- wasiit -- 16 Q. Ms. Perry, | guessalot getsthrown to you.
17 MS. PERRY: 17 Y ou know, you're areal go to person, | think,
18 A. Itwasrurd, part of it wasrural. 18 up there. Ms. Perry, | guess, first of all,
19 CHAIRMAN: 19 can you shed any light on the -- maybeI’ll
20 Q. Rural. Not worthwhile talking about, boy. It 20 come back to that, and I'll just go wherel
21 wasn’t sold for rural, though. 21 was intending to go. | just want to clear up
22 MS. PERRY: 22 some of the mattersthat | had upon reviewing
23 A. No. 23 the transcript from yesterday, and at one
24 MR. JOHNSON: 24 point, Ms. Perry, in your direct, you referred
25 Q. Highest and bestuse. Okay, Mr. Ludlow, |
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1 to Exhibit 3 in the Amended Application. 1 bring it up.

2 MS. PERRY: 2 MR. SIMMONS:

3 A Yes 3 Q. | haveapaper copy, if that will--a print out

4 MR. JOHNSON: 4 the witness can usg, if that’ Il help.

5 Q. And in particular, you were bringing us 5 MR. JOHNSON:

6 through the 2010 E column, and the transcript 6 Q. Okay.

7 indicates that you stated that 2010 revenues 7 KELLY, Q.C:

8 in the last column would be reduced by 8 Q. Do you have apage reference?

9 approximately 3 million dollars, and thisis 9 MR. JOHNSON:

10 reflected in the forecast revenue line shown 10 Q. Pagel6.

11 aline1? 11 MS. PERRY:

12 MS. PERRY: 12 A. Yes, | haveit, Mr. Johnson.

13 A. Yes, that's correct. 13 MR. JOHNSON:

14 MR. JOHNSON: 14 Q. Yeah. Youindicated--what I'm referringtois

15 Q. Okay, and could you just explain wherethe 3 15 there is a passage on page 16 where the Board

16 million dollars showsupin this particular 16 notes that "as part of the settlement

17 revised exhibit, Ms. Perry, what you're 17 agreement, the parties agreed that the

18 referring to, in particular? 18 following regulatory deferralsand reserves

19 MS. PERRY: 19 should be amortized over three years,

20 A. Onlinel, therevenue from rates hereisthe 20 commencingin 2008," and there are listed,

21 total revenue for 2010. So that's the 21 number one, the 2005 unbilled revenue net of

22 estimated revenue that we're forecasting for 22 the 2008 one-time tax effect; number two,

23 2010. The 3 million that | referred to in my 23 municipal taxes, number three, the deferred

24 opening was with respect to the operation of 24 depreciation costs; number four, deferred

25 the Automatic Adjustment Formula. If, in 25 replacement energy costs; number five, the
Page 42 Page 44

1 fact, that had to have kicked in, the revenue 1 balance in the purchase power unit cost

2 for Newfoundland Power would have decreased by 2 variance reserve; and number six, application

3 about 3 million. So that’sincluded in that 3 and hearing costs. Would these be the matters

4 508 number. 4 that you' re referring to, Ms. Perry?

5 MR. JOHNSON: 5 (10:00 am.)

6 Q. Youalsoreferred, Ms. Perry, to the, how you 6 MS. PERRY:

7 termed it, the conclusion of a number of 7 A. Yes, those are the deferrals, yes.

8 revenue and cost amortizations that were 8 MR. JOHNSON:

9 approved by the Board in Newfoundland Power’s 9 Q. Okay, and just explain how these concluding in
10 2008 GRA, and you brought this up in 10 2010is affecting the 2011 interms of the
11 connection with a forecasted revenue shortfall 11 projected revenue shortfall?

12 in 2011, and I'm just wondering if it might be 12 MS. PERRY:

13 of assistance if we could bring up Pu-32 2007, 13 A. Theamortizationsthat were agreed, | guess,
14 whichis the Board’s last GRA decision and 14 asa part of the 2008 settlement agreement
15 order? 15 served to reduce the revenue that we require
16 MR. COMERFORD: 16 from customer rates, because we did have a
17 Q. | don'tthink I have that here. 17 number of liabilities that we were amortizing
18 MR. JOHNSON: 18 into revenue at the time. So at that time, we
19 Q. | think, Mike, we'd have to go to the PUB site 19 did believe we were going to be out for three
20 itself, | presume. 20 years and we considered it appropriate to
21 MR. COMERFORD: 21 amortize them over three years. So when that
22 Q. Idon'tthink | have internet connection right 22 isfinished, there’ sobviously going to bea
23 now. 23 revenue shortfall because we're no longer
24 MR. JOHNSON: 24 amortizing that net revenue into revenues. So
25 Q. Oh,okay. Okay,if it'snot convenient to 25 there will be arevenue shortfall of about 1.8

Page 41 - Page 44
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1 million. 1 my opening yesterday, '05 year forecast is
2 MR. JOHNSON: 2 showing a shortfall for 2011. So the cost
3 Q. Now you said aswell yesterday that it may be 3 associated with this application, we propose
4 possible to deal with the expiring 4 to amortize over one year and that’s premised
5 amortizations through some form of regulatory 5 off of the fact that right now, based on what
6 relief. Could you provide us with what you 6 we know today, you know, we're seeing a
7 had in mind in that regard, Ms. Perry? 7 shortfall for 2011, so it’'sreasonable to
8 MS. PERRY: 8 expense those costs over one year.
9 A. These particular amortizations that are ending 9 MR. JOHNSON:
10 during the settlement agreement the last time, 10 Q. AndMs. Perry, if Newfoundland Power manages
11 interms of it was included as part of the 11 to come up with some form of regulatory relief
12 whole tested 2008 costs. When these 12 and stays out, so that 2011 does not become
13 particular amortizations expire, they're 13 another test year, what will be the effect of
14 clearly not going to be in rates going 14 the fact that we amortized the external cost
15 forward. We have, | think it wasin 2005 and 15 al in oneyear?
16 20086, filed an accounting application whereby 16 MS. PERRY:
17 when we're looking at certain amortizations or 17 A. Wall, I guessagood way to look at that, Mr.
18 deferralsthat are clearly not in rates, the 18 Johnson, would be that if we chose something
19 Board has deferred recovery of such 19 other than one year, we would be looking at a
20 amortizations when they’re finished. Soitis 20 bigger shortfall for 2011. So we would have
21 possiblein these particular instances, for 21 more to contend with in 2011.
22 these particular deferrals, because they have 22 MR. JOHNSON:
23 been tested, that it is possible that we could 23 Q. Butletus say that you'reableto clear up
24 deal with them through some form of regulatory |24 the shortfall by one of these stand-alone
25 deferral. 25 applications, | guess the upshot would be that
Page 46 Page 48
1 MR. JOHNSON: 1 consumers' rates would be reflecting a cost of
2 Q. Inastand-aonetype application? 2 $750,000 on an ongoing basis until you came
3 MS. PERRY: 3 back in again. Would that be correct?
4 A, Potentialy. 4 MS. PERRY:
5 MS. GLYNN: 5 A. Technicdly, it's correct. However, we are
6 Q. Mr.Johnson, if | could interrupt just for one 6 looking at a shortfall for 2011 and we're not
7 second? We have copies here of PU-32 2007, if 7 sure how we're going to address that two
8 the Commissioners would liketo have alook. 8 million as of yet, let alone, | guess, another
9 | don't know how much further you're going 9 addition of application costs.
10 with that. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. Ms. Pery, youreferenced as well yesterday
12 Q. No, I'mnot--I don't think it's necessary to 12 the credit spread that existed when
13 golooking at that. Okay. Andyou also 13 Newfoundland Power issued its secured bond in
14 indicated yesterday that if the cost, the 14 May of thisyear?
15 third party or external cost associated with 15 MS. PERRY:
16 this application, that it would be better from 16 A. Yes
17 the standpoint of a 2011 shortfall for that to 17 MR. JOHNSON:
18 be amortized al in one year, and just run us 18 Q. Andwhat did you indicate that that spread was
19 through the thinking on that. 19 in May '09?
20 MS. PERRY: 20 MS. PERRY:
21 A. Areyou referring to the 750,000? 21 A. 2.75 percent.
22 MR. JOHNSON: 22 MR. JOHNSON:
23 Q. Correct, yes. 23 Q. Okay, and would it be fair to say that the
24 MS. PERRY: 24 spread today would be considerably lessthan a
25 A. Well, if welook forward, as | went through in 25 275 basis point spread over the long Canada?
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1 MS. PERRY: 1 indicated at the last--in the 2003 GRA that
2 A Yes, | would agree that the spreads have 2 the spread then was 185 basis points over the
3 tightened somewhat, still higher, however, 3 risk-free rate? Would that be correct?
4 than our 2007 debt deal. 4 MS. PERRY:
5 MR. JOHNSON: 5 A. | would have to check, but it's around there,
6 Q. Andwhenyou say that it would be fair that 6 yes.
7 they had tightened somewhat, could you provide | 7 MR. JOHNSON:
8 specifically to what degree you think they’ve 8 Q. Ifyoucould check and perhaps your counsel
9 tightened? 9 could confirm it for us later?
10 MS. PERRY: 10 KELLY, Q.C.
11 A. Wdl, you never know what it's going to be, | 11 Q. But Mr. Chairman, if my friend has areference
12 guess, until you go to market, but we do get 12 that speeds the whole process, he could
13 indicative pricing from banks about 13 provide the reference.
14 Newfoundland Power’ s bond issues or potential |14 MR. JOHNSON:
15 bond issues, and the most recent one that | 15 Q. | didn’t providethis to the witness in
16 have was early October, and that was at 187. 16 documentary form prior to, but I'm happy to
17 MR. JOHNSON: 17 provide the reference to the testimony of Mr.
18 Q. 187, okay, and so isthisin documentary form, 18 Perry in thisregard. It's at page 139 of the
19 Ms. Perry, that you received this information? 19 March 10th, 2003 transcript of Mr. Brian
20 MS. PERRY: 20 Perry. Thank you.
21 A. Yes, | believel received an e-mail from the 21 KELLY, Q.C.
22 Bank of Montreal. 22 Q. If my friend has it, Mr. Chairman, he can
23 MR. JOHNSON: 23 simply fileit. We'll takeno objection to
24 Q. Couldyou undertake to provide that as an 24 him filing it.
25 information item? Mr. Kelly? 25 MR. JOHNSON:

Page 50 Page 52
1 KELLY, Q.C. 1 Q. That'sfine, thank you. I'll move onfrom
2 Q. We€'ll havea look for it, Mr. Chairman, see 2 that area, Ms. Perry, and talk about PEVDA.
3 what thereis. 3 MS. PERRY:
4 MS. PERRY: 4 A. Yes
5 A If ] ill haveit, | guess. 5 MR. JOHNSON:
6 MR. JOHNSON: 6 Q. Obvioudly, Ms. Perry, thisisa new account
7 Q. Okay, fair enough. 7 for Newfoundland Power, and | would just refer
8 KELLY, Q.C. 8 you, in this regard, to PEVDA, to the
9 Q. Well havealook and see what’s there. 9 application at page 327, and I'm referring
10 MR. JOHNSON: 10 specifically to the paragraph starting at line
11 Q. Now, Ms. Perry, you've also referred to the 11 10 which statesthat "the uncertainty of
12 fact that that 275 basis point spread was 12 pension expense forecasting and current
13 certainly higher compared to credit spreads 13 financial market conditions presents potential
14 associated with the issuance of first mortgage 14 risks for both the company and its customers.
15 bond issuesin 2007 and | believe 2005. Is 15 On one hand, aone percent increase in the
16 that correct? 16 discount rate used to calculate pension
17 MS. PERRY: 17 expense could result in the company achieving
18 A. Yes, that iscorrect. 18 earnings inexcess of itsallowed return,
19 MR. JOHNSON: 19 solely due to fluctuations in pension expense.
20 Q. Would you beable to confirm whether my 20 On the other hand, a one percent decreasein
21 understanding is correct that | think back in 21 the discount rate could result in the company
22 the fall of 2002, Newfoundland Power issueda |22 not having areasonable opportunity to earn
23 75 million dollar bond, at which time, at that 23 its allowed return solely due to fluctuations
24 time, your predecessor, Mr. Perry, was the 24 in pension expense.” So | just want to spend
25 occupier of your position, but that he 25 some time developing this issuewith you.
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1 Would you elaborate in terms of your summary 1 discount rates, but in the market generally,
2 of what the benefits are of a PEVDA account, 2 which also affects pension expense, correct?
3 from the perspective of Newfoundland Power? 3 MS. PERRY:
4 MS. PERRY: 4 A. Yes
5 A. Thebenefits for Newfoundland Power arethe 5 MR. JOHNSON:
6 same benefits for the consumer, for the 6 Q. And I am having trouble understanding why just
7 customer. Thisyear, we'veseen alot of 7 because that is new that that takes away from
8 movement with a couple of factors that really 8 my suggestion to you that the PEVDA removes
9 impact our pension expense. We've seen 9 risk as regards Newfoundland Power’ sincome at
10 discount rates fly around in the last quarter 10 the end of the day.
11 of 2008 and they’ve also--they’ve had some 11 MS. PERRY:
12 movement in 2009 aswell, and that causes a 12 A. Yes, | will agree with you, Mr. Johnson, that
13 lot of fluctuations or a lot of 13 it does--with a PEVDA account, the actual
14 unpredictability with respect to where our 14 pension expense, we take away the element of
15 pension expense isgoing toland toa big 15 forecast risk with pension expense, but this
16 magnitude, as we've done it out in the 16 was the reason why we proposed the PEVDA now,
17 evidence that aone percent decrease could 17 is because the forecasting of the pension
18 expand pension expense by 2.3 to 3.4 million. 18 expense is subject to alot of moving factors.
19 Sothat’s apretty significant impact. So 19 So that is new. Whether this PEVDA account is
20 what the PEVDA account was proposed for wasto |20 required into the absolute future, that will
21 ensurethat given thevolatility that we've 21 only be known in the future, in terms of how
22 seen with the pension expense, to ensure that 22 the markets restabilization. So, | believe
23 what isin the rates reasonably reflects the 23 the PEVDA account is necessary for today and
24 appropriate pension expense, because at this 24 it protects consumers.
25 point in time, the pension expense that we may 25 (10:15am.)
Page 54 Page 56
1 forecast to goinrates may not look abit 1 MR. JOHNSON:
2 like what we actudly incur. So for 2 Q. Now I takeit, just to put acircle around the
3 Newfoundland Power, certainly we could be 3 volatility that we've seen, that initially
4 earning in excessof our allowed return or 4 when you filed your--the company filed its
5 earning well below, and the customers, with 5 application at the end of May 2009, there was
6 the PEVDA, will actually only be chargedin 6 amaterial change in the discount rate to that
7 rates for the pension expense that we incur. 7 whichis forecast now, as inyour Amended
8 MR. JOHNSON: 8 Application, correct?
9 Q. So the PEVDA removes a risk relative to 9 MS. PERRY:
10 Newfoundland Power’ s earnings? 10 A. Thatiscorrect.
11 MS. PERRY: 11 MR. JOHNSON:
12 A. No, | don'tseeit that way. It obviously 12 Q. Andit went from 7.5 percent to 6.5 percent?
13 does provide some element of reduced risk with 13 MS. PERRY:
14 respect to pensions, but thisis new. We 14  A. Thatiscorrect, yes.
15 never did have this amount of pension risk at 15 MR. JOHNSON:
16 Newfoundland Power. The movement in discount 16 Q. Andso, again, that would be, asyou say,
17 ratesthis past yearisa new thing. Sol 17 about athree million dollar impact in and of
18 look at the PEVDA asbringing Newfoundland 18 itself, correct?
19 Power back to fundamentally square one with 19 MS. PERRY:
20 respect to where we were with respect to 20 A. Around there, yes.
21 forecasting pension expense. 21 MR. JOHNSON:
22 MR. JOHNSON: 22 Q. Butl takeit though that we're not seeing the
23 . I'm not quite following that, Ms. Perry. | do 23 full extent of the three million dollar impact
24 accept the point that there has been some 24 because a countervailing consideration is the
25 volatility indiscount rates and not only 25 fact that the underlying pension assets
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1 themselves have done better in 2009 than had 1 Q. Right, and could Newfoundland Power, Ms.

2 been previously expected when Newfoundland | 2 Perry, have mitigated this risk that was known

3 Power filed its general rate applicationin 3 in late 2008 by making a stand-alone

4 May? Would that be correct? 4 application for aPEVDA, say taking effect in

5 MS. PERRY: 5 2009?

6 A. Thatiscorrect, yes. 6 MS. PERRY:

7 MR. JOHNSON: 7 A. FileaPEVDA account for 2009’ s earnings?

8 Q. Andtheamount of that countervailing effect 8 MR. JOHNSON:

9 is about $600,000, correct? 9 Q. Yes Youknow, cometo theBoard and say
10 MS. PERRY: 10 look, there’sa lot of volatility out there
11 A. That seems about right, yes. 11 right now, and wethink that it would be
12 MR. JOHNSON: 12 advisableto set up aPEVDA account whereby
13 Q. Okay, and that--and again, justto clarify 13 the variation in pension expense from the test
14 then, that this PEVDA account, with this PEVDA 14 year tested figures would be picked up in the
15 account, though perhaps initiated because of 15 following year?
16 issues of volatility in discount rates, the 16 MS. PERRY:
17 PEVDA doesn’t only neutralize discount rate 17 A. Theway that pension expense worksis by the--
18 changes, does it? It aso neutralizes the 18 al the variablesare known by theend of
19 effect of pension asset value? Would that be 19 2008. So we know our discount rate. We know
20 correct? 20 how the assets have performed. So we know
21 MS.PERRY: 21 exactly what the 2009 pension expenseis going
22 A. ThePEVDA account will capture all elementsof |22 to be, becauseyou use those December 31st
23 pension expense, yes. 23 values to determine your pension expense. So
24 MR. JOHNSON: 24 when we did our look forward asto where we
25 Q. Exactly, sofor aslong aswe have the PEVDA, 25 were going for 2009, there was adecision--

Page 58 Page 60

1 Newfoundland Power doesn’'t haveto concern 1 there was no--there wasn’t a necessity to file

2 itself with how--and don’t get mewrong, I’'m 2 an application with the Board for 2009 and

3 not saying you'reindifferent to how the 3 practically speaking, it probably would have

4 pension planis doing, but you don’t have to 4 been a bit hard to pull that together because

5 concern yourself asto whether, how your 5 the markets continued to move around in the

6 pension plan isdoing and how the discount 6 last quarter of 2008 and certainly the first

7 rate isplaying out isgoingto affect your 7 half of 2009. So therewasn't aneed to file

8 earnings? 8 any application in 2009.

9 MS. PERRY: 9 MR. JOHNSON:
10 A. Toyour point that we don’t have to concern 10 Q. Okay, and could I direct your attention, Ms.
11 ourselves, | disagree. The PEVDA account 11 Perry, to CA-NP-189?
12 will--if in fact our pension expenseisalot 12 KELLY, Q.C.
13 higher than what we' re forecasting, customers 13 Q. Mr. Chairman, Mr. Hayesis just going to see
14 will see arate impact because of that. So we 14 if we can get Ms. Perry’s microphone to pick
15 are still going to be quite concerned and 15 up alittle better.
16 we're going to continue to manage our pension 16 MR. JOHNSON:
17 asset during thistime. 17 Q. Okay, Ms. Perry, are you at CA-NP-189?
18 MR. JOHNSON: 18 MS. PERRY:
19 Q. Okay. Couldyou please--you indicated that 19 A. Yes |lam.
20 the volatility in the discount rate was--that 20 MR. JOHNSON:
21 was known at the end of 2008 for sure, right? 21 Q. Okay, and the question posed there was that
22 MS. PERRY: 22 for each year--part A actually. "For each
23 A. Thediscount rate did move around in the last 23 year from 2006 to 2009, please provide the
24 quarter of 2008, yes. 24 amount of the charge or credit that would have
25 MR. JOHNSON: 25 resulted if the pension expense variance
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1 deferral account had been in place during 1 expense as opposed to 5.357.
2 those years," and | noticed that | even got a 2 MR. JOHNSON:
3 more expansive answer from Newfoundland Power 3 Q. Yeah, and understand, Ms. Perry, the question
4 than | had asked for, because | asked for 2006 4 was aimed at sort of an illustration of, you
5 to 2009, but | was given the details from 2004 5 know, how the account would have operated had
6 t0 2009. Do you know why | was told about 6 it been inplace, and | just--I would note
7 2004 and 2005? 7 though that there are fairly material amounts
8 MS. PERRY: 8 in, for instance, 2004, half million dollars
9 A. Not specifically, Mr. Johnson, but | recall 9 just about; 2005, a million and a half; 2006,
10 that when we were looking at this particular 10 2.86 million; 2007, 1.8 million. Sointerms
11 request, to actually create a PEVDA account or 11 of those periods of time, would that amount--
12 an account to adjust pension expense, you tend 12 would that figure be fairly material, in terms
13 to go back to your last test year. 13 of avariance?
14 MR. JOHNSON: 14 MS. PERRY:
15 Q. Yeah, that'swhat | thought, okay, and so the 15 A. Yes, there could have been a materia
16 last test year inyour case would have been 16 variance, but this isalso at a different
17 '03, | guess. Would that be right? 17 time. When welook at pension expense going
18 MS. PERRY: 18 up from 04 to ' 06 particularly, that was at a
19 A. Yes 19 time when there was an early retirement
20 MR. JOHNSON: 20 program offered. So our pension costs were
21 Q. And sothen, okay, al right, and so then, | 21 going up, but our operating costs were coming
22 guess, what we're seeing there, Ms. Perry, 22 down at the sametime, and these things, so
23 could you trandate to uswhat we should be 23 the pension expense and the impact of the
24 taking out of thisTable 1, interms of the 24 pension expense was not necessarily a discount
25 transfers? 25 related change. Thisis achange that, to
Page 62 Page 64
1 MS. PERRY: 1 some degree, was started by management because
2 A, Wadll, I guess, if you look at 2004, and this 2 it was--there was an early retirement program
3 is a hypothetical situation because this 3 offered. So pension expensewould go up
4 account did not exist back in 2004, but if we 4 accordingly. Some of it would have been
5 did pegthe PEVDA account to the pension 5 discount. Some of it would have been asset
6 expensein 2004, the difference between the 6 performance, but there's a whole bunch of
7 pension expense and the test year pension 7 things that go into pension expense.
8 expense would have resulted in transfers that 8 MR. JOHNSON:
9 are shown just above line 18, atotal of 490, 9 Q. And| takeyour point on that, but that's the
10 1.5 million for 2006, 2.9 million--1 can go 10 beauty, | suppose, of the PEVDA as
11 on, Mr. Johnson, | guess. 11 Newfoundland Power now has, because the PEVDA
12 MR. JOHNSON: 12 is-doesn't care how the variance arises.
13 Q. Sothesewould have been transfers that would 13 It's meant to track the whole variance,
14 have went back to the company? For instance, 14 correct?
15 take 2005, about 1.5 million dollars. That 15 MS. PERRY:
16 would have been an amount that the company |16 A. Yes, the PEVDA account isproposed for a
17 could have counted on to pick up in aJuly 1st 17 purpose. Our pension cost, our forecasting
18 adjustment? Would that be correct? 18 ability with respect to pension cost has
19 MS. PERRY: 19 diminished from where it was. So in the past,
20 A. Ifinfactit wasin operation and we used the 20 pension costs would float around, but we could
21 2004 - 21 forecast where it was going. Y ou could seeiit
22 MR. JOHNSON: 22 coming. So we're always looking forward. If
23 Q. Yeah. 23 we could deal with therising pension cost
24 MS. PERRY: 24 with decreasing operating costs, well then,
25 A. -yes, wewould have recorded 3.855 in pension |25 there wasn't a necessity for Newfoundland
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1 Power tocome in to filea general rate 1 the company, at part A, to provide alist of
2 application. Today, to forecast pension costs 2 regulated Canadian utilities which have the
3 is-1 readly do not know where discount rates 3 benefit of an account or mechanismin the
4 or asset values are going to be by the end of 4 nature of the proposed pension expense
5 December of thisyear. So without the PEVDA 5 variance deferral account, and when it was
6 right now, thereisalot of risk with respect 6 established, and | take it from this response
7 towhat in fact Newfoundland Power’ s pension 7 that there are certain investor-owned
8 costs are going to be for 2010. 8 utilities, regulated utilities including
9 MR. JOHNSON: 9 Terasen Gas Inc., Terasen Gas (Vancouver
10 Q. Yes, butjust let me develop the point a bit 10 Island) Inc. and Fortis BC, which have rates
11 further though. Let's take 2006, for 11 adjusted each year under performance based
12 instance, had the PEVDA been in place. 12 regulation to reflect actual pension costs
13 Newfoundland Power could have picked 8@ 2. 13 incurred for the year, so they wouldn't need a
14 million dollars by way of this PEVDA, right? 14 PEVDA, | take it iswhat you' re saying there,
15 MS. PERRY: 15 right?
16 A. Yes if itwasin effect, yes. 16 MS. PERRY:
17 MR. JOHNSON: 17 A. Yes, it'sadjusted every year.
18 Q. Andsoredly, if it was in effect, the2. 86 18 MR. JOHNSON:
19 million dollars wasan amount of real hard 19 Q. Okay, and you say "this approach hasbeen in
20 cash that the company was at risk for, 20 place since 2004 for Terasen Gas Inc., 2003
21 correct? 21 for Terasen Gas (Vancouver) Inc., and 2005 for
22 MS. PERRY: 22 FortisBC," but it’s only Fortis Alberta, and
23 A. Yes, | agree. 23 Fortis Alberta has proposed the creation of a
24 MR. JOHNSON: 24 PEVDA account as well in itsmost current
25 Q. Andnow, with the PEVDA, you will not be at 25 general rate application?
Page 66 Page 68
1 risk any more, will you? 1 MS. PERRY:
2 MS. PERRY: 2 A. Yes | believethey have.
3 A. ThepevDA will true up pension expense to the 3 MR. JOHNSON:
4 forecast, yes, Mr. Johnson, that is correct. 4 Q. And hasit been approved, do you know?
5 MR. JOHNSON: 5 MS. PERRY:
6 Q. |think, Ms. Perry, that it’s obvious though 6 A. | don'tbelieveit'sapproved yet, no.
7 that that risk has been removed. Therewasa 7 MR. JOHNSON:
8 risk there, always there, but now the risk has 8 Q. Okay. It'still intheworks?
9 been removed, and that'swhat I'm seeing if 9 MS. PERRY:
10 you' re acknowledge. 10 A. That's my understanding.
11 (10:30 am.) 11 MR. JOHNSON:
12 MS. PERRY: 12 Q. Okay, and Hydro One, which is aCrown in
13 A. | will acknowledge that there' s an element of 13 Ontario, has a deferra account which has been
14 risk that has been removed, but there's an 14 approved in December of '08?
15 element of risk that is new with respect to 15 MS. PERRY:
16 Newfoundland Power’s pension expense. 16 A. Yes, that iscorrect.
17 MR. JOHNSON: 17 MR. JOHNSON:
18 Q. Whichis? 18 Q. Okay, and so not alot of utilities have this
19 MS. PERRY: 19 PEVDA, | take it, Ms. Perry?
20 A. Thetwo--the primary factor that goesinto the 20 MS. PERRY:
21 determination of the obligation, whichisthe 21 A. Weél, these are theutilities that we are
22 discount rate. 22 aware of.
23 MR. JOHNSON: 23 MR. JOHNSON:
24 Q. Okay. All right, well, can | refer you to CA- 24 Q. Andwould the creation of a PEVDA, like Fortis
25 NP-45? In this question, Ms. Perry, we asked 25 Albertais proposing and like Newfoundland
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1 Power has proposed in this application, would 1 MS. PERRY:
2 that be considered as best practice of a 2 A. Yes, that is correct.
3 utility to seek to reducerisk, to look for 3 MR. JOHNSON:
4 risk mitigation within aregulated utility? 4 Q. And couldyou explain the purpose behind the
5 MS. PERRY: 5 Energy Supply Cost Variance account?
6 A. | can't speak to utilities across Canada. The 6 MS. PERRY:
7 PEVDA was proposed for Newfoundland Power | 7 A. Yes. TheEnergy Supply Cost Variance reserve
8 because we were at apoint where the market 8 was implemented, proposed and accepted in 2008
9 was moving around. Markets have changed. 9 to allow Newfoundland Power the opportunity to
10 Markets were very volatile, and we could, | 10 recover itssupply costs, and that would be
11 guess, not put apin in the assumptions that 11 with respect to supply costs asit relatesto
12 we were putting forward for the test year. So 12 customer load growth above the test year
13 what the PEVDA isaimed at achieving istrying 13 forecast. AsMr. Henderson explained during
14 to reasonably reflect--istryingto reflect 14 the 2008 proceeding, we're in a position where
15 pension coststhat we are actually going to 15 the marginal cost is exceeding the average
16 incur, because we actually may endup ina 16 cost for supply costsin rates. So when we
17 situation where if we proposed a 6.5 percent 17 have load growth, we'rein a position where
18 discount and that discount just, likeit did 18 we're not recovering our supply costs. So the
19 inthelast quarter, moved back up to seven 19 energy supply cost reserve was set up to take
20 and ahalf or eight percent, Newfoundland 20 care of that.
21 Power’ s pension costs would decrease by over 21 MR. JOHNSON:
22 three million. So when we're seeing that type 22 Q. Okay, and | guess, you're alwaystrying to be
23 of volatility, wethought it would be a 23 as accurate as you can for thetest year, in
24 reasonabl e approach to propose a PEVDA account |24 terms of what your energy supply costs are
25 that would capture these differences, given 25 going to be, based upon your demand energy
Page 70 Page 72
1 the market volatility of such. 1 requirements of your customers, right?
2 MR. JOHNSON: 2 MS. PERRY:
3 Q. Okay. Now, Ms. Perry, | take it that we are 3 A. Yes | would agree with that.
4 in agreement that the amounts that we saw in 4 MR. JOHNSON:
5 that previous RFI response regarding, you 5 Q. Andso the--and then as you go beyond that
6 know, what transfers would have been madeinto | 6 test year, it becomes harder to predict but we
7 the PEVDA, had been one set up, that these 7 don’'t have toworry about that because the
8 amounts were fairly material amounts, ranging 8 Energy Supply Cost Variance now picksit up?
9 from ahalf amillion to amillion and a half 9 MS. PERRY:
10 to even more. Would that be fair on my part? 10 A. TheEnergy Supply Cost Variance allowsusto
11 MS. PERRY: 11 recover our supply cost, yes.
12 A. Yes, but that isonly looking at just pension 12 MR. JOHNSON:
13 expensein those years, so I’'m not sure what 13 Q. Okay, and again, wasthisan opportunity on
14 impact that would have had on Newfoundland |14 Newfoundland Power’s part to reduce risk?
15 Power for those years. 15 MS. PERRY:
16 MR. JOHNSON: 16 A. No, | believethat, my understanding is most
17 Q. Butlet's putitthis way, amillion and a 17 utilities across Canada are provided the
18 half bucks is usually material ? 18 opportunity to recover its costsand that
19 MS. PERRY: 19 includes supply costs.
20 A. It'scertainly materia, yes. 20 MR. JOHNSON:
21 MR. JOHNSON: 21 Q. But without this account, you would have been
22 Q. Okay. Now Ms. Perry, | understand that, aswe |22 at risk as regards those supply costs?
23 all know, that in the 2008 GRA, there was an 23 MS. PERRY:
24 Energy Supply Cost Variance account set up, 24  A. Absolutely, yes.
25 correct? 25 MR. JOHNSON:
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1 Q. Okay, and could | refer you to page 516 of the 1 MS. PERRY:
2 Amended Application? Starting a line one, 2 A. Yeah, that's my understanding, but the details
3 where it states "for 2009, thereisforecast 3 of that particular account would be best asked
4 to beal1.7 million dollar energy supply cost 4 of Mr. Henderson.
5 variance transfer to be recovered through the 5 MR. JOHNSON:
6 RSA. The Energy Supply Cost Variance results 6 Q. Okay, and that isvery fair on your part. Do
7 from the addition of new customersand it can 7 you--could | ask you this? Doyou have an
8 be expected aslong as load growth continues 8 understanding asto what--maybe I'll just
9 and the marginal supply costs." So in 2009 9 leave thiswith Mr. Henderson, it’d probably
10 aone, that wasa 1.7 million dollar figure, 10 be better. Do you have a sense though, from
11 right? 11 the financial point of view, maybethis is
12 MS. PERRY: 12 fair, of, you know, what the dollar value was
13 A. Yes, that iscorrect. 13 of therisk that was eliminated by switching
14 MR. JOHNSON: 14 from the PPUCVR tothe new regimeof the
15 Q. Okay,and | guesswithout that account, you 15 demand management incentive account and the
16 would have to come back for a GRA essentially 16 Energy Supply Cost Variance account?
17 topick that up, that cost up or find it 17 MS. PERRY:
18 somewhere else? Would that be right? 18 A. | believeit wassimilar, but again, | would
19 MS. PERRY: 19 revert those questions to Mr. Henderson.
20 A. We certainly would have to address a shortfall 20 MR. JOHNSON:
21 of 1.7 million, yes. 21 Q. Okay. Ms. Perry, at page 23 of the Board's
22 MR. JOHNSON: 22 decision and order fromthe last GRA, the
23 Q. Yes, okay, and regarding this energy supply 23 Board quoted you as saying asfollows: "I aso
24 cost mechanism, this replaced a previous 24 believe the rating agencies’ assessment of the
25 mechanism called the purchase power unit cost 25 company’s credit worthiness will be positively
Page 74 Page 76
1 variance reserve. Ms. Perry, are you familiar 1 influenced by other proposals in the amended
2 with that reserve? 2 application. In particular, the Energy Supply
3 MS. PERRY: 3 Cost Variance clause will ensurethat the
4 A. Yes, I’'mfamiliar with that reserve. 4 company recovers its purchase power," and why
5 MR. JOHNSON: 5 were you of that belief that that would have a
6 Q. Okay, and as| understand it, what the company 6 positive impact on your company’s credit
7 proposed last time was to--and was accepted-- 7 worthiness?
8 was to eliminate the purchase power unit cost 8 MS. PERRY:
9 variance reserve and to introduce a demand 9 A. Credit rating agencies are very concerned
10 management incentive account and alsoaddan |10 about recovery of costs. So to have
11 Energy Supply Cost Variance component to the |11 Newfoundland Power exposedto one of its
12 rate stabilization account? Have | got that 12 biggest costs, whichissupply costs, would
13 correct? 13 certainly be a red flag for, I would think,
14 MS. PERRY: 14 al credit rating agencies.
15 A. That waswhat was agreed during the last rate 15 MR. JOHNSON:
16 case, yes. 16 Q. Okay, and I think that your prediction on that
17 MR. JOHNSON: 17 probably turned out to be correct, because it
18 Q. Okay, and | understand, Ms. Perry, that with 18 did get referenced in the credit ratings
19 the PPUCVR--and we' re worst than the military 19 subsequently, didn’t it?
20 here for war acronyms--but with the "pucker", 20 MS. PERRY:
21 | guess, the "puckfer”, with that account, the 21 A. Yes, itdid.
22 company was at risk for variances up to one 22 MR. JOHNSON:
23 percent in the effective unit cost associated 23 Q. Okay, and we'll come tothat. Oneof the
24 with both demand and energy charges? Isthat 24 accounts that the Dominion Bond Rating Service
25 how that account--would that be accurate? 25 mentionsin its credit opinion of Newfoundland
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Page 79

1 Power is the Weather Normalization Reserve, 1 interested in the economy in Newfoundland,

2 and can | bring you to Exhibit 4in that 2 what’ s happening, what our challenges are. As

3 respect? And in particular, I'm referring to 3 Mr. Ludlow talked about yesterday, the tale of

4 page two, and the second last paragraph on 4 the two economies, credit rating agencies are

5 that page, where they state "Newfoundland 5 particularly interested in our operationsin

6 Power operatesin a stableand supportive 6 rural Newfoundland versusin St. John's, in

7 regulatory environment," etcetera, and then 7 terms of how we deal with that kind of limited

8 the last sentenceis "the company has a PUB- 8 growthin areas. We will take them through

9 approved WNR account that stabilizes earnings 9 the financials of Newfoundland Power, the

10 by adjusting revenue and purchase power 10 outlook. They are particularly interested in

11 expenses for variancesin weather and stream 11 general rate proceedings because that

12 flow when measured against long-term 12 fundamentally dictates the recovery of costs,

13 averages." Could you tell us how it 13 the return of Newfoundland Power. So

14 stabilizes Newfoundland Power’s earnings as 14 obviously the financia strength of

15 DBRS indicates? 15 Newfoundland Power, they’re interested in,

16 MS. PERRY: 16 coming out of a general rate proceeding.

17 A. The Weather Normalization account 17 MR. JOHNSON:

18 fundamentally serves to eliminate the 18 Q. Sodo these folks come down and meet with you

19 volatility with revenue and purchase power 19 or do you go up and meet with them? How does

20 associated with weather. So DBRS does 20 that work?

21 consider that to be a stabilizing impact on 21 MS.PERRY:

22 Newfoundland Power, so that we don't seethe 22 A. Forthe last coupleof years, I've went to

23 volatility with abnormal weather conditions as 23 meet with them.

24 we do in Newfoundland. 24 MR. JOHNSON:

25 MR. JOHNSON: 25 Q. And how often do these meetings take place?
Page 78 Page 80

1 Q. And so,in particular, youdon't see the 1 MS. PERRY:

2 volatility in your earnings because of our 2 A. Wewill meet annually, face to face, but I'm

3 weather? 3 always communicating with Moody’sand DBRS.

4 MS. PERRY: 4 When we file applications, we will givethem a

5 A. Wdll, ultimately, it would have an earnings 5 copy. Any pressreleases that we have, we

6 impact, yes. 6 will give them a copy. Our quarterly

7 MR. JOHNSON: 7 earnings, we give them a copy.

8 Q. Butyetthat'swhat the Dominion Bond Rating 8 MR. JOHNSON:

9 Service talks about. With respect to these 9 Q. And Newfoundland Power’s relationship with

10 credit rating agencies, Ms. Perry, what's 10 DBRS has been alengthy one, | take it?

11 your--are you the person at Newfoundland Power |11 MS. PERRY:

12 that has the most contact with these people? 12 A. Yes ithas.

13 MS. PERRY: 13 MR. JOHNSON:

14 A. Yes, that would be me. 14 Q. They'vebeen around longer, much longer, |

15 MR. JOHNSON: 15 think, than Moody’s. Would that be correct?

16 Q. Okay, and just explain, practically speaking, 16 MS. PERRY:

17 what that relationship consists of. 17 A. Moody’s, | believe, was around 2005. DBRSis

18 MS. PERRY: 18 before the 1990s, | believe.

19 A. Eachyear, atleast annually, wewill meet 19 MR. JOHNSON:

20 with both DBRS and Moody’sand we will take |20 Q. Yeah, okay, and interms of the people, how

21 them through the operations of Newfoundland |21 long haveyou been inyour position, Ms.

22 Power and thingsthat are happening, our 22 Perry?

23 capital program, things like demographics, 23 MS. PERRY:

24 cradle to grave stuff with them from an 24 A. Since 2005.

25 operations point of view. They’'re also very 25 MR. JOHNSON:
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1 Q. Andsosince 2005, areyou dealing with the 1 credit opinion. It says"Newfoundland Power
2 same people at Moodys? 2 Inc.’srelatively weaker financial profileis
3 (10:50 am.) 3 offset by the company’s location in a
4 MS. PERRY: 4 supportive regulatory environment with a
5 A. AtMoodys, | am, yes. 5 regulatory construct that permits it to over
6 MR. JOHNSON: 6 or under earn within aband of plus or minus
7 Q. AndDBRS, not so? 7 18 points of its allowed return on rate base.
8 MS. PERRY: 8 Historically, Newfoundland Power Inc. has been
9 A. | believethey’'ve changed out onesincel’ve 9 able to achieve returns in excess of its
10 been there, yes. 10 alowed ROE. Two key features of NPI's
11 MR. JOHNSON: 11 regulatory regime which facilitate timely
12 Q. Okay. So thereisafairly good continuing 12 recovery of the company’s costs are the Rate
13 relationship. Would that be fair? 13 Stabilization clause, which includes: one, a
14 MS. PERRY: 14 mechanism for tracking energy supply cost
15 A. Yes, that would befair. 15 variances, and two, a Demand Management
16 MR. JOHNSON: 16 Incentive account which includes a mechanism
17 Q. Andwhen Moodys came on the scenein 2005, why 17 for tracking demand supply cost variances.
18 did they come on the scene? 18 Together, these mechanisms limit Newfoundland
19 MS. PERRY: 19 Power’s ultimate exposureto fluctuationsin
20 A. Atthetime, we had two credit rating agencies 20 purchase power costs related to volatility in
21 following us. Onewas S & P and the other was 21 commodity prices and variationsin customer
22 DBRS. We were looking to have two stand-alone 22 demand to approximately $500,000 annually. In
23 credit ratings. S & P actually were reluctant 23 the absence of the rate stabilization
24 to provide a clear stand-alone credit rating. 24 mechanism, Newfoundland Power Inc. would be
25 They had movedto a consolidated ratings 25 exposed to, among other things, volatility in
Page 82 Page 84
1 approach, so they would bringin the Fortis 1 the price of power purchased from Hydro, due
2 fold with respect to the rating, and | believe 2 principally to fluctuationsin the price of
3 al of that wasdiscussed infront of this 3 fuel burned at Holyrood, Hydro's Holyrood
4 particular Board. But we were looking for a 4 thermal generating station. Among other
5 stand-alone rating for Newfoundland Power and 5 things the rate stabilization clause permits
6 Moodys provided that. 6 NPI to recover or refund variationsin the
7 MR. JOHNSON: 7 energy component of power purchased from Hydro
8 Q. Okay, all right, and | guess that was never an 8 ona lag basis. Recognizing that purchase
9 issue with DBRS, | take it? 9 power is Newfoundland Power's single largest
10 MS. PERRY: 10 expense, the rate stabilization and demand
11 A. No, DBRSprovides a stand-alonerating as 11 management incentive mechanisms are
12 well, yes. 12 significant risk mitigants. Moodys notes,
13 MR. JOHNSON: 13 however, that the Energy Supply Cost Variance
14 Q. Okay, and did all of the Fortisfamily goto 14 mechanism is approved to the end of 2010, at
15 Moodys? 15 which time Newfoundland Power will have to
16 MS. PERRY: 16 apply for an extension or request an
17 A. I'mnot sure. 17 alternative mechanism.”
18 MR. JOHNSON: 18 AndI'd just liketo talk about this
19 Q. Okay, al right, and I wonder, Ms. Perry, if 19 passage for a second, because it bringsup a
20 you could turn up Moodys credit opinion for 20 few themes, and the first one I’d like to talk
21 Newfoundland Power dated March 6th, 2009, at |21 about is this idea of the supportive
22 Exhibit 4, and in particular, could | refer 22 regulatory environment, and what do you take
23 you to the second page? They’re not numbered, |23 that notion as entailing, Ms. Perry?
24 but the second page, and I'm referring 24 MS. PERRY:
25 specifically to thelast paragraph of that 25  A. Through our discussions with Moodys, in their
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Page 85 Page 87
1 assessment of our credit rating, they place a 1 like the significance really comesin the
2 lot of emphasis on the qualitative things that 2 dollar amount, right?
3 can impact a business and as a regulated 3 MS. PERRY:
4 utility, regulation and the regulatory 4 A. Andthevolatility in the dollar amount.
5 environment is certainly abig risk that they 5 MR. JOHNSON:
6 see. So they look to consistency with 6 Q. Okay, but like wouldn't--like the PEVDA, that
7 regulatory decision making, stability in or 7 must also be regarded asa significant risk
8 consistency, | guess, with respect to how 8 mitigant now, arisk mitigant that is new for
9 things have been treated in the past. | call 9 Newfoundland Power?
10 it the no surprises coming out general rate 10 MS. PERRY:
11 proceedings. They look to the ability of a 11 A. No, | think we disagree on that one. | don’t
12 utility to recover its cost and earn its 12 believe that the rating agencies will see the
13 return, and they do look at the risks that are 13 PEVDA account as a significant risk mitigant
14 posed on the utility, and when this particular 14 for Newfoundland Power. Thefact that our
15 item came up, when the whole marginal cost 15 pension expense actually has been so volatile
16 exceeded average cost, thiswasa big thing 16 isaconcern to them, but it’'sanew concern
17 for me to explainto Moodysand explain to 17 for rating agencies. The impact that the
18 DBRS coming into the last application that we 18 financial markets have had on our post
19 were having to ask for recovery of purchase 19 employment benefits and our pension plans has
20 power costs. So they were particularly 20 been significant, and thisis new. We haven’'t
21 interested in Newfoundland Power getting these |21 seen those kinds of forecast variances before.
22 mechanisms such that allow for the recovery of 22 So forecast risk isabig thing that they ook
23 supply costs, because it’s our single biggest 23 at, and we' ve had forecast risk in the past,
24 cost, and that would have put Newfoundland 24 but if we could see it coming and we can
25 Power in a league of its owniif in fact we 25 predict it, then we can deal with it. In this
Page 86 Page 88
1 were actually subject to energy supply cost 1 particular case, it's moving too fast. So the
2 variation. 2 PEVDA was proposed because thisis a new risk
3 MR. JOHNSON: 3 to Newfoundland Power.
4 Q. Yes, becauselikein 2009, | think the figure, 4 MR. JOHNSON:
5 what wasit, 1.7 or 1.9 million? 5 Q. How did you deal with therisk in 20067 You
6 MS. PERRY: 6 just ateit, didn’t you?
7 A 17 7 MS. PERRY:
8 MR. JOHNSON: 8 A. No,in 2006, when we looked forward and we
9 Q. Soapretty high figure, and so would you-- 9 looked at what our pension costs were going to
10 they call them significant risk mitigants. | 10 be, we looked at it in combination with all of
11 guess you would agree with Moodys? 11 our costs. So at that particular time, if
12 MS. PERRY: 12 operating costs were going down, then we could
13 A, It'sarisk mitigant, yes. It adlows usto 13 manage our way through that risk. We could
14 recover our cost. 14 seeit coming. We could forecast forward and
15 MR. JOHNSON: 15 so we knew if there were other moving parts
16 Q. Butyou don't want to agreeto the significant 16 within our business that allowed us an
17 part? 17 opportunity to earn our return, then we didn’t
18 MS. PERRY: 18 haveto fileagenera rate application. In
19 A. | look at purchase power cost, Mr. Johnson, as 19 this particular case, we may forecast one
20 a, which itis now, a flow through to our 20 thing and be compl etely wrong on our forecast
21 customers. | think the--to provide 21 assumptions.
22 Newfoundland Power the ability to recover its 22 MR. JOHNSON:
23 cost is areasonable proposition. 23 Q. What wasthe big determinant in’06 then, in
24 MR. JOHNSON: 24 terms of what--you know, because we saw, you
25 Q. Andin termsof thedollar amount, because 25 know, there was afairly sizable figurein’06
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1 if you had the PEVDA account that the company 1 Management Incentive account, would that be

2 could have recouped, right? What drove that 2 evidence of further regulatory support for

3 variation? 3 Newfoundland Power? Would that fall under

4 MS. PERRY: 4 that rubric?

5 A. Just give meaminute, Mr. Johnson. | would 5 MS. PERRY:

6 haveto go back through and look at all the 6 A. I'mnotsurel understand your question, Mr.

7 moving pieceswith respect tothe pension 7 Johnson.

8 costs, but that was coming off of the early 8 MR. JOHNSON:

9 retirement program in 2005, so we did amortize 9 Q. You referred to the idea of regulatory support
10 in, and | would have to get the exact numbers, 10 and you gave someindication of what your
11 but wedid amortize insome past pension 11 notion wasof regulatory support, and I'm
12 obligations as a result of this early 12 interested in knowing whether or not you would
13 retirement program in 2005. 13 view the approval of these accounts, the
14 MR. JOHNSON: 14 Energy Supply Cost Variance account and the
15 Q. Butlikeyour 2003, like your test year was 15 Demand Management Incentive account, as being
16 200372 16 evidence of the supportive regulatory
17 MS. PERRY: 17 environment in which your company operates?
18 A. Yes 18 MS. PERRY:

19 MR. JOHNSON: 19 A. Yes, | would agree with that.
20 Q. Likewereyou guysat that time forecasting an 20 MR. JOHNSON:
21 early retirement in ' 05, do you know? 21 Q. Andsimilarly, would the creation of the PEVDA
22 MS. PERRY: 22 also be--would that be an enhancement of
23  A. lcan'tsay. | wasn't at Newfoundland Power 23 Newfoundland Power’s supportive regulatory
24 then. 24 environment, in your view?
25 MR. JOHNSON: 25 MS. PERRY:
Page 90 Page 92

1 Q. Okay. Soit'll beamatter of what's on that 1 A. In light of the new market conditions or

2 record. | guessit’'s11:00, Mr. Chair. 2 changed market conditions, | will agree that

3 CHAIRMAN: 3 Moodys will seethat the PEVDA isan account

4 Q. Okay,we'll break until 11:30. 4 that will limit the forecast variability in

5 MR. JOHNSON: 5 pension expense, yes.

6 Q. Thank you. 6 MR. JOHNSON:

7 (BREAK - 11:00 a.m.) 7 Q. But tying itinto the regulatory support

8 (RESUME - 11:30a.m.) 8 piece, is thereatie inor am| wrong on

9 CHAIRMAN: 9 that?

10 Q. Mr. Johnson, we're back to you, sir. 10 MS. PERRY:

11 MR. JOHNSON: 11 A. No, | agree that would be a regulatory

12 Q. Thank you, Mr. Chairman. Ms. Perry, the last 12 support, given market conditions today, yes.
13 linein that passagethat 1'drefer to you 13 MR. JOHNSON:

14 from that Moodys report where they say that 14 Q. And regarding the--the major consequences,
15 "Moodys notesthat the energy supply cost 15 what are the major consequences for
16 variance mechanism is approved to the end of 16 Newfoundland Power of therecent financial
17 2010, at which time they’ll have to apply--NPI 17 market circumstances that you’ ve been talking
18 will have to apply for an extension." So of 18 about?

19 course, Moodys was aware that you're applying |19 MS. PERRY:

20 for an extension, | takeit? 20 A. Waéll, I think the big onefor usisthe cost

21 MS. PERRY: 21 of financing. Earlier in 2009, we did issue
22 A. Yes, they are. 22 first mortgage bondsand as we spoke of
23 MR. JOHNSON: 23 earlier, Mr. Johnson, the credit spreads on
24 Q. Okay, and would the creation of the Energy 24 the bond issueincreased materialy in the
25 Supply Cost Variance account and the Demand |25 first part of the year. At the same time, the

Page 89 - Page 92
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1 long Canada bond yields are at historical low 1 by Moodys, al of NPI’s debt was and continues
2 levels. So when wewere looking forward 2 to be senior secured. However, Moodys has
3 earlier in 2009, that was actually serving to 3 reconsidered this approach, given the
4 reduce Newfoundland Power’ s return on equity 4 elimination of the material adverse change
5 for the upcoming year. So from a cost of debt 5 clause from the current bank credit agreement
6 and cost of equity perspective, that certainly 6 and determined that the benefit of the
7 did play into Newfoundland Power’s financia 7 security afforded to NP’'s FMB holders,
8 position for the upcoming year. 8 relative to its bank lenders and other secured
9 MR. JOHNSON: 9 creditors, combined with the strengthening of
10 Q. Would pension expense variahility be one of 10 NPI's financial profile, warrant a distinction
11 the other significant consequences of the 11 between its unsecured and secured ratings.”
12 recent financial market situation? 12 So thefirst thingisthat there’ stwo
13 MS. PERRY: 13 sets of ratings. Oneis an issuer rating, |
14 A. Yes, | would agree. 14 takeit, that’ s unsecured?
15 MR. JOHNSON: 15 MS. PERRY:
16 Q. And so the PEVDA straightens that out, 16 A. Yes, that iscorrect.
17 correct? 17 MR. JOHNSON:
18 MS. PERRY: 18 Q. Andthe other rating, which isusually higher,
19 A. Yes, | would agree. 19 isyour secured rating, right?
20 MR. JOHNSON: 20 MS. PERRY:
21 Q. Okay. Now | understand, Ms. Perry, that you 21 A. Yes
22 have a first mortgage bond that’ s the--your 22 MR. JOHNSON:
23 first mortgage bond rating is A with DBRS. Is 23 Q. Andthey refer thereto theremoval of the
24 that correct? 24 material adverse change clause?
25 MS. PERRY: 25 MS. PERRY:
Page 94 Page 96
1 A. Yes, that iscorrect. 1 A Yes
2 MR. JOHNSON: 2 MR. JOHNSON:
3 Q. Andit'sbeen A for along time with DBRS? 3 Q. And could you indicate why Moodys would
4 MS. PERRY: 4 consider the removal of that clause
5 A. Yes ithas. 5 significant?
6 MR. JOHNSON: 6 MS. PERRY:
7 Q. Andregarding--perhaps we could turn tothe 7 A. In Newfoundland Power’s short-term credit
8 August 3rd media release from Moodys at 8 facility, there wasa MAC clause or the
9 Exhibit 4. Michadl, that’s at the very last 9 material adverse change clause, which allowed
10 page. I'm sorry, the very last document in 10 the lenders, each time Newfoundland Power were
11 the--okay. And | takeitin this document, 11 to draw down onthe facility, to make an
12 thisis where, on August 3rd 2009, Moodys 12 assessment of whether or not they felt there
13 announced that it was--had upgraded your first 13 was something that had materially changed
14 mortgage bonds from Baal to A2? 14 within the confines of Newfoundland Power that
15 MS. PERRY: 15 would allow them, | guess, to get out of the
16 A. Yes, that iscorrect. 16 short-term credit facility. That adds an
17 MR. JOHNSON: 17 element of exposure, given that the lenders
18 Q. Okay,andin that regard, would you turnto 18 could reassess whether or not an adverse
19 the passage-- it'sabout fiveor six lines 19 condition had occurred or not. So to
20 down in the second paragraph, and--actually, 20 eiminate that clause from a short-term
21 thefourth line. "In Newfoundland Power’'s 21 facility provided further assurance of
22 case, Moodys had not historically recorded a 22 liquidity for Newfoundland Power. So Moodys
23 full notch of lift to Newfoundland Power 23 did see that as a positive.
24 Inc.’s senior secured debt because other than 24 MR. JOHNSON:
25 its unsecured bank credit facility, not rated 25 Q. Okay, and what’ s the on-the-ground benefit of
Page 93 - Page 96




October 15, 2009

Multi-Page™

Verbatim Court Reporters

Page 97 Page 99
1 that assurance of liquidity, from Newfoundland 1 restrictive than the pre-tax interest coverage
2 Power’ s perspective? 2 ratio that we talked about as oneof our
3 MS. PERRY: 3 financial metrics. Under the trust indenture,
4 A It'stheassurance that we will have short- 4 we actualy have to include the new interest
5 term facilities available to us, so that we 5 on the new bonds as well. So not just how our
6 can finance the poles going into the ground. 6 financial statements are looking with respect
7 MR. JOHNSON: 7 to pre-tax interest coverage. We'reto take
8 Q. Okay, and| understand that all of your first 8 that and also add the new interest to make
9 mortgage bonds that have been issued for many 9 surethat it’s still two times.
10 decades have been issued under the original 10 MR. JOHNSON:
11 trust deed of 1966. Isthat correct? 11 Q. Okay. So yougot to be able to show to
12 MS. PERRY: 12 someone, not only do we have an interest
13 A. Thatiscorrect, yes. 13 coverage now, but even once we float this bond
14 MR. JOHNSON: 14 issue, we're ill going to have enough
15 Q. Okay, and | takeit that Newfoundland Power’'s |15 revenue to meet the interest requirements on
16 ability to issuefirst mortgage bonds under 16 that proposed bond?
17 its trust deed is dependent upon the 17 MS. PERRY:
18 availability of earningsto pay interest on 18 A. Yes, we haveto be over two times to issue
19 any additional bondsthat Newfoundland Power |19 bonds.
20 wishesto issue? Would that be correct? 20 MR. JOHNSON:
21 MS. PERRY: 21 Q. Okay. Soit’sastricter--more restrictive |
22 A. Yes, thereisan earning coverage test on the 22 think is your term?
23 inside of the trust indenture that we have to 23 MS. PERRY:
24 ensure is met before we can issue new bonds. 24 A, Yes.
25 MR. JOHNSON: 25 MR. JOHNSON:
Page 98 Page 100
1 Q. Anddol understand that Newfoundland Power, 1 Q. Okay, and morerestrictive than what, in terms
2 under the terms of this condition that you're 2 of the methodol ogy?
3 referring to, requiresinterest coverage or 3 MS. PERRY:
4 interest coverage ratio of two times or higher 4 A. Morerestrictive than the pre-tax interest
5 in order to issue additional bonds under this 5 coverage ratio that is shown on Exhibit 3. If
6 trust deed? 6 you go to Exhibit 3 -
7 MS. PERRY: 7 MR. JOHNSON:
8 A. Yes, that would be correct. 8 Q. Okay.
9 MR. JOHNSON: 9 MS. PERRY:
10 Q. Okay, and so theinterest coverage, and you 10 A. -soyouseeonline38 -
11 know, interest coverage ratios, Ms. Perry, 11 MR. JOHNSON:
12 that would be concerned, in essence, with the 12 Q. Yes
13 amount of revenue you have available to cover 13 MS. PERRY:
14 interest charges? Isthat the essence of it? 14 A, - that for 2010 right now, our interest
15 MS. PERRY: 15 coverage is reducing to two times.
16 A. Canyou repeat that, Mr. Johnson? 16 MR. JOHNSON:
17 MR. JOHNSON: 17 Q. Yeah
18 Q. Theinterest coverage issue, that is concerned 18 MS. PERRY:
19 in essence, essentialy, with the amount of 19 A. Ifinfact wewereto issue bondsin 2011, we
20 revenue you have available or Newfoundland 20 would have to take 2010 earnings, as shown
21 Power has available to cover interest charges? 21 here, and apply thenew interest and that
22 MS. PERRY: 22 number would be lower than two times. Soit's
23 A. Yes, | would agree that that’ s the fundamental 23 more restrictive in that you have to consider
24 of it. Theearnings coveragetest thatis 24 the new interest as opposed to the interest
25 inside of our trust indenture is alittle more 25 that you're recording in your financial
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1 statements. 1 MR. JOHNSON:
2 MR. JOHNSON: 2 Q. Okay, dl right. Could I refer you tothe
3 Q. Okay. Sothis, line38, interest coverage 3 August 3rd mediarelease again, Ms. Perry? It
4 times, you're saying that 2010E column, that-- 4 statesin the second last or the third last
5 in 2010E, let'ssay, you would meet the 5 paragraph, "the principal methodology used in
6 requirement of your trust deed of two times? 6 rating Newfoundland Power isthe March 2005
7 MS. PERRY: 7 Global Regulated Electric Utilities rating
8 A. No. 8 methodology which can be found at" such and
9 MR. JOHNSON: 9 such, and just for convenience, | know it's on
10 Q. Youwouldn't? 10 the electronic record, but I’ ve provided paper
11 MS. PERRY: 11 copies. Do you havethose? Do you havea
12 A. Wdl, what would have to happen, | would have |12 copy of that document, Mr. Chairman,
13 to know first how much the bond issue was 13 Commissioners?
14 goingto beand how much theinterest was 14 CHAIRMAN:
15 actually going to be onthat new bond. | 15 Q. I don't know. Do we?
16 would have to apply--soin 2011, if we wereto 16 MS. GLYNN:
17 issue bonds, we have to consider the previous 17 Q. Areyou entering all four of those documents,
18 year' sfinancial statements. We have to take 18 Tom?
19 earnings before interest and taxes and divide 19 MR. JOHNSON:
20 that by total interest, but the total interest 20 Q. We might as well, because | wasgoing to
21 would also have to include the interest on the 21 question her on these. | could identify them
22 new bond. Soin ahypothetical situation, if 22 for therecord, Mr. Chairman. The first
23 in fact we had to issue bonds in 2011, looking 23 document is dated March 2005. It’ s a document
24 at 2010, | would estimate--1 don't have a 24 caled the "Rating Methodology, Global
25 calculator--we would be below two times. 25 Regulated Electric Utilities," issued by
Page 102 Page 104
1 MR. JOHNSON: 1 Moodys. And the second document is a August
2 Q. Butdoesn'tthat two timesfigure in 2010E, 2 2009 document from Moodys called "Regulated
3 doesn’'t that indicate that for 2010E, you're 3 Electric and Gas Utilities" The third
4 meeting the terms of your trust--of that ratio 4 document is"Newfoundland Power’s Management
5 inyour financing condition, that stricter 5 Discussion and Analysis, June 30th, 2009" and
6 test? 6 the final document, the fourth, is Moodys
7 MS. PERRY: 7 credit opinion dated March 5th, 2007 in
8 A. No. 8 respect of Newfoundland Power Inc.
9 MR. JOHNSON: 9 MS. GLYNN:
10 Q. No? 10 Q. We'll mark those asinformation items, number
11 MS. PERRY: 11 one through four.
12 A. No. No, with the earnings test, you have to 12 MR. JOHNSON:
13 take what you have and apply the additional 13 Q. Informationitems. | guessit doesn’'t make a
14 interest on the additional bonds. So we would 14 difference. It'sevidence.
15 be below the two timesinterest coverage as 15 KELLY, Q.C.
16 noted here. 16 Q. That'sfine.
17 MR. JOHNSON: 17 (11:45am.)
18 Q. Okay, I think that’s where we're missing each 18 MR. JOHNSON:
19 other. You're talking about the idea of 19 Q. Yeah. Ms. Pery, | take it that you' ve seen
20 floating a new issue and I’m talking about 20 this rating methodology before? You're
21 covering the interest on everything that's 21 familiar with the document?
22 aready out there. Isthat right? 22 MS. PERRY:
23 MS. PERRY: 23 A. Yes | am.
24 A. Yes, that would be this particular metric 24 MR. JOHNSON:
25 right here, the pre-tax interest cover. 25 Q. Okay,and now | understand that, in fact,
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1 though I'm going to first start addressing the 1 that doesnot apply to Newfoundland Power
2 March ’ 05 document with you, that that rating 2 because we are totally regulated, right?
3 methodology has been replaced asof August 3 MS. PERRY:
4 20097 4 A Yes weareregulated.
5 MS. PERRY: 5 MR. JOHNSON:
6 A. Yes, that is correct. 6 Q. Okay, and sol guess, immediately, that would
7 MR. JOHNSON: 7 put Newfoundland Power in the minority of the
8 Q. Okay, and I'd like first to get your 8 universe of utilitiesthat Moodysislooking
9 understanding of what this document is 9 at?
10 supposed to be about. What is the purpose of 10 MS. PERRY:
11 it? 11 A. | don'tknow if | would make that broad
12 MS. PERRY: 12 observation, Mr. Johnson. The 2005 credit
13 A. The credit rating agencies will issue 13 ratings methodol ogy report, my take on it and
14 methodology reportsas a general guide to 14 with discussion from Moodys, is that they do
15 specificindustry areas, such as regulated 15 park different groups of utilities into two
16 utilities. It'stheir ratings methodology. 16 separate categories, one being the pure
17 It's how--the things they consider, the 17 regulated utility and then the other being the
18 financial thingsthey consider and also the, 18 regulated plus some unregulated activity. So
19 as| said earlier, the qualitative items that 19 with respect to Newfoundland Power, yes, we
20 they consider asapart of their rating. So 20 are regulated, so we are in that category.
21 thisis meant to givea guide, not a one- 21 MR. JOHNSON:
22 glovefits-all for al utilities, but 22 Q. | wasjust smply following up on the sentence
23 certainly a general guide asto the things 23 "however, the majority of the companies we
24 that they review with respect to their rating 24 consider in this sector have additiona
25 of autility. 25 exposureto unregulated businesses." So |
Page 106 Page 108
1 MR. JOHNSON: 1 thought the corollary of that wasthat you
2 Q. Okay, and Ms. Perry, you've referred to 2 would fit into the minority, which didn’t have
3 qualitative factors and on that, why don’'t we 3 exposureto unregulated businesses. Would
4 just kick off there at pagefour of the 4 that be fair?
5 document, and that’ s at the top under "general 5 MS. PERRY:
6 rating methodology," and just for the record, 6 A. I'mnotsure. | mean, thisiswhat Moodysis
7 I'll just read it. "Moodys framework for 7 saying here, but my understanding from
8 rating regulated electric utilities is 8 discussion with Moodys is that they would
9 constructed around anumber of credit risk 9 consider Newfoundland Power in the context of
10 factors, rather than on any one particular 10 other regulated utility.
11 metric, such as financial ratio. Thefirst 11 MR. JOHNSON:
12 step is to assess the extent of a’regulated’ 12 Q. Ifwe go downthe pagea little bit, Ms.
13 company’ s exposure to unregulated businesses. 13 Perry, to where the heading states "assessment
14 The strongest position is enjoyed by those 14 of the extent of regulation around a
15 companies operating in a wholly regulated 15 business,” you'll seetherethat Moodys say
16 business. However, the mgjority of the 16 that they classify companies into four
17 companies we consider in thissector have 17 categories to determine how much their
18 additional exposure to unregulated businesses, 18 business risk is influenced by regulated
19 whether those are unregulated power generation |19 activities and they say "thisis a measure of
20 or supply activities or non-electric 20 the relative weight of regulated to
21 unregulated businesses.” So, justto stop 21 unregulated businesses within arated entity.
22 there for amoment, and so according to 22 Weighting is based on the element of earnings,
23 Moodys, this document, they’ re saying that the 23 cash flows and assets, et cetera.” Inthe
24 majority of utilitiesthat they look at have 24 final sentence, they said "this then alows us
25 unregulated aspects. So | take it from this, 25 to derive the regulated business percentage
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1 and to assign the entity to one of the four 1 A, Butl can’t say with certainty asto which one
2 categories as below." Category one would be a 2 Moodys--thisis Moodys defined categories, |
3 wholly regulated business. Category two would 3 guess, so | haven't actually assessed how much
4 be 80 to 99 percent of the business is 4 would be needed to fall within each of those
5 regulated. So under that definition, would 5 categories.
6 Newfoundland Power be a category one? 6 MR. JOHNSON:
7 MS. PERRY: 7 Q. Okay. Have you--are you familiar with this
8 A. Yes, under that definition we would. 8 document, Ms. Perry?
9 MR. JOHNSON: 9 MS. PERRY:
10 Q. Okay, and so then--so that was the first step, 10 A. Very familiar.
11 is to try to define regulated and non- 11 MR. JOHNSON:
12 regulated. So the second step in the 12 Q. Okay. Moodys considers the Public Utility
13 methodology comes under the rubric "assessment |13 Board of this province, of Newfoundland and
14 of the supportiveness of the regulatory 14 Labrador, to be one of the more supportive
15 framework.” Do you seethat? Okay, and it 15 regulatorsin Canada. Isthat correct?
16 says "we also classify entities into the 16 MS. PERRY:
17 following four categories based on a 17 A. Yes, | believe that was noted on their
18 comparative assessment of the predictability 18 assessment of us.
19 and stability of regulated cash flows for a 19 MR. JOHNSON:
20 company operating under a particular 20 Q. Okay. Now justturn the pagethen to page
21 regulatory framework, or the supportiveness of 21 five, and then you' Il see around halfway down
22 regulatory environment, SRE," okay, and you'll 22 the page, they give examplesof regulatory
23 see that they have a gradation, | suppose, of 23 frameworksin each category. Y ou seethat?
24 SREL, 2, all theway downto SRe4. Likefor 24 MS. PERRY:
25 instance, SRE4would be aregulatory framework |25 A. Yes.
Page 110 Page 112
1 that is still being developed, is unclear, is 1 MR. JOHNSON:
2 undergoing considerable change or has a 2 Q. And sre1, would that include Canada?
3 history of being unpredictable. Now SRe1is 3 MS. PERRY:
4 where a regulatory framework is fully 4 A. Yes, it would.
5 developed, has shown along track record of 5 MR. JOHNSON:
6 being highly predictable and stable, and there 6 Q. Okay. Newfoundland Power would be SRE1?
7 isavery high expectation of timely recovery 7 MS. PERRY:
8 of costsand investments. Do you seethat? 8 A. If | follow through this methodology, yes, it
9 Areyou familiar with the SRE classifications? 9 would, yes.
10 MS. PERRY: 10 MR. JOHNSON:
11 A. I'mfamiliar because!’veread thisreport, 11 Q. Okay. So if by inference, and the other
12 but Moodys assessment and rating of 12 countries there is Australia, Canada, Iceland,
13 Newfoundland Power is not downto that they 13 Finland, Hong Kong, Japan, United Kingdom, and
14 have defined us as a specific SRE1, 2,3 0r 4. 14 you'll notice sRe2 and sRe3 has--all of the
15 MR. JOHNSON: 15 United States are either in SRE2 0or SRES3,
16 Q. Wadl, let's putit this way, if you'rethe 16 correct?
17 chief financial officer of Newfoundland Power 17 MS. PERRY:
18 and you said "how do we fit into this 18 A. Yes, that'swhat | see here.
19 framework that Moodys has?' what framework for 19 MR. JOHNSON:
20 SrReswould you say that you fit into? 20 Q. Yeah, and justdid you notice the other
21 MS. PERRY: 21 countries that are in srRe3, along with about
22 A. Betweenland 2 22 25 other us states?
23 MR. JOHNSON: 23 MS. PERRY:
24 Q. Between 1and 2, okay. 24 A. Yes, | seeit here.
25 MS. PERRY: 25 MR. JOHNSON:
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1 Q. Chile, Czech Republic, Estonia, Greece, Korea, 1 dlows us to determine how stable and
2 Israel, Latvia So Moodys would view these as 2 predictable we feel thecash flowsof the
3 not having anywhere near the regulatory 3 Company should be. The lowest business risk
4 support of Newfoundland Power, | takeit falls 4 will be a company with wholly regulated
5 out of this. 5 activities in a supportive regulatory
6 MS. PERRY: 6 framework. The highest businessrisk will be
7 A. Butl can't speak for Moodys with respect to 7 acompany with ahigh degree of exposure to
8 their views, compared to Newfoundland Power. 8 non-regulated businesses when those businesses
9 MR. JOHNSON: 9 are viewed to berelatively high risk". Then
10 Q. Could I ask you this?If Canada, being 1-2-3- 10 the next sentence, "Companies with a lower
11 4-5-6-7, being one of seven countries on the 11 business risk can have weaker financial
12 face of the earthin SRE1 and Moodys has 12 metrics than one with higher business risk for
13 called this regulator one of the more 13 the same rating category". Do you see that?
14 supportivein Canada, | guess there could be 14 MS. PERRY:
15 no doubt that Newfoundland Power wouldbein |15 A. Yes, | do.
16 the very upper percentiles of sRe1? Would 16 MR. JOHNSON:
17 that be correct? 17 Q. Now, Ms. Perry, would you take that last part
18 (12:00 p.m.) 18 there which | just mentioned, where Moody’sin
19 MS. PERRY: 19 that previouslittle paragraph there says
20 A. Yes, | believe that Moodys considers this 20 that, "The analysis of qualitative factors
21 regulatory jurisdiction to be very supportive. 21 alows us to determine how stable and
22 MR. JOHNSON: 22 predictable we feel thecash flowsof the
23 Q. Okay, and we'd bein the upper percentiles of 23 company should be", and then they go to talk
24 SRE1? 24 to the fact that companies with a lower
25 MS. PERRY: 25 business risk can have weaker financial
Page 114 Page 116
1 A. | havenoidea Mr. Johnson. 1 metrics, and I’'m wondering do you see the
2 MR. JOHNSON: 2 predictable cash flows as being of assistance
3 Q. Okay, so that’'sthesecond step. Then the 3 in terms of allowing a utility to have weaker
4 third stepisat thetop of pagefour. The 4 financial metrics, if qualitatively we have
5 third step, going back again to the 5 predictable cash flows?
6 qualitative factors. "Thethird step isto 6 MS. PERRY:
7 consider the exact level of risk posed by the 7 A. I'm notsure | getthe full gistof the
8 unregulated business. Notethat arelatively 8 question. | would like to point out that this
9 small but high risk unregulated business has 9 isjust a methodology that’s applied to al
10 the capacity to cause a major credit 10 regulated and unregulated utilities. When we
11 deterioration for the entity asawhole." So 11 discuss with Moody’ s the assessment process
12 that’ sthe third step, so let’sjust confirm 12 for us, it takes into account that we are
13 then that we do not have to concern our self 13 regulated, that we are in a supportive
14 with this, because Newfoundland Power is 14 environment, but then they comparethat --
15 wholly regulated, right? 15 they would assess -- they dorateus alow
16 MS. PERRY: 16 business risk; low being the fully regulated,
17 A. Wearefully regulated, yes. 17 medium being the regulated plus unregulated.
18 MR. JOHNSON: 18 So they would then assess all of the low risk
19 Q. Okay. So thenl’'dlike for youto turnto 19 utilities, which they consider to be the fully
20 page 7, and there about two-thirds of the way 20 regulated utilities together. So to say that
21 down, they have "conclusion on qualitative 21 they will accept lower financial metrics
22 factors', and it says, "This anaysis of 22 within our own peer group, | don’'t believe
23 qualitative factors, dispute of regulated 23 that to be the case, no.
24 versus non-regulated activities, and the 24 MR. JOHNSON:
25 respective risk analysis of those businesses, 25 Q. Butthey do say that companieswith alower
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Page 117 Page 119
1 business risk can have weaker financial 1 test, no magic number in terms of the metrics?
2 metrics than oneswith higher business risk 2 MS. PERRY:
3 for the same rating category? 3 A. No, | don't agreewith that either. From a
4 MS. PERRY: 4 practical perspective, each year when we
5 A. Yes, that istrue. 5 assess our rating, we've been fighting, |
6 MR. JOHNSON: 6 guess, to improve our -- particularly our cash
7 Q. Then they turn to quantitative factors, at the 7 flow metrics, because we were coming out of a
8 bottom of that page, key ratios, and they 8 period where we had a number of cost deferrals
9 start off by saying, "Moody’s uses financial 9 and such, so they werereally taking atoll on
10 ratio analysis aspart of our quantitative 10 our cash flow metrics. So we were feeling the
11 analysis of all corporates, including electric 11 heat from Moody’s. Even though we were ina
12 utilities. Ratio analysisis a helpful way of 12 supportive regulatory environment, therewas
13 comparing one company’s performance to that of |13 pressure or concerns voiced by Moody’s that
14 another, and the performancein one year to 14 our financial metrics were not sufficient.
15 that in another”. Could you just read the 15 MR. JOHNSON:
16 next paragraph? 16 Q. Andwhen wasthat, Ms. Perry?
17 MS. PERRY: 17 MS. PERRY:
18 A. Starting with "however"? 18 A. That would have been 2005, 2006, and 2007.
19 MR. JOHNSON: 19 MR. JOHNSON:
20 A. Right. 20 Q. Okay. Can weturnfor amoment now to the
21 MS.PERRY: 21 rating methodology of August ' 09 that has been
22 A. "However, the importance of ratio analysis can 22 recently issued by Moody’s.
23 be overstated. No two companies look exactly 23 KELLY, Q.C:
24 adike from a qualitative assessment 24 Q. Which information number isthat?
25 standpoint, and each company we rate is 25 MS. GLYNN:
Page 118 Page 120
1 constantly changing. It isimpossible to 1 Q. Information #2.
2 assign an accurate credit rating on the basis 2 MR. JOHNSON:
3 of financial ratio analysis alone. Even less 3 Q. Okay. Inthefirst paragraph, it notes, "This
4 so on the basis of any oneratio. Therefore, 4 rating methodology provides guidance on
5 Moody’ s does not have any specific hurdle rate 5 Moody’ s approach to assigning credit ratings
6 to explain which ratio will make the 6 to electric and gas utilities companies
7 difference between the two ratings 7 worldwide whose credit profile isinfluenced
8 categories'. 8 to a large degree by the presence of
9 MR. JOHNSON: 9 regulation. It replaces the global regulated
10 Q. Andagain you vewanted toremind us about 10 electric utilities methodology published in
11 your view of thisrating methodology, but this 11 March, 2005, and the North American regulated
12 is, just to confirm for the record, the 12 gas distribution industry methodology
13 principal methodology that Moody’s says it 13 published in 2006", and goes on to say, "While
14 used inrating Newfoundland Power, that's 14 reflecting similar core principles as these
15 referenced inthe August 3rd, 2009, press 15 previous methodol ogies, this updated framework
16 release from Moody’s, right? 16 incorporates refinements that better reflect
17 MS. PERRY: 17 the changing dynamics of the regulated
18 A. Yes, thisisthe methodology that they would 18 electric and gas industry and the way Moody’s
19 go by. 19 appliesitsindustry methodologies'. Now this
20 MR. JOHNSON: 20 document up until thismorning wasn’t on the
21 Q. Okay, and so would -- you read that paragraph. 21 record in this proceeding, right?
22 Would afair way of encapsulating that, Ms. 22 MS. PERRY:
23 Perry, to be asto say, look, Moody’swould 23 A. That'scorrect.
24 tend to look at the overall picture of the 24 MR. JOHNSON:
25 organization, there’sno real litinous (sic.) 25 Q. Hadyou seen this document prior to my giving
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Page 121 Page 123

1 it to Newfoundland Power afew days ago? 1 MS. PERRY:

2 MS. PERRY: 2 A. Yes

3 A. Yes, I've actualy discussed this with 3 MR. JOHNSON:

4 Moody’s. 4 Q. Couldyou read the last paragraph that’s there
5 MR. JOHNSON: 5 on that page?

6 Q. Okay, and at the bottom of the first page, 6 MS. PERRY:

7 Moody’s says again that, "Regulated electric 7 A. "Moody’sviews theregulatory risk of U.S.
8 and gas companies are adiverse universein 8 utilities as being higher in most cases than

9 terms of business model, ranging from 9 that of utilities located in some other
10 vertically integrated to unbundled generation 10 developed countries, including Japan,
11 transmission and/or distribution entities'. 11 Audtralia, and Canada'. Do you want meto
12 MS. PERRY: 12 continue?
13 Q. I'msorry, Mr. Johnson, | think I’ve lost you. 13 MR. JOHNSON:
14 MR. JOHNSON: 14 Q. Yes, please.
15 Q. I'msorry. I'm reading off thehard copy, 15 (12:15 p.m.)
16 which | thought you had. 16 MS. PERRY:
17 MS. PERRY; 17 A. "Thedifferencein risk reflects our view that
18  A. No, | do. I'm just wondering which paragraph. 18 individual state regulation is less
19 MR. JOHNSON: 19 predictable than national regulation; a highly
20 Q. I'msorry, that final paragraph, the third 20 fragmented market inthe U.S. results in
21 paragraph. 21 stronger competition in wholesale power
22 MS. PERRY: 22 markets; U.S. fuel and power markets are more
23 A. | haveit, yes. 23 volatile. Thereis a low likelihood of
24 MR. JOHNSON: 24 extraordinary political action to support a
25 Q. Okay, "and regulatory environment ranging from 25 failing company in the U.S. Holding company

Page 122 Page 124

1 stable and predictable regul atory regimes, to 1 structures limit regulatory oversight, and

2 those that are less devel oped, are undergoing 2 overlapping or unclear regulatory

3 significant change. In seeking to 3 jurisdictions characterize the U.S. market.

4 differentiate credit risk among the companies 4 Asa result, no U.S. utilities, except for

5 inthis sector, Moody’s analysis focuseson 5 transmission companies subject to federal

6 four key rating factorsthat are central to 6 regulation, score higher thanasingle A in

7 the assignment of ratings for companiesin the 7 this factor".

8 sector. The four key rating factors encompass 8 MR. JOHNSON:

9 nine specific elements or sub-factors, each of 9 Q. Thelast part, "No U.S. utilities, except for
10 which map to specific letter ratings. See 10 transmission companies subject to federal
11 Appendix A". Then they list the four factors 11 regulation, would score higher than asingle
12 again; being regulatory framework, ability to 12 A". Sothey would be fully transmission and
13 recover costs and earn returns, 13 regulated by, who isthat, Burke?

14 diversification, and financia strength and 14 MS. PERRY:

15 liquidity. 1'djust liketo address these 15 A. | guess, Mr. Johnson.

16 with you. Ms. Perry, they get into regulatory 16 MR. JOHNSON:

17 framework at page 4, and you' Il note that they 17 Q. Andat page 7, you'll seethey do abreakdown
18 assign a 25 percent factor weighting to that 18 of the factorsthere, and they’re going from
19 factor. 19 Aaa, andthis is not the ultimate credit
20 MS. PERRY: 20 rating, thisisjust how they grade you on the
21 A. Yes 21 regulatory framework factor, and so at page 7,
22 MR. JOHNSON: 22 just before you get to that chart, you'll see
23 Q. Andjust in connection with that regulatory 23 the immediate paragraph on top of that, and
24 framework, just if you could go to page 6 for 24 they say, "The scores for this factor replace
25 amoment, on the bottom, the last paragraph. 25 the classifications we had been using to
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Page 125 Page 127

1 assess the utilities regulatory framework; 1 MR. JOHNSON:

2 namely, the Supportiveness of Regulatory 2 Q. Having read that, tobe fair, isit your

3 Environment, SR framework, outlined in our 3 assessment that you fit there?

4 previous rating methodology, which we are 4 MS. PERRY:

5 phasing out. Generally speaking, an SRE 1 5 A. Yes, | would agree that we arein a supportive
6 score from our previous methodology would 6 regulatory environment. Like | said, Mr.

7 roughly equateto Aaaor Aaratings inthis 7 Johnson, | have not been through and graded
8 methodology, and SRE 2 scoreto A", etc, etc. 8 these myself asto where we actualy fit.

9 Have you seen that? 9 MR. JOHNSON:

10 MS. PERRY: 10 Q. Okay, butjustread A. | don't think you'd be
11  A. Yes, | do. 11 inB. Just read it and see if you think you'd
12 MR. JOHNSON: 12 bein A, having read it?

13 Q. SREZ1,they’re saying, which would be Canada, 13 MS. PERRY:

14 and wewould be at the higher percentiles, | 14  A. "Regulatory framework isfully developed, has
15 would submit toyou, in Newfoundland and 15 above average predictability and reliability,
16 Labrador, and they say that SRE 1 would equate 16 although is sometimes less supportive of
17 to Aaa or Aa ratings. Would you think -- 17 utilities. Utility regulatory body may be a

18 having looked at those two, would you think 18 state commission or national, state,

19 that’ sfair? 19 provincial or independent regulator”.
20 MS. PERRY: 20 MR. JOHNSON:
21 Q. Yes, thisiswhat their methodology is saying, 21 Q. Having read that, do you think you'd fitin A,
22 yes. 22 really?
23 MR. JOHNSON: 23 MS. PERRY:
24 Q. If you werereading this as Newfoundland 24 A. | agree we'rein a supportive regulatory
25 Power’s Vice President, and you had to pick 25 environment, so it’s probably more Aatoday.

Page 126 Page 128

1 one of those columns, where would you put 1 MR. JOHNSON:

2 Newfoundland Power? 2 Q. Now just going back in thisdocument, Ms.
3 MS. PERRY: 3 Perry, | think we've said that the second

4  A. | haven't went through this to say which ones. 4 factor of the four factors are the ability to

5 | did wak through the methodology with 5 recover costs and earn returns, right, and

6 Moody’s. Thisisaguidethat they use. This 6 would you like -- Mike, if you could turn up
7 isnot aprescriptive link to Newfoundland 7 page 4. Ms. Perry, what weighting does
8 Power’s rating. | would agree that what 8 Moody’ s apply to this factor of the ability to
9 Moody’s has said about Newfoundland Power, 9 recover costs and earn returns?

10 that they consider us very supportive thus 10 MS. PERRY:

11 far, that we operatein avery supportive 11 A. Asshown on page 4 of the methodology report,
12 regulatory environment, and certainly that has 12 it's 25 percent.

13 been key to us maintaining the credit rating 13 MR. JOHNSON:

14 that we have. 14 Q. So an equal weighting with regulatory
15 MR. JOHNSON: 15 framework?

16 Q. Okay, but just read Aa, what they say there, 16 MS. PERRY:

17 Ms. Perry? 17 A. Yes

18 MS. PERRY: 18 MR. JOHNSON:

19 A. "Regulatory framework isfully developed, has 19 Q. Okay, andthen let’'sgo over to page seven,
20 been mostly predictable and stablein recent 20 and herethey’'re starting to drill down into
21 years, and is mostly supportive of utilities. 21 what this factor is about, and they say, "The
22 Utility regulatory body is a sovereign agency, 22 ability to recover costsand earn returns’,

23 provincial, or independent regulator, with 23 why it matters. Just read that paragraph, Ms.
24 authority over most utility regulation that is 24 Perry, if you would.

25 national in scope”. 25 MS. PERRY:
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Page 129 Page 131
1 A. Thefull paragraph, Mr. Johnson? 1 MS. PERRY:
2 MR. JOHNSON: 2 A. | believethat we do have mechanisms, such as
3 Q. I'dsay about two-thirds of it. 3 the energy supply cost varies that we talked
4 MS. PERRY: 4 about earlier, to allow Newfoundland Power to
5 A. "Unlike Factor 1, which considers the general 5 recover prudently incurred costs. That is
6 regulatory framework under which a utility 6 typical and common, from what | understand,
7 operates and the overall business position of 7 for other Canadian utilities aswell.
8 autility within that regulatory framework, 8 MR. JOHNSON:
9 this factor addressesin a more specific 9 Q. If you could turn to the bottom of page 7 of
10 manner the ability of an individual utility to 10 the August ’09 ratings methodology. That's
11 recover itscost and earn a return. The 11 where | got off track. 1'm sorry, Ms. Perry.
12 ability to recover prudently incurred cost in 12 Under the Paragraph, how we measure it for the
13 atimely manner is perhapsthe single most 13 grid, "For regulated utilities, the criteria
14 important credit consideration for regulated 14 we consider include the statutory protections
15 utilities, as alack of timely recovery of 15 that arein placeto ensure full and timely
16 such costs has caused financial stress for 16 recovery of prudently incurred costs. Inits
17 utilities on several occasions'. 17 strongest form, these statutory protections
18 MR. JOHNSON: 18 provide unquestionable recovery and preclude
19 Q. Andjust continue on. 19 any possibility of legal or political
20 MS. PERRY: 20 challenges to rate increases or cost recovery
21 A. "For example, in four of the six mgor 21 mechanisms. Historically, there should be
22 investor-owned utility bankruptcies in the 22 little evidence of regulatory disallowances or
23 United States over the last fifty years, 23 delaysto rateincreases or cost recovery.
24 regulatory disputes culminated in insufficient 24 These statutory protections are most often
25 or delayed raterelief for the recovery of 25 foundin strongly supportive and protected
Page 130 Page 132
1 costsand/or capital investmentsin utility 1 regulatory environments, such as Japan", and
2 plants’. 2 then they go on to say, "More typically,
3 MR. JOHNSON: 3 however, and as is characteristic of most
4 Q. And then they go on, "The reluctance to 4 utilities in the United States, the ability to
5 provide rate relief reflected regulatory 5 recover costs and earn authorized returnsis
6 commission concerns about the impact of large 6 less certain and subject to public, and
7 rate increases’, et cetera.  So that’sfair. 7 sometimes political scrutiny”, etc. | guess
8 So now just to set up the framework on that 8 what I’ m asking you is, has there been little
9 factor, would you agree, as Moody’s has 9 evidence of regulatory disallowances or delays
10 indicated in its August '09 opinion of 10 torate increases or cost recovery in this
11 Newfoundland Power, or its -- as | understand 11 jurisdiction for Newfoundland Power?
12 it, Moody’s hasindicated that Newfoundland 12 MS. PERRY:
13 Power, aswe' ve seen, has strong protections 13 A. I’'mnot aware of any regulatory disallowances.
14 in place to ensure full and timely recovery of 14 That’s subject to check, but I’ m not aware of
15 prudently incurred costs. Is that a fair 15 any.
16 statement? 16 MR. JOHNSON:
17 MS. PERRY: 17 Q. Andthenif I could direct youto the chart
18 A. Isitinthe Moody’s release of Newfoundland 18 then on the bottom of page 8, where they do a
19 Power? 19 further breakdown of Factor 2, the ability to
20 MR. JOHNSON: 20 recover costs and earn returns, again that
21 Q. I'm looking for it. Maybe asopposed to 21 goesfrom Aaadownto B. Would you agree --
22 running around looking for what Moody says, do |22 if you could read Aa, for instance, would you
23 you agree that Newfoundland Power hasstrong |23 think that you would fall in there at
24 protectionsin place to ensurethe full and 24 Newfoundland Power? If you could read it, for
25 timely recovery of prudently incurred costs? 25 the record.
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Page 133 Page 135
1 MS. PERRY: 1 generation?
2 A. Readit out loud again? 2 MS. PERRY:
3 MR. JOHNSON: 3 A Yes that'swhat it says, yes.
4 Q. Yes, if youwould. 4 MR. JOHNSON:
5 MS. PERRY: 5 Q. Generationand fuel diversity is 5 percent,
6 A. Under A, "rateftariff reviews and -- 6 and again there' s an asterisk next to that one
7 MR. JOHNSON: 7 indicating Oweight for issuersthat lack
8 Q. No, Aa 8 generation, okay. So Newfoundland Power has
9 MS. PERRY: 9 some modest generation. Then if you goto
10 A. Oh, Ag, "Rateftariff formulagenerally allows 10 page 9 again, Ms. Perry.
11 full and timely cost recovery. Fair return on 11 MS. PERRY:
12 al investments. Minima challenges by 12 A Yes
13 regulators to companies’ cost assumptions; 13 MR. JOHNSON:
14 consistent track record of meeting efficiency 14 Q. They say up at the top, why it matters. They
15 test". 15 indicate, "Diversification of overall business
16 MR. JOHNSON: 16 operations helps to mitigate the risk that any
17 Q. Would that be more applicable than, say, A? 17 one part of the company will have asevere
18 MS. PERRY: 18 negative impact on cash flow and credit
19 A. I'dhavetoread A, Mr. Johnson. 19 quality. In general, a balance amongst
20 MR. JOHNSON: 20 several different businesses, geographic
21 Q. I’mnot asking you to read A for the record, 21 regions, regulatory regimes, generating
22 but just to read it. 22 plants, or fuel sources, will diminish
23 MS. PERRY: 23 concentration risk and reduce the risk that a
24  A. What | would say here isthat in the past, 24 company would experience a sudden or rapid
25 yes, Newfoundland Power has had the 25 deterioration in its overall credit worthiness
Page 134 Page 136
1 opportunity to recover its cost, and when we 1 because of an adverse development”. Now on
2 sit down with Moody’s, certainly | will 2 that one, if you could go to page 10, | think
3 probably tend to, as! should, point tothe 3 as| read that chart, in order to get an A
4 fact that I’'m not aware of any disallowances 4 rating, you'd have to have material operations
5 or any issueswith any cost recoveries as of 5 in two or three states, nations, or geographic
6 today. Sol will alwaysbe pushingto bein 6 regions. Would that be your understanding
7 the higher ratings category, but it's Moody’ s 7 from that chart?
8 that would haveto assesstheir opinion of 8 MS. PERRY:
9 Newfoundland Power as to where, in fact, we 9 A. That'swhat I'm reading here, yes.
10 reside in these particular categories. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. SoBaa would bethe most that we could get
12 Q. Yes, okay, and then the third factor that was 12 under that sub-category, | take it?
13 listed on thefirst pageisdiversification, 13 MS. PERRY:
14 and on page four they give aweighting to that 14 A. | haven't assessed it, and | haven't spoketo
15 factor aswell, Ms. Perry? 15 that detail with Moody’s either.
16 MS. PERRY: 16 MR. JOHNSON:
17 A. Yes, it's 10 percent. 17 Q. Okay, andthen thefourth factor, and again
18 MR. JOHNSON: 18 that receives according to the rating -- the
19 Q. 10 percent, and market position is5 percent 19 fourth factor being financia strength,
20 of that rating? Would that be -- 20 liquidity, and key financial metrics. That's
21 MS. PERRY: 21 back on page 4. That's atotal of 40 percent,
22 A. That'swhat it says on page 4. 22 right?
23 MR. JOHNSON: 23 MS. PERRY:
24 Q. Okay, or it would be, according to the 24 A. Yes.
25 asterisk, 10 percent for issuersthat lack 25 (12:30 p.m.)
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Page 137 Page 139

1 MR. JOHNSON: 1 amoment, and they say, "Liquidity analysisis
2 Q. Andthey break it down further, don't they, 2 akey elementin thefinancial anaysis of
3 Ms. Perry? 3 electric and gas utilities and encompasses a
4 MS. PERRY: 4 company’s ability to generate cash from
5 A. Yes, they have it broken down by the key 5 internal sources aswell asthe availability
6 financial metrics. 6 of external sources of financing to supplement
7 MR. JOHNSON: 7 these internal sources. Sources of funds are
8 Q. Andwdl, liquidity, inand of itself, at 10 8 compared to company’s cash needsand other
9 percent? 9 obligationsover the next 12 months. The
10 MS. PERRY: 10 highest Aaa and Aascores under this sub-
11 A. Yes 11 factor would be assigned to those utilities
12 MR. JOHNSON: 12 that are financially robust under al or
13 Q. Anddoyou noticethat the weight that they 13 virtualy al scenarios, with littleto no
14 apply to the individual metrics are all equal? 14 need for external funding, and with
15 MS. PERRY: 15 unquestioned or superior access to the capital
16 A. | would agreethat’swhat it's saying there. 16 markets. Most utilities, however, receive
17 MR. JOHNSON: 17 more moderate scores of between A and Baain
18 Q. Yes, and at page 10, again "Why it Matters", 18 this sub-factor, as most need to rely to some
19 they make the point that, " Since most electric 19 degree on external funding sourcesto finance
20 and gas utilities are highly capital 20 capital expenditures and meet other capital
21 intensive, financial strength and liquidity 21 needs'. | takeit, Newfoundland Power needs
22 are key credit factors supporting their long 22 to rely onexternal sources for funding,
23 term viability. Financial strength and 23 right?
24 liquidity are aso important to the 24 MS. PERRY:
25 maintenance of good relationships with 25 A. Yes, wecertainly do.

Page 138 Page 140

regulators to assure adequate regulatory
responsiveness to rate increase requests and

1 1 MR. JOHNSON:

2 2 Q. Andif I could bring you back to the March 6th
3 for cost recovery”, etc, and that’ll be there 3 "09 credit opinion of Moody’s. On the third

4 for therecord for peopleto read after. | 4 page of that document -- this would be for the
5 just would ask you to read for the record the 5 record, Exhibit 4. The third page of that

6 second paragraph that appears there, Ms. 6 one, Michael, under liquidity profile. Would

7 Perry, starting with the word "although". 7 you just read the first paragraph there, Ms.

8 8
9 9

MS. PERRY: Perry, for the record?
A. "Although ratio analysisisa helpful way of MS. PERRY:

10 comparing one company’s performancetothat of (10 A. "NPI'sliquidity arrangements are considered
11 another, no single financia ratio can 11 strong in the context of its modest capital
12 adequately convey the relative credit strength 12 spending plan and limited sinking fund
13 of these highly diverse companies. The 13 requirements. In evaluating the company’s
14 relative strength of acompany’s financial 14 liquidity, Moody’ s typically assumes that the
15 ratio must take into consideration the level 15 company has accessto new debt capital other
16 of businesses associated with the more 16 than credit available under its committed
17 qualitative factors in the methodology. 17 credit arrangement agreements for a period of
18 Companies with alower business risk can have 18 12 months. In this context, we then evaluate
19 weaker credit metricsthan those with higher 19 the company’svarious sources and uses of
20 business risk for the same ratings category". 20 cash, including the flexibility to defer or
21 MR. JOHNSON: 21 reduce uses of cash such as capital
22 Q. Andif you go to -- we aready made reference 22 expenditures and dividends'.
23 tothe fact that liquidity got itsown 10 23 MR. JOHNSON:
24 percent weighting, right. If you'll just go 24 Q. Soit'ssort of astresstest, if you will,
25 over to page 11, they talk about liquidity for 25 that they apply to look at Newfoundland
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Page 141 Page 143
1 Power’ s liquidity. Would that be more or less 1 result of lower operating cash flows and
2 accurate? 2 higher capital expenditures. This increase
3 MS. PERRY: 3 was partialy offset by higher common share
4 A. What they look at with respect to liquidity is 4 dividends to maintain a capital structure
5 our accessto short term capital because we 5 composed of 55 percent debt and 45 percent
6 haveto invest in capital each and every year. 6 equity. On May 25th, 2009, the Company issued
7 Moody’ s actually had some real concernswith 7 65 million 6.606 percent first mortgage
8 respect to our short term credit facility in 8 sinking fund bonds due May 25th, 2039. The
9 that it didn’t have aterm-out clause, and it 9 net proceedsfrom this issuance were used
10 was expected not during this rating, but the 10 primarily to repay amounts outstanding under
11 rating prior, that wetry to negotiate with 11 the Company’s committed credit facility.
12 our lendersto improvetheliquidity of our 12 These amounts were previously borrowed
13 short term facility, and we actually did that, 13 primarily in relation to the Company’ s Capital
14 so they looked upon that very favourably. 14 Expenditure Program.  The Company has
15 MR. JOHNSON: 15 historically generated sufficient annual cash
16 Q. Sotheconcern expressed in that regard wasin 16 flowsfrom operating activitiesto service
17 '077? 17 annual interest and sinking fund payments on
18 MS. PERRY: 18 debt to pay dividends and to finance amajor
19 A. Yes, it would have been’07. 19 portion of its annual capital program.
20 MR. JOHNSON: 20 Additional financing to fully fund the Annual
21 Q. And can | refer you, Ms. Perry, to 21 Capital Program is primarily obtained through
22 Newfoundland Power's internal interim 22 the Company’ s bank credit facilities and these
23 management discussion analysis of the 30th of 23 borrowings are periodically refinanced along
24 June. That would be Information 3. Andin 24 with any maturing bonds through the issuance
25 particular, I'm referring to page 6. 25 of long term first mortgage sinking fund
Page 142 Page 144
1 MS. PERRY: 1 bonds. The Company currently does not expect
2 A Yes 2 any material changesin these annual cash flow
3 MR. JOHNSON: 3 and financing dynamics over the foreseeable
4 Q. Now | guessto put this document in some sort 4 future.”
5 of context, this is a document that 5 MR. JOHNSON:
6 Newfoundland Power files with whom, Ms. Perry? 6 Q. And, Ms. Perry, | guessit would be fair to
7 MS. PERRY: 7 say that 2009 cash flow would be consistent
8 A. It'sactualy apublic document that we post 8 with previous years have been pretty healthy?
9 0N SEDAR, it'sone of our public information 9 MS. PERRY:
10 disclosure requirements. 10 A. Couldyou repeat the question, Mr. Johnson?
11 MR. JOHNSON: 11 MR. JOHNSON:
12 Q. Okay. And page 6, | wonder if you could read 12 Q. Wdl I'm querying whether you would regard
13 for the record what you say in those first 13 your 2009 cash flow as being consistent with
14 small three paragraphs under "Financing 14 previous years and on the whole, you would
15 Activities'? 15 consider it healthy?
16 MS. PERRY: 16 MS. PERRY:
17 A. Thefirst three paragraphs? 17 A. I'dhaveto go back and compare to previous
18 MR. JOHNSON: 18 years, but it is certainly as expected, yes.
19 Q. Yes 19 MR. JOHNSON:
20 MS. PERRY: 20 Q. Andcould I then turnyou back--I"m sorry,
21 A. "Cashflow from financing activities for 2009 21 Mike, for this, but the August methodology
22 compared to 2008, increased by 7.5 million for 22 document again at page 13.
23 the second quarter and 14.5 million year to 23 KELLY, Q.C.:
24 date. Theincrease during the second quarter 24 Q. Information Request 2, back into the -
25 in the year to date for 2009 was primarily a 25 MR. JOHNSON:
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Page 145

Page 147

1 Q. Itwouldbe 2, Mr. Kely, yes. So hereis 1 Q. Would you consider that and advise us?
2 wherewe have thefactor 4, the financia 2 KELLY, Q.C:
3 strength, liquidity and key financial metrics 3 Q. Mr. Chair, for thewitness to goout and
4 which get the 40 percent. And | note that a, 4 engage in an examination of other utilities,
5 single a, in order to get to there on 5 that’ s way beyond what is a reasonabl e request
6 liquidity, I’'m only looking at liquidity now, 6 in an undertaking.
7 but you would haveto be financially robust 7 MR. JOHNSON:
8 under virtually all scenarios with littleto 8 Q. Okay, | takeit that you have some familiarity
9 no need for external funding, superior access 9 with other companiesin the country, Ms.
10 to the capita markets and very strong 10 Perry, and you don’t know--you don’'t have any
11 liquidity. Sol takeit, hardly anybody would 11 evidence that there would be anybody higher
12 be there, would they, in the utility business? 12 than a)?
13 MS. PERRY: 13 MS. PERRY:
14 A. If | read what Moody’ s is saying here, that's 14 A. I’'mnot aware, but | just simply do not know.
15 what you could interpret, but | haven't 15 MR. JOHNSON:
16 discussed that specifically with Moody’s. 16 Q. Okay. And then we should also look to cash
17 MR. JOHNSON: 17 flow metrics, so | think we can stay on this
18 Q. Andwould a) bea fair assessment of where 18 table on page 13. And again, as we have noted
19 you, as thevice president of Newfoundland 19 earlier, they were al given an equa
20 Power, would put your firm, which would be 20 weighting. Now, and would you just explain
21 financially strong under most scenarios with 21 for the record what we are seeing, what it
22 summarized and external funding, solid access 22 means--I guess CFO cash from operations, pre-
23 to the capital markets and strong liquidity? 23 working capital, plusinterest over interest,
24 MS. PERRY: 24 what that transates to in the Queen's
25 A. | would agree that we have strong liquidity 25 English?
Page 146 Page 148
1 within our short-term credit facilities, yes. 1 MS. PERRY:
2 MR. JOHNSON: 2 A. These metricsthat Moody’s hasidentified in
3 Q. Anddo youdraw adistinction--you mention 3 their report is simply a measure of how much
4 strong liquidity within your short-term 4 cashisin the business to pay for interest,
5 facilities, are you intending to say that we 5 which is fundamentally what a credit report on
6 don't have strong liquidity in another 6 first mortgage bonds is trying to accomplish,
7 facility? 7 which iswhat isthe loss to a bond holder or
8 MS. PERRY: 8 probahility of lossto abond holder. So this
9 A. Wdl with al facilities, short and long-term, 9 is about looking at the cash flows of a
10 liquidity is about having access to the market 10 utility, comparing it to the amount of debt
11 itself, so accesswill only come if wearea 11 and the amount of interest paymentsthat a
12 credit worthy company, so at al times 12 utility has. | spoke with Moody’s
13 liquidity will be measured by the market, for 13 specificaly onthis particular table and
14 sure. 14 currently, we arerated as a Baa utility as an
15 MR. JOHNSON: 15 issue of rating. The particular ranges that
16 Q. Andagain, to put these factors, liquidity, 16 are here for aBaa utility and if we take one,
17 you know, lettersinto some sort of context, 17 for example, of the CFO pre-wcinterest to
18 Ms. Perry, would you know of any primarily 18 interest, 2.7 to 4.5 times, what we're
19 electrical distribution company that you would 19 proposing is within thisrange. CFO pre-
20 be considered to be higher than a) in Canada 20 working capital to debt, we're still within
21 under this liquidity category? 21 the rangesof what's proposed. So we're
22 MS. PERRY: 22 currently at the bottom of this pack and even
23 A. | haveno idea, Mr. Johnson, | have not 23 with the proposals in this application, we're
24 considered that. 24 still within the parameters of these defined
25 MR. JOHNSON: 25 ranges.
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Page 149 Page 151
1 MR. JOHNSON: 1 A. "Moody’sconsiders a downgraderevision in
2 Q. So the cro pre-working capital and plus 2 MPI’s rating to be unlikely in the near term;
3 interest over interest, they’re showing--you 3 however, MPI’'slong-term ratings could be
4 referred to Baa? 4 negatively impacted to the extent that Moody’s
5 MS. PERRY: 5 perceived a reduction in the level of
6 A. Yes 6 regulatory support combined with weaker
7 MR. JOHNSON: 7 liquidity and a sustained deterioration in
8 Q. Andl take 2.7 timesto 4.5 times, and what is 8 MPI’s credit metrics, such as CFO pre-working
9 your application proposing, Ms. Perry under 9 capital to interest coverage of less an 2.5
10 that metric? 10 times and CcFO pre-working capital to debt in
11 MS. PERRY: 11 the low teens and debt to capitalization in
12 A. 3.6times. 12 excess of 55."
13 MR. JOHNSON: 13 MR. JOHNSON:
14 Q. And how about the next one, thecash from 14 Q. Percent, okay. And it'sinteresting, Ms.
15 operations pre-working capital over debt? 15 Perry, noteworthy, | think, that Moody’sin
16 MS. PERRY: 16 that paragraph puts emphasis, an expressed
17 A. 19.5percent is what we are proposing, so 17 emphasis on not only what it calls a
18 still within the Baa category. 18 "sustained deterioration” in Newfoundland
19 MR. JOHNSON: 19 Power Inc.’s credit metrics, but also the--
20 Q. And cash from operations pre-working capital, 20 combined with aperceived reductionin the
21 less dividends over debt, what are you 21 level of regulatory support, isthat correct?
22 proposing? 22 MS. PERRY:
23 MS. PERRY: 23 A. Yes, that waswhat was indicated in our last
24 A. We didn't actually put that particular 24 rating.
25 calculation on record. 25 MR. JOHNSON:

Page 150 Page 152
1 MR. JOHNSON: 1 Q. Okay, now you' veindicated that Moody’ s first
2 Q. Why, would there be areason for that or - 2 started rating Newfoundland Power in what
3 MS. PERRY: 3 year? 20057?
4 A. No reason, Moody's with usonly has ever 4 MS. PERRY:
5 indicated the cFO to interest and CFO to debt. 5 A. 2005, yes.
6 MR. JOHNSON: 6 MR. JOHNSON:
7 Q. Andthenwe havethe debt to capitalization 7 Q. Ms. Perry, would you have alook at the March
8 and | take it you're--that’ s simply what your 8 5th, 2007 credit opinion, which would be No.
9 capital structure has proposed, 45 percent 9 4, information No. 4?
10 equity? 10 MS. PERRY:
11 MS. PERRY: 11 A. Yes | haveit.
12 A. Yes, yes, equity. 12 MR. JOHNSON:
13 MR. JOHNSON: 13 Q. Andcouldyou, again, turntothe last page
14 Q. Including preferred shares. Now could | 14 and again, the question: What could change
15 direct you then to the March 6th, 2009 opinion 15 the rating down? And just read that for the
16 again? Andinthis credit opinion, | notice 16 record.
17 that Moody’s always addresses what could 17 MS. PERRY:
18 change the rating down and what could change |18 A. "MPI'srating could be negatively impacted if
19 the rating up. And on the last page, what do 19 by 2008 cro pre-working capital interest
20 they say could change the rating down? 20 coverageisnot met or exceeded three times
21 MS. PERRY: 21 and cFo pre-working capital to debt has not
22 A. Doyouwant meto read it, Mr. Johnson? 22 met or exceeded 15 percent."
23 MR. JOHNSON: 23 MR. JOHNSON:
24 Q. Yes, please. 24 Q. Yes, and indeed in the Board’'s last GRA
25 MS. PERRY: 25 decision and order at the top of page 24, |
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Page 153 Page 155
1 don’'t know if we got the ability to bring that 1 rating is not something that should change on
2 up now? At thetop of that decision, would 2 amonthly basis. Thisisabout setting the
3 you just read for the record what the Board 3 company up such that it stays within a
4 observed as regard Moody’s Investor’s credit 4 relative position, particularly to its peers,
5 opinion in that case? 5 to maintain a rating. So there is no
6 MS. PERRY: 6 expectation of Moody’ s that we were going to
7 A. "Moody’s Investor’s credit opinion, Exhibit 6, 7 deteriorate from where we were in 2008. As|
8 states that a cash flow interest coverage of 8 noted earlier, in 2008, we had made progress
9 three times or higher and a cash flow of debt 9 with respect to our cash flow metrics because
10 coverage of 15 percent or higher isrequired 10 we had a number of cost deferrals that we were
11 to maintain its investment grade credit 11 dealing with in 2008, so there is an
12 rating." 12 expectation from Moody’ sthat we are certainly
13 MR. JOHNSON: 13 going to sustain these metrics. So | believe
14 Q. Okay. Now, Ms. Perry, | takeit, Ms. Perry, 14 that was the essence of their comment.
15 that Moody’ s and other bond rating agencies, 15 MR. JOHNSON:
16 they would choose their words carefully when 16 Q. But, Ms. Perry, if | were--and it’s nhot even
17 they’'re expressing opinions regarding the 17 fair for me to say this because I’'m not you,
18 credit worthiness of a company, would that be 18 but I would have thought, though, that when
19 fair? 19 you read this latest report from Moody’s, you
20 MS. PERRY: 20 would have been a bit bullied by what they’re
21 A. | guessthat would be fair, yes. 21 having to say about your company and the
22 CHAIRMAN: 22 difference that they’re expressing, in black
23 Q. | can'tresist, Mr. Johnson. Y ou should tell 23 and white, as to what could change the rating
24 that to Lehman Brothers, hey or some of that 24 down. Like, they had been saying, boys, if
25 other crowd--excuse me. 25 you don't have this by 2008, that could change
Page 154 Page 156
1 MR. JOHNSON: 1 your rating down. But now, they're referring
2 Q. Mr.Chairman, | think my expertis goingto 2 to the need to see a perceived reduction and
3 talk about Lehman Brothers. Do you notice, 3 regulatory support, combined with weaker
4 Ms. Perry, that in 2009 Moody’s comes right 4 liquidity and a sustained deterioration. Am
5 out and says"Moody’s considersa downward 5 [--or am | just reading too much into Moody’ s?
6 revisionto beunlikely inthenear term.” 6 MS. PERRY:
7 They made no such expressed statement in 2007, | 7 A. | actualy think you're probably reading a bit
8 did they? 8 into it. The ratingisnot asclear cut as
9 (1:00 p.m.) 9 that. They--aswecan seefrom the August
10 MS. PERRY: 10 methodology report from Moody’s, there's a
11 A. No, they didn’t make an expressed statement. 11 substantive portion of the rating that’ s non-
12 MR. JOHNSON: 12 financial metric and yes, we have done well
13 Q. Anddidyouseehow in 2009 in answering the |13 and we've worked hard at it to get the rating
14 question what could change the rating down, 14 that we have and to maintain these qualitative
15 they expressly refer to a perceived reduction 15 factors through applications with this Board,
16 inthelevel of regulatory support, combined 16 recovery of our costs and that has boded well
17 with weaker liquidity and sustained 17 with respect to the rating that we have. The
18 deterioration and credit metrics. In other 18 important thing is, is that we sustain the
19 words, atriple whammy. Would that be afair 19 good thing that we have going forward. When
20 observation? 20 we look out to 2010, right out of the gate we
21 MS. PERRY: 21 are below on our metrics. We are, as in
22 A. No, | don't think that’s afair observation. 22 Exhibit 3, we are creeping back down on our
23 The credit rating of Newfoundland Power, when |23 CFOto interest coverage down to 2.8 times and
24 they say a sustained deteriorationin the 24 in our CFO to debt, it s actually back down to
25 metrics, credit worthiness or your credit 25 13 percent. So that’'s abig concern because
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Page 157 Page 159
1 financial metrics will matter in the long run 1 The fact that MPI'S service territory is
2 and we're concentrating on Moody’s, we 2 geographically isolated and therefore largely
3 actually have DBRs as well as a credit rating 3 removed from competition and exhibits
4 agency and both bBRs and Moody’s, both 4 relatively low predictable growth contributes
5 indicate that our financial profile, asitis 5 to Moody’ s view of MPI asalow risk utility."
6 today, is ill relatively weak compared to 6 And | read al that to get to this: "Moody’s
7 our peers, so that’s important. 7 considers MPI’s regulatory environment to be
8 MR. JOHNSON: 8 relatively supportive and notes that the rate
9 Q. Soyou'rereferring to what they’re saying in 9 making construct includes measures that
10 these credit opinions, correct? 10 largely eliminate MPI's exposure to commaodity
11 MS. PERRY: 11 price and volumerisk." And so that wasthe
12 A. Absolutely, yes. 12 part that | took out of the 2007, "Moody’s
13 MR. JOHNSON: 13 considers MPI’s regulatory environment to be
14 Q. Andif I could also ask you though, Ms. Perry, 14 relatively supportive.” Okay? And just
15 that it appearsto me aswell, in terms of 15 compare that, Ms. Perry, to the 2009 credit
16 comparing the 2007 Moody’s opinion to 2009, |16 opinion on this particular issue and in
17 that there is a difference, in fact an 17 particular, I'd like you torefer to the
18 increase from 2007 to 2009 in Moody’'s 18 second page, again, the third paragraph under
19 recognition of the support or role of 19 "detailed rating considerations" and just read
20 Newfoundland Power’ sregulator, anincreased |20 that paragraph for the record and seeif you
21 recognition. That wasmy reading of the two 21 see an increase in Moody’ s recognition of the
22 credit opinions, '07to ’09, would that be 22 supportiveness of this Board.
23 fair? 23 MS. PERRY:
24 MS. PERRY: 24 A. Which paragraph would that be, Mr. Johnson?
25 A. | think they’ve always considered for usto 25 MR. JOHNSON:
Page 158 Page 160
1 have a support of regulatory environment. The 1 Q. Itwould, I’'m sorry, it would be the second
2 approval of the Energy Supply Cost Variance 2 paragraph.
3 Reserve | believewasabig, | don’t know if 3 MS. PERRY:
4 relief is theright word, but they were 4 A. Second paragraph. "All of MPI's operations
5 concerned that we were going to be a utility 5 arelocated in Canada whose regulatory and
6 that potentially would not have an opportunity 6 business environments Moody’ s considersto be
7 to recover one of our single biggest costs, so 7 relatively supportive. Moody’s considers the
8 | do believethat they gave that alot of 8 PUB to be one of the more supportive
9 attentionin their last rating’'s report for 9 regulatorsin Canada and note that MPI’'s 45
10 us. 10 percent deemed equity component is among the
11 MR. JOHNSON: 11 highest for Moody’ srated electric utilities
12 Q. Wdl, let mejust draw your attention to the 12 in Canada and that its 2009 alowed ROE
13 passage from 2007 that I’ m referring to in my 13 remains at 8.95 percent."
14 thinking, at least, and then compareit to 14 MR. JOHNSON:
15 what they're saying in 2009. So if wegoto 15 Q. That'sright and | note there, though, that
16 the 2007 report--1 haveto find it myself now. 16 they went from--Newfoundland Power is in
17 I'm sorry, if you could bear withme, I'm 17 Canadawhich isrelatively supportive to now
18 having trouble finding it. Y eah, thereit is, 18 in 2009 saying -
19 under "Rating Rationale” the third paragraph. 19 KELLY, Q.C.
20 They say the rating also reflects MpI’slow 20 Q. Relatively supportive.
21 businessrisk asacost of service regulated 21 MR. JOHNSON:
22 monopoly utility whose operations are 22 Q. No.
23 predominantly transmission and distribution 23 KELLY, Q.C:
24 which Moody’s generally believes to be the 24 Q. It'sthesamelink.
25 lowest risk segments for electric utilities. 25 MR. JOHNSON:
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Page 161 Page 163
1 Q. No, that Moody’s considersthe PUB to be one 1 what’ s on the written record and | think that
2 of the more supportive regulatorsin Canada. 2 they'refair.
3 Isthat a change? 3 CHAIRMAN:
4 MS. PERRY: 4 Q. I'mnot telling you to hurry up, am ?
5 A. | don'tbelieve so, they didn’'t indicate to us 5 KELLY, Q.C::
6 that they believe that there was any more of a 6 Q. No.
7 regulatory support from one ratingto the 7 MR. JOHNSON:
8 next. 8 Q. And with respect, Ms. Perry, to the 2009
9 KELLY, Q.C. 9 report, of course we' ve already touched on the
10 Q. Wdl relatively supportive, it's the same 10 fact that there isareference to sustained
11 words in both documents, with due respect. 11 deterioration in credit metrics. And as
12 MR. JOHNSON: 12 opposed to 2007 where they basically said,
13 Q. WdlI'm sorry, Mr. Kelly, but you're not 13 look, if it's notin order by 2008, your
14 reading--you’ re not giving evidence, first of 14 rating could be affected. And so would that
15 al and in 2007, the record reflects that 15 be a difference to the better in your view?
16 Moody’s credit opinion talks about Canada 16 MS. PERRY:
17 being a relatively supportive regulatory 17 A. | think we're always under the microscope with
18 environment; whereas, in 2009, Moody’s is 18 respect to rating agencies. Leading into the
19 saying even within Canada, Moody’s considers |19 2008 rate case, we were starting behind the
20 the PUBto beone of the more supportive 20 eight ball with respect to financial metrics
21 regulators in Canada. So there is a 21 aone and we did make improvements during that
22 difference. Doyou seethe difference Ms. 22 particular proceeding. | till feel likewe
23 Perry? 23 are under the microscope with respect to our
24 MS. PERRY: 24 financial metrics. | do not believe that we
25 A. I'mafraid | don’t, Mr. Johnson. 25 are inthat much of abetter place with
Page 162 Page 164
1 MR. JOHNSON: 1 respect to having to maintain the financial
2 Q I'm not surprised after your counsel’s 2 strength of Newfoundland Power.
3 interjection. 3 MR. JOHNSON:
4 KELLY,Q.C.: 4 Q. Andregarding the credit metrics, would it
5 Q. Withrespect, Mr. Chair, we spent a lot of 5 also befair to say based upon the differences
6 time this morning reading documents which are 6 between the Moody’s document in’07 and the
7 aready on the record and asking the witness 7 Moody’s document in’09, that the credit
8 to somehow get into Moody's head. The 8 metrics that Moody’s was talking about in
9 documents speak for themselvesand parsing 9 terms of affecting your credit rating, were
10 this language is frankly not terribly helpful, 10 actually stricter in’07 thanwhat they’ve
11 in our respective view, in terms of what the 11 adlowed in’09?
12 Board ultimately hasto consider. | haven't 12 MS. PERRY:
13 objected, but whenwegot downto how many (13 A. With respect to what could change the rating
14 angels can dance on the head of the relatively 14 down? They did changethe parameters, yes.
15 supportive pin, boy, we're down into pretty 15 And that wasn't just for Newfoundland Power.
16 fine nuances at best. 16 MR. JOHNSON:
17 MR. JOHNSON: 17 Q. And how did they change the parameters
18 Q. Wdl there will betime for argument, Mr. 18 specificaly, Ms. Perry, what's the
19 Chairman, at the end of theday, I'm sure. 19 difference?
20 But | think it should be noted that, you know, 20 MS. PERRY:
21 we haveto beredlistic. The president and 21 A. If you go to the exhibit 4, what could change
22 the vice-president of the Company spent about 22 the rating down, they indicated that the
23 45 minutes in direct with thisBoard asto 23 interest cover would haveto fall below 2.5
24 what the Application was about, and you know, |24 times and the cFo to debt would haveto fall
25 logically there’ s going to be questions about 25 tothe low teensand | believein the 2007
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1 report, the interest cover had to be aminimum 1 making purposes. As a result of the
2 of 3times. 2 relatively low ROE'sand higher deemed debt
3 MR. JOHNSON: 3 levels, there are generally characteristic of
4 Q. And how about cash from operations pre-working 4 Canadian utilities for a given rating
5 capital to debt? 5 category, these entities often have weaker
6 MS. PERRY: 6 credit metrics than their international peers.
7 A. Hadtobe 15 percent. 7 MR. JOHNSON:
8 (L:15p.m.) 8 Q. Andnow, Ms. Perry, they refer specifically in
9 MR. JOHNSON: 9 that last sentence to the fact that Canadian
10 Q. Now, | understand that Moody's would 10 utilitiesfor agivenrating category often
11 understand and appreciate that Newfoundland 11 have--1"'m sorry, | directed you incorrectly.
12 Power and other Canadian utilities have been 12 They say--where they refer to higher deemed
13 operating for some time under formulas, such 13 debt components typically allowed by Canadian
14 as the Automatic Adjustment Formula, that 14 regulatory bodies for rate making purposes.
15 Moody’ s would understand that, Ms. Perry? 15 Now Newfoundland Power doesn’t fall into that
16 MS. PERRY: 16 camp at al, doesit?
17 A. Yes, they would. 17 MS. PERRY:
18 MR. JOHNSON: 18 A. AndI’'m not sure of the benchmark that they’'re
19 Q. Okay, and could I refer you to page 27 of the 19 using here.
20 August ratings methodology document? And the 20 MR. JOHNSON:
21 very last paragraph, Ms. Perry, | draw your 21 Q. Waéll, not abad point, but let’sput it this
22 attention to. Could you read for the record 22 way, Newfoundland Power has a good degree more
23 what that statesin this very recent document 23 thickness in itsequity component in its
24 from Moody’ s? 24 capital structure than most any other utility
25 MS. PERRY: 25 in the country, correct?
Page 166 Page 168
1 A. Starting "Within Canada'? 1 MS. PERRY:
2 MR. JOHNSON: 2 A. Moody’sdo make that point and that certainly
3 Q. Please. 3 has been supportive of keeping our investment
4 MS. PERRY: 4 grade credit rating, yes.
5 A. "InCanada, regulation of electricand gas 5 MR. JOHNSON:
6 utilitiesis overseen by independent quasi- 6 Q. And so that would be atrue statement, okay.
7 judicial provincial or territorial regulatory 7 MS. PERRY:
8 bodies.  According, the transparent 8 A. Right.
9 instability of regulations and the timeliness 9 MR. JOHNSON:
10 of regulatory decisions can vary by 10 Q. Mr. Chairman, | think that | would probably be
11 jurisdiction.  However, generaly the 11 more productive if | could just have a chance
12 regulatory frameworks in each jurisdiction are 12 tolook at the notes overnight and | would
13 well established and there's a high 13 expect I'd be avery short amount of time with
14 expectation of timely recovery of cost and 14 Ms. Perry tomorrow morning and | think it
15 investment. Furthermore, Moody’s considers 15 might be more efficient than metrying to go
16 the overall business environment in Canada to 16 on for the next fifteen.
17 be relatively more supportive and less 17 CHAIRMAN:
18 litigious than that of the us. Moody’ s view: 18 Q. Sure, if that’s agreed, we'll adjourn. We are
19 a business supportiveness of the Canadian 19 adjourned until tomorrow at 9:00.
20 businessand regulatory environmentsto be 20 Upon conclusion at 1:20 p.m.
21 positive for regulated utility credit quality
22 and believe that these factors, to some
23 degree, offset the relatively lower ROE's and
24 higher deemed debt components typically
25 alowed by Canadian regulatory bodies for rate
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