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1 (9:00am.) 1 this proceeding?
2 CHAIRMAN: 2 MS. MCSHANE:
3 Q. Wadl, good morning. So before we proceed, are 3 A ldo.
4 there any matters of procedure? No. So, Mr. 4 KELLY, Q.C.
5 Kelly, | guess| turn it over to you then, do 5 Q. Andyour qudifications, Ms. McShane, are set
6 1? 6 out in Appendix G, and I’'m not going to take
7 KELLY,QC. 7 you to those in any detail. You've testified
8 Q. Thank you, Mr. Chairman. Mr. Chairman, the 8 numerous times in utility rate proceedingsin
9 next witness this morning is Ms. Kathy McShane 9 Canada on cost of capital issues and testified
10 who is seated ready to be sworn. 10 before this Board before?
11 MS. KATHLEEN MCSHANE (SWORN) EXAMINATION-IN-CHIEF BY IAN 11 MS. MCSHANE:
12 KELLY,QC. 12 A. Yes, I'vetedtified in approximately 190 cases
13 KELLY, QC. 13 in Canadaand the us,and I've testified
14 Q. Thank you, Mr. Chairman. Ms. McShane, you 14 before this Board five times previoudly.
15 prepared a report on capital structure and 15 KELLY, Q.C.
16 fair return on equity for Newfoundland Power 16 Q. Thank you. I'll just getyouto start, Ms.
17 dated May 2009, whichisat Tab 10, Volume 2 17 McShane, by providing a summary of your
18 of the pre-filed evidence? 18 recommendations for the Board.
19 MS. MCSHANE: 19 MS. MCSHANE:
20 A. ldid. 20 A. Thank you. I've estimated the fair return for
21 KELLY, QC. 21 Newfoundland Power at 11 percent, using
22 Q. Andare there updates or revisionsto your 22 multiple tests, including three different
23 pre-filed testimony? There's one update, Mr. 23 equity risk premium tests, three different
24 Chairman, which has been circulated to 24 discounted cash flow testsand acomparable
25 everybody and we can perhaps mark that first. 25 earningstest. My estimate of the fair return
Page 2 Page 4
1 MS. GLYNN: 1 for Newfoundland Power relies on multiple
2 Q. That would be Consent No. 2. 2 tests because in my view, no single testis
3 KELLY, Q.C. 3 sufficient by itself to ensure that the fair
4 Q. Thank You. 4 return standard is met. Every individual test
5 CHAIRMAN: 5 has strengths, weaknesses, brings a different
6 Q. That'sthisonehere, isit? Yeah, okay, all 6 perspective tothe estimation of the fair
7 right. 7 return and consequently giving weight to a
8 KELLY, Q.C. 8 battery of tests balances these various
9 Q. Theupdate, Ms. McShane, any corrections? 9 considerations.
10 MS. MCSHANE: 10 Specifically, with respect to the equity
11 A. | haveone correction to make. The correction 11 risk premium tests, all three of them are
12 ison page 35, I'm sorry, 37 of the evidence, 12 based on a forecast long-term Canada bond
13 Tableb. 13 yield of four and a quarter percent. That was
14 KELLY, Q.C. 14 the forecast that | used initially in my pre-
15 Q. Yes 15 filed evidence and that estimate remains
16 MS. MCSHANE: 16 valid. Thefirst equity risk premium test
17 A. Andit'sintheline NP, under the column FFO 17 that | performed isonethat | refertoasa
18 to Total Debt. The number 9.1 percent should 18 risk adjusted market risk premium test and
19 be 14.1 percent. This actually was corrected 19 it's essentially a variant of the capital
20 inan RFI, CA-NP-12, but | thought | would 20 asset pricing model, where the return is
21 point it out here so that it's clear that it 21 equivalent to arisk-freerate plusamarket
22 was a typo and should be corrected. 22 risk premium times arelative risk adjustment.
23 KELLY, Q.C. 23 That test, inclusive of a50 basis point
24 Q. Okay, thank you. Do you adopt your pre-filed 24 adjustment for financing flexibility, results
25 testimony and the update as your testimony in 25 in areturn of nine and a quarter percent.
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1 | aso perform arisk premium test using 1 of timeand then trend toward the long-term
2 the discounted cash flow model less the 2 growthin the economy. Thethree separate
3 corresponding yield on long-term Government 3 versions of the test produced a return
4 bond yields to estimate risk premiums over 4 inclusive of an allowance for financing
5 time. This test | performtwo versions of. 5 flexibility of 11 to 11 and a half percent.
6 One, | looked at the relationship between the 6 My final test was a comparable earnings
7 utility equity risk premium and long-term 7 test, which looksat thereturnsthat have
8 Canadabond yields or long-term Government 8 been achieved and can reasonably be expected
9 bondyields inisolation and| alsodid a 9 to be achieved over a full business cycle by
10 second version of itinwhich | looked at the 10 relatively low risk unregulated companies. |
11 relationship between utility equity risk 11 looked at the returns over the full cycle back
12 premium long-term Government bond yieldsand |12 tothelast recession in 1991 and determined
13 the spread between utility bond yields and 13 that these--the returns for the sample of
14 long-term Government bond yields. It wasthe 14 companies when adjusted for the somewhat lower
15 second version of thistest that | provided 15 risk of utilities would suggest a returnin
16 the update to because when | originally 16 therange of 11 and ahaf to11.75, and
17 performed the test, spreads were considerably 17 overdl, based onall of these tests, |
18 higher than they are today. They're till 18 determined that the fair return for
19 high today, relative to what they were a 19 Newfoundland Power is approximately 11
20 couple of years ago, but they are lower than | 20 percent.
21 anticipated they would be, so | updated that 21 KELLY, Q.C.
22 test to reflect the somewhat lower spreads. 22 Q. Thank you, Ms. McShane. Next, can | get you
23 What that test tells usis that the 23 to comment on financial market conditions and
24 relationship between long-term Government bond |24 the automatic adjustment mechanism?
25 yields and the cost of equity is not nearly as 25 MS. MCSHANE:
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1 sensitive as the automatic adjustment formulas 1 A. Certainly. Whenthe evidencewasfiled in
2 that have been in place would indicate, and 2 May, capital markets were--1 would
3 the test also tellsus that there is a 3 characterize them as more turbulent than they
4 positive relationship between the utility 4 may betoday. It wasclear at thetime that
5 equity risk premium and the spread on utility 5 the cost of corporate debt was going up.
6 bond yields. With the update and the 6 Spreads were going up. The cost of equity was
7 financing flexibility adjustment, this test 7 rising, and at the same time, we had long-term
8 would indicate a return on equity of 10.1 8 Canadabond yieldsfalling. Sowe had the
9 percent. 9 incongruous and erroneous situation where the
10 And| asodid anequity risk premium 10 actual cost of capital in the market was going
11 testin which | looked at historic utility 11 up, but theway the formula worked, the
12 equity risk premiums as an estimate of what 12 formula was suggesting that the cost of equity
13 investors might expect in the future, and that 13 was going down.
14 test indicates areturn of 11 percent. 14 Since that time, have capital market
15 | dso did, as | said at the outset, 15 conditions, have they improved? Yes, they
16 three different discounted cash flow tests. 16 have. We' ve seen signs that the economies of
17 Two are constant growth models where one 17 United Statesand Canada arein recovery.
18 assumes that investors expect the same growth 18 WEe' ve seen corporate debt spreads tighten and
19 rateto persist over the longer term and | 19 we' ve seen rebound in the equity markets and
20 used two different sources of growth 20 we've seen a decrease in the implied
21 expectations and | also did a two-stage 21 volatility of the equity market. Are
22 discounted cash flow test. The two-stage 22 conditions back to normal, whatever normal
23 discounted cash flow testis based on the 23 means these days? No. We aredtill in a
24 premise that investors expect the growth rates 24 situation where the recovery is what | would
25 that analysts forecast to persist for a period 25 characterize asfragile. It'san unanswered

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

Page 5 - Page 8




October 20, 2009

Multi-Page™

NP’s 2010 General Rate Application

Page 9 Page 11
1 guestion as to whether the consumer will pick 1 A. Whatl thought I would do, without getting
2 up where the governments have left off, in 2 into afair amount of detail, which I'm sure
3 terms of providing stimulusto the economy. | 3 nobody wantsto listento, | thought | would
4 mean, a government can only stimulate for so 4 sort of do this at arelatively high level and
5 long. At some point, recovery hasto be, you 5 look at what | consider to be our main points
6 know, on the basis of consumer consumptionand | 6 of agreement and perhaps our main points of
7 investment by businesses. 7 difference, and | thought I would start with
8 (9:15am.) 8 Mr. Cicchetti.
9 Spreads are till higher than levels 9 Asfar asthe points| seethat we have
10 prevailing acouple of years ago. As an 10 in common in our testimony, first of all, |
11 example, | know that the other day, Ms. Perry 11 think we both recognize the importance of a
12 provided an estimate of the indicated spread 12 discounted cash flow test as a estimate of the
13 for anew Newfoundland Power debt issuetoday. |13 cost of--a utility cost of equity. I think we
14 The spread, | believe, was 187 basis points, 14 both agree on the relevance of us utilities as
15 asindicated. | mean, that’s still higher 15 proxies for Canadian utilities, including
16 than 140 basis pointsfor the previous debt 16 Newfoundland Power. | believe that our views
17 issueand still higher than the 106 basis 17 on the sensitivity of the cost of equity to
18 points at which Newfoundland Power issuedthe |18 long-term government bond yieldsisrelatively
19 debt prior to that, before the onset of the 19 similar, and | think that we both recognize
20 crisis. 20 that Beta, as a measure of risk, is somewhat
21 | would also note that in this 21 problematic.
22 environment, we have areview of all of these 22 Now in terms of the actual testimony, |
23 formulas in Quebec, in Ontario, in Alberta, in 23 mean, histestimony is clearly more focused on
24 British Columbia, and most recently, the 24 discounted cash flow than mineis. | havea
25 National Energy Board determined that there 25 much broader range of estimates of the cost of
Page 10 Page 12
1 was enough doubt as to the correctness of the 1 equity from awider variety of tests, which |
2 formula. Their formulaisvery, very similar 2 think gives abroader perspectivethan his
3 to the formulathat’s been in place for 3 does, and of course, we do have our
4 Newfoundland Power. They decided that they 4 differences as to the proper application of
5 would rescind their formula and not replace it 5 the DCF model itself. | think, you know, we
6 with another formulaat thistime. So | guess 6 do have a number of broad areas of agreement.
7 the bottom linefor meis that, you know, 7 With respect to Dr. Booth, again, we do
8 there s significant evidencein my mind that 8 apply asimilar test. He appliesand largely
9 the existing formula overstates the 9 relies on the capital asset pricing model. |
10 relationship between the cost of equity and 10 aso apply this test. Weobviously don't
11 long-term government bond yields. There's 11 agree onthe size of the market risk premium
12 considerable uncertainty as to, you know, 12 or the size of the relative risk adjustment,
13 where the capital markets and the economy may |13 but we do agree that the capital asset pricing
14 be going, and to my mind, it makes sense at 14 model of avariant thereof isan important
15 this point to at least temporarily suspend the 15 input into the determination of afair return.
16 use of the formula, reset afair return for 16 Again, | don't think that one should
17 2010 and, you know, come back at somepoint |17 focus solely on the capital asset pricing
18 and see whether anew and different formula 18 model. In my view, there are conceptual and
19 needs to be put in place. 19 application issues with the test which make it
20 KELLY, Q.C. 20 problematic as atest to put primarily weight
21 Q. Finally, Ms. McShane, Dr. Booth and Mr. 21 on. But again, it's an important input.
22 Cicchetti have each filed testimony on cost of 22 I think we both agree that historic
23 capital. Can | get you to comment briefly on 23 Canadian achieved risk premiums are lower than
24 their testimony? 24 they will be going forward because of the
25 MS. MCSHANE: 25 changein the government bond market today
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1 versus historically. So historically interest 1 generally inthat box isthe equity risk
2 rates were considerably higher than they are, 2 premium test, the discounted cash flow and
3 more risk associated with long-term Canada 3 then comparable earnings, right?
4 bond yields historically than today. So | 4 MS. MCSHANE:
5 think that the main difference perhapsin our 5 A. Yes
6 determination of the forward looking market 6 MR. JOHNSON:
7 risk premium is theimpact, the size or the 7 Q And in arriving a your fair ROE
8 magnitude of the impact of the lower bond 8 recommendation to this Board for Newfoundland
9 yields on the market risk premium going 9 Power of approximately 11 percent, do |
10 forward. 10 understand that you have given a quarter
11 KELLY,QC. 11 weight to the comparable earnings test?
12 Q. Thank you, Ms. McShane. Those are the 12 MS. MCSHANE:
13 questions | have, Mr. Chairman. The witness 13 A. Yes, approximately, yes.
14 is available for cross-examination. 14 MR. JOHNSON:
15 MS. KATHLEEN MCSHANE, CROSSEXAMINATION BY MR. THOMAS 15 Q. Anddo | understand that you have given about
16 JOHNSON 16 three-quarter’s weight to the market base
17 MR. JOHNSON: 17 tests being the ERP and DCF tests combined?
18 Q. Good morning, Ms. McShane. Asyou know, I’'m 18 MS. MCSHANE:
19 the Consumer’ s Advocate here in the province 19 A. Yes
20 and I'd like to ask you some questions 20 MR. JOHNSON:
21 regarding your evidence. Ms. McShane, as 21 Q. Yeah, and within the two market basetests,
22 you'veindicated inresponseto Mr. Kely's 22 being the ERP and DCF, you give equal
23 questions, you have afairly long relationship 23 weightings to each of these. Would that be
24 with Newfoundland Power as being your client, 24 correct?
25 correct? 25 MS. MCSHANE:
Page 14 Page 16
1 MS. MCSHANE: 1 A Yes
2 A. | have done studies for them on four 2 MR. JOHNSON:
3 occasions, | believe. 3 Q. Okay, and your comparable earnings test
4 MR. JOHNSON: 4 produces arange that is 50 to 75 basis points
5 Q. Andgoing back, what, to the late ’ 90s? 5 beyond that which is sought by Newfoundland
6 MS. MCSHANE: 6 Power, correct?
7  A. | believe 1998 would have been the first time, 7 MS. MCSHANE:
8 yes. 8 A. Yes
9 MR. JOHNSON: 9 MR. JOHNSON:
10 Q. Yeah, okay, and Ms. McShane, we'll come back 10 Q. Yeah, and your DCFtest result, when you add
11 and revisit the formulain due course, but in 11 onan alowance for financing flexibility,
12 your report, at page 70, maybe we could bring 12 produces a range that also goes beyond the 11
13 it up? 13 percent that Newfoundland Power is seeking,
14 MS. MCSHANE: 14 correct?
15 A. Page70? 15 MS. MCSHANE:
16 MR. JOHNSON: 16 A. Yes
17 Q. 70. | guessthisisthe ultimate paragraph to 17 MR. JOHNSON:
18 look to to seewhat your rate or your fair 18 Q. Yeah, and in the last rate case that
19 return recommendation is for Newfoundland 19 Newfoundland Power filed in thisjurisdiction,
20 Power, based on thesetests which you say 20 just two years ago, they sought an ROE of ten
21 comes out to approximately 11 percent, right? 21 and aquarter percent, didn't they? Do you
22 MS. MCSHANE: 22 recall that?
23  A. Yes. 23 MS. MCSHANE:
24 MR. JOHNSON: 24 A. No.
25 Q. And the three tests that you refer to 25 MR. JOHNSON:
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1 Q. You don't recall what Newfoundland Power 1 purposes. This comparesto 9.25 percent found
2 sought as their ROE in the 2007 file GRA? 2 by the Board in 1998 and 9.05 percent which is
3 MS. MCSHANE: 3 currently in place, based onthe formula.”
4 A. Not specifically, no. 4 And now, Michael, would you turn to page 477?
5 MR. JOHNSON: 5 And thisiswhere the Board gives a summary of
6 Q. Okay. Wadll, subject to check, would you 6 the expert evidence which it heard on the cost
7 accept that they sought ten and a quarter 7 of equity, and thefirst person that they ook
8 percent in their application? 8 a is Ms. McShane, and you see your
9 MS. MCSHANE: 9 recommended ROE, Ms. McShane?
10 A. I'll accept it, subject to check. It seemsa 10 MS. MCSHANE:
11 little low. 11 A. Yes, | do.
12 MR. JOHNSON: 12 MR. JOHNSON:
13 Q. Okay, butl think--1 understand that your 13 Q. 11.5t0 11 and three quarters.
14 recommendation for afair return inthe last 14 MS. MCSHANE:
15 case, wasn't that ten and a quarter to ten and 15 A. | seethat.
16 ahaf? 16 MR. JOHNSON:
17 MS. MCSHANE: 17 Q. Sowell above what your client was even asking
18 A. I'll accept that, subjectto check, but | 18 for from the Board, correct?
19 haven't reviewed that. 19 MS. MCSHANE:
20 MR. JOHNSON: 20 A. It'shigher than what they asked for.
21 Q. Okay, okay, and in the case before that, which 21 MR. JOHNSON:
22 led to the Board' s decision and order in P.U. 22 Q. Yeah.
23 19 (2003) | understand the record will reflect 23 MS. MCSHANE:
24 that Newfoundland Power sought areturn on 24  A. They aso, | guess -- we had Mr. Morin make a
25 equity of ten and three-quarters percent. Do 25 recommendation.
Page 18 Page 20
1 you recall that? 1 MR. JOHNSON:
2 MS. MCSHANE: 2 Q. Yeah, and as regards your use of your
3 A. Not specificaly, but I’ [l accept it, subject 3 comparable earnings test, and | think that
4 to check. 4 produces your biggest number, right?
5 MR. JOHNSON: 5 MS. MCSHANE:
6 Q. Okay. So I think therecord reflectsthat, 6 A. Yes
7 that they were looking for ten and three- 7 MR. JOHNSON:
8 quarters, but your recommendation for afair 8 Q. Inthisrate case, and | take it that probably
9 return for your client was 11 and a half to 11 9 produces your biggest number in all your
10 and three-quarters percent, | think the 10 cases, does it?
11 recordswill also reflect. Will you take 11 MS. MCSHANE:
12 that, subject to check? 12 A. Wdl, the comparable earnings test by virtue
13 MS. MCSHANE: 13 of how it'sconstructed and done usually
14 A. Yes, | will takeit subject to check. 14 indicates a higher return than the base bare
15 MR. JOHNSON: 15 bones cost of equity numbers, yes.
16 Q. Okay. Well, maybewe could check it now, if 16 MR. JOHNSON:
17 we could call up P.U. 19 (2003)? I think 17 Q. Andwhy would that be, why would that fall out
18 that’s just the appendix to the decision. 18 of the way it’s constructed?
19 There, that's the supplementary document. 19 MS. MCSHANE:
20 Yes, thank you, Michael. Would you mind 20 A. Well, becauseit’s areturn on the original
21 turning to page 46? Yeah, that paragraph 21 cost book value of the companies, not areturn
22 thereright in front of us, return on equity, 22 on the market value, and typically over the
23 "Newfoundland Power has proposed that the |23 past number of business cycles, the market
24 Board allow areturn on regulated common 24 value of companies has been considerably above
25 equity of 10.75 percent for rate making 25 their book value.
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1 MR. JOHNSON: 1 your opening in terms of where you had common
2 Q. And asregards this comparable earnings test, 2 ground with Mr. Cicchetti, that the DCF

3 | take it that your repliesto RFIS, your RFIS 3 approach is more prevaent in the United

4 indicatesthat at least you're not aware of 4 States regulatory environment, correct?

5 any ROE decisions by Canadian regulator in the 5 MS. MCSHANE:

6 last ten years that had given any weight to 6 A. Itisvery prevalent in the United States.

7 the comparable earningstest asapplied by 7 MR. JOHNSON:

8 yourself in this case, are you? 8 Q. AndI guessyou're aware that Boardsin this

9 MS. MCSHANE: 9 country, while they hear DCF evidence, it's

10 A. | believethat if you look at CA-NP-1, you're 10 not typically accorded weight, isit?

11 correct that they havenot. | did point to 11 MS. MCSHANE:

12 the decision in 2006 by the British Columbia 12 A. Ithasn’t been accorded weight recently. |

13 Utilities Commission, which said that they did 13 think back in the earlier half of the 1990s

14 not believe that comparable earnings had 14 Boards used to accord weight to a much broader

15 outlived its usefulness, that they believed 15 variety of teststhan they seem to have done

16 that it still could have aroleto play in 16 in Canada, | guess, in the last ten years.

17 future ROE hearings, but they concluded at the 17 MR. JOHNSON:

18 sametimethat in that particular case there 18 Q. AndI take it youwould be familiar through

19 was insufficient evidenceto know whether or 19 your readings, et cetera, that Boards have had

20 not amarket to book adjustment results was 20 some difficulty with the forecasterswho are

21 required, and if so, how it might be 21 relied on in someinstances to supply the

22 accomplished, and what | attempted to doin 22 inputs into the DCF analysis, would that be

23 this proceeding as well as in the subsequent 23 right, the analysts?

24 proceeding in British Columbia was to address 24 MS. MCSHANE:

25 that concern and to indicate that such an 25 A. Wdl, | think one concern that’s been

Page 22 Page 24

1 adjustment was not required. 1 expressed is that there may be some optimism
2 MR. JOHNSON: 2 inthe forecast. Of course, those studies
3 Q. So outsideof that soleexample, | mean, 3 that have looked at optimism have really been
4 you're testified aload of times, you're not 4 focused very broadly on al types of
5 aware of another single instance where a 5 companies, have not particularly singled out
6 Canadian regulator hasput any weight in 6 utilities to see if utility forecasts are
7 arriving at its ROE determination on that 7 subject to the optimism that you might well
8 test? 8 see with firms whose business model like high
9 MS. MCSHANE: 9 tech firmsis much less, how shall | put it --

10 A. I’'mnotaware of any regulator that’s given 10 the business model of utilities is much more

11 weight to it recently, no. 11 understood and the forecasts are much less

12 MR. JOHNSON: 12 subject to uncertainty.

13 Q. And asregards your use of the discounted cash 13 (9:30am.)

14 flow test, and that uses -- of course, you get 14 MR. JOHNSON:

15 into your proxy group, et cetera, but you also 15 Q. Butstill utility returns, utility companies

16 get into forecast of earnings, cash flows, et 16 stocks are subject to this type of analysing

17 cetera, but | takeit you're aware aswell 17 by these analysts, right?

18 that this Board did not rely on thistest when 18 MS. MCSHANE:

19 it last decided a contested ROE case for 19 A. Anaysts do forecast for all types of

20 Newfoundland Power in PU 19, 2003, correct? 20 companies, including utilities, that's

21 MS. MCSHANE: 21 correct.

22 A. | believe you're correct that they did not at 22 MR. JOHNSON:

23 the time. 23 Q. Andsoat -- further oninyour evidence --

24 MR. JOHNSON: 24 actually, it would be earlier in your evidence

25 Q. Andyou'reaso aware, as you pointed out in 25 at page 18, yourefer to thefair return

Page 21 - Page 24
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1 standard, and the quote that you' ve taken here 1 A Yes

2 from this Board actually in PU 19, 2003, is 2 MR. JOHNSON:

3 that regulated utilities are given the 3 Q. Andjusttotry to understand the big picture
4 opportunity to earn afair rate of return. To 4 for amoment, you have utilized certain United

5 be considered fair, the return must be; one, 5 States data for the purpose of providing your

6 commensurate with return on investments of 6 estimate of afair return on equity for

7 similar risk; two, sufficient to assure 7 Newfoundland Power, correct?

8 financial integrity; three, sufficient to 8 MS. MCSHANE:

9 attract necessary capital. So that’s the test 9 A. | have.

10 that you adopt obviously in this proceeding? 10 MR. JOHNSON:
11 MS. MCSHANE: 11 Q. Okay,and your DCFanalysis and tests are
12 A. That'sthefair return standard. 12 based on us company data, and there's no
13 MR. JOHNSON: 13 dispute about that?
14 Q. Okay, andif we could goto page two of your 14 MS. MCSHANE:
15 Executive Summary. 15 A. There s no dispute about that.
16 MS. MCSHANE: 16 MR. JOHNSON:
17 A. | havethat. 17 Q. Okay, and your Risk Premium Test is based, as
18 MR. JOHNSON: 18 you've noted, on three separate approaches,
19 Q. Paragraph four, you say, "Satisfying the 19 correct?
20 comparable return standard requires 20 MS. MCSHANE:
21 consideration of returns available to 21 A. Yes
22 comparable utilities in the United States', 22 MR. JOHNSON:
23 correct? 23 Q. The first beingthe risk adjusted equity
24 MS. MCSHANE: 24 market approach?
25 A, Yes 25 MS. MCSHANE:
Page 26 Page 28

1 MR. JOHNSON: 1 A Yes

2 Q. Itrequiresit, inyour view? 2 MR. JOHNSON:

3 MS. MCSHANE: 3 Q And your approach analyses historic risk

4 A. | believe o, yes. 4 premiums both from herein this country and in

5 MR. JOHNSON: 5 the United States, correct?

6 Q. Okay, and then you go on at page two to say -- 6 MS. MCSHANE:

7 just go back. Same paragraph actualy, 7 A Yes

8 paragraph four, "Satisfying the comparable 8 MR. JOHNSON:

9 return standard requires consideration of 9 Q. Andthe second approach to your Risk Premium
10 returns available to comparable utilitiesin 10 Test is the DCFbased equity Risk Premium
11 the United States'. Then you say, "Given the 11 Test, have | got that right?

12 similarity of operating and regulatory 12 MS. MCSHANE:

13 environments, the integration of the two 13  A. Yes, you have.

14 capital markets, the small number of Canadian 14 MR. JOHNSON:

15 utilitieswith equity market data, and the 15 Q. Okay, and here you try to estimate what the
16 obviouscircularity of comparisons, limited 16 utility equity risk premiumis by analysing
17 utilities, that are all subject to similar ROE 17 consensus forecasts of earnings growth and
18 automatic adjustment mechanisms'. Now | take |18 expected dividend yieldsof asample of us
19 it that given your use of the phrase"given 19 electric and gas utilities?

20 the similarity of operating and regulatory 20 MS. MCSHANE:

21 environments', that you have concluded, Ms. 21 A. Over time, correct.

22 McShane, that the operating environments and 22 MR. JOHNSON:

23 the regulatory environments are similar, 23 Q. Overtime, okay, and thethird approach to
24 correct? 24 your Risk Premium Test isthe historic utility
25 MS. MCSHANE: 25 equity risk premiums approach, and here again

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

Page 25 - Page 28




October 20, 2009

Multi-Page™

NP’s 2010 General Rate Application

Page 29 Page 31
1 you utilize historic Us electric utility 1 Q. Okay, dl right. So I don’t think we disagree
2 returns, US gas utility returns, along with 2 because my question was part of the reason
3 historic Canadian utilities returns? 3 that the Board, in your judgment, is required
4 MS. MCSHANE: 4 to look at these us returns, these us
5 A. Correct. 5 utilities, is the comparability of the
6 MR. JOHNSON: 6 regulatory business environment.
7 Q. Albeit for different periods of time, as your 7 (9:45am.)
8 report notes? 8 MS. MCSHANE:
9 MS. MCSHANE: 9 A Wadll, that's what -- it's the comparability
10 A. Correct. 10 that makes them arelevant proxy.
11 MR. JOHNSON: 11 MR. JOHNSON:
12 Q. And thenfinaly you haveyour comparable 12 Q. Right, okay, and | understand -- if we could
13 earnings, which again draws up the experience 13 just go to page 16 of your report. Actualy,
14 returns of both the United States and Canadian 14 page 23, I'm sorry. Thisiswhere you get
15 companies, correct? 15 into addressing the proxy selection, and so
16 MS. MCSHANE: 16 the proxy companiesthat you've selected are
17 A. Yes, but the uscompanies are really only used 17 gas and electric utilities in the United
18 in that test as an indicator of the 18 States for these tests that we' ve discussed?
19 reasonabl eness of the Canadian numbers. 19 MS. MCSHANE:
20 MR. JOHNSON: 20 A. Right.
21 Q. Now just getting back to where we jumped off 21 MR. JOHNSON:
22 there amoment ago, part of the reason that 22 Q. Okay, and then | noted at page -- | think it
23 this Board inyour judgment is required, 23 was 580, where you're referring to at the top
24 that's your word, to consider returns 24 of line -- 580, at the top of 23, that’s where
25 availableto utilitiesin the United States, 25 you get into discussion of the Canadian
Page 30 Page 32
1 is the similarity of operating regulatory 1 context, and you note starting at the bottom
2 environments, right? 2 of page 22, "Inthe Canadian context, there
3 MS. MCSHANE: 3 are only seven publicly traded utilities.
4 A Wdl, I'm not quite sure -- and this may not 4 These companies are relatively heterogeneous
5 be a subjective difference with what you just 5 interms of both operationsand size", and
6 said, but | think the reason that they're 6 then you go on to note, "While the Canadian
7 required to look beyond Canadian bordersis 7 utilities provide some perspective, a more
8 because -- for one reason, because investors 8 accurate assessment of the cost of capital for
9 have opportunities beyond Canadian borders. 9 the benchmark utility can be made by reliance
10 Thereason for Us utilities particularly has 10 on asample of comparable risk utilities'. So
11 todo withthefact that the operating and 11 we can only look to the Canadian landscape for
12 regulatory environmentsare similar, which 12 some perspective, butif wereally want to
13 would not be the same if you were looking at 13 have an accurate picture, we' ve got to look at
14 British or Australian utilities. 14 your proxies?
15 MR. JOHNSON: 15 MS. MCSHANE:
16 Q. They would be different, would they? 16 A. Wadl, the problem with the Canadian utilities,
17 MS. MCSHANE: 17 as| indicated, isthat you'rereally getting
18 A. Wdl, they have a different regulatory model. 18 avery mixed cost of capital estimate because
19 MR. JOHNSON: 19 you -- well, there really aren’t seven
20 Q. Okay, and what regulatory model would they 20 utilities, anyway, any more. Alta Gas, which
21 have that’ s different? 21 was one of them, has been purchased. So now
22 MS. MCSHANE: 22 we're down to six. Pacific Northern Gasisa
23 A. They'renot regulated on the basis of original 23 very small risky gas utility, so that’s not
24 cogt, for one thing. 24 really avery good proxy for an average risk
25 MR. JOHNSON: 25 Canadian utility. We've got Canadian

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

Page 29 - Page 32




October 20, 2009

Multi-Page™

NP’s 2010 General Rate Application

Page 33 Page 35

1 Utilities Limited, which is -- about 40 1 MR. JOHNSON:

2 percent of its earnings are regulated, its got 2 Q. And I noticed inyour footnote 16 on the

3 investments abroad, its got a fair amount of 3 bottom of page 23, you indicate that these

4 unregulated generation. We've got Emera, 4 Canadian operations span all the major utility

5 which isa vertically integrated electric 5 industries, including  electricity

6 utility, which also has autility in the 6 distribution, transmission power generation,

7 United States. It has two pipelinesthat it 7 natural gas, et cetera. So pretty diverse?

8 has investmentsin. It has investmentsin the 8 MS. MCSHANE:

9 Caribbean. You've got Embridge Inc., whichis 9 A. Yes insizeand intype of business.

10 diversified across all pipelines, gas 10 MR. JOHNSON:

11 distribution, gas pipelines. Itsinvestments 11 Q. Okay, and so you're of the view then that the

12 arein the United States, in Canada. Then 12 us utilities that you have selected are of

13 you've got TransCanada, which used to be like 13 comparablerisk to Newfoundland Power, all

14 the benchmark company that people looked to. 14 taken together?

15 Today its mainline systemisa relatively 15 MS. MCSHANE:

16 small part of its total. | mean, its got 16 A. | wouldsay that the utilities that I've

17 investmentsin all sorts of energy projects, 17 selected asa group provide a measure of

18 itsgot an investment in anuclear plantin 18 return that would be for a group of companies

19 Ontario, big electric investments in the 19 of comparablerisk --

20 States, itsinvestments are -- I’'m trying to 20 MR. JOHNSON:

21 remember what the breakdown is, but let’s say, 21 Q. Yes, so--

22 60/40 Canada/us. So, yeah, | think it's 22 MS. MCSHANE:

23 important to try to pick a sample of companies 23 A. Onbalance.

24 that are -- another sample of companies that 24 MR. JOHNSON:

25 in the electric and gas distribution business. 25 Q. Yeah, okay. So they’'re of comparable risk?
Page 34 Page 36

1 MR. JOHNSON: 1 MS. MCSHANE:

2 Q. Sowhat would be the specific objection to one 2 A. Thegroupis, yes.

3 of these companiesif they had interests 3 MR. JOHNSON:

4 abroad and made revenues abroad? 4 Q. Andone of the things that you use as sort of

5 MS. MCSHANE: 5 atest of that ishow Standard and Poor’s

6 A. There snothing -- there's nothing that is 6 treats some of these companies, isthat right,

7 inherently problematic about that. It'sjust 7 their ratings?

8 that when you take these six companies 8 MS. MCSHANE:

9 together, it’skind of difficult to know, you 9 A. Yes, thesizeof -- they cannot -- they cannot
10 know, whether you’ re determining the cost of 10 have arating of lower than E- to be inthe
11 capital for these diversified operations or 11 group.

12 the regulated operations. So it’simportant 12 MR. JOHNSON:

13 to have an alternative sample, plus because of 13 Q. Andwho givesthat rating?

14 the fact that there are a very small number of 14 MS. MCSHANE:

15 growth forecasts for the Canadian companies, 15 A. S&P.

16 it'svirtually impossibleto do what | would 16 MR. JOHNSON:

17 consider to be areliable discounted cash flow 17 Q. Standard and Poor’s?

18 analysis on using Canadian companies. 18 MS. MCSHANE:

19 MR. JOHNSON: 19 A. Yes, sorry, yes.

20 Q. Butyou mentioned the nuclear investments. 20 MR. JOHNSON:

21 Just elaborate on those? One of the utilities 21 Q. Okay, and-- butl just noticethat, and

22 you mentioned had a big nuclear investment. 22 obviously you're aware of this, that

23 MS. MCSHANE: 23 Newfoundland Power and Standard and Poor’s
24 A. Yes, TransCanada has investment in Bruce 24 parted company some years ago, didn’t they?
25 Power. 25 MS. MCSHANE:
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1 A, Theydid. 1 information from the Moody’ s Report to come up
2 MR. JOHNSON: 2 with your table?
3 Q. Andsowhy would you use Standard and Poor’s 3 MS. MCSHANE:
4 when Newfoundland Power has got nothing to do 4 A Yes | do. | believeit’'sinFigure5.
5 with Standard and Poor’ s? 5 MR. JOHNSON:
6 MS. MCSHANE: 6 Q. Okay.That'spageeight, isit?
7 A. Becauseif youlook at who'srated, by whom, 7 MS. MCSHANE:
8 the majority of Canadian utilities are rated 8 A. Yes
9 by S& P, s0it's-- S& Phasa bigger, | 9 MR. JOHNSON:
10 guess, cross border contingency, if you will. 10 Q. Okay. So -- there we go, okay. So thiswould
11 MR. JOHNSON: 11 be what you used to construct Table 4.
12 Q. ButdoesMoody’'s, say, rate, you know, your 12 MS. MCSHANE:
13 sample companies too? 13  A. Yes.
14 MS. MCSHANE: 14 MR. JOHNSON:
15 A. Yeah, they do. 15 Q. Okay. Now --
16 MR. JOHNSON: 16 MS. MCSHANE:
17 Q. Yeah, yeah, and so do you make -- once you' ve 17 A. Atleast of columns A and Baa.
18 concluded, as | think you have, that, you 18 MR. JOHNSON:
19 know, your group of us utilities, be they gas 19 Q. AndI note when you look at the Figure 5 that
20 and electric, are of similar risk, do you make 20 Moody’s uses, they have medium/low,
21 any further adjustments for anything, given 21 medium/low, medium/low, medium/low, just like
22 the us context, or the legal context, the 22 you indicated that they publish quantitative
23 regulatory context, the TXT context? 23 guidelinesfor two business risks; low and
24 MS. MCSHANE: 24 medium risk, but your Table 4 just
25  A. | have not made any adjustments. | have not 25 concentrates on the low, right, for A and Baa,
Page 38 Page 40
1 considered that any adjustments were 1 and that’ swhere you get your numbers, your
2 necessary. 2 range from 3 to 5.7 on FFO interest coverage,
3 MR. JOHNSON: 3 for instance, in your report?
4 Q. Atpage 34 of your report, Ms. McShane, if we 4 MS. MCSHANE:
5 could go there for a moment. 5 A. That'swhere the range came from, yes.
6 MS. MCSHANE: 6 MR. JOHNSON:
7 A, I'mthere. 7 Q. Right, and soif you looked at again Moody’s,
8 MR. JOHNSON: 8 that would be takenright out of the A low
9 Q. Hereiswhere you refer, line 869, that you 9 column?
10 say that Moody’'s publishes quantitative 10 MS. MCSHANE:
11 guidelines for utility ratings for two 11 A. That'sright.
12 business risk categories; low and medium risk. 12 MR. JOHNSON:
13 The guidelines for the low business risk 13 Q. That'sthelow business risk category, okay,
14 category, and both the A and Baa ratings 14 and then we seefor your FFO, the debt
15 categories compared to Newfoundland Power’'s |15 percentage, 12 to 22, and right along -- so
16 actual metrics are asfollows, and then you 16 that’swhere we got it, okay. Could | refer
17 set up the table, and this would be Table 4, 17 you to a paragraph that appears before Figure
18 right? 18 5, four paragraphs up from that where Moody’s
19 MS. MCSHANE: 19 states financial ratios are more useful for
20 A. Yes 20 companies, do you see that?
21 MR. JOHNSON: 21 (10:00 am.)
22 Q. Okay, and if we couldturn tothe Moody’s 22 MS. MCSHANE:
23 document, if we could, the 2005 document upon |23 A. Sorry, what page are we on?
24 which, | think, you base this table. Do you 24 MR. JOHNSON:
25 know whereyou got -- whereyou derived the 25 Q. Oh, page eight of the Moody’s Rating
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1 Methodology of 2005. 1 MS. MCSHANE:

2 MS. MCSHANE: 2 A Okay.

3 A Right 3 MR. JOHNSON:

4 MR. JOHNSON: 4 Q. Dothey usetheterm "generally speaking"?

5 Q. Soyou seethat paragraph, financial ratio? 5 MS. MCSHANE:

6 MS. MCSHANE: 6 A. No, but they don't say "always" either.

7 A. Yes 7 MR. JOHNSON:

8 MR. JOHNSON: 8 Q. No, but -- and do they, when they’re talking

9 Q. And they aresaying there that financia 9 about Canada in that paragraph, do they draw a
10 ratios are more useful for companies operating 10 distinction between Canada’'s T & Ds and
11 in a low business risk environment where 11 generation, or do they just say Canada as
12 there' s a high degree of regulated activities 12 being in the low risk?

13 in a supported regulatory system. They go on 13 MS. MCSHANE:

14 to say, "This might include the UK, US 14 A. Wdl, they say Canada, however, | know that if

15 transmission and distribution utilities [T & 15 you read the Moody’s reports before they

16 D], Canada, or many European countries. 16 changed methodology for Fortis Alberta, for

17 Medium business risk operating environments |17 example, they’'ve said -- Fortis Alberta is

18 would include usintegrated utilities'. Do you 18 clearly adistribution only company. Moody’s

19 see that? 19 said that they considered it to be sort of in

20 MS. MCSHANE: 20 between low and medium risk.

21 A. Yeah 21 MR. JOHNSON:

22 MR. JOHNSON: 22 Q. Ms. McShane, thisis the document that you

23 Q. Okay. Would you gather from this passage 23 referred to in your evidence, correct?

24 appearing just above the table, the Figure 5 24 MS. MCSHANE:

25 from which you derived your Table4, that 25 A. | did, to makethe table, but that doesn't
Page 42 Page 44

1 Moody’s would only put United States 1 mean that there aren’t other reports out there

2 transmission and distribution utilities from 2 by Moody’sthat say, you know, for example,

3 supportive states into the low risk business 3 what | just mentioned about Fortis Alberta. So

4 operating environment? 4 there are comments like this that are general

5 MS. MCSHANE: 5 in nature, and there are obviously specific

6 A. | don't know whether they would or not. 6 circumstances where there are differences from

7 MR. JOHNSON: 7 the generalization.

8 Q. Waell, what do they say in that paragraph? 8 MR. JOHNSON:

9 MS. MCSHANE: 9 Q. Youwished afew moments ago to put inthe
10 A. They're making sort of a very genera 10 comment "generally speaking”. Sol guess
11 statement, whether they would include some 11 you'll at least agree that generally speaking,
12 vertically integrated utilities from 12 Moody’s saysthat if you areinto -- if you're
13 supportive states into low risk category. They 13 ausintegrated utility, that that would be a
14 might. 14 medium business risk operating environment?
15 MR. JOHNSON: 15 MS. MCSHANE:

16 Q. Butl thought it was rather specific. They 16 A. Generaly speaking, yes.

17 said inthat last sentence, "Medium business 17 MR. JOHNSON:

18 risk operating environments would include us 18 Q. Yeah, and what would ausintegrated utility -
19 integrated utilities". 19 what doesit mean if a utility isengaged in

20 MS. MCSHANE: 20 an integrated utility, if they're classified

21 A. Sogenerally speaking, that’swhere they would |21 asan integrated utility? Would that mean
22 go, but they may have some that would not. 22 that they're engaged in generation

23 Well, let me give you an example. 23 transmission and distribution services?

24 MR. JOHNSON: 24 MS. MCSHANE:

25 Q. No, no, one second now, Ms. McShane. 25 A. Yes.
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1 MR. JOHNSON: 1 Standard and Poor’ s because it rates most of
2 Q. And could weturn, Ms. McShane, to your 2 them.
3 schedules. We'll start at 15,1 guess, of 3 MR. JOHNSON:
4 your evidence. 4 Q. Butif wearedealing herein Newfoundland and
5 MS. MCSHANE: 5 Labrador with a utility that doesn’'t have
6 A. | havethat. 6 Standard and Poor’ s coverage, it has Moody’s
7 MR. JOHNSON: 7 coverage, and you're aware that the very
8 Q. Okay, and if we couldjust scroll over to 8 people who rate Newfoundland Power have
9 bring theleft margin into view, Michadl. 9 clearly stated that usintegrated utilities of
10 Thank you. We see anumber of companies. This 10 the medium risk group, wouldn’t that be worthy
11 IS your US proxy group, isn't it? 11 of mentioning to the Board?
12 MS. MCSHANE: 12 MS. MCSHANE:
13  A. Yes 13 A. Wdl, attheend of theday, if you look at
14 MR. JOHNSON: 14 the Moody’s ratings, | mean, the Moody’s
15 Q. Just identify for the Board, the 15 ratings of the sample are better than
16 Commissioners, which of these would fit under 16 Newfoundland Power’ s rating.
17 the category of ausintegrated utility? 17 MR. JOHNSON:
18 MS. MCSHANE: 18 Q. Butthere's -- but that doesn’t necessarily
19 A. Dominion Resources, Duke Energy, FPL, SCANA, 19 speak to the fact that Newfoundland Power is
20 Southern Company. 20 in a low risk business environment while
21 MR. JOHNSON: 21 Moody’ s considers these not to be, doesit?
22 Q. Okay, and, Ms. McShane, when you refer in your 22 MS. MCSHANE:
23 report, and you mention that Moody’ s publishes 23  A. Theratings are higher at the end of the day
24 quantitative guidelines, your report doesn't 24 of the sample.
25 refer to the fact that Moody’ s says just above 25 MR. JOHNSON:
Page 46 Page 48
1 thistable that usintegrated utilities would 1 Q. Andtheseratings, like, do we use ratings --
2 be included in the medium business risk 2 ratings, aren’t they a measure of credit risk?
3 operating environment. Why not? 3 MS. MCSHANE:
4 MS. MCSHANE: 4 A. Sure
5 A. Why doesn't, like -- 5 MR. JOHNSON:
6 MR. JOHNSON: 6 Q. And so basically they’'re saying to the world
7 Q. Why doesn't your report acknowledge that 7 that we think these companies should be able
8 Moody’s publishes-- the information that 8 to honour its debts and obligations. | mean,
9 you' re drawing upon to create your table, that 9 companies --
10 same document clearly shows that Moody’s, to |10 MS. MCSHANE:
11 grant you your part, would generally speaking 11 A. That's what an investment credit rating
12 put these in the medium risk environment? Why |12 indicates, that thereisa high probability
13 doesn’'t your report mention that? 13 that they’ll be able to honour their
14 MS. MCSHANE: 14 obligations.
15 A. My report didn’t mention it because it wasn’t 15 MR. JOHNSON:
16 one of the criteriathat | used to select the 16 Q. ButI’m sure, Ms. McShane, that you can think
17 companies. If youlook at the business risk 17 of examples of a company, say, in a
18 profile of these companies on 15, every single 18 competitive atmosphere, even a highly
19 one of them isin the excellent business risk 19 competitive atmosphere, who'sout competing
20 profile by Standard and Poor’s, and Standard 20 for business, and you know they have good
21 and Poor’s, as | said before, is therating 21 yearsand bad years, and they have acredit
22 agency which does have the most ratings of 22 rating as strong as a utility, but that
23 Canadian utilities. Soit’s, you know, easy 23 wouldn’t --
24 to see what the typical business profileis of 24 MS. MCSHANE:
25 a Canadian utility, at least according to 25 A. Yes, there are some, yes.
Page 45 - Page 48
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1 MR. JOHNSON: 1 risk profile of Newfoundland Power, but not us
2 Q. But that wouldn’t make the investor, the 2 electric utilities generally, right?
3 equity investor, say, well, I'll be just as 3 MS. MCSHANE:
4 happy to get the utility returnas 1'd get 4 A. Yeah, | think that'sfair, and, of course, |
5 with the more entrepreneurial company? 5 don't have al us verticaly integrated
6 MS. MCSHANE: 6 utilitiesin here. It's thosethat met the
7 A. No, not necessarily. | mean, you'reright, 7 criteria of being low risk.
8 debt ratings are clearly not the only criteria 8 MR. JOHNSON:
9 one would use to select acompany to be 9 Q. Now, Ms. McShane, in 2007 you filed evidence,
10 comparable, but they’re one that’ s important. 10 as we know, and you have that there.
11 MR. JOHNSON: 11 MS. MCSHANE:
12 Q. Andyour 2002 evidence before the Board, Ms. |12 A. | have severa pagesfromiit.
13 McShane, would you be able to confirm for me |13 MR. JOHNSON:
14 that -- you have extracts of that evidence. 14 Q. Yeah, and | thought that you made at page nine
15 MS. MCSHANE: 15 rather definitive statements about the role of
16 A. Sorry, 2002? 16 a regulatory framework in which a utility
17 MR. JOHNSON: 17 operates, and inthat regard, could | draw
18 Q. Yeah. 18 your attention to line 244 downward. Just
19 MS. MCSHANE: 19 read for the record what you -- was your
20 A. Okay. 20 expert opinion in 2007 in thisissue?
21 MS. GLYNN: 21 MS. MCSHANE:
22 Q. Mr. Johnson, we're just going to mark that as 22 A. Sorry, how far do you want me to read?
23 Consent #3. 23 MR. JOHNSON:
24 MR. JOHNSON: 24 Q. From 244 to 259, please.
25 Q. Thank you. Couldyou -- I'm directing you to 25 MS. MCSHANE:
Page 50 Page 52
1 page 56 of 67, to that evidence, Ms. McShane. 1 A. "Theregulatory framework in which autility
2 MS. MCSHANE: 2 operates isfrequently viewed asthe most
3 A Yes | seethat. 3 significant aspect of risk to which investors
4 MR. JOHNSON: 4 inthe utility are exposed. The financial
5 Q. Justread for therecord what you said about 5 community is very conscious of the regulatory
6 proxy utilitiesin that case. 6 environment. It’shighlighted in reports of
7 MS. MCSHANE: 7 both bond rating agencies and investment
8 A. "Thatl relied onLDcCsrather than electric 8 analysts. Regulation has the power to expose
9 utilitiesfor three reasons. Newfoundland 9 utilities to enormous risk by permitting
10 Power’ s primary electric distribution utility. 10 bypass facilities, disalowing costs,
11 There are avery limited number of uselectric 11 approving rate designs that are tilted against
12 utilities whose operations are primary 12 recovery of fixed costs, or returns that do
13 distribution and/or transmission. Second, the 13 not conform with informed investors
14 operations of electric and gas distribution 14 perspective of risk.  Alternatively,
15 have significant parallels and are frequently 15 regulation can provide an environment
16 considered to be proxies for one another. 16 characterized by consistency and by even
17 Third, itis noted in Section 2 of Business 17 handedness conducive to continued growth
18 Profile Score 3, which is likely to be 18 consistent with economic allocation of
19 assigned to Newfoundland Power isthe sameas |19 resources, affording the utility areasonable
20 that of a typical USLDC. In contrast, the 20 opportunity to achieve a fair return.
21 typical business score of theus electric 21 Enlightened regulation will mitigate risks
22 utilitiesis4". 22 that are substantially beyond management
23 MR. JOHNSON: 23 control and award areturn that provides both;
24 Q. Yeah, soyou were acknowledging that theLbc |24 one, fair compensation for the risksthat are
25 would be of amore - more in keeping with the 25 left with management; two, incentives to
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1 achieve and exceed the allowed return through 1 (10:15am.)
2 continued improvement and productivity"”. 2 MR. JOHNSON:
3 MR. JOHNSON: 3 Q. AndlI think you'll agree, as Moody’s states a
4 Q. Now, Ms. McShane, doyou agreethat these 4 little above this, that most of the utilities
5 statements that you made before thisBoard in 5 that they look at are not fully regulated.
6 2007 are astrue today as they were when you 6 There' s unregulated aspects to them too?
7 made them? 7 MS. MCSHANE:
8 MS. MCSHANE: 8 A. |think that’sfair. | mean, most companies
9 A Yes 9 have -- most of the traded companies, which
10 MR. JOHNSON: 10 are what we would use for doing cost of equity
11 Q. Yeah. Now aswe ve noted from our discussion |11 studies, have some unregulated operations.
12 of page 34 of your report whereyou made 12 MR. JOHNSON:
13 reference to Moody’s publishing the 13 Q. Okay, so Newfoundland Power would be Category
14 quantitative guidelines for utility ratings 14 1, wholly regulated, and then do you know --
15 for the two business risk categories, you were 15 you're familiar with the SR 1, 2, 3, 42
16 obviously, as your footnote at the bottom of 16 MS. MCSHANE:
17 that page, Footnote 30 would confirm, youwere 17 A. I'mfamiliar with them, yes.
18 obviously anticipating that new guidelines 18 MR. JOHNSON:
19 would come out thisyear. So you were quite 19 Q. Andthat'sapretty detailed assessment of the
20 well aware of the Moody’ s methodology and the |20 supportiveness of the regulatory framework,
21 fact it was developing? 21 isn'tit?
22 MS. MCSHANE: 22 MS. MCSHANE:
23 A. | knew it was developing. | had no idea where 23 A. They do ardatively detailed breakdown.
24 it was going. 24 MR. JOHNSON:
25 MR. JOHNSON: 25 Q. Anddo you know where Canada would fall in?
Page 54 Page 56
1 Q. Okay, and as you're probably aware, 1 MS. MCSHANE:
2 Newfoundland Power would be considered a 2 A, Generdly in Category SRE 1.
3 Category 1 utility under the Moody’s 2005 3 MR. JOHNSON:
4 methodology? Would you refer to that, please? 4 Q. Agan now Moody’'s doesn't use the word
5 MS. MCSHANE: 5 "generaly”, they say it falls init, right?
6 A. You're talking about under the regulatory 6 Y ou're not quibbling with that?
7 framework? 7 MS, MCSHANE:
8 MR. JOHNSON: 8 A. They put it under that category.
9 Q. Yeah, I'm talking about the qualitative 9 MR. JOHNSON:
10 factors which your report didn’t go into, and 10 Q. Andyou have-- you would be aware through
11 I'mreferring to pagefour whereit talks 11 your client, and there are credit reports, et
12 about the assessment of the extent of 12 cetera, that Moody’s has said about this
13 regulation around the business. 13 regulator, in particular, that it considersit
14 MS. MCSHANE: 14 one of the more supportive regulatorsin the
15 A. Whereyou say the regulatory framework fully 15 country?
16 developed? 16 MS. MCSHANE:
17 MR. JOHNSON: 17 A. I’'maware of that, yes.
18 Q. No, I'mtaking about the -- 18 MR. JOHNSON:
19 MS. MCSHANE: 19 Q. That'sright. Soyou also would know, | take
20 A. Oh, sorry, | see what you're saying, the 20 it where the individual United States, and the
21 wholly regulated business. 21 District of Columbia, would fall within the
22 MR. JOHNSON: 22 Moody’ s methodology?
23 Q. Rignht. 23 MS. MCSHANE:
24 MS. MCSHANE: 24 A. | donot.
25 A. Okay. 25 MR. JOHNSON:
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1 Q. Okay. Wouldyouturn thento-- youdon't 1 MR. JOHNSON:
2 know? 2 Q. Was that one of thevertically integrated
3 MS. MCSHANE: 3 utilities?
4 A. I've-- not under this new approach, no. 4 MS. MCSHANE:
5 MR. JOHNSON: 5 A. Itisaverticaly integrated utility.
6 Q. Thisisnot anew approach. Thisisthe 2005. 6 MR. JOHNSON:
7 MS. MCSHANE: 7 Q. And wouldthey carry onbusiness in West
8 A. Arewe dtill talking about the 2005? 8 Virginia?
9 MR. JOHNSON: 9 MS. MCSHANE:
10 Q. Yeah 10 A. WestVirginia?
11 MS. MCSHANE: 11 MR. JOHNSON:
12 A. Wdl, I mean, yeah, I've looked at the 12 Q. Yeah
13 different States under theold one, but | 13 MS. MCSHANE:
14 haven’t memorized them. 14 A, If they do, it's not very big. That's
15 MR. JOHNSON: 15 certainly not their major state.
16 Q. But do you -- take a moment to have alook at 16 MR. JOHNSON:
17 it. 17 Q. I'mreferring to CA-NP-18 for a second.
18 MS. MCSHANE: 18 MS. MCSHANE:
19 A. Okay. Do you have apagein mind that -- 19 A. Yes, | havethat.
20 MR. JOHNSON: 20 MR. JOHNSON:
21 Q. Pagefive 21 Q. Just goto the schedule, Michael, please.
22 MS. MCSHANE: 22 We'll come back to this, but --
23 A. Sorry. Pagefive? 23 MS. MCSHANE:
24 MR. JOHNSON: 24  A. Yeah, you'reright, they have some operations
25 Q. Uh-hm. 25 in West Virginia. Virginiais their big
Page 58 Page 60
1 MS. MCSHANE: 1 state, and Ohio istheir second biggest state.
2 A. Oh, sorry, okay, so we have some states that 2 MR. JOHNSON:
3 are listed under SrRE 2. 3 Q. Okay, wecanjust take that off, Michadl, for
4 MR. JOHNSON: 4 thetime being. So West Virginia, that would
5 Q. Yesh. Do you seewhat other countries Moody’s 5 fall in SRE 3, according to Moody’ s?
6 puts with the SRE 3 states? 6 MS. MCSHANE:
7 MS. MCSHANE: 7 A. AgainVirginiaistheir big state.
8 A. ldo. 8 MR. JOHNSON:
9 MR. JOHNSON: 9 Q. Okay, wherewould Virginiafall, sRe 2, till
10 Q. Chile, Czech Republic, Estonia, Greece, 10 below Canada?
11 Israel? 11 MS. MCSHANE:
12 MS. MCSHANE: 12 A. Yes, in Moody’s opinion, yes.
13 A. | seethose. | haven't studied those 13 MR. JOHNSON:
14 regulatory models. 1 don’t know whether 14 Q. Oh,yes, it'sonly Moody’s.
15 they’re quite different or not. 15 MS. MCSHANE:
16 MR. JOHNSON: 16 A. Wdl, | know, but, | mean, thefact isthat if
17 Q. But, | mean, you're not just reading this for 17 we're looking at these companies, | mean,
18 the first time, Ms. McShane, are you? 18 we'renot only concerned about what Moody’s
19 MS. MCSHANE: 19 might think. | mean, we'relooking at this
20 A. No, of course not. 20 from amuch broader perspective.
21 MR. JOHNSON: 21 MR. JOHNSON:
22 Q. And, for instance, one of your companiesis 22 Q. Wéll, where would Ohio fall, because Dominion
23 Dominion Resources, is it not? 23 Resources, as you said, carries on businessin
24 MS. MCSHANE: 24 Ohio aswell, correct?
25 A ltis. 25 MS. MCSHANE:
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1 A. They do. From Moody’s perspective, Ohio falls 1 MR. JOHNSON:
2 in3. 2 Q. Andyou aso referencethe S & P businessrisk
3 MR. JOHNSON: 3 class?
4 Q. SRE3, yeah, and Pennsylvania, isthat where 4 MS. MCSHANE:
5 Dominion does business as well? 5 A. Yes
6 MS. MCSHANE: 6 MR. JOHNSON:
7 A. And | think they have some operations in 7 Q. Butyoudon't reference the Moody’s business
8 Pennsylvania. 8 risk classin thisreply?
9 MR. JOHNSON: 9 MS. MCSHANE:
10 Q. Yeah 10 A. No, because | selected the companies based on
11 MS. MCSHANE: 11 a criterion of the highest business -- |
12 A. And Moody’s says 3. 12 should say the lowest businessrisk class of S
13 MR. JOHNSON: 13 & P, who dividesthe companiesinto afairly
14 Q. Yeah. IsPennsylvania -- is that where a 14 detailed breakdown of businessrisk classes
15 regulator once disallowed the cost of a 15 much more so than Moody’s, so that you go from
16 nuclear facility? Was that the Duguesne case? 16 excellent, to strong, to satisfactory, to
17 Was that Pennsylvania? 17 vulnerable, and weak. So there’s a much, much
18 MS. MCSHANE: 18 better cleaner breakdown, and that way, |
19 A. Yeah, | think Duquesne was in Pennsylvania. 19 mean, it’s possible to make sure that you've
20 MR. JOHNSON: 20 got al utilities in that top business risk
21 Q. They built a nuclear power facility and the 21 classwhere most of Canadian utilities, not
22 regulator wouldn't allow them to recover the 22 al of them, but most of Canadian utilities
23 cost, is that correct? 23 fall.
24 MS. MCSHANE: 24 MR. JOHNSON:
25 A. There wasan issue with prudency, yes, | 25 Q. But that'sthe criterion that you get to
Page 62 Page 64
1 believe. 1 select, right?
2 MR. JOHNSON: 2 MS. MCSHANE:
3 Q. Yeah, and doyourecal, Ms. McShane -- again 3 A | sdlected that, yes.
4 if wecould bringup CA-19 -- CA-18, I'm 4 MR. JOHNSON:
5 sorry, and the question first, Michadl, 5 Q. Yeah.
6 please. ThisisCA-NP-18A, "Please provide 6 MS. MCSHANE:
7 al statistical work that Ms. McShane has 7 A. | mean, it samuch -- asl said, it'samore
8 performed to justify the assumption that us 8 precise breakdown than would be available from
9 utilities are comparable in risk to 9 Moody’s.
10 Newfoundland Power". So you would have |10 MR. JOHNSON:
11 prepared this response, | take it? 11 Q. Wdl, thenyougoonto say that you carried
12 MS. MCSHANE: 12 out a-- thisis number five, "areview of the
13 A ldid. 13 regulatory climate in each state, including
14 MR. JOHNSON: 14 the various regulatory mechanisms, see
15 Q. AndinPart A, yousay thefirst threelines 15 Attachment A". So when did you carry out this
16 there, "Reliance on asample of us utilities 16 review of theregulatory climate in each
17 as comparables was not based on statistical 17 state?
18 analysis. It wasbased on knowledge of both 18 MS. MCSHANE:
19 the regulatory and operating environments of 19 A. | keepthisupto date all thetime.
20 both Canadian and us utilities, and 20 MR. JOHNSON:
21 understanding of the capital markets, et 21 Q. Sothiswould be up to date as of when?
22 cetera’. Now that knowledge was your 22 MS. MCSHANE:
23 knowledge? 23 A. Itwould have been up to date as of the date
24 MS. MCSHANE: 24 thiswasfiled.
25 A, Yes 25 MR. JOHNSON:
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1 Q. Andif wecouldjust look atyour Appendix A 1 A. Yes, they do.
2 for amoment. So the first thing we noticeis 2 MR. JOHNSON:
3 you've got al thelist of your companies, and 3 Q. Andare they -- doyou subscribeto their
4 then the states served, okay, and then the 4 material ?
5 type of utility. Now you’ ve already addressed 5 MS. MCSHANE:
6 which ones are the vertically integrated 6 A. |ldo.
7 electric companies. What are the onesthat 7 MR. JOHNSON:
8 don't fit into that category? 8 Q. Do you contribute to this organization?
9 MS. MCSHANE: 9 MS. MCSHANE:
10 A. Theother ones, the rest of them. 10 A. What do you mean, contribute?
11 MR. JOHNSON: 11 MR. JOHNSON:
12 Q. Okay, you'renot going to name them, all 12 Q. Contribute in terms of offer your views of the
13 right. 13 -
14 MS. MCSHANE: 14 MS. MCSHANE:
15 A. Oh, you want meto actually give you the list? 15 A. No, | don't.
16 I mean, I’'m happy to read you the names of 16 (10:30 am.)
17 them. 17 MR. JOHNSON:
18 MR. JOHNSON: 18 Q. These people would be found on the web, | take
19 Q. Itdoesn’t particularly matter, if it’s going 19 it?
20 to be an issue. The column about regulatory 20 MS. MCSHANE:
21 climate, what do you mean by regulatory 21 A. | think they are --they are part of an
22 climate? 22 organization called sNL Financial, and | think
23 MS. MCSHANE: 23 you can find reference to them onthe SNL
24  A. Regulatory climateis judged -- | thought | 24 Financial website.
25 had a footnote here, actually, perhaps not. 25 MR. JOHNSON:
Page 66 Page 68
1 Thereis an organization called Regulatory 1 Q. Doyouknow what sNL Financial means -- stands
2 Research Associates, which does an assessment 2 for?
3 of theregulatory climate of each of the 3 MS. MCSHANE:
4 states, and it’s based on, | guess, their view 4 A. Not off the top of my head.
5 of how supportive the regulator is. | mean, 5 MR. JOHNSON:
6 they look at the decisions that the regulator 6 Q. Andsol takeit -- what'stheir top rating?
7 issues, the typesof mechanisms that the 7 MS. MCSHANE:
8 regulators alow, and they rank themon a 8 A. Their top rating would be above average 1.
9 scale of -- they start with above average, 9 MR. JOHNSON:
10 average, below average, and within each of 10 Q. Aboveaverage 1?
11 those three categories there are notches, one, 11 MS. MCSHANE:
12 two, and three. 12  A. Yes, that would beit.
13 MR. JOHNSON: 13 MR. JOHNSON:
14 Q. What did you say the name of this organization 14 Q. Neither one of your companies fall into that
15 was? 15 category, | don’t think, doesit?
16 MS. MCSHANE: 16 MS. MCSHANE:
17 A. It'scaled Regulatory Research Associates. 17 A. No. Thehighest that -- there are somethat
18 MR. JOHNSON: 18 are above average, but there’'snone that’s
19 Q. Andwhere arethey out of? 19 above average 1.
20 MS. MCSHANE: 20 MR. JOHNSON:
21 A. | believe-- I’'m going to say Charlottesville, 21 Q. Sowe have above average 1. That's thetop
22 Virginia 22 shelf. Then what?
23 MR. JOHNSON: 23 MS. MCSHANE:
24 Q. And, like, do they publish this material ? 24  A. Aboveaverage 2, above average 3, average 1,
25 MS. MCSHANE: 25 average 2, average 3.
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1 MR. JOHNSON: 1 climate, and it looks at al 50 of them. It
2 Q. How many above average 2's do we have? 2 studies the decisions, everything that comes
3 MS. MCSHANE: 3 out of all the regulatory jurisdictionsin the
4 A. Probably -- | mean, different companies have 4 United States. So this column happensto be
5 different numbers of assessments, depending on 5 their assessment of what the regulatory
6 how many statesthey’rein. 6 climateis.
7 MR. JOHNSON: 7 MR. JOHNSON:
8 Q. Okay, so--and| see Dukeis above averagein 8 Q. And then wehave a column going across,
9 North Carolina? 9 Moody’s Reg Support, and thenrating, gas
10 MS. MCSHANE: 10 only. What'sthat?
11  A. Yes whichisahig state. 11 MS. MCSHANE:
12 MR. JOHNSON: 12 A. Therewasareport that was issued by Moody’s
13 Q. And New Jersey Resources -- no, I’'m sorry, 13 which -- in 2006, which looked at -- which was
14 FPL, above average 2? 14 the gas methodology, and it provided their
15 MS. MCSHANE: 15 regulatory support assessment of the various
16 A. Yes, and so Floridaisits big state. 16 gas distribution utilities. So these are
17 MR. JOHNSON: 17 Moody’s regulatory support grades, if you
18 Q. | see. Sothen what’s after above average 2? 18 will, or ratings for the relevant gas
19 MS. MCSHANE: 19 distribution operations of these companies.
20 A. Three, above average 3. 20 MR. JOHNSON:
21 MR. JOHNSON: 21 Q. Okay, and -- now the -- | take it that you're
22 Q. Wheredoesaverage 1 fitin? 22 aware that the Moody’s methodology that came
23 MS. MCSHANE: 23 out in 2009, that followed up the 2005
24  A. After that. Sotherearenine-- 24 methodology document. Areyou aware --
25 MR. JOHNSON: 25 MS. MCSHANE:

Page 70 Page 72
1 Q. Nine? 1 A. Yeah, that's -- yes, well, the way |
2 MS. MCSHANE: 2 understand, there was a global electric
3 A. Ninedifferent categories, starting with above 3 methodology issued in 2005, which was
4 averagel, 2, 3, and average 1, 2, 3, below 4 applicable to electric utilities globally
5 averagel, 2, 3. 5 across the world. They also had a methodology
6 MR. JOHNSON: 6 for gas distribution utilities which was
7 Q. Sodoyou rely uponthem asto whether this 7 applicablein North America. Soit covered
8 regulatory climate is above average, or isit 8 Canadian and usgasdistribution utilities.
9 based on your personal knowledge? 9 What | understand this new methodology doesis
10 MS. MCSHANE: 10 combinethe gasand electric together, and
11 A. Wdl, | read decisions. 11 it'sall global.
12 MR. JOHNSON: 12 MR. JOHNSON:
13 Q. Youjustreadit. It'snot -- it's not primary 13 Q. And, Ms. McShane, you know, given the fact
14 research on your part, let’s say. 14 that you footnote the 2005 methodol ogy report,
15 MS. MCSHANE: 15 and given the fact that you have a column that
16 A. I’'mnot quite sure | understand your question. 16 dealswith Moody’s regulatory support, why
17 MR. JOHNSON: 17 would youjust limitit to gasonly when
18 Q. I mean, | takeit, you are saying that these 18 clearly Moody’ s has a methodology on every one
19 are average 1 or above average 2 by virtue of 19 of these states?
20 what these people say to you as opposed to 20 MS. MCSHANE:
21 your analysis of the regulatory -- 21  A. Because they gave a specific regulatory
22 MS. MCSHANE: 22 support grade, not to the state, but to the
23 A. That'scorrect. | mean, these are not my 23 utility. So if you look, for example, at AGL
24 assessments, these are an independent 24 Resourceswhich operates infour different
25 organization’s assessments of the regulatory 25 states, that Baa rating is not a rating for
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1 Georgia, it'sa rating for the whole of AGL 1 aquestion of, you know, how strict are -- how
2 Resources. 2 much scrutiny is placed on the forecast, and
3 MR. JOHNSON: 3 how much are the companies forecast actually
4 Q. Sothat Moody’s - that Moody’srating and 4 cut back from what they anticipate. So, you
5 regulatory support would apply wherever they 5 know, | think there's not necessarily that
6 carry on gas activities? 6 much difference between today, with inflation
7 MS. MCSHANE: 7 being what it is, that much difference between
8 A. No, | don't think that’sfair to say. What it 8 a-- using historic test year with adjustments
9 saysisthat Moody’ s looked at the company on 9 for known and measurabl e differences than with
10 an overall basis and said on overall basis, we 10 aforecast test year.
11 rate it Baa on regulatory support, just like 11 MR. JOHNSON:
12 when you look at New Jersey Resources, overall |12 Q. Now your next one is sales and weather
13 werate it Aaa on regulatory support. | mean, 13 normalization features, and first let me ask
14 inthat case, it only operatesin one state, 14 you, why was this highlighted in this reply?
15 so, you know, logically you could say, yes, 15 Why was this addressed?
16 that appliesto New Jersey, but where there 16 MS. MCSHANE:
17 are multiple states, that would be an overal 17 A. Becauseit'sone of the mechanisms that does
18 assessment of what the regulatory support is 18 address earnings variability from year to year
19 based on, presumably, the relative size of the 19 and aso addresses decline per customer
20 operations inthe individual states. The 20 consumption and takes account of that.
21 interesting thing was that when you looked at 21 MR. JOHNSON:
22 this report Moody’ s issued, at the time there 22 Q. Sowhat -- from your knowledge of Newfoundland
23 was only one Canadian utility, that being 23 Power, what do they have that would fit under
24 Terasen Gas, who israted by Moody’s -- not a 24 this rubric?
25 Canadian utility, but a Canadian gas utility, 25 MS. MCSHANE:
Page 74 Page 76
1 and when you compare the regulatory support of | 1 A. They have weather normalization.
2 al the gas utilities that fal in my 2 MR. JOHNSON:
3 comparable sample, the regulatory support 3 Q. And how about the energy supply cost variance?
4 factor on average for those companies was the 4 MS.MCSHANE:
5 same or higher than it wasfor Terasen Gas, 5 A. Wdll, that sort of falls under the next
6 which isregulated by another one of the 6 column.
7 regulatory boards that Moody’ s considers to be 7 MR. JOHNSON:
8 very supportive. 8 Q. Under the next one, okay, and how would you
9 MR. JOHNSON: 9 characterize the importance of Newfoundland
10 Q. Now your next column isthe test year column, 10 Power’ s weather normalization mechanism?
11 and why isthat there, what are you trying to 11 MS. MCSHANE:
12 say with that? 12 A. How would | characterize itsimportance?
13 MS. MCSHANE: 13 MR. JOHNSON:
14 A. Wdl, people sometimestry to make the point 14 Q. Yeah
15 that the test year makes adifferencein the 15 MS. MCSHANE:
16 risk profile of acompany, so | do keep tabs 16 A. It'scertainly important from a debt rating
17 on what kind of test year these companies use. 17 perspective. | don’'t think that from a cost
18 MR. JOHNSON: 18 of equity perspective it has much impact, if
19 Q. Andwhat would be more advantageousfrom a |19 any.
20 regulatory support perspective, in your view? 20 MR. JOHNSON:
21 MS. MCSHANE: 21 Q. WEe€'ve had some evidence here, Ms. McShane --
22 A. Fromaregulatory support perspective, | mean, 22 are you awareof some evidence that was
23 it'srealy hardto say. | guess, generally 23 brought out inthelast little bit in this
24 speaking, you could say that aforecast test 24 hearing about what the effect of the weather
25 year is most advantageous, but then it becomes 25 normalization mechanism meant as a percentage
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1 of Newfoundland Power’ s return on equity on a 1 MR. JOHNSON:
2 yearly basis? 2 Q. Sorry, just continue that thought, and | have
3 MS. MCSHANE: 3 afollow up.
4 A. No, | wasnot. 4 MS. MCSHANE:
5 MR. JOHNSON: 5 A. Weather and changesin customer consumption.
6 Q. Andto be fair, that information item dealt 6 Do you want me to finish before --
7 with both the Rsa and the wesather 7 MR. JOHNSON:
8 normalization mechanism, and it showed that it 8 Q. Iflcouldjustjump infor asecond.
9 could be a plus or minus, I think, 10 9 MS. MCSHANE:
10 something or 11 percent of the return on 10 A. Okay.
11 equity of Newfoundland Power. Would that be |11 MR. JOHNSON:
12 significant? 12 Q. On Georgia, would they -- they wouldn’t have
13 MS. MCSHANE: 13 weather normalization feature, though, would
14 A, Yes, it'sasymmetric. So there are plenty of 14 they?
15 other utilities who have -- Embridge Gas, for 15 MS. MCSHANE:
16 example, who has the same kind of experience, 16 A. Normaly wouldn’t need one becauseif al
17 but, yes, it would be of importance to a debt 17 their fixed costsare recoveredin a fixed
18 holder, but that kind of variability from year 18 charge, their revenuesare not sensitive to
19 to year doesn’t necessarily mean that much to 19 consumption which would be weather affected.
20 an equity investor aslong as thereis a 20 MR. JOHNSON:
21 symmetry, an expectation that those variations 21 Q. Okay. Sorry, | interrupted you.
22 will even out. 22 MS. MCSHANE:
23 MR. JOHNSON: 23 A. And | wasjust going to say for New Jersey and
24 Q. Butyou could be awhile waiting for your 24 Tennessee, they’ ve got weather normalization
25 symmetry under these mechanisms? 25 clauses.
Page 78 Page 80
1 MS. MCSHANE: 1 (10:45am.)
2 A Wadl, | mean,it's possiblethat there are 2 MR. JOHNSON:
3 going to be four or five years of colder or 3 Q. Andthen Con Edisonin New York, under that
4 warmer than normal weather, that’strue, and 4 category what are you trying to tell us?
5 again that would be of some concern to a debt 5 MS. MCSHANE:
6 holder, more so than an equity holder. 6 A. That they haverevenue decoupling for their
7 MR. JOHNSON: 7 electric business and weather normalization
8 Q. Now withrespect to AGL Resources under the 8 for their gas business. So | discussed what
9 Sales and Weather Normalization features, what 9 decoupling was with respect to AGL.
10 areyou trying to tell usthere, Ms. McShane? 10 Decoupling isthe same type of thing in Con
11 MS. MCSHANE: 11 Edison’s case.
12 A. What am| trying to tell you? I’m trying to 12 MR. JOHNSON:
13 tell you that in Georgia, whichisthe AGL’S 13 Q. Thenwegetinto Dominion Resources, and I'm
14 big stete, that their rate designis-- they 14 seeing blanks for Virginia and West Virginia
15 don't sell gas any more. All they do is 15 and Pennsylvania under the Sales and Weather
16 deliver gas, sothey haveastraight fixed 16 Normalization features.
17 variable rate design which means they recover 17 MS. MCSHANE:
18 all their fixed costs, which because they’re a 18 A. Right.
19 gas utility, would be most of them, in afixed 19 MR. JOHNSON:
20 charge. Sotheir ratesare not -- sorry, 20 Q. What does that mean?
21 their revenues are not that dependent on 21 MS. MCSHANE:
22 consumption. For Virginia, they have 22 A. They don't haveany specia features for
23 decoupling, which means their revenues are 23 weather normalization.
24 decoupled from their cost, so that they are 24 MR. JOHNSON:
25 protected from both weather -- 25 Q. Okay. Sothey would be at risk for that?
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1 MS. MCSHANE: 1 A. Because again they don't really need one.
2 A. Yeah, | mean, | think one of the thingsyou 2 MR. JOHNSON:
3 have to redlize when you look at these 3 Q. Doyouknow if they’ ve applied for one?
4 companiesis -- | mean, Newfoundland Power, 4 MS. MCSHANE:
5 part of the reason that it has weather 5 A. No, | don't believe they have because weather
6 normalization is because it has a large 6 is not that big an issue for electric
7 heating load. So for a company like Dominion 7 utilities who don't have heating load.
8 Resources, which probably its electric utility 8 MR. JOHNSON:
9 doesn’'t have alarge heating load, weather 9 Q. How about Duke Energy in Kentucky, they have
10 normalization isnot -- thelack of weather 10 no weather normalization?
11 normalization clause is not big a difference. 11 MS. MCSHANE:
12 MR. JOHNSON: 12 A. | seethat.
13 Q. | guessthey would have air conditioning load 13 MR. JOHNSON:
14 in the summertime, and | guess they count on 14 Q. Nor doesDuke sinterest in Indiana, and South
15 that, don’'t they? 15 Carolina?
16 MS. MCSHANE: 16 MS. MCSHANE:
17 A. Sure, they do, but for most electric 17 A. True
18 utilities, you don’'t have that same kind of 18 MR. JOHNSON:
19 sensitivity to weather that you do if you got 19 Q. Okay, and then Florida, | guess the heating
20 aheating loading. | mean, if youlook at a 20 load is not huge?
21 company like ATco Electric or Hydro One in 21 MS. MCSHANE:
22 Ontario where they have very very little 22 A. | would not think so.
23 heating load, they have very little weather 23 MR. JOHNSON:
24 sensitivity to begin with, so | suppose you 24 Q. Okay, New Jersey Resourceshas decoupling,
25 could say that aweather normalization clause 25 North West Natural Gas has decoupling, but
Page 82 Page 84
1 for them would belike adding, what's the 1 then Washington is left blank?
2 expression, suspenders to your belt. 2 MS. MCSHANE:
3 MR. JOHNSON: 3 A | think that’sright. | can double check that
4 Q. Wadl,let's--remind usthen aswe go along 4 for you, but | think they have decoupling in
5 which of these companies would be subject to, 5 their big state. | thought they had something
6 you know, the weather concern, but which do 6 in Washington, and | may have missed it, but
7 not have a protective mechanism? 7 if 1 have, I'll let you know.
8 MS. MCSHANE: 8 MR. JOHNSON:
9 A. Soyou're asking meto tell you which ones 9 Q. Okay, and NSTARINn Mass, what are you saying
10 would have a big heating load? 10 there, generic order?
11 MR. JOHNSON: 11 MS. MCSHANE:
12 Q. Wdl, yeah, as wego aong, let's say, Duke 12 A. Yes they've-- thisisa combined electric
13 Energy in North Carolina? 13 and gas LDC, and the regulator passed sort of
14 MS. MCSHANE: 14 ageneric order saying that the utilities can
15 A. No. 15 apply for full decoupling.
16 MR. JOHNSON: 16 MR. JOHNSON:
17 Q And | take it they have no weather 17 Q. And havethey all received full decoupling?
18 normalization or sales features? 18 MS. MCSHANE:
19 MS. MCSHANE: 19 A. | don't believe so, no.
20 A. They again-- they would not have a big 20 MR. JOHNSON:
21 heating load. 21 Q. Sothere’ssome of them without it now?
22 MR. JOHNSON: 22 MS. MCSHANE:
23 Q. No, but they wouldn't have the weather 23 A. Wedll, NSTAR doesn't have it at the moment.
24 normalization feature? 24 MR. JOHNSON:
25 MS. MCSHANE: 25 Q. Andthey would be abig supplier of energy in
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1 Massachusetts, | take it? 1 wouldn’t haveit in South Carolina?
2 MS, MCSHANE: 2 MS, MCSHANE:
3 A Yes they are. 3 A. Sorry, onesecond. No, | don’t know off the
4 MR. JOHNSON: 4 top of my head why Piedmont doesn't have
5 Q. Andthey would have heating load? 5 weather normalization in South Carolina, and
6 MS. MCSHANE: 6 South Carolina Electric and Gas does.
7 A. | doubt it. I'll double check and I'll get 7 MR. JOHNSON:
8 back to you, but there’'s abig gas utility 8 Q. And Tennessee has nothing under Piedmont?
9 there and the heating load would be served by 9 MS. MCSHANE:
10 natural gas and oil, much more than 10 A. No, Tennesseeissmall, though.
11 electricity. 11 MR. JOHNSON:
12 MR. JOHNSON: 12 Q. Okay. Whenyou say small, like, smaller than
13 Q. Butthey'realso gas, though, right, NSTAR? 13 Newfoundland Power?
14 MS. MCSHANE: 14 MS. MCSHANE:
15 A. Yes 15 A. I meansmall relativeto North Carolinaand
16 MR. JOHNSON: 16 South Carolina in terms of their total
17 Q. But | thought you said -- because when | asked 17 business.
18 you about electric, you said, no, | think gas 18 MR. JOHNSON:
19 takes care of it, but they are both gasand 19 Q. Okay, but interms of -- isthat Scana or
20 electric? 20 Scana?
21 MS. MCSHANE: 21 MS. MCSHANE:
22 A. Right, sorry, you'reright. 22 A. | pronounce it Scana.
23 MR. JOHNSON: 23 MR. JOHNSON:
24 Q. Yes, sothey don't haveit? 24 Q. Okay. Now they are vertically integrated.
25 MS. MCSHANE: 25 They're both electric and gas?
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1 A. They don't have? 1 MS. MCSHANE:
2 MR. JOHNSON: 2 A Theyare
3 Q. They don't have this protection we're talking 3 MR. JOHNSON:
4 about? 4 Q. Andthey only have weather normalization on
5 MS. MCSHANE: 5 gas?
6 A. No, not at the moment. 6 MS. MCSHANE:
7 MR. JOHNSON: 7  A. That’s my understanding, yes.
8 Q. Right, okay. They would have how many 8 MR. JOHNSON:
9 customers? 9 Q. Okay, sothey'reat risk on the electric side?
10 MS. MCSHANE: 10 MS. MCSHANE:
11 A. | don’'t know off the top of my head. 11 A. Againthey’'renot going to have abig heating
12 MR. JOHNSON: 12 load.
13 Q. Piedmont Natural Gas out of North Carolina, | 13 MR. JOHNSON:
14 guess they have a mechanism? 14 Q. Then North Carolina, Scana, customer
15 MS. MCSHANE: 15 utilization tracker, gasin North Carolina,
16 A. They do. 16 what does that mean?
17 MR. JOHNSON: 17 MS. MCSHANE:
18 Q. South Carolina, they don't have a mechanism, 18  A. If you think of decoupling, | guess, as being
19 but now they’re also in the Carolinas? 19 made up of -- potentially being made up of two
20 MS. MCSHANE: 20 pieces, one, adjustment for weather; one,
21 A. Yes 21 adjustment for customer usage. Just to give
22 MR. JOHNSON: 22 you an example, Terasen Gas haswhat’s called
23 Q. They’'reNorth Carolinian cousin has one, so 23 arevenue stabilization adjustment mechanism,
24 they must be viewed asaneed up there, but 24 it adjusts for both reductionsin per customer
25 not in South Carolina? Do you know why they |25 usage and it adjusts for variations in weather
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1 in one account. The customer tracker, usage 1 MS. MCSHANE:
2 tracker that’sbeing referred to here, is 2 A. Thatinthe case of agas utilities, they have
3 effectively the customer usage piece of that. 3 purchased gas adjustment clauses, which allow
4 So it doesn’t adjust for weather, but it does 4 pass through of the gas cost to customers, if
5 take account of declines in per customer 5 they are electric utilities, they have clauses
6 usage. 6 which allow the pass through of either afuel
7 MR. JOHNSON: 7 cost, or inthe case of utilities which
8 Q. Andthenthe Southern Company, they have no 8 purchase power, they have passthrough of
9 protectionsin any of their states? 9 purchase power costs.
10 MS. MCSHANE: 10 MR. JOHNSON:
1 A On? 11 Q. Sothey'renot -- they’re not put at risk for
12 MR. JOHNSON: 12 these purchases?
13 Q. Onweather normalization -- 13 MS. MCSHANE:
14 MS. MCSHANE: 14 A. Correct.
15 A. No. 15 MR. JOHNSON:
16 MR. JOHNSON: 16 Q. Okay, and maybe-- | guess, it'scloseto 11.
17 Q. Sdesand weather normalization features? 17 | thought, Mr. Chairman, | don’t know if the
18 MS. MCSHANE: 18 Board would mind to take a small break now.
19 A. No, but again, | mean, these are all southern 19 (10:55am.)
20 states where there’ snot heating load by 20 CHAIRMAN:
21 electric. 21 Q. Sure. What are we going to take?
22 MR. JOHNSON: 22 MS. GLYNN:
23 Q. And Vectrenin Indiana, they have weather 23 Q. Hdlf hour.
24 normalization? 24 CHAIRMAN:
25 MS. MCSHANE: 25 Q. | wastold half hour.
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1 A Yes 1 MR. JOHNSON:
2 MR. JOHNSON: 2 Q. That'sfinewith us.
3 Q. Isthat onboth -- would that be on both gas 3 CHAIRMAN:
4 and electric? Arethey gas and electric? 4 Q. There ssome peoplel don't argue with.
5 MS. MCSHANE: 5 (RECESS)
6 A. Theyareboth. | think -- again I'll check 6 (11:30 am.)
7 this, but 1 would have thought the weather 7 CHAIRMAN:
8 normalization wasfor gasin Indiana, but | 8 Q. | understand there’s one preliminary item
9 will check. 9 before we get back to you, Mr. Johnson, is
10 MR. JOHNSON: 10 that correct, Madam Solicitor?
11 Q. Thank you, Ms. McShane. Then Ohiois covered 11 MS. GLYNN:
12 off for Vectren, | takeit. Thenwe gointo 12 Q. Yes we just wanted to enter Ms. McShane's
13 wGL Holdings. They got decoupling in 13 pre-filed evidence from March, 2007, which was
14 Maryland, D¢, that’ s blank, so what happensin 14 referred to by Mr. Johnson, as Consent #4.
15 DC? 15 MR. JOHNSON:
16 MS. MCSHANE: 16 Q. Thank you. Ms. McShane, we were just finished
17  A. They have no weather normalization clause or 17 discussing wGL Holdings, and then we were
18 decoupling in DC. 18 going to talk about the fuel gas cost recovery
19 MR. JOHNSON: 19 assurance. Thisis in CA-NP-18, and what we
20 Q. And]I takeit just on wGL Holdingsin bc, they 20 can seethere-- I guesswhat thisindicates
21 also -- the column over, because we'll go up 21 isthat everybody hasfuel gas cost recovery
22 soon, the fuel gascost recovery assurance, 22 assurance except for Georgia, but that’s not
23 it'sall "yes" all the way down. So what does 23 an issue because they don't sell gas anyhow?
24 that mean, that they have a guaranteed 24 MS. MCSHANE:
25 recovery of it? 25 A. Correct.
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1 MR. JOHNSON: 1 | mean, they address short term earnings
2 Q. Okay. Now why don't we justgoin sort of 2 variability and they address recovery of cost
3 reverse order then. | guess, actually we 3 over an extended period of time, so that these
4 should talk about the deferral mechanisms for 4 costs can be deferred and recovery from
5 amoment for each of these. Let's take WGL 5 customers in the future.
6 Holdings, trackers for pension and OPEBS 6 MR. JOHNSON:
7 expenses. Isthat the only deferral accounts 7 Q. Andl think we ve heard evidence that there
8 that they would have? 8 were a number of deferrals that were coming to
9 MS. MCSHANE: 9 expirein 2010, and that was referenced in
10 A. That'stheonly bigone, | would say, other 10 this Board' s decision and order from the last
11 than what’ s listed in the other columns. 11 GRA. There was six or seven different deferral
12 MR. JOHNSON: 12 accounts and amortizations that were ending,
13 Q. Andyou're awareof thenatureof deferra 13 and would it be you sense, in fairness now,
14 accounts that Newfoundland Power has been able |14 Ms. McShane, that Newfoundland Power would be
15 to set up over the yearsin this jurisdiction, 15 considered to have, relatively speaking, more
16 areyou? 16 deferral accounts than other utilities that
17 MS. MCSHANE: 17 you're experienced with?
18 A lam. 18 MS. MCSHANE:
19 MR. JOHNSON: 19 A. Notinrelationto other Canadian utilities,
20 Q. And would it be more expensive than WGL 20 no. Perhaps, you know, afew more smaller
21 Holdings? 21 accounts relative to us utilities globally,
22 MS. MCSHANE: 22 but | think that generally speaking when you
23 A. lguessl sortof look atitthis way, wGL 23 talk about the major cost categories, fuel,
24 Holdings has decoupling in Maryland, whichis |24 purchase gas cost, the weather normalization,
25 the biggest state. Sothey’'vegot weather 25 or decoupling, that they are relatively
Page 94 Page 96
1 protection and customer usage protection 1 comparable.
2 there. They have full recovery of gas costs, 2 MR. JOHNSON:
3 which are probably 75 percent of their total 3 Q. Onweather normalization, you've got quite a
4 costs, and thistracker for pension and OPEB 4 number of yoursthat don’t have that?
5 expenses, so, | mean, it's possible that 5 MS. MCSHANE:
6 Newfoundland Power is a little bit more 6 A. Well, yes, but the ones that need it, because
7 protected, but clearly on the big items 7 they have circumstances that make aweather
8 there' s similar coverage. 8 normalization clause important, the majority
9 MR. JOHNSON: 9 of them do.
10 Q. What's the significance of the deferra 10 MR. JOHNSON:
11 mechanisms column, generally speaking, Ms. 11 Q. Look at FPL under deferral mechanisms, and |
12 McShane, in this chart? 12 seerate ridersfor generation construction
13 MS. MCSHANE: 13 cost, including pre-construction costs,
14 A. What's the significance of it? The 14 securitized storm recovery costs, deferral for
15 significance of it isthat deferral mechanisms 15 pension expense.
16 do assist with assurance of cost recovery and 16 MS. MCSHANE:
17 they do address short term earnings 17 A. Yes
18 variability. So, you know, they are an 18 MR. JOHNSON:
19 important part of the regulatory framework. 19 Q. What are youreferring to about -- FPL,
20 MR. JOHNSON: 20 they’re into generation, are they?
21 Q. And the protective mechanisms, would that bea |21 MS. MCSHANE:
22 fair characterization of them? 22 A Yes
23 MS. MCSHANE: 23 MR. JOHNSON:
24  A. Yeah, they are protected mechanismswhichdo |24 Q. What are you taking about there, the
25 address short term -- they address two things. 25 generation construction cost rate riders?
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1 MS. MCSHANE: 1 MR. JOHNSON:
2 A. They'realowed totake thecost that they 2 Q. There sreferencesin severa areas, including
3 incur prior to construction and basically 3 AGL Resources, a rider for environmental
4 surcharge base rates for those costs. 4 remediation liabilities. | understand that
5 MR. JOHNSON: 5 environmental liability in the United States
6 Q. Andin terms of these locdlities, are you 6 isquite severe for -- asevere operating
7 familiar with the capital budgeting processin 7 concern for utilities businesses, in
8 these localities? 8 particular?
9 MS. MCSHANE: 9 MS. MCSHANE:
10 A. Notingreat detail, no. 10 A. Wadll, there are concernswith environmenta
11 MR. JOHNSON: 11 liahilities, old manufactured gas lights, for
12 Q. Canyou say whether there's pre-approval of 12 example.
13 capital budgetsin each of these localities? 13 MR. JOHNSON:
14 MS. MCSHANE: 14 Q. Yeah, and are you familiar with something
15 A. Notineach of them, no. | mean, clearly in 15 called the super fund?
16 the case of Florida where they passed 16 MS. MCSHANE:
17 legidation to allow this recovery, thereis 17 A. Generdly, but not in detail.
18 relatively good assurance that these costs 18 MR. JOHNSON:
19 will be recovered, assuming they’re proven, 19 Q. Andas | understand the broad outlines of
20 which istrue of everybody. 20 super fund, that that’s afederal government
21 MR. JOHNSON: 21 initiative of some years back which basically
22 Q. Butother than Florida, you don't have any 22 alows the federal environmental regulator to
23 specific knowledge -- 23 assign liability to companies for
24 MS. MCSHANE: 24 environmental contamination regardless of
25 A. | have not studied their -- each and every 25 fault. Isthat your understanding?
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1 company’ s capital budgeting procedures, no. 1 MS. MCSHANE:
2 MR. JOHNSON: 2 A. Regardless of what?
3 Q. What would be the benefit of autility being 3 MR. JOHNSON:
4 ableto pre-approve -- have pre-approval by 4 Q. Regardlessof fault level.
5 its regulator of its proposed capita 5 MS. MCSHANE:
6 budgeting expenditures? 6 A. Fault?
7 MS, MCSHANE: 7 MR. JOHNSON:
8 A. If they were pre-approved -- well, presumably 8 Q. Yeah
9 up to acertain level, they would have agood 9 MS. MCSHANE:
10 assurance that they would actually be ableto 10 A. I’'mnotfamiliar with the guidelines of how
11 recover the cost. 11 they assign them.
12 MR. JOHNSON: 12 MR. JOHNSON:
13 Q. | noticefor AGL Resources, there's arider 13 Q. If that bethe case, would that be considered
14 for pipeline replacement costsin Georgia. 14 amaterial difference from your knowledgein
15 Now | thought they didn’t sell gas? 15 this jurisdiction with respect to Newfoundland
16 MS. MCSHANE: 16 Power?
17 A. They ddliver it. 17 MS. MCSHANE:
18 MR. JOHNSON: 18 A. Itmay be adistinction, but aslong asthe
19 Q. They ddliver it, okay. 19 companies are alowedto recover the cost,
20 MS. MCSHANE: 20 which most of these companies have the ability
21 A. So got steel mains, and those haveto be 21 to recover environmental remediation costs. |
22 replaced because they get old. The costs that 22 don’'t see that as a huge distinction.
23 are associated with replacing those mains are 23 MR. JOHNSON:
24 included in essentially a tracker and 24 Q. Okay. Are you familiar with -- | think the
25 recovered from customers. 25 Obama Administration has further emission
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1 controls that the utility industry in the 1 penalties, would they?

2 United Statesis quite concerned about in 2 MS. MCSHANE:

3 terms of the cost because they’re concerned 3 A. No, they wouldn't.

4 about the idea of all these costs getting 4 MR. JOHNSON:

5 loaded on and what that will do their ability 5 Q. That would be arisk for the shareholder?

6 to charge customers rates that they can bear? 6 MS. MCSHANE:

7 MS, MCSHANE: 7 A. Yes, itwould.

8 A. Wdll, yes, | mean, that would be aconcern 8 MR. JOHNSON:

9 there, and presumably there are emission 9 Q. Sothat would be adifference?

10 control standards elsewhere that would be a 10 MS. MCSHANE:

11 concern. | don't see that there’'s any 11  A. Yeah,| mean, there's goingto belots of

12 indication that regulators are not going to 12 small differences. | mean, none of these

13 provide for recovery costs. 13 companies are identical to each other. They

14 MR. JOHNSON: 14 al have somewhat different regulatory

15 Q. How about regulatory penaltiesand fines at 15 frameworks, they have, you know, somewhat

16 either the state level or federal level, do 16 different operating circumstances. | guess,

17 you have any knowledge of what the fining 17 the question is at the end of the day, if you

18 power isin the United States as regards these 18 look at them from investor’ s perspective, are

19 utilities? 19 they relatively comparable to any equity

20 MS. MCSHANE: 20 investor.

21 A. | believethat the regulators have the ability 21 MR. JOHNSON:

22 to assign penalties for not meeting the 22 Q. How about the political environment around

23 liability standards. 23 rate casesin the United States, and the

24 MR. JOHNSON: 24 concern that may cause for investors because,

25 Q. And areyou aware whether those types of 25 you know, does the rate process get more
Page 102 Page 104

1 penalties exist in Canada, for that matter? 1 politicized than it doesin thisjurisdiction?

2 MS, MCSHANE: 2 MS. MCSHANE:

3 A Yes, they havebeen developed | know in 3 A. It dependson the state.

4 Alberta. I’'m not sure that they’ ve actually 4 MR. JOHNSON:

5 been accepted, but certainly the same kind of 5 Q. Doyou haveany recent knowledge of anything

6 reliability standards are being discussed and 6 in that regard?

7 devel oped across the country. 7 MS. MCSHANE:

8 MR. JOHNSON: 8 A. Yes, | mean, lllinois has been very political,

9 Q. Andyou don't know if they're inforce in 9 and that’ s been of concern. There'salittle
10 Alberta? 10 bit going onin Florida right now around the
11 MS. MCSHANE: 11 Commission. You know, that’s -- yeah, there
12 A. Wdl, thelast | heard they were still trying 12 are some political issuesevery oncein a
13 to negotiate thefina standards, but there 13 while that arise.

14 would have been penalties associated with 14 MR. JOHNSON:

15 them. They would have been consistent with 15 Q. The Ohio matter, what isthat about?
16 the standards in the states. 16 MS. MCSHANE:

17 (11:45am.) 17 A. The Ohio matter?

18 MR. JOHNSON: 18 MR. JOHNSON:

19 Q. But you'renot aware of any such penalty 19 Q. Yes, | thought you said that there was --
20 regime here in Newfoundland? 20 MS. MCSHANE:

21 MS. MCSHANE: 21 A. No, | said Illinois.

22 A. No, I'mnot. 22 MR. JOHNSON:

23 MR. JOHNSON: 23 Q. I'msorry.

24 Q. And these penalties, the rate payers wouldn’t 24 MS. MCSHANE:

25 have to bear the brunt of paying these 25 A. Midwest.
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1 MR. JOHNSON: 1 business description that it's a holding
2 Q. Yeah 2 company that was established to own
3 MS. MCSHANE: 3 subsidiariesthat sell and deliver natural gas
4 A Whatisit about? It was about the ahility of 4 and provide a variety of energy related
5 the electric utilities to recover their 5 products and services to customers, primarily
6 purchase gas costs and how the auction of 6 in DC and the surrounding metropolitan areas,
7 power purchases -- power wasgoingto take 7 in Maryland and Virginia. They also own the
8 place. 8 shares of common stock in these other
9 MR. JOHNSON: 9 companies, and they also own, they say, three
10 Q. Soanissueof potentia risk to an investor? 10 unregulated subsidiaries, that include
11 MS. MCSHANE: 11 Woashington Gas Energy Services, WGE Services,
12 A. Yes, inthat particular caseit was. 12 Washington Gas Energy Systems, et cetera. So
13 MR. JOHNSON: 13 they do sell gas, do they?
14 Q. Hasthat been resolved? 14 MS. MCSHANE:
15 MS. MCSHANE: 15 A. Yes, they do.
16 A. No, not entirely, and | believe the bond 16 MR. JOHNSON:
17 rating agencies have said that the political 17 Q. Because your column said that they don't sell
18 environment has improved, but, you know, let's |18 gas?
19 not forget we' ve had political risksin Canada 19 MS. MCSHANE:
20 aswell. All of the utilitiesin Ontario were 20 A. No, | didn't. That wasAGL.
21 downgraded at one point because of the 21 MR. JOHNSON:
22 political risk that was associated with the 22 Q. Oh, okay, I'm sorry, that’s adifferent one,
23 electric utility industry in Ontario. 23 okay. So they have these non-regulated
24 MR. JOHNSON: 24 companies, okay. | just refer you thento Tab
25 Q. But no smilar experience here in this 25 2, and in particular, page three of the
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1 province? 1 corporate report to shareholders. I'm
2 MS. MCSHANE: 2 referring specifically to the top left column
3 A. Notto my knowledge, no. 3 whereit says, "We' ve successfully concluded
4 MR. JOHNSON: 4 rate proceedingsin all of our jurisdictions.
5 Q. Perhapswe could start looking at some of 5 With a new rate structure and weather
6 these binders that so many trees got 6 normalization adjustmentsin Virginia, we have
7 sacrificed for. The waGL HoldingsInc. one 7 effectively eliminated 90 percent of revenue
8 would be the place to start, | guess. 8 volatility in our larger service territory,
9 MS.GLYNN: 9 combined with complete decoupling of our
10 Q. We'reinto wGL, Consent #5, please. 10 financial performance, some variation in
11 MS. MCSHANE: 11 customer usage in Maryland, we have
12 A. | should let you know that | did not read each 12 neutralized the revenue effect of customer
13 of these from beginning to end last night. 13 usage variances in over 80 percent of our
14 MR. JOHNSON: 14 entire service territory”. So | takeit you
15 Q. No. 15 will agree that they are till at risk for
16 CHAIRMAN: 16 revenue effect of customer usages in 20
17 Q. You'reright about the trees. 17 percent of their territory?
18 MR. JOHNSON: 18 MS. MCSHANE:
19 Q. Yes, sir. Ms. McShane, asyou can appreciate, 19 A. Yes, that'swhat it says.
20 | didn’t know anything about these companies 20 MR. JOHNSON:
21 that you had listed, and | thought, given the 21 Q. Okay. If | couldturnto page58, there'sa
22 fact that they were important to Newfoundland 22 section there called - there's a section
23 Power’ s application, | should find something 23 there, Ms. McShane, called "Weather Risk", and
24 out aboutthem. Let's justlook at WGL 24 you'll seethat they say they’'re exposed to
25 Holdings, Tab 1, first of al. It givesa 25 various forms of weather risk in both our
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1 regulated utility and unregulated business 1 are deemed to be imprudent.
2 segments. Now first of all, their unregulated 2 MR. JOHNSON:
3 business segments, | presume, that they’d be 3 Q. Okay, and so they were disallowed purchase gas
4 wide open on weather risk, right, nobody is 4 charges on the basis of imprudency, according
5 going to protect them from weather risk? 5 tothis? At the bottom of that big paragraph,
6 MS. MCSHANE: 6 if 1 can help you, it says, "During the fiscal
7 A. Theregulator wouldn't, no, but they would 7 year end, September 30, 2006, Washington Gas
8 employ different strategies to protect 8 accrued a liability of 4.6 million dollars
9 themselves. 9 related to the proposed disallowance of these
10 MR. JOHNSON: 10 purchase gas charges. If the psc of Maryland
11 Q. Andif their strategiesweren’'t successful, 11 rulesin Washington Gas favour, the liability
12 that would be from their own account? 12 recorded in fiscal year '06 for this issue
13 MS. MCSHANE: 13 would be reversed'. So they were dinged,
14 A. Yes 14 initially at least, with 4.6 million dollars?
15 MR. JOHNSON: 15 MS. MCSHANE:
16 Q. Andthen ittalks about billing adjustment 16 A. Yes, that'swhat it says.
17 mechanismsin Maryland and Virginia, which |17 MR. JOHNSON:
18 apparently have billing adjustment mechanisms. (18 Q. And that -- if there’s an imprudency found for
19 Then | see weather insurance again mentioned 19 purchased gas, that would be borneby the
20 where they say, "Effective October 1st, 2005, 20 shareholders?
21 Washington Gas purchased a weather insurance |21 MS. MCSHANE:
22 policy designed to mitigate the effects of 22 A. Yes
23 warmer than normal weather in bc'. Now, Ms. (23 MR. JOHNSON:
24 McShane, are you familiar with these types of 24 Q. That would not be arisk that Newfoundland
25 weather insurance policies? 25 Power would be subject to, would it?
Page 110 Page 112
1 MS.MCSHANE: 1 MS. MCSHANE:
2 A. I'mfamiliar with the concept. | mean, I've 2 A. Probably not to the same extent because it
3 not studied the details of them. 3 does purchase most of its power from
4 MR. JOHNSON: 4 Newfoundland and Labrador Hydro.
5 Q. Doyouknow whether or not they would provide 5 (12:00 p.m.)
6 as good a protection as a weather 6 MR. JOHNSON:
7 normalization reserve like Newfoundland Power 7 Q. Andwhy would that change the water on the
8 has? 8 beans?
9 MS. MCSHANE: 9 MS. MCSHANE:
10 A. Itdepends onthe nature of the insurance. 10 A. I’'msorry, change the what?
11 Usually there’'s arelationship between what 11 MR. JOHNSON:
12 you're willing topay and the degree of 12 Q. Why would that matter that they purchased it
13 protection. So | suspect that they don't 13 al from Hydro, with the exception of that
14 offer quite the same weather protection as 14 which they generate?
15 Newfoundland Power, but without studying the 15 MS. MCSHANE:
16 specificsin greater detail, | wouldn't be 16 A. | guess because, you know, this regulator has
17 certain. 17 full knowledge of what resources are available
18 MR. JOHNSON: 18 and it seemsto methere's justlessof a
19 Q. Ifyou'll turn to page 64. This istalking 19 possibility of afinding of imprudence.
20 about adisallowance of purchase gas charges 20 MR. JOHNSON:
21 in Maryland. Now | thought that they had fuel 21 Q. Yeah. Then | seethat they’'re subject to a
22 gas cost recovery assurance, according to your 22 further investigation of asset management and
23 column? 23 gas purchase practises, and it goes on to talk
24 MS. MCSHANE: 24 about the Office of Staff Counsel of the
25  A. Nobody has assurance of recovery of costs that 25 Public Service Commission of Maryland
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1 A. | havethat.
2 MR. JOHNSON:
3 Q. Okay, thank you, Ms. McShane. Now they -- at
4 Tab 1, we'll get alittle description of what
5 Vectren isall about. They’re another energy
6 holding company, headquartered in Indiana, and
7 they have awholly owned subsidiary, Vectren
8 Utility Holdings, which itself servesas a
9 holding company for three operating utilities,
10 being Indiana Gas, Southern Indiana Gas and
11 Electric, and Vectren Energy Delivery of Ohio.
12 The second paragraph, there’s also a note that
13 Vectren South, which carrieson in Indiana,
14 owns and operates el ectric generation to serve
15 itselectric customers and optimizes those
16 assets in the wholesale power market. Then it
17 goeson inthe next paragraph to say that
18 they’re alow cost provider of wholesale power
19 in Southwestern Indiana. Total generation
20 capacity, 1425 megawatts, including 1295 of
21 coal and gas-fired generation, et cetera. So
22 they’'reinto generation wholesale sdles as
23 well.

24 MS. MCSHANE:
25 A. They have some, yes.

Page 113
1 submitted a petition to the Public Service
2 Commission to establish an investigation into
3 their program. Isthe model of regulationin
4 these states where they have an Office of
5 Staff Counsel, who can make petitions, et
6 cetera, that doesn’t sound familiar to this
7 jurisdiction.
8 MS. MCSHANE:
9 A. | don't understand what your question is.
10 MR. JOHNSON:
11 Q. This regulatory set up a the Utility
12 Commission in Maryland, they have
13 investigators, they can actually petition
14 against the company. Isthat common inthe
15 United States?
16 MS. MCSHANE:
17 A. That the Staff of the Public Service
18 Commission can bring an investigation?
19 MR. JOHNSON:
20 Q. Yeah,and start investigations asto their
21 procedures for their --
22 MS. MCSHANE:
23 A. Yeah, | think that's fairly common.
24 MR. JOHNSON:
25 Q. Now thisisin Maryland where they disallowed
Page 114
1 gas charges, and this utility, Washington Gas,
2 ischalenging that. Now Maryland, and your
3 regulatory climate, would fit in where for
4 this company?
5 MS. MCSHANE:
6 A. Below average.
7 MR. JOHNSON:
8 Q. Below average1?
9 MS. MCSHANE:
10 A. Yes
11 MR. JOHNSON:
12 Q. Sotowardsthetop?
13 MS. MCSHANE:
14 A. Or the bottom, whichever you --
15 MR. JOHNSON:
16 Q. Okay, the bottom, sorry.
17 MS. MCSHANE:
18 A. Their other big stateisVirginia, whichis
19 above average.
20 MR. JOHNSON:
21 Q. Okay. Ms. McShane, if | could turn your
22 attention to another binder called "Vectren".
23 MS. GLYNN:
24 Q. Vectren will be Consent #6.
25 MS. MCSHANE:

Page 116
1 MR. JOHNSON:
2 Q. Okay, and would the wholesale be regulated?
3 MS. MCSHANE:
4 A. I'dhaveto check to seeif -- | would suspect
5 SO, yes.
6 MR. JOHNSON:
7 Q. Andthenthefina paragraph, they talk about
8 their non-utility group being involved in
9 energy marketing and services, coal mining,
10 and energy infrastructure services. So they
11 have a component that’s non-regulated as well?
12 MS. MCSHANE:
13 A. Yes, as dovirtually all thecompanies one
14 could pick, and as do al the Canadian
15 companies one could use as proxies aswell.

16 MR. JOHNSON:
17 Q. Okay. Justif wecouldturnto Tab 2, page 8.

18 This is in a letter, | think, to the

19 shareholders. I'm looking at the left hand

20 column, the second last paragraph, Ms.

21 McShane, where they’re talking about the
22 uncertainty of the economic downturn, and
23 they’ve initiated aggressive cost cutting

24 measures to manage their operating and
25 maintenance expenses. Ms. McShane, on that
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1 point, have utilitiesin the United States 1 polycarbonate resin, plastic products,
2 taken agood brunt of the economic downturn, 2 auminum, smelting, automotive assembly,
3 do you know? 3 appliance manufacturing, pharmaceutical,
4 MS.MCSHANE: 4 automotive glass, and I’'m not reading them
5 A. Whenyou say "havethey taken agood brunt", 5 verbatim, but it strikes me, Ms. McShane, that
6 do you mean in terms of -- 6 for a relatively small utility, they’ve got
7 MR. JOHNSON: 7 quite a number of industrial customers?
8 Q. Youknow, generally have they been affected by 8 MS. MCSHANE:
9 the downturn in the economy? 9 A. Theydo, across arelatively broad range of
10 MS. MCSHANE: 10 industries, but what we don’'t know hereis,
11  A. It dependson the utility. 11 you know, what the contribution of those
12 MR. JOHNSON: 12 companies areto the gross margin, and also
13 Q. Itdepends, okay. Asageneral comment, have 13 thisis just the electric utility services,
14 they been affected more, say, than 14 and Vectren is more than half gas.
15 Newfoundland Power? 15 MR. JOHNSON:
16 MS. MCSHANE: 16 Q. Wadl,let'sput itthisway, as between two
17 A. Someof them would have been; some of them 17 profiles, this one with this customer makeup,
18 not. 18 and Newfoundland Power’s, which one looks the
19 MR. JOHNSON: 19 safest, looks the safer?
20 Q. Okay. 20 MS. MCSHANE:
21 MS. MCSHANE: 21 A. Well, | mean, we've got, as| said, you know,
22 A. It dependson where they're located. 22 abroad range of industrial companies here.
23 MR. JOHNSON: 23 WEe' ve got the gas utility operations as well.
24 Q. Intermsof Newfoundland Power’s customer mix, 24 So, you know, if you're looking specifically
25 | take it, the strength is the fact that they 25 at just residential versus industrial on the
Page 118 Page 120
1 have so much tiedto astable residential 1 electric side, maybe you'd say Newfoundland
2 market? 2 Power looks a little bit more stable, but
3 MS. MCSHANE: 3 we've got to look at the entire picture, not
4 A. Incomparisonto thosethat would be highly 4 just the electric utility business.
5 dependent on industrial customers, that would 5 MR. JOHNSON:
6 betrue. 6 Q. Butdoesn't peoplelike Moody’s point to the
7 MR. JOHNSON: 7 fact in the case of Newfoundland Power, that
8 Q. That would betrue. Therisk with industrial 8 they don’t have industrial customers and
9 customersisthat as their industry comes and 9 that’s, you know, a good thing.
10 goes, it can affect the utility provider? 10 MS. MCSHANE:
11 MS. MCSHANE: 11 A. They do point to that as one of the strengths,
12 A. Sure, and, of course, that in itself is 12 but at theend of the day let’sgo back and
13 dependent upon the variety of the industries, 13 look at Vectren has more diversified
14 who theindustries are. So, you know, it's 14 operations, they have an excellent business
15 going to vary across utilities. 15 profile, they are rated Ba 1 by Moody’s, which
16 MR. JOHNSON: 16 isthe samerating that Newfoundland Power
17 Q. Ifl could justturnyou to page 14 of the 17 has. So, you know, if you'relooking at the
18 document in relation to electric utility 18 entire picture from an investor’ s perspective,
19 services. It statesthat, "At December 31st, 19 | would say that the two would be viewed as
20 2008, the company supplied electric service to 20 relatively comparable.
21 approximately 141,000 Indiana customers, 21 MR. JOHNSON:
22 including approximately 122,800 residential, 22 Q. Hasthe midwest been hurt in this economy? |
23 18,400 commercial, and 100 industrial and 23 understand the manufacturing areas have been
24 other customers'. Then below that, they talk 24 hurt in the midwest.
25 about the principal industry served, including 25 MS. MCSHANE:
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1  A. Therehasbeen, you know, some downturn in the 1 MS. MCSHANE:
2 auto industry, in particular. 2 A. They havea fair amount of electric utility
3 MR. JOHNSON: 3 business.
4 Q. Yes, and manufacturing? 4 MR. JOHNSON:
5 MS. MCSHANE: 5 Q. If youcould go to page 34, down under retail,
6 A. And manufacturing. 6 that's the paragraph just below the
7 MR. JOHNSON: 7 accountants, et cetera. They talk about
8 Q. And, Ms. McShane, could you turn to page 22, 8 electric retail utility margin, andin the
9 and I’'m referring about the middle of the page 9 sentence on thethird line from the bottom
10 dealing with in bold, "A significant portion 10 says, "Management estimates the year over year
11 of Vectren's gasand electric utility sales 11 decreases in usage by residential and
12 are space heating and cooling. Accordingly, 12 commercial customers due to weather, which was
13 its operating results may fluctuate with 13 very warm the prior summer, to be 7.5 million
14 variability of weather", and it goeson to 14 dollars’. So that wouldn't -- that’s not an
15 say, "Vectren's gas and electricity utility 15 immaterial amount for Vectren?
16 sales are sensitive to variations in weather. 16 MS. MCSHANE:
17 The company forecasts on the basis of normal 17 A. No.
18 weather. Since Vectren doesn’t have a weather 18 MR. JOHNSON:
19 normalization mechanism for its electric 19 Q. Andjust abovethetable, it refersto during
20 operations, significant variations from normal 20 2007, the company resolved all remaining
21 weather could have amaterial impact onits 21 issues related to a 2005 disallowance by the
22 earnings'. 22 PUCO of gas costs incurred by the Ohio utility
23 MS. MCSHANE: 23 operations, resulting in additional charge of
24 A. | seethat. 24 1.1 million.
25 MR. JOHNSON: 25 MS. MCSHANE:
Page 122 Page 124
1 Q. Okay, isthat consistent with your chart? 1 A Yes
2 MS. MCSHANE: 2 MR. JOHNSON:
3 A Isit consistent with my chart? 3 Q. Sowould that be, to your knowledge, something
4 MR. JOHNSON: 4 that’s, you know, anormal part of carrying on
5 Q. Your schedule. 5 business in Ohio, that you could be subject to
6 MS. MCSHANE: 6 such a disallowance, even for something for
7 A. Yes itis. 7 gas costs?
8 MR. JOHNSON: 8 MS. MCSHANE:
9 Q Wadl, you have in Vectren weather 9 A. All gas utilities are subject to the
10 normalization in Indiana. 10 disallowance of gas costs.
11 MS. MCSHANE: 11 (12:15p.m.)
12 A. Wdl, that was the thing we were going -- | 12 MR. JOHNSON:
13 was going to check, right, and this-- yeah, 13 Q. And can we switch to another company, Southern
14 because I’ d figured that was probably for gas. 14 Company.
15 It says, "Vectren does not have weather 15 MS. GLYNN:
16 normalization mechanism for its eectric 16 Q. Southern Company will be Consent #7.
17 operations'. 17 MR. JOHNSON:
18 MR. JOHNSON: 18 Q. Tab 1 gives the business description of
19 Q. Yes, sothey’reat risk on that? 19 Southern Company Inc., and that's -- | guess,
20 MS. MCSHANE: 20 that’savery large utility by usstandards,
21 A. Inélectric, yes. 21 isit?
22 MR. JOHNSON: 22 MS. MCSHANE:
23 Q. Indlectric, and while you pointed to the gas, 23  A. It'shig, yes.
24 they’renot asmall electric piece either, 24 MR. JOHNSON:
25 though, Vectren -- 25 Q. Anditsays, "They own all the common stock of
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1 Alabama Power, Georgia Power, Gulf Power, 1 generation capacity in service or under
2 Mississippi Power, each of which is an 2 construction, and a growing competitive
3 operating public utility company. The 3 generation business'. Would that be --
4 traditional operating companies supply 4 MS. MCSHANE:
5 electric service in the statesof Alabama, 5 A. That'swhat it says.
6 Georgia, Florida, Mississippi. Southern 6 MR. JOHNSON:
7 Company owns al the common stock of Southern | 7 Q. Andthe --just tell us about the growing
8 Power, which isalso an operating public 8 competitive generation business in the United
9 utility company. Southern Power constructs, 9 States, because in thisjurisdiction we don’'t
10 acquires, owns, and manages generation assets 10 have a competitive arrangement like that?
11 and sells electricity at market baseratein 11 MS. MCSHANE:
12 the wholesale market”. Sowhen they say 12 A. Okay, what isit you want to know about it?
13 "market base rates’, is that, like, whatever 13 MR. JOHNSON:
14 the market is prepared to pay? |sthat what 14 Q. Thecompetitive generation businessin the
15 we take from that? 15 United States that Southern Company is
16 MS. MCSHANE: 16 involved in.
17 A. Ithink alot of it is sold into power pools. 17 MS. MCSHANE:
18 Some of it may be subject to long term 18 A. Soitwould own some generating plants outside
19 contracts where the contracts are based on 19 its native service areas, and sell power --
20 market rates, but | would say that it's-- | 20 basically sell power into the market, which
21 mean, it’s unregul ated generation. 21 would be purchased by other electric
22 MR. JOHNSON: 22 utilities.
23 Q. Unregulated generation? 23 MR. JOHNSON:
24 MS. MCSHANE: 24 Q. Andto the extent that they are unregulated,
25 A. Yes 25 the shareholders of Southern Company are
Page 126 Page 128
1 MR. JOHNSON: 1 completely at risk?
2 Q. And Southern Company aso owns all the 2 MS. MCSHANE:
3 outstanding common stock or membership 3 A. They would be at risk for, yeah, the
4 interest of Southern Link Wireless, Southern 4 unregulated stuff, just like the unregul ated
5 Nuclear, Southern Company Services Inc., 5 operations of Canadian utility holding
6 Southern Holdings, and other direct and 6 companies.
7 indirect subsidiaries. Do you know whether 7 MR. JOHNSON:
8 those are regulated or non-regulated? 8 Q. Andjust further down on that page, it says,
9 MS. MCSHANE: 9 "Strong financial performance’. Do you see
10 A. Itwould be unregulated operations. 10 that?
11 MR. JOHNSON: 11 MS. MCSHANE:
12 Q. And then they refer to a completion of 12 A. | seethat.
13 construction in June of 2008. That'sfine. 13 MR. JOHNSON:
14 If you'll goto Tab 2, investor fact sheet, a 14 Q. "Fiveyear total shareholder return". What
15 super regional power house. Did you note how |15 wasit?
16 many megawatts of generating capacity that 16 MS. MCSHANE:
17 Southern Company has? 17 A. 8.9 percent.
18 MS. MCSHANE: 18 MR. JOHNSON:
19 A. 35,000 regulated, 5,500 wholesale serving 19 Q. Yeah, they’'ve characterized that asastrong
20 retail customers through purchase power 20 financial performance.
21 agreements, and 7,500 in commercial operation (21 MS. MCSHANE:
22 outside the service territory. 22 A. Infiveyears.
23 MR. JOHNSON: 23 MR. JOHNSON:
24 Q. And the top paragraph says, "4.4 million 24 Q. Yeah.
25 customersand more than 42,000 megawattsof (25 MS. MCSHANE:
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1 A. That'samarket return. 1 Q. Andjust go back to thesecond paragraph,
2 MR. JOHNSON: 2 they’re talking about thetwo, in thethird
3 Q. Okay. 3 line, "thetwo new Vogtle units received an
4 MS. MCSHANE: 4 early site permit from the Nuclear Regulatory
5 A. That'snot abook return. 5 Commission last week and capital expenditures
6 MR. JOHNSON: 6 are expected to increase considerably over the
7 Q. Wouldyoujustturnto Tab 4, andthisisan 7 next several years. Although Moody’sviews
8 article regarding Moody’ s changes the outlook 8 nuclear power asa viable long-term strategy
9 of Southern and three subsidiaries to 9 for the utility to reduce its reliance on coal
10 negative, September 1st, 2009? 10 and arelatively management investment for a
11 MS. MCSHANE: 11 company of its size, building a new nuclear
12 A. | seethat. 12 plant is a complex and risky endeavour during
13 MR. JOHNSON: 13 construction and may result in some modest
14 Q. Wereyou aware that they had their outlooks 14 ratings pressure over the construction period,
15 changed to negative as recently asthat? 15 et cetera" Ms. McShane, are you aware
16 MS. MCSHANE: 16 whether or not Newfoundland Power would be
17 A lwas. 17 planning to engagein similarly complex and
18 MR. JOHNSON: 18 risky endeavours over the near term?
19 Q. Youwere? 19 MS. MCSHANE:
20 MS. MCSHANE: 20 A. No, | don'tthink they would be building a
21 A. Yes 21 nuclear facility.
22 MR. JOHNSON: 22 MR. JOHNSON:
23 Q. Isthere other companies within your proxy 23 Q. Andyou're not aware of any other projects
24 group that have had their rating outlooks 24 that would, while not nuclear, be considered
25 turned to negative? 25 relatively speaking a big dea for
Page 130 Page 132
1 MS. MCSHANE: 1 Newfoundland Power?
2 A. Sincethe evidence wasfiled, you mean? 2 MS. MCSHANE:
3 MR. JOHNSON: 3 A. No, | mean they're not looking at the size of
4 Q. Yes 4 capital expenditures that this company is, but
5 MS. MCSHANE: 5 you know, again, even with thisif the company
6 A. Nonecometo me off thetop of my head, but 6 isstill talking about modest pressures and
7 that doesn’t mean there weren't any. | was 7 the ratings are still higher than Newfoundland
8 aware of this. 8 Power’ s ratings.
9 MR. JOHNSON: 9 MR. JOHNSON:
10 Q. And what's your understanding of this 10 Q. Butthiswould confirm, would it not, Moody’s
11 situation, Ms. McShane? 11 qualitative assessment that integrated
12 MS. MCSHANE: 12 utilities are birds of another feather in the
13 A. The report saysthat the negative rating 13 United Statesthan T & D companies?
14 outlook on Georgia Power considerscash flow |14 MS. MCSHANE:
15 coverage metrics weak for its rating category 15 A. Andl would say that, you know, yeah, there
16 than those of peer utilities, and the 16 are differences with them. Again, we're still
17 increasing business and operating risk profile 17 looking at a company with higher ratings than
18 of the company as it undertakes construction 18 Newfoundland Power.
19 of two new nuclear units, and the other ones 19 MR. JOHNSON:
20 are Mississippi Power, and again this hasto 20 Q. Yeah, but a lot more can go wrong with
21 do with construction; Gulf Power, high capital 21 Southern Company though, can’t it?
22 expenditure requirements for environmental 22 MS. MCSHANE:
23 compliance, and -- so the Southern Company 23 A. | supposethat’s possible, yes, that's -
24 overall isrelated to these three subs. 24 MR. JOHNSON:
25 MR. JOHNSON: 25 Q. That'swhat an equity investor would consider
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1 aswell, would he or would she? 1 MR. JOHNSON:
2 MS. MCSHANE: 2 Q. Andthisproceeding hasto do with more than
3 A. Yeah, they would consider those items, as well 3 just looking after Newfoundland Power’'s
4 as the opportunitiesthat are available from 4 credit?
5 those shares. 5 MS. MCSHANE:
6 MR. JOHNSON: 6 A. Absolutely it does, it hasto do with afair
7 Q. Soif the opportunities being the fact that 7 return on the equity as well.
8 yeah, maybe they are taking on abit of more 8 MR. JOHNSON:
9 risk, but that could give me a better 9 Q. Andif wecouldturn tothe next document,
10 opportunity to earn. 10 ma am, iS SCANA.
11 MS. MCSHANE: 11 MS.GLYNN:
12 A. Wdl, I guess, you know, when! look at 12 Q. AndscaNA would be Consent No. 8. Areyou
13 Southern Company and | look at Schedule 15, 13 there now, Ms. McShane?
14 for example, which has got the list of al the 14 MS. MCSHANE:
15 company risk data for the 13 companies, 15 A. lam.
16 Southern Company has a beta that’ s within the 16 MR. JOHNSON:
17 range of all these other companies which 17 Q. Okay, thank you. Tab 1 again gives a business
18 includethe T & D companies. It'sgot an 18 description. Just before we get to that, |
19 excellent business profile. 1t’'s got a debt 19 haven't asked you to comment on this up until
20 rating by S& Pof A. ItsMoody’ sratings are 20 now, but you'll seethereisa52 week high
21 A3, you know, and aso you look at the safety 21 and a’52 week low. Now this was printed as of
22 rank compared to this group of companies, it's 22 the 9th, | guess, of October. 26 bucksis
23 1, the highest safety rank of all. So, you 23 their 52 week low; 37.60 is your 52 week high.
24 know, if I'mlooking at this within the 24 Would that strike you as a fair bit of
25 context of this sample, it'sa comparable 25 volatility for a utility given, you know, say
Page 134 Page 136
1 company. 1 the Fortis experience, for instance?
2 MR. JOHNSON: 2 MS. MCSHANE:
3 Q. Justthefifth paragraph down whereit talks 3 A. Fortisexperience.
4 about "the negative rating outlook in the 4 MR. JOHNSON:
5 Southern Company is prompted by thenegative | 5 Q. Yeah,| meanas | understand it, like for
6 outlooks on three of its four utility subs and 6 instance, Fortis, you know, they were probably
7 the higher overall business and operating risk 7 up inthe high 20s and then when the market
8 resulting from nuclear and 1GCC construction 8 started getting pretty uncertain and other
9 and difficult economic conditions through its 9 companies started taking a bit of a bath, the
10 service territory." Now, they’'re talking 10 share price dropped back to maybe the low 20s
11 about higher overall businessand operating 11 and, but seemsto be that this would indicate
12 risks, higher operating businessrisk than 12 abit more volatility in share price.
13 what’ s reflected in your evidence when it was 13 MS. MCSHANE:
14 filed, correct? 14 A. I'd haveto go back and look at that, but I--
15 MS. MCSHANE: 15 thisis talking about the 52 week high and
16 A. Truebut theratingsare till--1 mean, have 16 low, as opposed to, you know, looking at some
17 not been reduced to below where they were. 17 particular specific point from which the
18 MR. JOHNSON: 18 shares dropped off, you know, like looking at
19 Q. Butthe credit ratings that bond holders might 19 the market as awhole and adrop off point.
20 pay attention to is not the whole story about 20 My recollection was that from Fortis' peak to
21 Southern Company though, isit? 21 trough was, | wouldn't say 30 percent, but |
22 MS. MCSHANE: 22 would have to double check that.
23 A. Npo, it's not--obvioudly it's not the whole 23 MR. JOHNSON:
24 story, credit ratings are only one part of the 24 Q. Canwediscern anything from peak to trough
25 story. 25 when we're talking about these--how investors
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1 perceive these companies? 1 Q. Yeah, but like afar amount, would that be
2 (12:30 p.m.) 2 fair?

3 MS. MCSHANE: 3 MS. MCSHANE:

4 A, If youlook at them inrelative terms, yeah. 4 A. | don't know what you mean by afair amount, |
5 | mean, you can, you know, get some sense of 5 mean clearly there are core businesses,

6 how investors have--how investors in the 6 eectric, utility and gas utility regulated

7 recent market environment viewed the relative 7 businesses.

8 prospects of the utilities during acrisis. 8 MR. JOHNSON:

9 MR. JOHNSON: 9 Q. Yeah. But, of course they're unregulated
10 Q. Soa utility holding company that would be 10 subsidiaries, to state the obvious, they’re

11 seen as a hit of ahaven for investorsin hard 11 al at risk, the shareholder isat risk for

12 times, you wouldn’t expect the same amount of 12 those, right.

13 volatility - 13 MS. MCSHANE:

14 MS. MCSHANE: 14 A. Sure

15 A. Aswhat? Asthe market as awhole? 15 MR. JOHNSON:

16 MR. JOHNSON: 16 Q. Sure. And justtogo tothenext tab, Ms.

17 Q. And maybe for other utilitiesthat are not 17 McShane, if you would. This isanews story
18 seen so much as a haven, maybe. 18 from, but | guess Investor Contact, | don't
19 MS. MCSHANE: 19 know where this came from, to tell you the
20 A. Well sure, | mean, there are goingto be 20 truth, Columbia, South Carolina, February
21 differences among the utilities asto, you 21 11th. "South Carolina Electric and Gas,
22 know, the percentage decline in price you saw 22 principle sub of SCANA, today received
23 from the previous peak. 23 approval from South Carolina Public Service
24 MR. JOHNSON: 24 Commission on itsplansto buildtwo 1117
25 Q. In terms of talking about SCANA in the 25 megawatt nuclear electric generating units at

Page 138 Page 140

1 business description, just down further, again 1 the site of the V.C. Summer Nuclear Station."
2 SCANA, through its wholly owned regulated 2 So this isa big undertaking for a public

3 subsidiaries is primarily engaged in 3 utility, | takeit?

4 generation, so again, generation here, 4 MS. MCSHANE:

5 transmission, distribution of sde of 5 A. It'sasizeable undertaking, yes.

6 eectricity in partsof South Carolina and 6 MR. JOHNSON:

7 then the purchase, transmission and sale of 7 Q. Yes Justlook at thefourth paragraph, Ms.
8 natural gas in portionsof both North and 8 McShane, particularly the last sentence talks
9 South Carolina, and they also, through a 9 about the total project cost.

10 wholly owned non-regulated subsidiary, market |10 MS. MCSHANE:

11 natural gasto retail customersin Georgiaand 11 A. Right.

12 to wholesale customers primarily in the South 12 MR. JOHNSON:

13 East. Other wholly owned non-regulated 13 Q. Whatisit?

14 subsidiaries provide fibre opticsand other 14 MS. MCSHANE:

15 telecom services provide service contracts to 15 A. Sorry, | saidright.

16 home owners on certain home appliances and |16 MR. JOHNSON:

17 heating, air conditioning units and as well, 17 Q. Oh,I'm sorry.

18 they’ ve got a service company subsidiary that 18 MS. MCSHANE:

19 provides administrative management and other |19  A. It's5.4 billion, the South Carolina Electric

20 services. So this company, again, would have 20 and Gas' share.

21 a fair bit of non-regulated activity in 21 MR. JOHNSON:

22 amongst the regul ated activity. 22 Q. Soit'satotal project of 9.8 billion.

23 MS. MCSHANE: 23 MS. MCSHANE:

24 A. They have some non-regulated activities, yes. 24  A. Right, shared between two companies.

25 MR. JOHNSON: 25 MR. JOHNSON:
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1 Q. Andagain, now thisisjust to--this istwo 1 MS. MCSHANE:
2 new 1100 megawatt nuclear stations, so there's 2 A. Yeah, they weredowngraded to Ba 2, the
3 dready one atthe Summer--the vc Summer 3 unsecured rating for the SCANA Corporation and
4 Station, | takeit? 4 the subsidiary ratings were downgraded to Ba 1
5 MS. MCSHANE: 5 for the unsecured and A3 for the secured.
6 A. | think they have another one, yes. 6 MR. JOHNSON:
7 MR. JOHNSON: 7 Q. Andtherating outlook for SCANA, SCE& G, SCFC
8 Q. And South Caroling, the profile on the bottom 8 and PSNC are negative now, aren't they,
9 there, talks about South Carolina Electric and 9 according to the last sentencein thefirst
10 Gas Company under profiles, isa regulated 10 paragraph?
11 public utility engaged in the generation, 11 MS. MCSHANE:
12 transmission, distribution and sale of 12 A. Yes.
13 electricity to approximately 650,000 customers 13 MR. JOHNSON:
14 in 26 counties, in South Carolina. So that's 14 Q. Andjustlook at the fourth para--if you count
15 not a huge utility when you consider 15 thefirst line as a paragraph, it will be one,
16 Newfoundland Power has 230,000 or thereabouts, 16 two, three, four, the fifth paragraph, "The
17 residential customers. 17 weakened financial ratios are expected to be
18 MS. MCSHANE: 18 accompanied by a significantly higher business
19 A. It's notas bigas some, it'sa sizeable 19 and operating risk profile, primarily
20 utility, it's got - 20 associated with the new nuclear construction
21 MR. JOHNSON: 21 project at the vc Summer facility located in
22 Q. Wéljusttoputthat into some context, Ms. 22 Jenkinsville, South Carolina.”
23 McShane, you know, typically youwill see 23 MS. MCSHANE:
24 capital budgets from Newfoundland Power, 55 - 24 A. | seethat.
25 60 range. One year it ballooned up abit, in 25 MR. JOHNSON:
Page 142 Page 144
1 our perspective, to maybe the high 60s in 1 Q. Sowhat | was getting at, in terms of the size
2 relation to the Rattling Brook generating 2 of this, you know, didn’'t only catch my
3 hydro facility that they had and that was, you 3 attention, but it caught the investment
4 know, that was considered fairly hefty capital 4 community’ s attention too, didn't it?
5 budget by our standards. But here you have a 5 MS. MCSHANE:
6 utility about threetimes the size getting 6 A. Yes itdid.
7 involved with a 9.8 billion dollar project of 7 MR. JOHNSON:
8 which their shareis 5.4 hillion. 8 Q. Anditwouldn’t have only caught the Moody’s
9 MS. MCSHANE: 9 of the world’ s attention, | presume it would
10 A. True, but | mean, see, you've got Newfoundland |10 have caught equity investors attention as
11 Power which hasgot total assets of 900 11 well?
12 million, say, and thisis 7.5 billion dollar 12 MS. MCSHANE:
13 company, so | agree with you that even 13 A. | think that’ sfair that they would have seen
14 relative to that, it's a big capital 14 some--they would have seen some change or be
15 investment, but it is abigger, significantly 15 aware of some change in--on arisk profile as
16 bigger company to start with. 16 aresult of the planned construction. But
17 MR. JOHNSON: 17 there are certain arrangements in place to
18 Q. If I couldturnyou to page 4, gototab 4. 18 deal with therisk of the nuclear plant
19 MS. MCSHANE: 19 building and | think one of these tabsyou
20 A. Yes, | havethat. 20 tabbed here, showed that they were able to put
21 MR. JOHNSON: 21 these construction costs into rates
22 Q. Yeah, what happened July 14th, 2009, keeping |22 immediately, so that there was not the delay
23 in mind the document we just covered was 23 in recovery of coststhat we would have seen
24 February '09, where they announced approval 24 under the old styled nuclear plant, planning
25 for this nuclear facility? 25 and construction back in the 70sand early
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1 80s. 1 MS. MCSHANE:
2 MR. JOHNSON: 2 A. | think there's a certain amount of political
3 Q. They also statein three up from the bottom - 3 risk around nuclear construction, yes.
4 MS. MCSHANE: 4 MR. JOHNSON:
5 A. Sorry, | closed up the--what tab are we on? 5 Q. Okay. And at Tab 6, this dealswith the
6 MR. JOHNSON: 6 Williams Station facility which is the second
7 Q. Oh,I'msorry,it'sTab 4. 7 largest fossil plant in SCE&G's system that
8 MS. MCSHANE: 8 generates 650 megawatts of electricity by
9 A. Okay. 9 burning pulverized coa in asingle unit. So
10 MR. JOHNSON: 10 that’ s the second largest one that they have.
11 Q. Thethird paragraph up from the bottom, they 11 So they're -
12 talk about ratings could be downgraded further 12 MS. MCSHANE:
13 if the financial profiles above, SCANA and 13 A. Thesecond largest fossil plant.
14 SCE& G continue to exhibit declining cash flow 14 MR. JOHNSON:
15 in relation tototal debt; if there are 15 Q. Yes I'm sorry, sol mean, they are not an
16 significant cost overruns or construction 16 insignificant generator.
17 delays associated with the vC Summer Nuclear |17 MS. MCSHANE:
18 expansion.” What would be the problemif they |18 A. No, they’'re not an insignificant generator.
19 ran into cost overruns or construction delays, 19 MR. JOHNSON:
20 wouldn’t they get those from rate payers? Why 20 Q. Dothey get al of their generated electricity
21 would that be considered arisk? 21 from a related company or are others
22 MS. MCSHANE: 22 generating it and selling it to them as well?
23 A. Well | think if there were cost overruns, they 23 MS. MCSHANE:
24 still have to show the prudency of their--the 24 A. Sorry, you'retalking about the South Carolina
25 costs that they incur, asal utilities do, so 25 Electric and Gas -
Page 146 Page 148
1 if there was afinding of imprudence, then no, 1 MR. JOHNSON:
2 they wouldn’t be ableto recover those costs 2 Q Yes
3 from customers. 3 MS. MCSHANE:
4 MR. JOHNSON: 4 A. Dothey purchaseany electricity? I’'m not
5 Q. So would thisnot get a pre-approval, a 5 sure whether they purchase any electricity or
6 project of this size? 6 not. I’m not sure whether they purchase any
7 MS. MCSHANE: 7 or whether it's all generated by South
8 A. Well | suspect that it gets, yeah, it gets 8 Carolina Electric and Gas.
9 pre-approved, but that doesn’t mean that if 9 MR. JOHNSON:
10 you run over on the cost that you project in 10 Q. What was their Standards and Poors’ rating,
11 the regulators approval are going to let you 11 according to your schedule 15 on this company,
12 recover all those costs. 12 Ms. McShane?
13 MR. JOHNSON: 13 MS. MCSHANE:
14 Q. And if they’'re not recovered, that's a 14 A. ltwasA minus.
15 shareholder problem? 15 MR. JOHNSON:
16 MS. MCSHANE: 16 Q. And Moody’'swasBaa1?
17 A. Absolutely. 17 MS. MCSHANE:
18 MR. JOHNSON: 18 A. Correct.
19 Q. Okay. Andthenthey alsotalk about their 19 MR. JOHNSON:
20 concern associated with the project of 20 Q. Andjust to turnto page 17 of their form 10K,
21 regulatory and political support for the 21 which is a Tab 7. In particular I'm
22 project began to show some stress as nuclear. 22 referring you to the paragraph one up from the
23 Nuclear is political in most countries, isit 23 bottom.
24 not? 24 MS. MCSHANE:
25 (12:45 p.m.) 25 A. Yes, I'mthere.
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1 MR. JOHNSON: 1 MS. MCSHANE:
2 Q. Areyou there now? 2 A. Well thiswould have been whatever the date
3 MS. MCSHANE: 3 that this appeared, | mean, thisis-
4 A. Yes 4 MR. JOHNSON:
5 MR. JOHNSON: 5 Q. Good point.
6 Q. And then indicate that--in abold paragraph in 6 MS. MCSHANE:
7 front of that, they say "adowngrade and a 7  A. It could have been February.
8 credit rating of SCANA or any of SCANA’S 8 MR. JOHNSON:
9 subsidiaries, including SCE& G could negatively 9 Q. Yeah, okay. Just these 10ks, all companiesin
10 affect their access to capital and to operate 10 the United States haveto file these or just
11 their businesses; thereby adversely affecting 11 utility companies or do you know?
12 results of operations, cash flows and 12 MS. MCSHANE:
13 financial condition." 13 A. No, al companiesfilethem. Well not all
14 MS. MCSHANE: 14 private companies, but ones that issue public
15 A. Yes, | seethat. 15 Ssecurity.
16 MR. JOHNSON: 16 MR. JOHNSON:
17 Q. Yes and you'll notethat they talk about 17 Q. No,okay. Okay, could weturnto the next
18 their Standard and Poor’s ratings, their 18 binder please, whichis the Piedmont Natural
19 Moody’ s rating and Fitch, which had rated them |19 Gas Company.
20 at Bbb plus, Baa1 and A minus, respectively. 20 MS. GLYNN:
21 And then they do go on to say, though, in the 21 Q. Okay, that will be Consent No. 9.
22 fourth line that "S&P and Fitch carry a 22 MR. JOHNSON:
23 negative outlook on each of their ratings'. 23 Q. Ifwecould turnto Tab 3, this is Piedmont
24 MS. MCSHANE: 24 Natural Gas Company Inc. and if you flip in to
25 A. Yes 25 Six pagesto the page that’ s actually numbered
Page 150 Page 152
1 MR. JOHNSON: 1 No. 1 on the bottom.
2 Q. Andthiswould have beenin their 10k document | 2 MS. MCSHANE:
3 which, if you go back to the first page of Tab 3 A It'sNo. 1 on the bottom?
4 7, that would have been something filed with 4 MR. JOHNSON:
5 the United States Securities and Exchange 5 Q. Yes
6 Commission for the fiscal year ended December 6 MS. MCSHANE:
7 31st, 2008. 7 A. | havethat.
8 MS. MCSHANE: 8 MR. JOHNSON:
9 A. Right. 9 Q. Okay, you'll seethethird paragraph from the
10 MR. JOHNSON: 10 bottom, they talk about starting with the
11 Q. Andsol think, asyou said earlier, was SCANA 11 words "For the year ended October 31st, 2008".
12 one of the onesthat you thought might have 12 Do you have that, Ms. McShane?
13 been downgraded since you filed your evidence? |13 MS. MCSHANE:
14 MS. MCSHANE: 14 A. | do.
15 A. Itwasonethat | thought might have been, but 15 MR. JOHNSON:
16 I”’m confused--actually I’m confused about the 16 Q. Okay, they say "39 percent of our operating
17 Standard and Poor’ s rating because at the time 17 revenues were from Residential customers.”
18 that this was done, their--the SCANA rating 18 MS. MCSHANE:
19 that | saw was A minus, so I’ m not quite sure 19 A. Yes
20 why there's the difference between the two, 20 MR. JOHNSON:
21 but I think they were downgraded after this 21 Q. "24from Commercia customers".
22 evidence was prepared. 22 MS. MCSHANE:
23 MR. JOHNSON: 23 A Yes
24 Q. Butthey were on anegative outlook as at the 24 MR. JOHNSON:
25 end of 2008, according to this 10k? 25 Q. "12from large volume customers, including
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1 industrial power generation and retail 1 had the capability to burn afuel other than
2 customers and 25 percent from secondary market | 2 natural gas. The aternative fuels are
3 activities." 3 primarily fuel oil and propane and to amuch
4 MS. MCSHANE: 4 lesser extent, coal or wood. Our ability to
5 A |seeit. 5 maintain or increase deliveries of gas to
6 MR. JOHNSON: 6 these customers dependsupon a number of
7 Q. And they go to say "secondary market 7 factors, including weather and governmental
8 transactions consist of off system sales and 8 regulations, the price of gas from suppliers
9 capacity release arrangement and a part of our 9 availability andthe price of aternative
10 regulatory gas supply management program.” So |10 fuels." And then thisisthe key part, "Under
11 again, Ms. McShane, would this type of 11 FERC policy, certain large volume customers
12 business mix be a distinction between 12 located in proximity to the interstate
13 Newfoundland Power, in terms of a risk 13 pipelines delivering gasto us could by-pass
14 profile? 14 us and take delivery of gasdirectly from the
15 MS. MCSHANE: 15 pipeline or from athird party connecting with
16 A. It's different, | don't know that it's 16 the pipeline. During the fiscal year, no by-
17 necessarily any morerisky, thissays that 17 pass activity was experienced. The future
18 your operating revenues are - 18 level of by-pass activity can't be predicted.”
19 MR. JOHNSON: 19 So would that be afurther risk that they
20 Q. They would be more subject, | suppose, to 20 would be subject to, Ms. McShane?
21 downturnsin the economy because you're not 21 MS. MCSHANE:
22 just dealing, if you know you'd only have 24 22 A. Sothese are two separate issues that we were
23 percent of your operating revenues coming from |23 -
24 the Residential customers. 24 MR. JOHNSON:
25 MS. MCSHANE: 25 Q. Yes, | think you're probably right, the first
Page 154 Page 156
1 A. Right, but you also have ardatively high 1 issueisfuel substitution.
2 growing economy, so you have upside too. 2 MS. MCSHANE:
3 MR. JOHNSON: 3 A. Right, soyes, | mean, thiswould be--if there
4 Q. Highgrowing economy in North Carolina? 4 were customers who could by-pass, yeah, that
5 MS. MCSHANE: 5 would be arisk that would be fairly common to
6 A. Well, yes, it'sbeen arelatively high growing 6 gasdistributors who have customers who can
7 service area. 7 attach themselves directly to the pipeline.
8 MR. JOHNSON: 8 Typicaly what companies try todo is to
9 Q. Okay. 9 achieve arate structure that would keep those
10 MS. MCSHANE: 10 industrial customers on their system, rather
11 A. It'snot just tobacco anymore. 11 than moving directly to the pipeline.
12 MR. JOHNSON: 12 MR. JOHNSON:
13 Q. No,noindeed, it'sNascar. | shouldn't say 13 Q. Butthey can’t control that because the price
14 that. These gas companies aso have bi-pass 14 of thegas, you know, the utility has no
15 risk or they can be subject to bi-pass risk? 15 control over the cost of gas, do they?
16 MS. MCSHANE: 16 MS. MCSHANE:
17 A. In thesense that a company can hook up 17 A. Wdl that's not knowing--now that's two
18 directly to the pipeline? 18 separate issues, if you' re hooking yourself up
19 MR. JOHNSON: 19 directly to the pipeline -
20 Q. Wdl,in the sensethat at page 4 at the 20 MR. JOHNSON:
21 bottom, they say "During the year ended 21 Q. I'msorry, yes.
22 October 31st, 2008, approximately 5 percent of 22 MS. MCSHANE:
23 our margin, which is operating revenues less 23 A. You'renot avoiding thecost of gas, what
24 cost of gas, was generated from deliveries to 24 you're doing istrying to achieve alower cost
25 industrial or large commercial customers that 25 of delivery. Soif, you know, you got a
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1 customer who thinks he can do better by 1 MS. MCSHANE:

2 hooking up directly to the pipeline, then you 2 A Sure

3 try to come to an agreement with, develop a 3 MR. JOHNSON:

4 by-passrate so that they’ll stay on your 4 Q. And that’sa risk that Newfoundland Power
5 system. 5 doesn’t have toface with its customers,

6 MR. JOHNSON: 6 especially in the residential sector because,

7 Q. How about the situation with competition that 7 as| said, if you want to cook dinner, you're

8 this utility facesin its service area? Would 8 using electricity.

9 the competition be abigger risk factor than 9 MS. MCSHANE:

10 it is for Newfoundland Power? Like in 10 A. Wdlyeah, clearlyin the electric utility

11 Newfoundland, pretty much, you'regoing to 11 businessthereis somelevel of service that

12 boil the kettle or, you know, have dinner, 12 can only be provided by electricity and

13 you're going to be using electricity, right, 13 there’'ssome level of service that can be

14 and for lights et cetera and cooking and all 14 provided by alternatives.

15 that sort of thing. Can the same be said down 15 MR. JOHNSON:

16 there? And thereason | asked youisonthe 16 Q. Now interms of whether normalization, | think
17 next page, Ms. McShane, whereit indicates 17 this utility doesn’t have protection?

18 that the regulated utility also competes with 18 MS. MCSHANE:

19 other energy products, such as electricity and 19 A. Yes, itdoes.
20 propane in the residential and small 20 MR. JOHNSON:
21 commercial customer markets. The most 21 Q. Oh, it does?
22 significant product competition is with 22 MS. MCSHANE:
23 electricity for space heating, water heating 23 A. Areweon Piedmont? I’'m so straggled which
24 and cooking. Therearefour major electric 24 one wewere on, but I'm pretty sure that
25 companies within our service area." So that 25 Piedmont has some kind of protection. Let’'s

Page 158 Page 160

1 would be amaterial difference, wouldn’t it? 1 look at the chart. It has weather

2 MS, MCSHANE: 2 normalization and a customer utilization

3 A. Well they would have some--any gas utility is 3 tracker in North Carolina, which is itsbig

4 going to have some competitiverisk that’s 4 service area.  And interesting, Piedmont

5 associated with natural gasand you can see, 5 Natural GasisaAaarated Moody’s regulatory
6 if you go on to read, that they say that they 6 support company.

7 continue to attract the majority of the new 7 MR. JOHNSON:

8 residential construction market and indicate 8 Q. Yes Just goto page 14, Ms. McShane.

9 that the customer’ s preference for natural gas 9 MS. MCSHANE:

10 isinfluenced by factors such as price value 10 A. I'mthere

11 availability and environmental attributes, et 11 MR. JOHNSON:

12 cetera, etcetera. So yes, and they do 12 Q. Andthey talk about regulatory commissions,
13 obviously have some risk with respect to other 13 that’'s the bottom paragraph, "regulatory

14 forms of energy. They indicate that natural 14 commissions approve rates and tariffs that are
15 gas appears to be, from customers 15 designed to give us the opportunity to

16 perspective, the preferred alternative. 16 generate revenues to cover our gas and non-gas
17 MR. JOHNSON: 17 costs to earn a fair rate of return for

18 Q. But the point remainsthough in that service 18 shareholders. In North Carolinaa margin
19 district they actually have--well they 19 decoupling mechanism provides for the recovery
20 actually have to deal with increases because 20 of our approved margin from residential
21 it goes on to say at the bottom "Increasesin 21 commercia customers--independent consumption
22 the price of natural gas can negatively impact 22 patterns. The margin coupling mechanism will
23 our competitive position by decreasing the 23 result in semi-annual rate adjustments to
24 price benefits of natural gas to the 24 refund any over collection of margin or
25 consumer." 25 recover any under collection of margin. Then
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1 they say "We have weather normalization 1 A. Of Tab 2 or tab what?

2 adjustment mechanisms in South Carolina and 2 MR. JOHNSON:

3 Tennessee that partially offset the impact of 3 Q I'mverysorry, Tab 4.

4 colder or warmer than normal weather on bills 4 MS. MCSHANE:

5 rendered during the months of November through 5 A. Sorry, pagewhat?

6 March for residential and commercia 6 MR. JOHNSON:

7 customers.” 7 Q. 24. Again, we'reinto the 2008 annual report

8 MS. MCSHANE: 8 from NSTAR. And in particular I’m looking at

9 A Yes 9 service quality indicator.

10 MS. MCSHANE: 10 MS. MCSHANE:

11 A. Andso, intermsof partia protection, would 11 A. | seethat.

12 that be different than what Newfoundland Power 12 MR. JOHNSON:

13 had? 13 Q. Yes. AndIl'mreading from the fourth line up,

14 MS. MCSHANE: 14 "NSTAR Electric and NSTAR Gas are required to

15 A. | guessit would bedightly different, you 15 report annually to the bPU concerning their

16 would think that most of the weather concerns 16 performance as to each measure and are subject

17 would be from November through March, | mean, 17 to maximum penalties of up to 2 percent, 2 and

18 those are the cold months, but there may be 18 1/2 percent beginning in 2009 of total

19 some leakage on the shoulder month. 19 transmission and distribution revenues should

20 MR. JOHNSON: 20 performance fail to meet applicable

21 Q. Okay. If wecould turn to NSTAR? 21 benchmarks."

22 MS. GLYNN: 22 MS. MCSHANE:

23 Q. NSTARWiIll be Consent No. 10. 23 A. | seethat.

24 MS. MCSHANE: 24 MR. JOHNSON:

25 A. | have NSTAR. 25 Q. So they--NsTARwould not beable to come
Page 162 Page 164

1 MR. JOHNSON: 1 before the DPU and say, you know, we're sorry

2 Q. Yes, thank you, Ms. McShane, just on the first 2 about our performance without them being at

3 page, again isthe business description for 3 risk of receiving a fairly substantia

4 thisfirm. It's aholding company engaged in 4 penalty?

5 the energy delivery business. The company, 5 MS. MCSHANE:

6 through its subsidiaries is involved in 6 A. Sorry, what they couldn’t come and say we're

7 serving approximately 1.4 million customersin 7 sorry without a penalty?

8 Massachusetts, including approximately 11 8 MR. JOHNSON:

9 million electric distribution customersin 81 9 Q. Youknow, it's not enough to say you're sorry
10 communities and approximately 300,000 natural |10 when you miss a service quality standard, you
11 gas distribution customersin 51 communities. 11 could be fined?

12 NSTAR derivesits revenuesfrom the sale of 12 MS. MCSHANE:

13 energy, distribution and transmission services 13 A. Sure, | mean there are lots of utilities that

14 to customers. NSTAR'S operating segments are 14 have service quality standards which have
15 electricand natural gas utility operations 15 penalties associated with them.

16 that provide energy delivery servicesin 107 16 MR. JOHNSON:

17 citiesand towns in Massachusetts. Now, 17 Q. Andagain, that would be something borne by
18 according to your chart, would they have 18 shareholdersin the United States.

19 weather normalization for electric? 19 MS. MCSHANE:

20 MS. MCSHANE: 20 A. Wedl in Canada too, | mean, there are
21 A. They donot. 21 utilities in Canadathat have service quality
22 MR. JOHNSON: 22 indicators. It's not an issue that

23 Q. Yeah. Andif | couldjustturnyou to page 23 distinguishes Canada from the United States.
24 24. 24 MR. JOHNSON:

25 MS. MCSHANE: 25 Q. Butis it an issuethat distinguishes this
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1 company from Newfoundland Power’ s experience? 1 All of those things to encourage investment in
2 MS. MCSHANE: 2 transmission.

3 A. Sure | mean, asl said, thereare lots of 3 MR. JOHNSON:

4 differences among companies, they’re not all 4 Q. Sothey have an opportunity if they respond to
5 identical, they got various characteristics 5 the incentive, | take it by this paragraph

6 that are unique to them, just like 6 there’'s a hundred basis point adder when

7 Newfoundland Power does. 7 combined with FERC' s approved ROE, described
8 MR. JOHNSON: 8 above, which results ina12.64 percent ROE

9 Q. Yesh, like somelike NSTAR that has amillion 9 for qualified regiona investments. So
10 customers in Mass, doesn't havea weather 10 they’ ve got a specific incentive that’s a part
11 normalization and they get winter, don't they? 11 of the landscapein the United States that
12 MS. MCSHANE: 12 these companies can partake in?
13  A. They get winter but they probably don't have 13 MS. MCSHANE:
14 the--on an electric side, don't have the 14 A. Yes, they do. And | think, you know, if you
15 heating load. 15 look back at my testimony, | quoted from the
16 MR. JOHNSON: 16 Conference Board of Canada which had, back in
17 Q. Probably or don’t? 17 2004 before the incentive program had started
18 MS. MCSHANE: 18 being developed sort of on a piecemeal basis--
19 A. ldon't believe they have heating load, | 19 thisis beforethe legidation was actually
20 mean, they're gas Utilities and oil arethe 20 passed and the Conference Board of Canada
21 major forms of heating load in New England. 21 noted that, you know, thisbig difference
22 For thegas utility partthey would have 22 between the alowed returns for transmission
23 heating load, so NSTAR is a combination 23 operationsin the U.S. verses transmission
24 utility. 24 operationsin Canada, and oneof the things
25 MR. JOHNSON: 25 that they said was that investors are

Page 166 Page 168

1 Q. | justnoticed onpage 28 it talks about 1 reluctant, you know, to put money into the

2 additional incentive adders. 2 transmission system in Canada when the returns
3 MS. MCSHANE: 3 that they can get from those transmission

4 A. Yeah, the FERC adders for the transmission 4 investments are so inferior to the ones that

5 projects? 5 they can get in the States.

6 MR. JOHNSON: 6 MR. JOHNSON:

7 Q. Yeah, and just--tell us about that, Ms. 7 Q. Isthereany evidence that there has been a

8 McShane? 8 reticence to invest in transmission assetsin

9 MS. MCSHANE: 9 this province?

10 A. Wdl, the transmissionisregulated for the 10 MS. MCSHANE:

11 FERC. There was alegidation that was passed 11 A. | don't know specifically about this province,
12 that covered transmission investment, partly-- 12 but clearly in Albertathere’s been anoted

13 and other energy investment as well, 13 under investment in transmission for returns
14 recognizing that there had been an under 14 that are, you know, that are similar to the

15 investment in transmission in the U.S. and the 15 returns across the Country. | think

16 legislation provides a number of incentivesto 16 Newfoundland is a bit different than Alberta,
17 the utilities to undertake the investment in 17 obviously, because the transmission systemin
18 the transmission network that’s needed and 18 Newfoundland is built by a Crown corporation;
19 those incentives include such things as being 19 whereas the transmission system in Albertais
20 able to include construction work in progress 20 built by investor owned companies, so there
21 inrate base, accelerated depreciation for 21 is, you know, thereisn't aprivate investor

22 purposes of rates and various incentives on 22 in Albertato answer to.

23 ROE, hypothetical capital structures which 23 MR. JOHNSON:

24 would have common equity ratios higher than 24 Q. Page 34, NSTAR talks about, | guess, its

25 the actual ones underpinning the companies. 25 private investors, | guess, can look forward

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

Page 165 - Page 168




October 20, 2009

Multi-Page™

NP’s 2010 General Rate Application

Page 169 Page 171
1 to unregulated operating revenuesthat are 1 A ldon't think that if youlook at therisk
2 derived fromits-1"'m talking about three 2 measures for those companies that there are --
3 paragraphsup from the bottom. "Unrelated 3 that there's areason to make any kind of
4 operating revenues are derived from NSTAR'S 4 adjustment. | mean, you'relooking at the
5 district energy and telecommunications 5 ratings, you're looking at the betas. The
6 operations. Unregulated revenueswere 152 6 companies that have the least amount of
7 million dollars in 2008, compared to 138 7 unregulated operations have smilar betasto
8 million in 2007. Theincrease in unregulated 8 the ones with more unregulated operations. |
9 revenues is primarily the result of the 9 don't think that there is a downward
10 absence of a provision for a potential 10 adjustment required to the cost of capital.
11 customer refund recorded in 2007" et cetera. 11 MR. JOHNSON:
12 So that’s not an insignificant amount of 12 Q. But under your approach, we end up looking at
13 unregul ated revenue on NSTAR's books? 13 holding companieslike the Southern with,
14 MS. MCSHANE: 14 what, 40 odd thousand megawatts of generating
15 A. 152 million compared to 3.35 billion, soit's 15 capacity.
16 some, but it's 3.5 billion in revenue verses 16 MS. MCSHANE:
17 152 million 17 A. And--
18 MR. JOHNSON: 18 MR. JOHNSON:
19 Q. Okay, soyou that’snot even a consideration. 19 Q. Andnuclear projects, and no deductions for
20 MS. MCSHANE: 20 that?
21 A. Well again, you have tokind of putit in 21 MS. MCSHANE:
22 perspective. All of the companies have some 22 A. Not whenyou'relooking at the entire sample,
23 unrelated operations, if we--you know, it 23 no, | don’t think so.
24 seems to me that the issue, one of the issues 24 MR. JOHNSON:
25 that we're addressing hereis whether or not 25 Q. Thenext oneisNorthwest Natural Gas.
Page 170 Page 172
1 we need to look at U.S. utilities, one; and 1 MS.GLYNN:
2 two, if wedo or if it's appropriate--even if 2 Q. Northwest will be Consent #11.
3 we don't have to, if we ook at them asan 3 MS. MCSHANE:
4 aternative, | mean, do they bring us some 4 A. | haveit.
5 information that’s different from what the 5 MR. JOHNSON:
6 Canadian companies give us? Thefact isthat 6 Q. Okay,andagain Tab 1 givesadescription of
7 every one of these companies that you look at 7 the company, Northwest Natural Gas Company,
8 isgoing to have some unregulated operation, 8 doing business as Northwest Natural,
9 you cannot find a sample of companies that 9 principally engaged in thedistribution of
10 won't, and if you look at NSTAR in particular 10 natural gas in Oregon, and Southwest
11 and say, well, you know, do they have alot 11 Washington, and I’d liketo refer you to Tab
12 more unregulated operationsthan if I only 12 3,and in particular, three pagesin, and
13 looked at a Canadian sample, well no. | mean, 13 under 2008 highlights.
14 if you look at the only Canadian sample 14 MS. MCSHANE:
15 available, those companies have, on average, a 15 A. Sorry, I’'m not sure | know where you are. Tab?
16 lot more unregulated operations. 16 MR. JOHNSON:
17 (1:15p.m.) 17 Q. Tab3.
18 MR. JOHNSON: 18 MS. MCSHANE:
19 Q. But Ms. McShane, isn'tit the case, though, 19 A. Tab 3, whichisal0Q.
20 that you'vetold the Board in your evidence 20 MR. JOHNSON:
21 that your sample is something that is similar 21 Q. Andthen three pagesin, it should look like
22 on thewhole to the utility that they’'re 22 this.
23 regulating and that they don’t need to make 23 KELLY, Q.C:
24 adjustments. 24 Q. Wedon't haveit either, Tom.
25 MS. MCSHANE: 25 MR. JOHNSON:
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1 Q. Oh,you don't haveit either. Do you have 1 shareholders. Inthe past, we returned two-
2 Northwest -- 2 thirds of any money saved on gas cost
3 KELLY, Q.C: 3 purchases to customers, while shareholders
4 Q. ItsatTab2. 4 kept one-third of the savings. If gas costs
5 MR. JOHNSON: 5 were higher than forecasted inour rates,
6 Q. What'sthat? 6 shareholders absorbed one-third of any
7 KELLY, Q.C: 7 losses'.
8 Q. It'satTab2. 8 MS. MCSHANE:
9 MR. JOHNSON: 9 A. You'reright, I'm sorry. Yes, the new oneis
10 Q. It'sat Tab2. In ming, it's Tab 3, but 10 achoice of 80/20, 90/10.
11 that’ sfair enough. It'sthe letter to the 11 MR. JOHNSON:
12 shareholders where they show the 2008 12 Q. Yes, sothe new agreement, as you've quoted
13 highlights. Are we there now? 13 there, reached with the opPuc, "dlows usto
14 MS. MCSHANE: 14 select either a 90/10 or 80/20 customer
15 A. No. Sorry, what page? 15 shareholder split".
16 MR. JOHNSON: 16 MS. MCSHANE:
17 Q. Onmine itsayspage 1of 1 upat thetop 17  A. Right.
18 because they were printed separately. 18 MR. JOHNSON:
19 MS. MCSHANE: 19 Q. "Thisgivesusadded flexibility in managing
20 A. Oh, sorry, so it starts out, "Whether the 20 costs'.
21 shareholders'? 21 MS. MCSHANE:
22 MR. JOHNSON: 22 A. Right.
23 Q. Yeah. 23 MR. JOHNSON:
24 MS. MCSHANE: 24 Q. Butagainthisisvery entrepreneuria of this
25 A. Okay, 150 years of service. 25 company, though, isn't it, the Northwest
Page 174 Page 176
1 MR. JOHNSON: 1 Natural Gas? | mean, it seemsto methey’re
2 Q. That'sright, and you goto thenext page 2 saying, look, we're prepared to take some risk
3 then, Ms. McShane, and there's a -- they talk 3 here, we're going to try to manage it as best
4 about 2008 highlights. They report a net 4 we can, and we' re going to see if we can make
5 income of 69 million dollars, $2.61 a share, 5 somemoney off it. | mean, it'snot just
6 and then the third bullet, the reduced 6 here' sthe bill, customer, pay it?
7 earnings exposure through approval of anew 7 MS. MCSHANE:
8 gas cost sharing mechanismin Oregon. So | 8 A. No, | agree that thereis some incentive
9 take it that until that was done, they were at 9 mechanism built into these gas costs, and
10 risk? 10 evidentially, you know, if youlook at the
11 MS. MCSHANE: 11 bottom line, the company has been very
12 A. They had somerisk on gas costs. Therewasa 12 successful, it's got a double A rating,
13 sharing mechanism. | think it was covered, 13 obviously has managed its gas purchase in such
14 like, 80 percent of gas costs with sharing -- 14 away that itsrisk profileis quite low.
15 it was an incentive plan on the remaining gas 15 MR. JOHNSON:
16 costs, and | think that they replaced it with 16 Q. And by them sharing the risk, it wouldn’'t be
17 a 90 percent mechanism. 17 appropriate for them to expect areturn on
18 MR. JOHNSON: 18 equity that would be consistent with a company
19 Q. Onthenext page, if we're dtill on the same 19 that doesn’t share therisk, would it?
20 order, mine starts off at thetop saying, 20 MS. MCSHANE:
21 "Regulators’. | don't know where that got cut 21 A. Againyou got to look at the whole picture.
22 off. It probably got cut off -- it talks 22 MR. JOHNSON:
23 about, "Regulatorsto revise our 20 year old 23 Q. All elsebeing equal?
24 gas cost sharing mechanism to better balance 24 MR. JOHNSON:
25 therisks and rewards between customers and 25 Q. If that were the only thing that were
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1 different, then, yeah, maybe you'd need to 1 to customers in states from the Gulf Coast to
2 make some kind of an adjustment. 2 the New England regions, including the mid
3 MR. JOHNSON: 3 continent regions and Canada. The company
4 Q. Doyou havea senseof how big ahit the 4 operates in two business segments; natural gas
5 shareholders of Northwest Natural Gas could 5 and distribution energy services. Natural gas
6 take, for instance, under their old mechanism 6 distribution segment consists of regulated
7 where -- 7 energy and off-system capacity and storage
8 MS. MCSHANE: 8 management operations, and energy services
9 A. No, because you're not necessarily going to 9 segment consists of unregulated wholesale
10 let those gas costs hang out there naked, if 10 energy operations, and Ms. McShane, are those
11 youwill. | mean, you havethe ability to 11 unregulated piecesof significance in New
12 contract, you havethe ability to edge, so 12 Jersey Resources?
13 thereare all sortsof risk mechanisms that 13 MS. MCSHANE:
14 you would engage into minimize your risk 14 A. Yes, | would say they’re morethan 5 percent
15 exposure. 15 of the operations, and that to me would be
16 MR. JOHNSON: 16 material.
17 Q. Butstill risk, and if you don’t do a good job 17 MR. JOHNSON:
18 managing it, the shareholder takesiit? 18 Q. Morethan 5 percent would be material. If you
19 MS. MCSHANE: 19 could flipinto Tab 3.
20 A. Wadll, sure. 1 mean, that’strue of anybody. 20 MS. MCSHANE:
21 Nobody gets compensated for bad management, at 21 A. I'mthere.
22 least not supposed to. 22 MR. JOHNSON:
23 MR. JOHNSON: 23 Q. Andsix pagesin. Are you coming up to a page
24 Q. Butit'snot necessarily bad management if -- 24 that looks like this, or did | direct you five
25 MS. MCSHANE: 25 pagesin?
Page 178 Page 180
1 A, Wdl, | mean,| don'twant toargue about 1 MS. MCSHANE:
2 this, but if you expose yourself to risk that 2 A Withthelittlecircleson it?
3 you don’t need to because you have ways of 3 MR. JOHNSON:
4 managing it, then you certainly can’t expect 4 Q. Yes
5 to cometo the regulator and say, you know, 5 MS. MCSHANE:
6 I'mat risk and | don’t intend to do anything 6 A. Our performance model?
7 about it, please give me a higher return. | 7 MR. JOHNSON:
8 mean, | don’t think that that’s an appropriate 8 Q Yes
9 way to deal with regulations. 9 MS. MCSHANE:
10 CHAIRMAN: 10 A. Yes, I'mthere.
11 Q. It'snot capitalism, isit? 11 MR. JOHNSON:
12 MS. MCSHANE: 12 Q. Soit’sthe sixth page, yeah, and I’'m looking
13 A. Notatall. 13 at theleft hand column, the second last
14 MR. JOHNSON: 14 paragraph, "Fiscal year 2008 was another solid
15 Q. Let's go to the next one, New Jersey 15 year for our company. We achieved our 17th
16 Resources. 16 consecutive year of net financial earnings
17 MS. MCSHANE: 17 growth. MFEwere 93.8 million dollars, or
18 A. We'reamost half way through the al phabet. 18 $2.24 per basic share". Do you see that?
19 MS. GLYNN: 19 MS. MCSHANE:
20 Q. New Jersey Resources will be Consent #12. 20 A. | do.
21 MR. JOHNSON: 21 MR. JOHNSON:
22 Q. And again start off with Tab 1, with the 22 Q. Andthenif you go over -- | takeit that was
23 business description, "New Jersey Resources 23 for the whole company, and if you go over to
24 Corp. isan energy services holding company, 24 the next side of the page, the second last
25 providing retail and wholesale energy services 25 paragraph, it says, "NJRES, our unregulated
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1 wholesale energy services company, had another | 1 MS. MCSHANE:
2 record year. Net financial earningswere 47 2 A. That would appear to betrue, yes.
3 million dollars compared with 40.1 million 3 (1:30 p.m.)
4 dollarslast year". 4 MR. JOHNSON:
5 MS. MCSHANE: 5 Q. Yeah, and at page 5 of Tab 3 -- actually, it's
6 A. Right. 6 the seventh page in. There's reference there
7 MR. JOHNSON: 7 -- it actually isnumbered page five on the
8 Q. Anddo youtakeit, asl did, thatthe 47 8 bottom right hand corner. There' sreference
9 million was a part of the overall 93.8? 9 there, Ms. McShane, to our Conservation
10 MS. MCSHANE: 10 Incentive Program approved in 2006.
11 A. That'swhat | would say, yes. 11 MS. MCSHANE:
12 MR. JOHNSON: 12 A. Yes
13 Q. Soit'smuch morethan 5 percent? 13 MR. JOHNSON:
14 MS. MCSHANE: 14 Q. BytheBpru.
15 A. No, | didn't say -- | wasn't meaning to 15 MS. MCSHANE:
16 indicateit was 5 percent. | wasjust saying 16 A. Yes
17 that -- 17 MR. JOHNSON:
18 MR. JOHNSON: 18 Q. And they go onto say, "It'sdesigned to
19 Q. No, no, but in terms of the materiality? 19 normalize fluctuationsin New Jersey Natural
20 MS. MCSHANE: 20 Gas margins and customer bills resulting from
21 A. Yeah, no, it'smaterial. 21 changing weather conditions and usage
22 MR. JOHNSON: 22 patterns. Our cip aligns the interest of our
23 Q. It'slikehalf of the company’s earnings were 23 customersand shareholders by giving usthe
24 non-regulated? 24 ability to serve as an aly in helping
25 MS. MCSHANE: 25 customerslower their energy bills without
Page 182 Page 184
1 A Inthat year. 1 harming our financial performance. Thusfar,
2 MR. JOHNSON: 2 the cip has worked as intended. Through the
3 Q. Ms. McShane, this company surely can’'t belong 3 CIPthis year alone we were able to recover 22
4 in your proxy group, can it, with that type of 4 million dollars in gross margin while
5 unregul ated revenue? 5 providing customers with annual upfront gas
6 MS. MCSHANE: 6 supply savings of 10.6 million dollars, as
7 A. Itwould belong asmuchin my proxy group on 7 well as an estimated 53 million dollars in
8 that basis as half of the utilitiesin Canada. 8 commodity savings'. Isthat aprogram by
9 | mean, it is one of the major low risk us gas 9 which this utility can profit?
10 utilities. 10 MS. MCSHANE:
11 MR. JOHNSON: 11 A. Profitin the sensethat it doesn’t -- without
12 Q. Go back to pagetwo -- Tab 2, page 5 of 14. 12 conservation measures, what happens isthat if
13 MS. MCSHANE: 13 you lose load, you lose profits. My
14 A. Arewedlill in Tab 2, or going back to Tab 2? 14 understanding isthat this is something that
15 MR. JOHNSON: 15 adlows the company to maintain its
16 Q. GobacktoTab 2, please. 16 profitability at the same time that customers
17 MS. MCSHANE: 17 are reducing their consumption. So profit,
18 A. Tab 2, okay. 18 yes, in the sense of maintaining earnings on
19 MR. JOHNSON: 19 the remaining consumption.
20 Q. Andpage 5of 14, thevery last linetaks 20 MR. JOHNSON:
21 about, "In March, 2008, NGR Energy Services,a |21 Q. Butthey talk about 22 million dollars in
22 subsidiary of the company, opened an officein 22 grossmargin. Thisyear alonewe're able to
23 Houston in order to expand its business', and 23 recover 22 million. Soyou'rejust saying
24 | take itthat that’s the business that 24 that’sreally just --
25 reported the 47 million dollars? 25 MS. MCSHANE:
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1 A. That'smy understanding. | don't read this as 1 MR. JOHNSON:
2 being able to earn 22 million dollars more 2 Q. Yes, that'sfine. Thank you, Chairman.
3 than their return on investment, that they 3 CHAIRMAN:
4 would earn - say their return was -- alowed 4 Q. Okay, until 9 0’ clock tomorrow morning.
5 return was 10 and a half, and it’s not like 22 5 (UPON CONCLUDING)
6 million dollars above the 10 and a half.
7 MR. JOHNSON:
8 Q. No, | grant you that, but as| read it, look,
9 thisis an incentive program that this utility
10 hasto go out and hustlein order to make its
11 22 million?
12 MS. MCSHANE:
13 A. Wdl, that's not my understanding. My
14 understanding isthat this isa means of
15 getting rid of the disincentive to encourage
16 customers to conserve, because thereis a
17 natural disincentive to do that, becauseif
18 you encourage customersto conserve without
19 being able to earn, why would you do that.
20 Y ou want customersto consume because that’s
21 how you earn your money. So it’'s a program to
22 get rid of that disincentive, to ensure that
23 you earn the return on your invested capital
24 at the same time that your customers are
25 reducing consumption through conservation.
Page 186 Page 188
1 MR. JOHNSON: 1 CERTIFICATE
2 Q. | takeit, wewould agree to this extent, that 2 |, Judy Moss, hereby certify that the foregoing is
3 without the effortsthat this company made, 3 atrue and correct transcriptin the matter of
4 they wouldn’t have been able to come up with 4 Newfoundland Power’s 2010 General Rate Application
5 the 22 million. It was not guaranteed. 5  heard on the 20th day of October, A.D., 2009 before
6 MS. MCSHANE: 6 Commissioners of the Public Utilities Board, Prince
7 A. Wdl, | think that's fair, it wasn't 7  Charles Building, St. John's, Newfoundland and
8 guaranteed. 8  Labrador and was transcribed by me to the best of
9 MR. JOHNSON: 9  my ability by means of a sound apparatus.
10 Q. Andthey got it by their efforts? 10 Dated at St. John's, Newfoundland and L abrador
11 MS. MCSHANE: 11 this 20th day of Octaber, A.D., 2009.
12 A. Sorry? 12 Judy Moss
13 MR. JOHNSON:
14 Q. Andthey earned it by their efforts?
15 MS. MCSHANE:
16 A. I mean, | think that'sfair that they had to
17 produce some effort to do it.
18 MR. JOHNSON:
19 Q. FPL.
20 MS. GLYNN:
21 Q. FPL will be Consent #13.
22 MR. JOHNSON:
23 Q. It's1:30 now, isn't it?
24 CHAIRMAN:
25 Q. Yeah. So dowewant to adjourn?
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