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1 (9:00am.) 1 KELLY, Q.C.
2 CHAIRMAN: 2 Q. Okay. Now perhaps you could provide an
3 Q. Are there preliminary procedural matters? 3 overview of your report and how you intend--
4 Well then, | guess, Mr. Kelly, it's over to 4 wish to explain your report for the Board?
5 you. 5 MR. ABOUD:
6 KELLY,Q.C. 6 A. | shall dothat, thank you. Soif | may, I'd
7 Q. Thank you, Mr. Chairman. Mr. Chairman, the 7 liketo describethe reportinfour steps.
8 next witness will be Mr. Karl Aboud of the Hay 8 Thefirst step is something that I'll call job
9 Group and hisreport has been previously 9 comparison or job evaluation. That's the
10 filed. Wehad, in theletter, proposed to 10 manner by which we compare jobs to the market.
11 mark it as Exhibit 11 to beincluded in Volume 11 The second step will be adiscussion of the
12 2, but it can be marked in any fashion the 12 market, the comparator group, why we chose the
13 Board considers appropriate. 13 comparator group that wedid choose. The
14 MS. GLYNN: 14 third step will be what we'll call percentile
15 Q. Well mark that as Exhibit KA-1. 15 level, the statistical level that we match
16 KELLY, QC. 16 against to the market, and then the fourth
17 Q. KA-1thank you, and Mr. Aboud is ready to be 17 step will be adiscussion of the results of
18 sworn, Mr. Chairman, 18 the report specifically Table 2 on page seven.
19 MR. KARL ABOUD, SWORN, EXAMINATION-IN-CHIEF BY IAN KELLY, 19 So if that’s okay with everyone, I'll go
20 Q.C. 20 through that four-step process and that will
21 KELLY, QC. 21 describe the report findings.
22 Q. Thank you, Mr. Chairman. Mr. Comerford, if we 22 KELLY, Q.C.
23 could turn to Appendix A of the report first? 23 Q. Okay. If you could beginthen with the
24 Mr. Aboud, you arethe National Director of 24 methodol ogy?
25 Hay Group Canada’ s Reward Consulting Practice? 25 MR. ABOUD:
Page 2 Page 4
1 MR. ABOUD: 1 A. So the methodology, thank you, is a
2 A Yesdr, | am. 2 methodology called job evaluation. So Hay
3 KELLY, Q.C. 3 uses an evaluation tool, not surprisingly
4 Q. And you've prepared this report on an 4 called the Hay Method of Job Evaluation, to
5 executive compensation review for Newfoundland 5 compare jobsto the market and to determine
6 Power, dated September 21st, 2009? 6 the competitive pay of jobstothe market.
7 MR. ABOUD: 7 The method of job evaluationis one that
8 A. |have 8 recognizes all the component elements of ajob
9 KELLY, Q.C. 9 and puts a point scoreto them, so that when
10 Q. Anddo you adopt the report as your evidence 10 we compare jobs of the same points to other
11 in this proceeding? 11 jobsin the database, we know we' re comparing
12 MR. ABOUD: 12 to jobs of comparable skill, effort and
13 A. ldo. 13 challenge.
14 KELLY, Q.C. 14 Now that’snot the only way to compare
15 Q. Your qudifications areset out there in 15 jobsto the market. The other common method
16 Appendix A, and | understand they include a 16 is something called title match, but to use
17 Masters of Business Administration from the 17 title match means you’ re not adjusting for the
18 University of Western Ontario in 19827 18 differencesin companiesand their jobs to
19 MR. ABOUD: 19 your own jobs. So when you do title match,
20 A. Correct. 20 there haveto be three important conditions.
21 KELLY, QC. 21 Oneisthat you have to have an inventory of
22 Q. Okay. When did you join the Hay Group? 22 common organizations. They havetodo the
23 MR. ABOUD: 23 same thing. They have to be of the same size.
24 A. |joined Hay Group in 1990, soit's been just 24 They have to have similar ownership. They
25 about 20 years. 25 have to have a similar geographical footprint.
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1 So your comparator group hasto bea like 1 MR. ABOUD:
2 group. Secondly, the condition is their data 2 A. Sointhe database, in Hay's 2009 database,
3 have to be available to use and thirdly, their 3 there are 532 organizations, all with current
4 composition of jobs hasto be comparable to 4 points and current pay values for the jobsin
5 your own, so that when you finally title match 5 the database. You can cut, slice and dice
6 your CEOto theinventory of CEOsin the 6 that database in any manner that you'd like.
7 market, you know you have a comparable 7 Our cut for Newfoundland Power was to suggest
8 inventory of jobs. Very difficult totitle 8 the index called commercial industrial
9 match well, so that the boards of directors, 9 organizations. So those are organizations
10 any regulator of concern, can honestly say 10 whose business sector isindustrial oriented,
11 we're doing a proper match. Because, if that 11 that being chemical, pharmaceutical, natural
12 was avery easy thing to doand if the 12 resource utility, and the commercial part of
13 inventory of jobswas available, we wouldn't 13 that definition means private sector
14 dojob evaluation. We would absolutely do 14 ownership, not government ownership. So we've
15 title match, but because it’ s so hard to meet 15 excluded the public sector, the government
16 those conditions, we go to job evaluation. 16 owned organizations and we've excluded the
17 So job evaluation is a representation of 17 financial sector organizations, banks and
18 the skill, effort, responsibilities of ajob 18 insurance, and we're left with 292 commercia
19 trandlated into apoint score. Once we've 19 industrial organizations.
20 translated ajob into a point score, we can 20 So the natural question iswhy that--and
21 compare jobs of similar points into our 21 those organizations, by theway, are spread
22 database, knowing that all those important 22 out across the country. So the natural
23 nuances of company differences and job 23 question is why that group as opposed to some
24 differences have been accounted for because 24 other. Firstly, the industrial set includes,
25 we're comparing to jobs of similar evaluation. 25 as | said, varieties of sectors and some
Page 6 Page 8
1 So that’ s what we' ve done. 1 sectors are naturally richer payers, sectors
2 We ve measured the job content of each of 2 likemining or rea estate development, and
3 the Newfoundland Power jobs and their job 3 some sectors are naturally lower payers,
4 evaluation points are illustrated on the 4 sectors likeretail and forestry. The broad
5 screen in front of us, which | believeis page 5 middle contains most of the business sectors.
6 three of thereport. So the president of 6 The manufacturers would be average payers.
7 Newfoundland Power’s score is 2448 points; the | 7 Utilities, in fact, are average payers.
8 vice-president engineering at 1708; the vice- 8 Service organizations are average payers. So
9 president of finance at 1500 points; the vice- 9 we have a broad spectrum of types of payers.
10 president consumer and corporate affairs at 10 We haven't just chosen high paying sectors,
11 1418; and regulatory and general counsel at 11 nor just low. In fact, the assembly of so
12 1418. So what we're now doing is pricing the 12 many organizations suggests that it's a
13 job to jobsof comparable points in our 13 reflection of the Canadian industrial
14 database. Our database is of many hundreds of 14 landscape. Most large organizations would
15 organizations of many hundreds of thousandsof |15 chooseto price to such aperspective. They
16 jobs. So whenwe go to price the pay 16 know that they gain executive talent and they
17 competitiveness of the president, it’s not on 17 lose executive talent to abusinessof any
18 aCEOto CEO basis, but rather on a 2448 point 18 sector. If we weretalking about not the
19 to 2448 point basis, and that way we know 19 executive jobs, if we weretalking about a
20 we're comparing the jobs of comparable skill, 20 clerical job, wemight likely choose pay
21 effort, responsibility. 21 values from more localy located
22 KELLY, Q.C. 22 organizations, but when we're talking about
23 Q. Okay. Now perhaps next thenisto explain the 23 executive jobs, these people are typically
24 comparator group that you use and how that 24 transferable anywhere across the country and
25 works. 25 to any type of organizationin the country.
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1 Soit is extremely common that most large 1 broad Canadian index. So that’s why we have.

2 organizations in Canada price their executive 2 (9:20am.)

3 talent to a broad Canadian index of 3 KELLY, Q.C.

4 organizations and that’ s what we' ve done here. 4 Q. Okay. Next, perhaps you could explain the

5 The reason that we--so that’swhy we 5 percentile level and where you'’ve positioned

6 priceto abroad index. Thereason why we 6 Newfoundland Power?

7 excluded the public sector organizations is 7 MR. ABOUD:

8 that public sector has a different pay 8 A. So, thank you, any of our executive job

9 principle than private sector, and I’'m not 9 points, we have a couple of executive scored
10 debating right or wrong. I’'m just saying that 10 at 1418 points. These 292 organizations will
11 public sector salaries are absolutely lower. 11 offer many comparable observations at the 1418
12 The public sector short term incentives are 12 point level. We could have 200 comparable
13 noticeably lower, and the public sector long 13 observations at 1418 points. Y ou rank those
14 term incentives are virtually non-existent. 14 in descending order and the natural question
15 Soif you are a private sector organization, 15 iswell, which of those 200 observations do
16 as Newfoundland Power is, it would not help 16 you choose to set your salary midpoint for
17 your effortsto attract, retain and motivate 17 your 1418 point job. Do you set avery high--
18 senior executive talent if your pricing 18 the highest payer, a middle payer, a low
19 mechanism was to the public sector. Sowe 19 payer? Who'sto say at what statistical level
20 excluded the public sector organizations. 20 or at what percentile you choose the data?
21 Again, coming back to the Canadian 21 An example of ahigh statistical level is
22 perspective, there isn't that much regional 22 stereotypically the 75th percentile. That's a
23 differentiation, if thereisany at all, for 23 level a which fully 75 percent of
24 executive jobs across the country. It used to 24 observations are lessthan and only 25 are
25 be that Toronto and Vancouver paid more at the 25 higher than. So that’s a pretty high level of

Page 10 Page 12

1 executive levels. Most other cities paid 1 pay. Conversely, the 25th percentile, 25

2 less. AsMontreal’s pharmaceutical industry 2 percent of the observations are less, 75

3 grew, as Albertan energy sector grew, as 3 percent are lower so that’s a pretty low level

4 other--as mining grew in Saskatchewan, and of 4 of pay. Sothenatura start pointislet’'s

5 thelast two years, the province with the 5 look at the middle. Let’'slook at the 50th

6 second highest salary increases has been 6 percentile, the level at which half the

7 Newfoundland. Soas all regions of the 7 observations are less and half the

8 country have grown, there isvirtually no 8 observations are more, as a mechanism to set

9 regional differentiation for executive jobs of 9 our base salary standard or our base salary
10 large companies. Soit’s natural to take the 10 midpoint and unless we' ve got reasons to vary
11 Canadian index, as opposed to just the local 11 from the average, let’s set our pay principles
12 index for executive jobs. 12 relative to the average. Now we have
13 So that’s why we chosethe commercia 13 suggested setting pay principles relative to
14 industrial Canadian market. Evenif we had 14 the average. So let me discuss why that is.
15 wanted to choose a more local market, even if 15 We've aready discussed stereotypical
16 we had wanted to have chosen a market of the 16 sectorsthat pay highand low. Rea estate
17 four eastern provinces, our database of 292 17 pays high. Retail pays low. Utilities pays
18 commercia industrials doesn't have enough 18 medium. But that’s not the only reason we're
19 depth and breadth of organizations to provide 19 choosing the P50 level. You can describea
20 valid data for a private sector utility. So 20 low payer viaanumber of attributes. A low
21 it would have been the wrong thing 21 payer would be an organization that has avery
22 mathematically, statistically, to choose a 22 high labour intensive structure. Pay isby
23 very small set of organizations from the 23 far their biggest, most dominant expense item
24 Maritimes, so we couldn’t have, had we wanted 24 and they haveto be very careful on how they
25 to, but the right thing to do was to choose a 25 manage pay. They would typically not bea
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1 high payer. Or an organization where the time 1 given the business sector they'rein, thelife

2 it takes to train people to be competent is a 2 cyclethat they'reat, webelievethat the

3 very short time period. It'snot ahighly 3 proper percentile at which to priceto the all

4 skilled work force. They would not be ahigh 4 Canadian industrial market is at the middle,

5 payer. An organization that has high turnover 5 the P50.

6 isnot ahigh payer. They'renot going to 6 KELLY,Q.C.

7 invest in people so asto lose those peopleto 7 Q. Okay. Let’'s turn next then and look at the

8 the competition. Those organizations would 8 particular compensation analysis that you did,

9 not be a high payer. An organization early in 9 and | understand that's largely set out at
10 itslife cycle where it’strying to retain its 10 page seven.
11 cash to continue thelong term success of 11 MR. ABOUD:
12 business would not be a high payer. 12 A. It'ssetout onpageseven, Table2. Thank
13 Onthe other end of the spectrum, the 13 you. So Table 2 isacomposite of the levels
14 discussion of who's a high payer, capital 14 of market pay illustrated by the P75, the P50,
15 intensive industry. Payroll isnot abigitem 15 the P25. Sowe've gone through a long
16 on the expense, onthe P&L andthey need 16 discussion that rationalizes why P50 and yet,
17 absolutely top talent to managethat huge 17 we've asoillustrated P75 and P25 and that’s
18 portfolio of assets. So capital intensive 18 just for informative purposes. Y ou get to see
19 industries would be high payers. High skilled 19 how much richer aP75 valueisand how much
20 sectors, high payers. An organization well 20 lower aP25 valueis. But the variance row,
21 into its life cycle such that it can afford to 21 wherewe say NPversus P50 is obviously the
22 pay competitive compensation, higher payer. 22 Newfoundland Power values asaratio to the
23 So there’ s a stereotypical description of what 23 market’ s P50.
24 makes ahigh payer, what makesa low payer, 24 So let me go across these columns so we
25 and | have no reason to say from that that 25 understand what the dataillustrate, and if |

Page 14 Page 16

1 Newfoundland Power should be alow payer. I'm 1 may, I'll usethe president and CEO asthe

2 willing to say it should be a medium payer. 2 illustrative example. The president’s salary

3 Some might even say from that it could be 3 is370,000. The P50 level of market salaries

4 higher than P50, but | think P50 is the right 4 1S 356,100. The president’ssalary is 3.9

5 level. 5 percent higher than the market’'sP50. 1I'm

6 Thelast perspectivethat 1I'll offer in 6 going to move one column to theright. Total

7 terms of why P50 or not is whether or not you 7 cash isthe addition of base salary plus

8 have all the available types of compensation. 8 target bonus. Now we don't show you the

9 The four types of compensation are base 9 target bonus iteminand of itself. We're
10 salary, short term incentive, long term 10 showing you the sum. So target total cashis
11 incentive, stock options, and awhole package 11 base salary plustarget bonus. Target bonus
12 of non-cash itemsand that package includes 12 is thebonus you earnif all performance
13 your benefits, your perquisites, your pension 13 conditions occur exactly as planned. If
14 and your timeoff. So of those four main 14 performance is below plan or above plan, your
15 packages, salary, short term incentive, long 15 bonus payout may be below or above target ,but
16 term incentive, non-cash, if you're missing 16 this analysis assumes performance at plan for
17 one of them, the most typical onetomissis 17 both Newfoundland Power and for the market.
18 long term incentives, but you want to be P50 18 There will be an additional bonus which will
19 on andl-in basis. Of the other three 19 bring the salary up to a total cash level of
20 elements, one of them hasto be at a premium 20 518,000 for the president, which by theway is
21 to make up for ashortfall inthe oneyou're 21 inclusive of a40 percent bonus, so 518 is 370
22 missing, long term incentives. Newfoundland 22 plus 40 percent, and the market goes up from a
23 Power isnot missing any of the four items. 23 salary of 356 to atotal cash of 540. That
24 They havethem al. So given that they have 24 bonus percent is, | think, 52 percent. So
25 the whole inventory of compensation elements, 25 it's higher than 40 percent. So what we see
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1 happen, and we see this happen for every job 1 and for Newfoundland Power, the binomial

2 at Newfoundland Power, is whatever istheir 2 assumed value of annual grants for the

3 variance in the salary column, 3.9 percent, 3 president is 227,300. For the market P50 is

4 that variance becomes less competitive on a 4 198,500. So thelong term incentive value at

5 total cash basis because Newfoundland Power's 5 Newfoundland Power is above that of the

6 target bonuses are less than the market's 6 market. So when we look at the total direct

7 target bonuses, so the chief executive has now 7 column, we see that where the incumbent was

8 gone from acompetitive position of four 8 minus 4.1 percent to the market’ stotal cash,

9 percent above the market to effectively four 9 they have now risen to .9 percent abovethe
10 percent below the market on atotal cash. 10 market on atotal direct basis.

11 So we'regoing to keep going to the 11 KELLY, Q.C.
12 right, if we may. We're going to add the next 12 Q. Asl understand it, that’s not an actual cash
13 element called long term incentive to get to 13 amount received in the year?
14 accumulative value called total direct. So 14 MR. ABOUD:
15 total direct is plusthevaueof long term 15 A. Thatisnot. Thank you. That isnot the cash
16 incentives when added to total cash to equal 16 amount. The cash amount received thisyear
17 total direct. Long termincentiveis ahit of 17 for stock awards ten years ago could bethe
18 atrickier vehicletovalue. Organizations 18 value that those awards have hopefully risen,
19 have all kinds of long term incentive 19 possibly fallen, and the incumbent’ s decision
20 programs. Newfoundland Power has the market's 20 on when to cash out. So actual received value
21 most traditional long term incentive program 21 is based on incumbent decisions of historical
22 and that is called stock options. So we have 22 grants. Thisisan analysisof thefuture
23 to value the future expected cash flow impact 23 value of thisyear's grants present valued
24 of an option granted today, discount that back 24 back to today.
25 to present and that discounted value isthe 25 KELLY, Q.C.

Page 18 Page 20

1 value shown in the long term incentive column. 1 Q. How doesthat enableyouto compare between

2 (9:30am.) 2 companies then?

3 CHAIRMAN: 3 MR. ABOUD:

4 Q. Kindof likeabDcCF, ain'tit? 4 A. Somost companies have stock optionsand the

5 KELLY, Q.C. 5 mechanics of the tool, the binomial

6 Q. You'relearning fast, Mr. Chairman. 6 distribution tool, are the same, but companies

7 MR. ABOUD: 7 will have different vesting provisions. They

8 A. That's exactly--yes, absolutely, that's 8 will have different termsof their options.

9 exactly what it is, and then the magic ison 9 They’'ll have different pricesat which they
10 what parameters are you forecasting future 10 offer options. So even within those that have
11 cash values, and so there are renowned 11 stock options, we have to use thetool to
12 economic models. The very first one was 12 uniquely value the product. But companies
13 called Black Shoals and the newest one is 13 have different products for long term
14 caled Binomial distribution. Wenow use 14 incentives. Some will have full value
15 binomial distribution. So weare valuing 15 restricted shares. Some will have phantom
16 current grants, future values, discounted to 16 unit. Some will have effectively along term
17 present on an annualized basis and by that | 17 version of their short term incentive plan.

18 mean one organization may only grant--issue 18 It's a cash-based plan for the achievement of
19 grants once every five years. Another 19 three-year objectives rather than the short
20 organization might issue grants every year. 20 term incentive plan asa cash-based plan for
21 Well, that onethat issuesonceevery five 21 the achievement of one year performance
22 years, we don't give them zero values four 22 objectives.

23 years and amassive value in the fifth year. 23 So all of those different plans haveto

24 We averagethat mega grant over the five 24 bevalued unique totheir structure. The

25 years. So annual present value of LTI grants 25 binomial distribution or any model will alow

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

Page 17 - Page 20

NP’s 2010 General Rate Application




October 26, 2009

Multi-Page™

NP’s 2010 General Rate Application

Page 21 Page 23
1 us to recognize and commonize the value of any 1 expense. Can you give usa senseof the
2 different kind of long term incentive plan 2 proportion borne by rate payers?
3 from our clients. 3 MR. ABOUD:
4 KELLY, Q.C. 4 A. Themathisrelatively easy. If wetakethe
5 Q. Okay. Now, inthisjurisdiction, longterm 5 881 all in president’ s value and we reduce the
6 incentive or the stock options are treated as 6 227 LTI from it, you get a number that’ 660
7 anon-regulated expense, as you' ve indicated 7 something, 650 something. That number, by
8 on pagesix. Sol think we can move on then 8 coincident, this is coincident, sothis is
9 to the next one. 9 coincidental, it's very similar tothe P 25
10 MR. ABOUD: 10 total REM value of the market at 650. So by
11 A. Right. So, | mean, | thought it was--personal 11 coincidental calculation, the rate payer
12 opinion, | thought it was somewhat gracious of 12 covers the cost of the president at the 25th
13 the company to show long term incentive 13 percentile of the market. So maybe some might
14 because, | mean, it’s not arate payersissue, 14 say good deal for the rate payer, but that’s
15 so butit's illustrated anywaysto get a 15 the way the math works.
16 reflection of total compensation. 16 KELLY, Q.C.
17 So to go between the second to last 17 Q. Okay. Can yougiveusyour overall summary
18 column and the last column is toadd the 18 and conclusions then?
19 package of non-cash compensation 19 MR. ABOUD:
20 opportunities, and again, non-cash is the sum 20 A. Okay, so if we-and | think they are
21 of four things and they are the standard 21 summarized on pagetwo, if wecould, Mike,
22 medical, dental, disability benefits. They 22 please? So they are to say that it's
23 are the perquisites, which the biggest oneis 23 reasonable that we use the broad Canadian
24 company cars. They are retirement or pension 24 industrial market as our comparator group.
25 and they are time off, vacation and statutory 25 It's reasonable that we price it P50 of that
Page 22 Page 24
1 holidays. Sothesum of all that non-cash 1 market to compare compensation competitiveness
2 package, when added to total direct, becomes a 2 of our executives and importantly, and maybe |
3 cumulative value we call total remuneration. 3 could have discussed thisa bit more on page
4 Thetotal remuneration value for the president 4 two, the variances that we saw on Table 2 are
5 i$881,000. For the market, it's 882,000. 5 the type of variances that | expect to see all
6 The president’ s variance to market is almost 6 the time. Thefact that we've set pay
7 non-existent. The president is.1 percent 7 standards to certain principles, they being a
8 below market. Soit suggests that--well, it 8 broad industrial market at the P50, doesn’t
9 suggests that the president went from along 9 suggest that we're going to price every
10 term incentive--sorry, atotal direct position 10 executive exactly to those standards. We
11 that was.9 above market toa total REM 11 would always expect that incumbent specific
12 position that’s .1 below market. 1t suggests 12 pay is reflective of incumbent performance and
13 the president’ s non-cash package must be very 13 incumbent years of service. So we would never
14 similar to the market’ s non-cash package. 14 expect that you' re going to have exactly spot
15 Now the valuation of the four subitems of 15 on the market numbers. We expect to see
16 non-cash, benefits, perquisites, time off and 16 variances and the variances| seefor all
17 pension, thereare complications in those 17 columns, for all rowson Table 2, are easily
18 calculations. I'll go into that discussion, 18 within the normsthat | see. Infact, if
19 if you'd like, but thisillustration suggests 19 anything, they would be a bit conservativein
20 that the cumulative non-cash package of the 20 their lack of significant variance.
21 president is equal to the market because the 21 Thereis, I’ve just come to understand, a
22 total direct variance is similar to the total 22 principle a¢ Newfoundland Power’s salary
23 REM variance. 23 structure that says except for exceptional
24 KELLY, Q.C. 24 circumstances, no executive salary should be
25 Q. Okay. Now theLTI valueis anon-regulated 25 more than ten percent above the market
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1 standard. For aprivate sector organization, 1 (9:45am.)
2 that is very conservative. In my experience, 2 MR. ABOUD:
3 a private sector organization would typically 3 A. Welook--in part, yes. We certainly looked
4 say we don’t want to pay an executive more 4 at--when we do any piece of work, we start
5 than 20 percent salary above standard and here 5 from what is, but we also reflect back to core
6 you folks are using a pay principle of ten 6 principles. So concurrently, we're sayingis
7 percent above standard. In fact, if there’'sa 7 itright in and of itself. We're aso saying
8 trend, private sector organizations have 8 how similar isit of current reports. We're
9 pushed 20 percent up to 25 percent. They are 9 doing both at the same time.
10 not going to incur therisk of losing akey 10 EARLE, Q.C::
11 contributor role for the sake of five or ten 11 Q. Asl understand it, the decision to usethe
12 thousand dollars when it would cost 50 to 12 Canadian commercial industrial index as a
13 100,000 dollars of recruitment feesto replace 13 comparator group, that’s one that has existed
14 a person and the huge risk of business 14 for anumber of years?
15 continuance when a senior executive leavesis 15 MR. ABOUD:
16 far too important to constrain someone’s 16 A. Itis. It hasexisted for anumber of years.
17 salary to only ten percent above standard. So 17 EARLE, Q.C:
18 thefact that you have aten percent above 18 Q. Andsimilarly, the decision to position at the
19 standard, | think, isa pretty conservative 19 50th percentile, that has existed for a number
20 principle, and none of your people exceed that 20 of years?
21 principle. 21 MR. ABOUD:
22 So dl in, | think the variance 22 A. Ithas, yes.
23 percentages are conservative. | think the pay 23 EARLE, Q.C..
24 principles aresound. There snothing in 24 Q. Now if we could go to page three of your
25 Table 2 that would suggest, from my 25 report? You haveindicated you didn’t call
Page 26 Page 28
1 experience, that is untoward. 1 it, as it'scalledin your report, apoint
2 KELLY, QC. 2 score system, but same meaning, | take it.
3 Q. Thank you, Mr. Aboud. Those are my questions, 3 Youindicated that there wasapoint score
4 Mr. Chairman. 4 developed for the positions. So the point
5 CHAIRMAN: 5 scoreswe seein Table 1, would those have
6 Q. Mr. Johnson. 6 been done for this report?
7 MR. JOHNSON: 7 MR. ABOUD:
8 Q. Mr. Earlewill be questioning Mr. Aboud, Mr. 8 A. Yes andthank you for that question. Thisis
9 Chairman. 9 what | meant by we used historical reports and
10 MR. KARL ABOUD, CROSS-EXAMINATION BY RANDELL EARLE, Q.C. 10 we came back to first principles. So wedo
11 EARLE, QC: 11 certainly look at historical reports and these
12 Q. Good morning, Mr. Aboud. 12 are the old points, but concurrently for this
13 MR. ABOUD: 13 review, we re-scored the jobs to ensure that
14 A. Good morning. 14 the points of record are still valid as
15 EARLE, QC: 15 points. So concurrently we did first
16 Q. How long has Hay Group had arelationship with 16 principles, and we looked at old material, and
17 Newfoundland Power? 17 they were the same.
18 MR. ABOUD: 18 EARLE, Q.C.:
19 A. I'mtrying togiveyou the exact year, but 19 Q. Sowhat would the variance have been between
20 it'sbeen many. SoI'm going to assume ten, 20 preexisting points scores and the present?
21 but | don’t know for sure. 21 MR. ABOUD:
22 EARLE, QC: 22 A. They arethe same. These are the preexisting
23 Q. Sowouldit befair tosay that thisreport 23 points scores and they are the points --
24 that you have presented isin fact areview of 24 EARLE, Q.C.:
25 existing practice? 25 Q. So the points scores haven't changed?
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1 MR. ABOUD: 1 no maximum.  Whatever organization or
2 A. Thepoint scores haven't changed from the last 2 government that we can think of in the world
3 review. 3 asbeing the biggest most challenging, most
4 EARLE, Q.C. 4 complex job that exists, if you were to add
5 Q. Now let meseeif | can be sure we have a good 5 two of those companies together, it becomes
6 understanding, and if we go to page 10, 6 bigger till. So the pointsin -- the points
7 Appendix B. These are al the factors at page 7 can be come as high as the situation warrants.
8 10? 8 So thereis no maximum, but moreto your
9 MR. ABOUD: 9 question, how do we determine what the points

10 A. Thoseare all thefactors weused for this 10 score should be --

11 review. They are eight, and I’'m counting the 11 EARLE, Q.C:

12 sub-bullets, not the major headings. They are 12 Q. That wasn't my question.

13 eight of the twelve sub-factors. There are 13 MR. ABOUD:

14 four additional sub-factors in the broad 14 A. Okay, sothereisno maximum.

15 spectrum of the HAY Job Evaluation System, and |15 EARLE, Q.C.:

16 they are the sub-factors incorporating working 16 Q. My question ishow do you determine the

17 conditions. They are point scores that 17 maximum?

18 recognize how heavy arethethings we lift, 18 MR. ABOUD:

19 what isthe risk of injury, to what degreeto 19 A. Thereisno maximum.

20 al your senses haveto be paying attention, 20 EARLE, Q.C..

21 and towhat degree you go home at night 21 Q. Thereisno maximum?

22 frustrated. Thereisamental stress piece. 22 MR. ABOUD:

23 EARLE, Q.C.: 23 A. No.

24 Q. Youwouldn't use those for executives? 24 EARLE, Q.C.:

25 MR. ABOUD: 25 Q. Isthat truein all your evaluation scheme

Page 30 Page 32

1 A. Butthat'stheprinciple. While we do score 1 schema?
2 executives on those points in terms of 2 MR. ABOUD:
3 establishing true internal equity of all jobs 3 A. Yes, absolutely, there is-- thereis no --
4 in the company, those four factors were added 4 total pointsis our term for the sum of these
5 because of pay equity legislation. Not all 5 eight sub-factors. Thereis no total points
6 companiesin Canada are mandated to file pay 6 maximum that the biggest most complex job that
7 equity, not all companies have the working 7 runs the biggest most complex company or
8 conditions component in their evaluations. So 8 government in the world can have.
9 when we' re using the tool to price executives 9 EARLE, QC:

10 to the market, the common perspective ison 10 Q. That'snot the question. Isthat true for all

11 the eight sub-factors because not all 11 your evaluation schema? Like, I'm familiar

12 executivesin al companies are scored on the 12 with your schemabeing used for industria

13 four sub-factors. 13 jobs, and 1've seen maximum points on your

14 EARLE, Q.C.: 14 matrices associated for "know how" with a

15 Q. My question isthese are the factors that you 15 particular job.

16 used for the Newfoundland Power executives? 16 MR. ABOUD:

17 MR. ABOUD: 17 A. There'sno maximum "know how" point for ajab.

18 A. Thesearethem, yes. 18 EARLE, Q.C.:

19 EARLE, QC. 19 Q. Okay. So, | takeit, the "know how", though,

20 Q. Okay. Now how do we get to the maximum points 20 must be associated with the job.

21 for any given factor? How do we decide how 21 MR.ABOUD:

22 many points should be allocated to afactor 22 A. Oh, gosh, for an executive jab, it could well

23 for executives? 23 be the most important factor, yes.

24 MR. ABOUD: 24 EARLE, QC.

25 A. Good question. They're-- firstly, thereis 25 Q. But, for instance, if the President of
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1 Newfoundland Power happensto be a nobel 1 of our benchmark data.
2 laureatein literature, it may not -- while he 2 EARLE, QC.
3 may be very knowledgeable, he may not offer a 3 Q. Okay, then, Mr. Aboud, what | wanted to
4 lot to the job? 4 understand the benchmark before | understand
5 MR. ABOUD: 5 what you do with the benchmark. So how do you
6 A. That'sa good point. Wedon't measure the 6 -- let’s take "know how", and let'sgo to
7 attributes of the incumbent. We measure the 7 communicating and influencing skills.
8 needs of the job and assume the incumbent has 8 MR. ABOUD:
9 those "know how" needs. 9 A. Sure
10 EARLE, Q.C: 10 EARLE, QC.:
11 Q. Solet’sgo down to through these points. | 11 Q. Now that’'s something that I think commonsense
12 mean, if there are no maximums, do you havea |12 tellsus that every executive should have.
13 benchmark? 13 How do we develop, how do we get a benchmark
14 MR. ABOUD: 14 that says that a position which involves alot
15 A. That'sthe basis by which the evaluations are 15 of communication with the public, alot of
16 done is benchmarking, but there are no 16 communications with government leaders,
17 maximums. 17 opinion leaders, how do we get a benchmark
18 EARLE, Q.C. 18 that says somebody who requires alot of this
19 Q. And how isthe benchmark constructed? 19 in their job gets 100 points, 150 points, or
20 MR. ABOUD: 20 75 points for that job? Excuse me, |
21 A. Sure. Soinour database of 500, and | think 21 shouldn’t say somebody, a job which requires
22 | said 32 organizations, and 292 industrial 22 it?
23 commercials, we have 292 CEO evaluations with |23 MR. ABOUD:
24 al those evaluations known interms of the 24 A. Soif we-- coming back to the fact that we
25 company’s business model, the company’s 25 have eight factors and you're talking about
Page 34 Page 36
1 revenue size, the company’s geographical 1 the third one, communication and influencing
2 footprint, the company’ s ownership, and so we 2 skills, we have scaled definitions of degrees
3 haveall that benchmark data. As well, we 3 of al of these factors, bethey technical
4 have international benchmark standards 4 depth, managerial breadth, communication
5 obviously way beyond Canada of how we've 5 skills, or any of the others, weread the
6 evaluated cEosin all kinds of companies and 6 definitions that align to our scale and we say
7 al kinds of geographies. So when we consider 7 for communications, this job score is
8 the CEOIin any organization, Newfoundland 8 communication level 3, which, infact, it
9 Power, we say to ourself what is the 9 does. Communications level 3 isthe highest of
10 complexity of the businessof transmitting 10 the communications scale, and it says not just
11 energy. We'renot generating energy, we're 11 it must communicate, but it must influence and
12 transmitting energy. What is the revenue size 12 impact people to work in away to the best
13 with and without the transfer costs of buying 13 interest of the organization. So there'sa
14 the raw product from the producer, so what is 14 lot of impact and influence, whether it'sto
15 the value-added and what is the gross revenue, 15 internal  constituents or externd
16 and what are the assets of the company. What 16 congtituents. So it gets level 3 human
17 isthe ownership of thecompany. In this 17 relation skills, and level 3 human relation
18 case, it'saprivate sector, the COE reports 18 skillswill start the process of adding to the
19 to aBoard of Directors. What is the employee 19 point score.
20 base, isthe company unionized. That addsto 20 EARLE, Q.C..
21 the degree of complexity. So we consider all 21 Q. So level 3 communication skills, how man
22 those factors, we map them to all of our 22 points does that give you for an executive?
23 benchmark references, and we conclude going 23 MR. ABOUD:
24 through the evaluation scoring system that 24  A. Thereisno answertothat. Thisis nota
25 thisjob deserves 2448 points relative to al 25 point factor system. This is a point
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1 relativity system. What level 3 does isit 1 that areas of the chart are nowhere near 400,
2 adds three more steps of points to whatever 2 they are much closer to 900. A job would have
3 the "know how" points are that time. 3 to score lesstechnical breadth. Instead of
4 EARLE, Q.C. 4 G, it would be E, to get to your 400 example.
5 Q. Wdll, a some pointintime, you managed to 5 It would have to score less manageria
6 givethe position of President and CEO of 6 breadth, kind of level 3, not 4, and it could
7 Newfoundland Power, 2448 points? 7 score the same human relation skillsif it'sa
8 MR. ABOUD: 8 regional manager that has to have human
9 A. Right. 9 relations, level 3. That regional manager,
10 EARLE, Q.C.: 10 E33, could score 400 points.
11 Q. How do your level 3 communication and 11 EARLE, Q.C::
12 influencing skills, your whatever level 12 Q. Mr.Aboud, I don’'t think you're getting my
13 thinking challenge, your whatever level 13 question, so I’'m going to see if | can start
14 freedom to act, how do they trandate into 14 youat a point. If you have ajob that
15 numbers? 15 requires none of theitems under "know how",
16 MR. ABOUD: 16 theoretical --
17 A. Ifyoulook at-we'll talk about thethree 17 MR. ABOUD:
18 subsets of "know how". If you look at 18 A. Right.
19 practical, technical, or the depth of 19 EARLE, Q.C::
20 technical skill the incumbent has to have, and 20 Q. The points associated would be zero, right?
21 you read all our definitions of that scale, 21 MR. ABOUD:
22 we're assigning the job level G technical 22 A. More so. Therewouldn’'t be a job, but
23 skill. On management breadth, we're assigning |23 technically, yes.
24 thejob level 4 skillset to manage across a 24 EARLE, Q.C..
25 business, and in human relation skills, we've 25 Q. Somy question is how do you get to the point
Page 38 Page 40
1 aready said we're assigning the job level 3 1 of saying that, you know, these various levels
2 human relation skills. When you intersect a 2 and you say they intersect at 900, but by a
3 three dimensional grid, level G, level 4, and 3 simple scaling exercise, you could change that
4 level 3, you get to acell that has apoint 4 to half, right?
5 valueinit. That point valueis 920 points, 5 MR. ABOUD:
6 and those are the "know how" points for the 6 A. Mathematicaly, you can have anything, but we
7 President of Newfoundland Power. 7 would never have assigned those points to the
8 EARLE, Q.C.: 8 Cceo of Newfoundland Power.
9 Q. So you essentidly establish a three 9 EARLE, Q.C:
10 dimensional matrices? 10 Q. Sohow do we get to the point that a point of
11 MR. ABOUD: 11 intersection is worth 900 versus 4007?
12 A. For the "know how", yes. 12 MR. ABOUD:
13 EARLE, QC. 13 A. Soimagine these grids that in some cases are
14 Q. For the"know how". 14 three dimensional, in some cases are two
15 MR. ABOUD: 15 dimensional, have scaling down the sides,
16 A. Andthe point of intersectionis920 "know 16 scaling acrossthe top, sub-scaling human
17 how" points, and then we start adding the 17 relation skills, and all those scalings have
18 points to ultimately get to 2448. 18 definition, and as you get deeper technicals,
19 EARLE, Q.C. 19 broader managerials, the point scales get
20 Q. And how does"know how" result in a 900 versus 20 higher because thejob issimply responsible
21 a 400 point score at that point of 21 for things that are more challenging and
22 intersection? 22 tougher to do. So asyou go wider on the
23 MR. ABOUD: 23 scales, the points become higher. The
24 A. Sure. So if ajob scores, | think | said, 24 challenge is to determine where on the scale
25 level G, level 4, level 3, the point valuesin 25 the job best fits, but to our earlier
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1 discussion, we've got in Canada hundreds of 1 So in "know how", if you are an organization
2 benchmark references, internationally 2 that, 1’1l use my client, Hydro One, which is
3 thousands of benchmark references. We 3 an organization similar to Newfoundland Power,
4 correlate this job in terms of your 4 and obviously an organization you folks know,
5 description of the role into the words of our 5 years ago Hydro one was incorporated with
6 grid. We benchmark this job tothe many 6 Ontario power generation, abig company called
7 thousands of reference jobs we've aready 7 Ontario Power. The same amount of power was
8 scored in our tool, and we say to ourself 8 generated, but the vertical integration of
9 where does it best define relativeto our 9 Hydro Oneis only apart of what Ontario Hydro
10 definitions of the grid, where have we scored 10 was. So thefact that the organization has
11 generally similar jobs. We bring those two 11 less vertical integration, similar to
12 things together and we say to ourself, we 12 Newfoundland Power, reduces the technical
13 think thisjob is best reflected as a G43 920. 13 challenge of running the company. It'snot a
14 EARLE, Q.C: 14 generator and atransmitter, it's just a
15 Q. Soessentially your point score isa position 15 transmission organization. There's less
16 relativeto all other similar jobs? 16 technical challenge in being half of a company
17 MR. ABOUD: 17 than awhole. Soit’s not as much purerisk,
18 A. That would be correct. | mean, it'sabigger 18 but we're recognizing vertical integration.
19 definition than that, but that would be 19 In terms of problem solving, the factor on the
20 correct. 20 page called thinking challenge is a measure of
21 (10:00 am.) 21 how complex are the decisionsyou make. We
22 EARLE, Q.C.: 22 don’t as much care about their purerisk; if
23 Q. Yeah, okay. Now if wegoto thesefactors, 23 you make abad decision, something terrible
24 would you tell uswhich factorsincorporate 24 happens. If we wereto score ajob for
25 risk taking, and let me give you an example of 25 consequence of error, our term for your
Page 42 Page 44
1 what | mean by that. If you are the President 1 example, we might givemost pointsin the
2 and ceo of asoftware company and you'rein 2 world to an airplane mechanic, because if the
3 the businessof bringing out new software 3 airplane mechanic does something bad, disaster
4 products, a big successin bringing out a new 4 happens. Wedon't believe ajob should be
5 software product can be wonderful for the 5 measured on what if it performsbadly. We
6 company. Failure, because there's been ahuge 6 believe ajob should be measured assuming it
7 upfront development investment, can be a 7 performsas expected. Sowedon’'t measure
8 disaster. So that'srisk behaviour. Tell me 8 consequence of risk, but we measure how
9 where in your factors for an organization you 9 complex are the challenges that it faces and
10 incorporate the risk that’s associated with 10 problem solving, and in accountability, again
11 the job? 11 thisisn't exactly risk. We measure the size
12 MR. ABOUD: 12 of the decision, are you making big decisions
13 A. We incorporate your definition of risk in 13 or small decisions. All else being the same,
14 different ways than | think you're defining 14 the bigger decisionsyou make score more
15 risk. | think if we learnt anything from the 15 points than if you're making smaller
16 newspapers as of recent months, we don’t want 16 decisions. So we measure -- again it’s not
17 to emphasize enhancing pay for people to take 17 exactly risk because you shouldn't measure
18 highrisk situations. | think that's how 18 risk when you determine -- you shouldn’t
19 there was an economic meltdown. Sowedon't |19 encourage people to take risk whenyou set
20 say we're going to give more points if you 20 pay, but rather we measure complexity of the
21 take morerisk, therefore, we're going to pay 21 business, challenge of the decisions, and size
22 you more if you put the company in potentia 22 of the decisions. None of those are exactly
23 long term jeopardy. We don’t do that, but we 23 risk.
24 do incorporate the challenge of ajob, but not 24 EARLE, Q.C..
25 necessarily -- | wouldn’t define it asrisk. 25 Q. Well, let's takemy example and look at
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Page 47

1 accountability and nature of impact. Wouldn't 1 intensive, they havea massive amount of

2 nature of impact incorporate the fact that a 2 assets for which one person isresponsible,

3 job requires making decisions which can lead 3 and they need the absolute most blue chip
4 to very high profit or very largeloss by a 4 person they can find in the world to open that
5 company? 5 mine on time, to standard, and to produce the
6 MR. ABOUD: 6 product they expect, so they’ll pay whatever
7 A. Wdll, that might be someone’sinterpretation 7 they have to pay, but they’re paying it

8 of thewords "nature of impact”, but that’s 8 because they’re capital intensive and pay isa
9 not the mechanics of the HAY tool subsection 9 meaningless item on their PNL statement.
10 called "nature of impact”. It isnot that. 10 They'renot payingit or they shouldn't be
11 EARLE, Q.C: 11 paying it because we want someone who' s going
12 Q. Andareyou telling usthat because you don’'t 12 to make the most high risk decisions possible,
13 want peopleto be paid on the basis of risk 13 and consequently we have major banks going
14 taking, that you don’t account for this? 14 bankruptcy. They won't pay because of risk,
15 MR. ABOUD: 15 they’ll pay because of thejob challenge,

16 A. No, 'mnot saying that. I’'m saying to 16 though.

17 properly score ajob, you do not give it more 17 EARLE, Q.C:

18 points because the nature of it making a 18 Q. Speaking of the percentile level, isn't that -

19 decision that causes disaster is an 19 - because you indicated that mining generally
20 expectation of thejob. Youdon't scorea 20 pays high, retail generally payslow. That is
21 consequence of error, but when you're pricing 21 alandscape that is essentialy established
22 ajobto the market, if thereis abusiness 22 irrespective of peoplelike HAY Group, right?
23 sector that pays high for risk like investment 23 MR. ABOUD:
24 banking, actually my background, we as 24 A. Oh, absolutely, yes.
25 investment bankers, as capital market bankers, 25 EARLE, Q.C.:

Page 46 Page 48

1 would not set our pay market to be the 1 Q. So where companies put their employees
2 commercial industrial index. We would set our 2 percentile-wise is really the company’s

3 pay market to be investment banking or capital 3 decision. You only evaluateit?

4 markets. Thenature of the sector pays 4 MR. ABOUD:

5 differently than the broad industrial sector, 5 A. My goodness, that couldn’t be -- well, truly

6 but my points as an investment banker wouldn’t 6 the decision isthe Board or the Committee of
7 necessarily score morethan my pointsas a 7 the Board, andthen it's the company to

8 regional manager of a company that sells paper 8 implement it, both hopefully using HAY as
9 products. Just because | have a riskier 9 assistance in the background, but, yes.

10 position, | wouldn’t score more points, but | 10 EARLE, Q.C::

11 might get paid moreif | priced to the 11 Q. Now you indicated that you can slice and dice
12 investment banking market. 12 your data to come up with just about any kind
13 EARLE, Q.C:: 13 of sample that a client would want, correct?
14 Q. Okay. Would it befair to say that within the 14 MR. ABOUD:

15 commercial industrial industries that a 15 A. Correct.

16 position that has more risk, like mining, 16 EARLE, Q.C.:

17 would be ranked in a higher position? 17 Q. So, for instance, for a database for

18 MR. ABOUD: 18 comparison, you could create adatabase, a
19 A. There'sa correlation between risk and pay, 19 sub-base, out of your 532 for companies having
20 but there’ s not a cause/effect relationship. 20 sales less than abillion dollars?

21 So the fact that there' s a correlation, mining 21 MR. ABOUD:

22 has higher pay, mining has higher risk, 22 A. Correct, yes.

23 doesn’'t lead to the assumption that higher 23 EARLE, Q.C.

24 risk equals higher pay. The reason mining has 24 Q. Or companies having abook valuelessthan 2
25 higher pay is that they’re very capital 25 billion dollars?
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1 MR. ABOUD: 1 are only 35 who are head officed in the
2 A Sure 2 Maritimes.
3 EARLE, Q.C: 3 EARLE, Q.C:
4 Q. And you could create an Atlantic utility 4 Q. Obvioudy, I'm not familiar enough with
5 database, right? 5 Atlantic Canadato pick out 35, but | think
6 MR. ABOUD: 6 you would agree with methat there are alot
7 A. In theory, as long as there's enough 7 more than 35 substantial businesses with Chief
8 observations to support it, yes. 8 Executive Officers and Presidents in the
9 EARLE, Q.C.: 9 commercia industrial sector in Atlantic
10 Q. And likewise a Canadian utilities database? 10 Canada, right?
11 MR. ABOUD: 11 MR. ABOUD:
12 A. Yes 12 A. I’'m surethat’s true. Sowe don't have
13 EARLE, Q.C:: 13 Irvings, we don’t have McCains, we don’t have
14 Q. Or an Atlantic Canadaregional database? 14 Sobeys in the database, their empire.
15 MR. ABOUD: 15 EARLE, Q.C.:
16 A. Yes, that'strue. 16 Q. Now you've got this Canadian industrial
17 EARLE, Q.C: 17 commercia subset, and looking at your table
18 Q. Youindicated that there was a problem within 18 on page 7, it would appear to methat the
19 Atlantic Canada database. Y ou thought it 19 figures skew higher in the top 50th
20 might not work statistically? 20 percentile, isthat correct?
21 MR. ABOUD: 21 MR. ABOUD:
22 A. Correct. 22 A, The data values would be -- well, as
23 EARLE, Q.C.. 23 illustratively, P75 isin the top half, P25 is
24 Q. Now that really isaproblem of the data that 24 in the bottom half, so, yes, the values of P75
25 HAY Group has availableto it, isn't it? 25 are noticeably higher than P25.

Page 50 Page 52
1 MR. ABOUD: 1 EARLE, Q.C.
2 A. | think it's a reality of the economic 2 Q. Yes, therange P50 to P75 is higher than the
3 landscape of Canada. 3 range P50 to P25, right?
4 EARLE, Q.C. 4 MR. ABOUD:
5 Q. Wdl,isn't ittruethat if welook at the 5 A. By mathematical definition, absolutely, yes.
6 companieslisted on pages 11 through 13 of 6 EARLE, Q.C.
7 your report, these are companies which agreed 7 Q. Yeah, what isthe range zero to 100?
8 to provide you with data? 8 MR. ABOUD:
9 MR. ABOUD: 9 A. Theproper definition would be 1 to 100, not
10 A. Right. 10 Zero.
11 EARLE, Q.C: 11 EARLE, Q.C:
12 Q. Soyour problem in Atlantic Canadais that you 12 Q. 1to100.
13 don’'t have enough companies providing you with |13 MR. ABOUD:
14 data? 14  A. Sothe rangeof pay at P10 would likely be
15 MR. ABOUD: 15 about 20 percent lessthan that of P25. The
16 A. That'sashared problem. Not enough provide 16 range of P90 would likely be about 25 percent
17 us, but in absolute there are not enough. 17 higher than P75. | don't know what the
18 EARLE, Q.C:: 18 absolute value of P100 or P1 are, but there
19 Q. | mean, looking at the companies here, you do 19 would be noticeable variability as you go from
20 not have a lot of them that operate in 20 P1 to P100 in terms of dollar value,
21 Newfoundland? 21 noticeable variability.
22 MR. ABOUD: 22 EARLE, QC.
23 A. Well, we have-- | don't know specifically 23 Q. Butwouldit befair to say that there’ s a bit
24 about Newfoundland. There are hundreds of 24 of aclustering below the P50 down to, say,
25 them that operate in the Maritimes, but there 25 P15?
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1 MR. ABOUD: 1 median. On a big database, it typicaly
2 A. Actudly, it would be the opposite. The more 2 doesn’'t necessarily matter, but | don’t have
3 you go to the outer edges of the piece, the 3 them in front of me.
4 more you havethose extremely low paying 4 KELLY, Q.C.
5 outliers and extremely high paying outliers, 5 Q. Intermsof anundertaking, Mr. Chairman, |
6 SO ina private sector organization where 6 don’t know that that materially adds anything
7 they’'re getting a million stock options a 7 to the Board’ s understanding or analysis. If
8 year, you could seeavalueat P100. Where 8 it's something the Board wishes, we'll take it
9 the P75 valueis 1.2 million, you might see a 9 under consideration, but it's aquestion for
10 value of 5 million because as you get to the 10 the Board.
11 extremes of the percentiles, you start to see 11 EARLE, Q.C:
12 the outliers. That'swhy wedon't liketo 12 Q. Excuseme--
13 play at theextremes because we're being 13 CHAIRMAN:
14 influenced by outlier pay. Weliketo play in 14 Q. What would the value be of an average here? |
15 the middle because all the outlier impact has 15 mean, if I'm making amillion bucks, you're
16 been diluted and we have amore stable value 16 only making a buck, | mean, the average salary
17 in P50 than we do the -- 17 is $500,000.00. That doesn’t tell me
18 EARLE, Q.C:: 18 anything. 1'd rather be making 500 grand now,
19 Q. That'swhy, Mr. Aboud, when| asked youthe |19 but, | mean --
20 question, | said clustering between the P15 20 MR. ABOUD:
21 level and the P50 level? 21 A. Mr. Chair, if | may, what concerns us about
22 MR. ABOUD: 22 averages, and this is back to, sir, your
23 A. No, 15isoutlier territory. 23 question about the outlying data. Averages
24 EARLE, Q.C.. 24 are, by definition, an average of all
25 Q. So even atthe 15 percentile, you're an 25 observations, and if there are extreme low or
Page 54 Page 56
1 outlier in terms of lowness? 1 high paying outliers, they impact the math of
2 MR. ABOUD: 2 the calculation of average. The median isthe
3 A. Oh, absolutely, yes. 3 value on a list of al observations in
4 EARLE, Q.C. 4 descending order. That’sright in the middle.
5 Q. Sowheredoes-- 5 It's not impacted by the extravagantly low or
6 MR. ABOUD: 6 high outliers. So median isa more stable
7 A. Youcan be. 7 number. Inamonster list -- in avery large
8 EARLE, Q.C.: 8 database, the outliers, unless they’'re
9 Q. Now I thought | heard you say that the 9 extraordinarily high outliers, will not impact
10 positioning of Newfoundland Power wasat the |10 the average to be much different than median.
11 average, but they’'reat the median, aren’t 11 So normally thosetwo numbersare similar.
12 they? 12 This database is sufficiently large that
13 MR. ABOUD: 13 having the average data dlight percentage
14 A. They're at the median. 14 variance different than the P50, probably
15 EARLE, Q.C.: 15 higher than P50, not lower, but certainly
16 Q. Sowhatis-- what arethe average salariesin 16 nowhere close to P75, would be a statistic
17 your sample for the positions that you 17 that, in my opinion, isn’'t necessary, soO
18 provided us at page 7, and if you don’t have 18 that’ s what the average is.
19 them off the top of your head, Mr. Kelly, we'd 19 EARLE, Q.C:
20 be happy enough to receive an undertaking. 20 Q. Mr. Chairman, we agree that the average is
21 MR. ABOUD: 21 amongst the least salient derivations that can
22 A. And we don't have them off the top, and with a 22 come from this, but there are some-- sowe
23 big database, they’ re generally close to P50. 23 can dispense with that, but there are some
24 There is a dtatistical -- there is a 24 other manifestations of this datathat we
25 definitional difference between average and 25 would liketo see, in particular, Mr. Aboud,
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1 wherewould Newfoundland Power fitin your 1 determinants of that job’s point value, and
2 samplein terms of book value of the company? 2 the point value, therefore, isadjusted by
3 MR. ABOUD: 3 company size, by revenue. When we compare this
4 A Sorry, | don't know. 4 job's presidential points to other job's
5 EARLE, Q.C: 5 points, revenue has been -- the differencein
6 Q. Butyou can find that out? 6 revenue has already been mitigated. So we
7 MR. ABOUD: 7 care about revenue, we measure revenue, but |
8 A. | cancertainly find out your book value, but 8 can't tell you what the ranking of, I think
9 the relative positioning of book value to the 9 it's516 million, isinterms of percentile
10 book values of broad orgs, we don't collect 10 termsrelative to all revenues. In part, it
11 book value as astatistical metricin our 11 matters less because the revenue differentials
12 organization, so | couldn’'t tell you where it 12 have been accounted or in the point
13 sitsrelative to. 13 differentials.
14 EARLE, Q.C.: 14 EARLE, Q.C.
15 Q. Soyoucan'ttell us anything about the size 15 Q. Wadll, Mr. Aboud, would you agree with me that
16 of the companiesin your sample? 16 it is a relevant point factor for the
17 MR. ABOUD: 17 evaluation of a CEO position?
18 A. Sizeisoneof the factors we measure again, 18 MR. ABOUD:
19 but book value is not the applicable metric of 19 A. Yes, absolutely.
20 size. 20 EARLE, Q.C.
21 EARLE, Q.C: 21 Q. Okay, and would you also agree that if you had
22 Q. | believe | did hear you say that you do 22 acompany that isstagnant inits revenue
23 collect the sales/revenue figure? 23 growth or has very small revenue growth, that
24 MR. ABOUD: 24 you would expect that relative to the entire
25 A. Absolutely, sir. 25 sample, which in Canada, you know, companies
Page 58 Page 60
1 EARLE, QC:: 1 have generally seen quite expanding revenues,
2 Q. Canyoutel uswhere Newfoundland Power would 2 that thiswould be anindicator for reduced
3 sit amongst your sample in terms of 3 points on the part of that Chief Executive?
4 sales/revenue? 4 MR. ABOUD:
5 MR. ABOUD: 5 A. No, | do not agreethat therate of revenue
6 A. Soyourrevenue isintheareaof between5 6 growthis apoint factor. If therate of
7 and 600 million dollars? 7 revenue growth isindicative of organizational
8 EARLE, QC.: 8 complexities, the resulting complexities are
9 Q. Veayclosetob. 9 measured in points, but the coincidental
10 MR. ABOUD: 10 factor of revenue growth as opposed to revenue
11 A. Veyclose to 5. Wehave revenue of the 11 absolute, revenue growth isnot a factor in
12 organizations of Appendix C that would be from 12 our point determination.
13 100 million, much smaller, to many billion, 13 EARLE, Q.C:
14 much larger. Whereit sitsrelative to the 14 Q. So thefact that acompany is now a lot
15 rank order of broad orgs, honestly | don't 15 smaller in terms of revenue relative to your
16 know. 16 samplethan it was ten years ago does not
17 EARLE, Q.C. 17 impact your point system?
18 Q. | guess, what percentile? 18 MR. ABOUD:
19 MR. ABOUD: 19 A. Oh,of courseit does, becausethe missing
20 A. AndI don't know because it'sjust something 20 part of the discussionisif the premiseis
21 I’ve not done, but the recognition of revenue 21 this company’ s revenues have been stagnant and
22 is very important, so | don’t want to imply | 22 the database revenues have increased, the
23 don't care. When we evaluate all thejobsin 23 points provided to the CEOs of those other
24 the database, all the other ceos, that 24 companies, whose revenues have been going up,
25 company’s revenue becomes one of the main 25 their points have been getting higher over the
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1 years, and, therefore the relative positioning 1 dollars would be to the 40th percentile of the
2 of astagnant company’s revenue, assuming 2 market? So the people -- so we're looking at
3 that’ s reflective of this company, and | don’'t 3 arange. Weinclude P25 and P50. P40 is
4 know that, it will proportionally be alower 4 3/5ths above P25 and 2/5ths below P50, soit's
5 percentile in the ranking of revenues than it 5 abit -- it sabit closer to the P50 than it
6 was before because the others have gone up and 6 isto P25. We can eyeball visually that to say
7 their points have gone up, but this job's 7 that P40 for the cEO's salary could be a
8 points would stay the same. 8 number like 340, but | don’'t have that datain
9 EARLE, Q.C. 9 front of me.
10 Q. Didyou tell us that therelative position 10 EARLE, Q.C.
11 points-wise of the President and CEO, and the 11 Q. Could you undertake to supply that, Mr. Kelly?
12 other positions within the Newfoundland Power |12 KELLY,Q.C:
13 executive group have not changed, that they’re 13 Q. Again, Mr. Chairman, not unlessit’s going to
14 in the same relative position towards -- 14 be of utility to the Board. | mean, we could
15 MR. ABOUD: 15 end up with streams of numbers and broken down
16 A. Fromthelast timewe did the revenue, yes. 16 to what degree. The question isnot what is
17 EARLE, Q.C. 17 it at any particular level. The questionis
18 Q. Inrespect of your overall sample? 18 thisisthe pay policy that Newfoundland Power
19 MR. ABOUD: 19 follows. The question s, isit areasonable
20 A. Yes, g, they're the same asthey werethe 20 pay policy, and unless the information that's
21 last time we did the work. 21 requested is going to materially assist the
22 EARLE, Q.C: 22 Board in that process and that analysis, I'm
23 Q. Andwhen wasthe last time you did it? 23 not prepared to simply provide undertakings to
24 MR. ABOUD: 24 provide this stream of data or that stream of
25 A. A year ago, there was a very summary 25 data, and some other stream of data. So we'll
Page 62 Page 64
1 commentary on executive price comparison. 1 take guidance from the Board as to whether out
2 There' s been degrees of intensity of the work 2 of any of these requests that any of them are
3 we'vedone. I'mgoingto call thelast time 3 of material assistance to the Board.
4 we did the work lessintensive, but it was a 4 EARLE, Q.C:
5 year ago. 5 Q. Wdll, with respect, Mr. Chairman, Mr. Kelly
6 EARLE, Q.C. 6 hasn’t provided an undertaking yet. He's
7 Q. Andso-- | recall that HAY Group was before 7 successfully resisted them all to date this
8 the Board in the 1998 hearing. How many times 8 morning. Thisis all relative, and surely
9 would you have done this type of reevaluation 9 it's of assistance to the Board to know what a
10 over that period of time? 10 relative position of 40 percentile would
11 MR. ABOUD: 11 translateto in dollars as compared to the
12 A. Wdl, wewould have looked at the pointsevery |12 50th percentile.
13 time weissued areport, and | know we issued 13 CHAIRMAN:
14 areportin’98,in’04,in '07,and in’09, 14 Q. Wdl, I don't understand why it would be
15 and now. So | would think the jobs have been 15 relevant.
16 looked at at least six timesover that time 16 EARLE, Q.C.:
17 period. 17 Q. Pardon?
18 EARLE, Q.C. 18 CHAIRMAN:
19 Q. Couldyoutell us, Mr. Aboud, and again if you 19 Q. | don’'t understand why it would be relevant.
20 can't do this by way of a figure off the top 20 EARLE, Q.C..
21 of your head, where these positionsin the 21 Q. Youdon't understand why it would be relevant?
22 table at page 7 would be, if they were at the 22 CHAIRMAN:
23 40th percentile? 23 Q. Waéll, | mean, they’re saying they’re using 50
24 MR. ABOUD: 24 percentile, and you're saying you want the
25 A. What the dollar value -- how the comparative 25 datafor 40 percent. Is that what you're
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1 saying? 1 return on equity isnot fair tothe rate
2 EARLE, Q.C: 2 payer, then, yes, the rate payers are picking
3 Q. That'scorrect. 3 up an excessive amount of the overal
4 CHAIRMAN: 4 compensation, but that’s a separate issue.
5 Q. Surehow isthat going to help me determine -- 5 EARLE, Q.C.
6 I'll speak for me, how is that going to help 6 Q. Uh-hm.
7 me determine whether the President’ s salary is 7 CHAIRMAN:
8 reasonable or not? | mean, | can’t -- 8 Q. What do your lawyers call it, ceteris paribus,
9 EARLE, Q.C.: 9 al other considerations aside.
10 Q. Wdl, we think that the positioning on the 10 EARLE, Q.C::
11 50th percentile istoo high, that it’s putting 11 Q. Uh-hm.
12 the company and the particular sample which 12 CHAIRMAN:
13 we'll get toin a position that doesn’t 13 Q. Youhave toassumein the absence of other
14 reflect by any meansthe relative size of this 14 considerations that the rate payers are
15 company, the growth of the company, and the 15 picking up 25 percent of the tab.
16 security of the company. 16 EARLE, Q.C.:
17 (10:30 am.) 17 Q. It's not 25 percent of the tab. They're
18 VICE-CHAIR WHALEN: 18 picking up at the 25th percentile, which is --
19 Q. Butyou must betaking the position onthe 19 CHAIRMAN:
20 basis of the actual numerical number then? 20 Q. Okay, I'msorry, al right, yes.
21 EARLE, QC: 21 EARLE, QC:
22 Q. Pardon? 22 Q. Whichisdifferent.
23 VICE-CHAIR WHALEN: 23 CHAIRMAN:
24 Q. Areyou actualy looking at it on the basis of 24 Q. Yes, okay, yes.
25 numerica values themselves? 25 EARLE, Q.C.:
Page 66 Page 68
1 EARLE, Q.C. 1 Q. | guessit’'syour decison, Mr. Chair, whether
2 Q. Yes it'sanumerica vaue. 2 we get the 40th percentile information or not.
3 CHAIRMAN: 3 CHAIRMAN:
4 Q. But25--1 mean, we're only concerned from a 4 Q. I mean,it'snot goingto help me, you know.
5 regulatory perspective. As | understand it, 5 I’m not -- | don’t know what the other two --
6 from what you said, sir, 25 percent of the 6 EARLE, Q.C.
7 compensation falls to the rate payers, is that 7 Q. Okay, Mr. Chair. Mr. Aboud, let’s go to page
8 correct? Did | hear you say that? 8 four. Could you look at your three bullets
9 MR. ABOUD: 9 there. Would you agree with me that your first
10 A. |sadthatif wetakeouttheLT! value of 10 two bullets would be equally valid if your
11 227,000 from the "dl in" value of 881 11 indiceswas asample of privately owned Us
12 thousand, the remaining -- the resulting 12 corporations that used HAY Group services?
13 650’ ish thousand impactsthe rate payer, and 13 MR. ABOUD:
14 by coincidence, that value is very similar to 14 A. Yes, that'strue.
15 the P25 value of the market. Soto that 15 EARLE, Q.C.:
16 position, sir, we could say that the rate 16 Q. Yeah. Thesefirst two bulletsreally don’t go
17 payer ispaying a P25 level of pay, the 17 to the choice of the sample so much asthe
18 shareholder is picking up the differential to 18 integrity of the sample, correct.
19 get the incumbent to P50 of the market. 19 MR. ABOUD:
20 EARLE, Q.C.: 20 A. Thesecond bullet goes to the choice, and the
21 Q. You'dswear that the rate payer wasn't paying 21 first bullet goes to the integrity.
22 the return on equity. 22 EARLE, Q.C.
23 CHAIRMAN: 23 Q. Wdll, surely if there wasasample of mixed
24 Q. No, but --yes, but then one has to assume 24 public and private, that would go to the
25 that the return on equity isfair. If the 25 integrity of the sample, would it not?
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1 MR. ABOUD: 1 MR. ABOUD:
2 A. Perhaps!’m not understanding the difference 2 A. Butthewrong thing to do would beto basea
3 between choice and integrity, but our choice 3 business-- to basepay principleson the
4 was to exclude public sector, so that in my 4 coincidence of what has happened. We' ve got
5 opinion is a matter of sample selection. 5 to base pay principleson the likelihood of
6 EARLE, Q.C.: 6 atract, retain, motivate executive talent
7 Q. Inany event, asyou've indicated, those would 7 relativeto a broader spectrum of orgsthan
8 apply to privately owned businessesin the 8 just Fortis, and if that’sthe right pay
9 United States? 9 principle, and it is, we should compare
10 MR. ABOUD: 10 ourselvesto a sector well beyond what does
11 A. Inany country, yes. 11 Fortispay. We should compareto a sector
12 EARLE, Q.C:: 12 that is broad Canadian.
13 Q. Aslong asthere were customers who paid it? 13 EARLE, Q.C::
14 MR. ABOUD: 14 Q. What about if your policy isto promote from
15 A. Yes, absolutely true. 15 within, to recruit to your executive group
16 EARLE, Q.C.: 16 from the junior management ranks. Doesn’t
17 Q. Now your third bullet seemsto meto go very 17 that say that your competitive positioning
18 strongly to the choice of indices. Could you 18 should be for the junior management group?
19 tell us what tests you have done to determine 19 MR. ABOUD:
20 the extent to which Newfoundland Power has |20  A. | think it argues more the opposite. | think
21 over the past ten years actually competed with 21 it argues more to what | was saying because if
22 organizations across the breadth and depth of 22 your intent isto build from within, recruit
23 business sectors across Canada for executive 23 from within, your first priority is to
24 talent? 24 attract, retain, motivate the people who are
25 MR. ABOUD: 25 there. You won't keep themif your pay
Page 70 Page 72
1 A. Wehaven't looked at the organizations from 1 standards are below the national standard
2 which and to which the five executives were 2 because if you'reout in Fortis Alberta,
3 recruited or past versions of executives have 3 you're leaving the organization if it doesn’t
4 left to. So the fact that by coincident your 4 pay the standard. If you're at Fortis
5 executives, | think -- I'm going out on a bit 5 Ontario, you' re leaving the organization if it
6 of alack of knowledge basis, your executives 6 doesn’'t pay the standard. So the core
7 are more transferable from the Fortis 7 mechanism by which to be competitive and keep
8 operating businesses than they are from other 8 your peoplefor future development within
9 organizations outside of Fortis. So your 9 Fortisisto pay to the national standard, but
10 reflective market has been Fortis operating by 10 then if your business cultureiswe want to
11 the coincidence of the executives that 11 encourage succession planning from within,
12 currently are inplace in those jobs is 12 whichis anoble business culture, I think
13 coincidence, you could have just as easily, | 13 it sthe right business culture, then doit,
14 suspect, in all my other organizations, they 14 but the only way those people have stayed with
15 could just as easily havelost or gained 15 the company from the genesis of them joining
16 senior executives from businesses of any 16 the company is that the company had
17 sector. By coincidence, | don’t think your 17 competitive national pay standards. So you
18 current inventory of executives have recently 18 need that if you want to do succession
19 come or goneto other sectors, but they’ve 19 planning and recruit from within.
20 come or gone from within the Fortis family. 20 EARLE, QC:
21 EARLE, Q.C. 21 Q. Waéll, Mr. Aboud, Newfoundland Power positions
22 Q. Soyour awarethat thereis ahigh degree of 22 itself for non-executive management to compete
23 what looks to us, with our eyes, as transfers 23 with Atlantic Canada, which isat the 25th
24 inand out of Newfoundland Power to other 24 percentile.
25 Fortis operations of executive talent? 25 MR. ABOUD:
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1 A. Areyouteling methat? 1 spread their wingsin another Fortis company
2 EARLE, Q.C.: 2 for awhile, that on the executive level we
3  Q Wadll, I expect you should know that because 3 have to go tothe 50th percentile of the
4 HAY Group are the people who do it? 4 national industrial indices, and it seemsto
5 MR. ABOUD: 5 me there’ sabit of a disconnect there?
6 A. Butthereisno regiona differentiation that 6 MR. ABOUD:
7 says Maritimes pays P25 to the broad market. 7 A. Sorry, thequestion is should there be a
8 EARLE, Q.C. 8 disconnect, or my opinion of the disconnect?
9 Q. Wall,I'm looking at aquestion and answer 9 EARLE, Q.C.:
10 that were given in respect of an earlier rate 10 Q Am | wrong in saying that there's a
11 hearing, a 2008 rate hearing, and the question 11 disconnection? No doubt you'll tell me why
12 goes -- 12 I’m wrong, given who's paying you, but --
13 KELLY, Q.C. 13 KELLY, Q.C.
14 Q. Hopefully, it'sbeing provided, Mr. Chairman. 14 Q. Wdl, now that’s inappropriate.
15 The witness should be afforded the opportunity 15 MR. ABOUD:
16 to haveit. 16 A. You'renot wrong that an organization could be
17 EARLE, Q.C: 17 quiterightly say toitself, and | think I
18 Q. Can CA-NP-339, to the 2008 GRA be brought up? |18 inferred thisin an earlier question, that if
19 Have you got that, Mr. Aboud? 19 wetier our jobs-- | don't mean toinsult
20 MR. ABOUD: 20 anyone' s job, but the lower tier of jobs are
21 A. | do. 21 clerical/secretarial, that an organization
22 EARLE, Q.C.. 22 might price those jobs to a more
23 Q. It says, "Newfoundland Power bases its 23 geographically local market. The next tier of
24 managerial compensation design on market data. |24 jobsis supervisory, and the next tier of jobs
25 Please provide the market data referred to for 25 is professional/technical. The next tier of
Page 74 Page 76
1 2006 and 2007 that was used to providethe 1 jobsis managerial, and the last tier of jobs
2 average base increases of 3.6 and 3.6 in each 2 isexecutive. By thetimeyou move through
3 of 2006 and 2007", and the answer is, 3 thosetiers, and I'll go through those tiers
4 "Newfoundland Power usesthe services of HAY 4 one by one, if you'dlike. Asyou move
5 Group, a management consultancy, to conduct 5 through those tiers, it is not surprising that
6 its salary and total cash compensation review 6 an organization will change its pay philosophy
7 for managerial employees. The Company aimsto | 7 on how to set competitive values for the jobs.
8 be competitive with Atlantic Canadian utility 8 So in the lower tier, it might set localized
9 companies. Due to the low number of 9 pay, at thetop tier it would more typically,
10 participants within Atlantic Canada, HAY Group |10 as with Newfoundland Power, set broad Canadian
11 recommends a larger comparative group, i.e. 11 standards as its market, and as you go up
12 al Canadian utilities for the review, 12 through the tierings, there’satier inthe
13 recognizing the pay differential for Atlantic 13 middle called professional technical. Toa
14 Canada is comparabl e to the 25th percentile of 14 utility, that’ swhere alot of the engineers
15 the national market”. Now | realize these are 15 are. Other than thefact that they might be
16 two different indices. 16 represented by bargaining units, but union
17 MR. ABOUD: 17 asidefor the moment, therate competitive
18 A. They are. 18 positioning for technical professional might
19 EARLE, Q.C. 19 be an engineering market, but across Canada
20 Q. Butitseemstomethat at your entry level, 20 because these people could be lost or gained
21 Newfoundland Power findsit satisfactory to be 21 into any engineering environment across the
22 onthe Atlantic Canadalevel, but when it 22 country. So as you move through these tiers,
23 comesto executiveswho seem to be largely 23 it's not unreasonable that you change your pay
24 recruited from the nursery of Newfoundland 24 principlesto reflect therequired level of
25 Power, albeit they might get to go out and 25 competitiveness.
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1 EARLE, Q.C. 1 competitive on pay. |I'mnot sure if that's
2 Q. Mr. Aboud, do you think it says anything about 2 the right direction.
3 the notion that it's important for 3 EARLE, QC.
4 Newfoundland Power to compete nationaly for 4 Q. Butnow you'retalking about what you should
5 executives, that when you go through their 5 pay as opposed to what you need to pay.
6 executive team over the last number of years, 6 MR. ABOUD:
7 you can't find anyone who hasn't either been 7  A. You need to be competitive in pay, and after
8 previously employed by a Fortis company or a 8 that, your ability to attract, retain, and
9 local Newfoundland company? 9 motivate is the other four things, but you
10 MR. ABOUD: 10 need to be competitive as a start point.
11 A. So, with respect, | don't know the 11 EARLE, QC.
12 individual’ s backgroundsto say I’ m sure that 12 Q. Butyouneedtobe competitivein the market
13 isthe case, but again | would say that it's 13 that you' re drawing your employees from, don’t
14 coincidental and not the dominant factor by 14 you, Mr. Aboud?
15 which we should set our comparative group, 15 MR. ABOUD:
16 which for the executives, I' [l not repeat what 16  A. You need to be competitive to the market that
17 I’ve been suggesting, | think our suggested 17 you might draw your employees from, aswell as
18 approach is right, but coincidentally if 18 do draw your employees from.
19 that’ swhat has happened with incumbents to 19 EARLE, Q.C.
20 date, it may well be the case with my utility 20 Q. There'snot much point in Newfoundland Power
21 clients Hydro One, Ontario Power Generation, 21 being competitive wage-wise in amarket where
22 Ontario Power Authority, the big generator and |22 someoneis not going to be able to come here
23 the big transmitter in Ontario, that’s not the 23 for the job, whether it's by immigration
24 case. They have moved not from within their 24 reasons, or whether the economy of that part
25 organization, but they’ve come in and gone out 25 of the world is so different?
Page 78 Page 80
1 to other organizations. 1 MR. ABOUD:
2 EARLE, Q.C. 2 A. Sowewould -- | agree, we would never include
3 Q. Mr. Aboud, how long does it have to happen 3 American referencesin the comparative group
4 with an organization before people like HAY 4 for Newfoundland Power. We would never --
5 Group would say, no, this isnot just a 5 although we would include American references
6 coincidence, there's something about your 6 for the Chief Executive Officer of Roya Bank,
7 situation in terms of recruiting and retention 7 but we would never do it for Newfoundland
8 that indicates thisiswhere you'll get your 8 Power.
9 people? 9 EARLE, Q.C.
10 MR. ABOUD: 10 Q. Eventhough the Royal Bank hasnever had a
11  A. Therearefive reasonswhy someone leavesa 11 Chief Executive Officer who hasn’'t goneinto
12 firm, and pay isone of them, but it'sthe 12 the bank, asmy late father-in-law used to
13 least important of thefive. The other five 13 say?
14 areyour relationship with your boss, your 14 MR. ABOUD:
15 relationship with your peers, your pridein 15 A. TheRoyal Bank’scurrent Chief Executiveis
16 the company’ s brand, and your belief that the 16 the head of their Capital Markets Group, so
17 company is alowing you to develop your 17 youwould haveto know very aggressive pay
18 skillset asaperson. If Newfoundland Power 18 principles to keep that person interested.
19 does those other four things very well, such 19 EARLE, Q.C:
20 that people don’t want to leave, I'm not sure 20 Q. Thank you, Mr. Aboud.
21 that because of that, and that’ s an assumption 21 MR. ABOUD:
22 on my part, I’'m not sure because of that we 22 A. Pleasure. Thank you.
23 should now say let’sreduce levelsof pay 23 CHAIRMAN:
24 because we're so well managed people aren’t 24 Q. Soyou guys are finished?
25 going to leave, sowe don't need to be 25 MR. SIMMONS:
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1 Q. | haveno questions. Thank you, Mr. Chairman. 1 in Ontario, as I'm sure you folks know, the
2 CHAIRMAN: 2 Minister of Energy has issued executive
3 Q. Ilthink it'sa goodtime totake a break. 3 compensation guidelines on executive pay, that
4 Take abreak and come back in half an hour. 4 the principles of executive pay must be these
5 Isthat fair? 5 that areset out. That's public sector.
6 MS. GLYNN: 6 Again, as | said earlier, I’'m not talking
7 Q. | think Newfoundland Power might -- 7 right or wrong, it’'sunique to the public
8 CHAIRMAN: 8 sector that those are the definitions of which
9 Q. Oh,yes, yeah, you guys, I'm sorry. Excuse me. 9 those companies work under. A private sector
10 KELLY, Q.C: 10 company, in my opinion, should not have to
11 Q. Becausethen we could stand down the witness. 11 abide by decisions of a public sector company
12 CHAIRMAN: 12 in pay principle, so, yes, the jobs are akin,
13 Q. Justonequick question. When you’re doing 13 but the pay principles are so different, while
14 these estimates on the value of the stocks, 14 we wish we could compare Newfoundland Power to
15 you're using akind of bcrkind of a-- have 15 those others, we can't in terms of pay
16 you got any information on the interest rates 16 comparability.
17 you might be using on that? 17 VICE-CHAIR WHALEN:
18 MR. ABOUD: 18 Q. |just had one question, perhaps follow-up
19 A. Oh, boy, that's areal technical question. 19 depending on the answer, does the HAY Group
20 CHAIRMAN: 20 perform the same services for other Atlantic
21 Q. Wadll, there s been alot of discussion around 21 utilitieslike NB Power, Nova Scotia Power,
22 here of discount rates for -- 22 Maritime Electric?
23 MR. ABOUD: 23 MR. ABOUD:
24 A. Andl -- I'msorry, I’'m going to apologize, 24 A. Nova Scotia Power, all the Fortis entitiesin
25 I’'m not our distribution modeller. 1 don't 25 the Maritimes and Fortis Inc., so Maritime
Page 82 Page 84
1 know what interest rate the used to discount 1 Electric would be included. | think those are
2 the cash flows. | know how sensitive interest 2 the only utilities in the four eastern
3 ratesaretoyou. If I'mout by apoint or 3 provinces that we do this work.
4 so, I’'m going to get slapped. So | can find 4 VICE-CHAIR WHALEN:
5 out, but honestly I -- 5 Q. Okay, sothen thefollow-up would be, would
6 CHAIRMAN: 6 the P50 standard for the pay bethe same
7 Q. Canyou-- yeah, that'sfine. Can you just 7 standard used in the other Atlantic utilities,
8 get that information, and the other quick 8 or does that P50 number level vary?
9 question is, when you talk about Newfoundland 9 MR. ABOUD:
10 Power being privately owned, | mean, there's 10 A. lcan'tspeak for Nova Scotia Power because
11 no risk here, though. Why isn’t Newfoundland 11 honestly they’re not an organization | talk
12 Power more akin to, say, Newfoundland Hydro 12 to. Itis-- the standard that we' re talking
13 than it is akin to Shoppers Drug Mart? 13 about hereis the same standard that Fortis
14 MR. ABOUD: 14 Inc., and all of its subsidiaries work under,
15 A. ltis functionally more akintomy client, 15 and those are the inventory of utilitiesin
16 Hydro One, adistributor. It is more akin to 16 the Maritimes with which we deal.
17 a generator like Hydro, or another of my 17 VICE-CHAIR WHALEN:
18 clients, Ontario Power Gen, thanit is a 18 Q. Couldyou extend your answer to your clients,
19 retailer like Shoppers. So it's more akin to 19 Hydro -- Ontario Hydro?
20 that in terms of the types of jobs that are 20 MR. ABOUD:
21 inherent in the company, but where itisn't 21 A, Sure. So Ontario Hydro is mandated by
22 akin to Hydro One, orG, Newfoundland Hydro, is 22 provincial decree. Hydro One, and OPG, sorry,
23 that the pay principles of those companies are 23 not Ontario Hydro. That they also priceto
24 public sector pay principles. | don’t know 24 the P50 of theindustrial market on an "all
25 the legidative direction in Newfoundland, but 25 in" basis; salary, bonus, non-cash, which they
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1 don’'t have any of -- sorry, non-cash and LTI, 1 of the mining index and be at 500, you can be
2 which they don't have an of, but the 2 at P90 of theretail sector and be at 500, so
3 composition of the market must be 50 percent 3 the discussion of the rate comparator group
4 weighted public sectors orgsand 50 percent 4 and its matching percentile have to be done as
5 weighted private sector orgs. So we haven't 5 aduality because amix of high/low payers and
6 donethat in this, but we've-- actualy, 6 low/high percentiles can get to the same
7 thank you for the question. Therest of the 7 dollar values different ways. Soif we're
8 pay principles comply, except for that one 8 talking a big index, we typically say P50. If
9 that says because we're government owned, we 9 wewere agold miner, though, and the gold
10 want our comparative market to be 50 percent 10 miner said | want a price to the all Canadian
11 weighted each way. So that's the only 11 industrial index, we would besaying a P
12 condition different in theirs than yours, but 12 higher than 50, if that’s your index, but if
13 itisP50"dl in", saary, bonus, non-cash, 13 you're agold miner, we would say your index
14 and LTI. They don’t have any non-cash, Hydro 14 should be the gold mining companies to which
15 One, or oPG. Therefore, the debate is, and 15 you should pay P50. We're playing with
16 here' sanissue that the Minister of Energy 16 numbers, I'm afraid.
17 wrote in his report, and we're not sure how to 17 (11:00 am.)
18 extricate ourselves fromit. If you don't 18 CHAIRMAN:
19 have one of the pay elements, if you don’t 19 Q. Okay, thank you. We'll takea break until
20 have LTI, then one of the other elements must 20 11:30 then.
21 be higher than its respective P50 for your 21 KELLY, Q.C:
22 "al in" vaueto maintain P50, and the 22 Q. Thank you, Mr. Chairman.
23 Minister is now saying, | -- I’m putting words 23 (RECESS)
24 in hismouth, | didn’t really mean that any 24 (11:30am.)
25 element could also more than P50 when | said 25 CHAIRMAN:
Page 86 Page 88
1 the "al in" must be P50, but mathematically 1 Q. Sol guesswe reback to you, sir, are we?
2 it must. So there’sabit of adilemmagoing 2 MR.KELLY:
3 onin termsof that report, and the Arnett 3 Q. Backto meagain, Mr. Chairman. The next
4 Report, and the impact of setting salaries for 4 witnessis Mr. Gary Smith, and the witnessis
5 Hydro One and OPG, because they’re not going 5 ready to be sworn.
6 to be getting LTI in the near future. 6 MR.GARY SMITH (SWORN) EXAMINATION-IN-CHIEF BY IAN KELLY,
7 VICE-CHAIR WHALEN: 7 QC.
8 Q. Soit'still - P50 isjust acomparator. The 8 MR.KELLY:
9 definition of the comparative group is set out 9 Q. Thank you, Mr. Chairman. Mr. Smith, you are
10 for you essentially? 10 the Vice President, Engineering and
11 MR. ABOUD: 11 Operations, of Newfoundland Power?
12 A. Exactly so, yes. 12 MR. SMITH:
13 CHAIRMAN: 13 A. Yes, that is correct.
14 Q. Like, isthe P50 pretty well standard in this 14 MR.KELLY:
15 kind of exercise? Any timeI’ve been exposed 15 Q. And would you please summarize your
16 to it, that's what -- that's what the -- 16 qualifications for the Board?
17 whoever is doing the work for you, they always |17 MR smiTH:
18 say, well, we take P50. 18  A. | graduated from Memorial University in 1984
19 MR. ABOUD: 19 with a Bachelor of Electrical Engineering and
20 A. You start at P50, you honestly do. If you are 20 I’'m a member of the Association of
21 a high payer, if you are agold miner, you can 21 Professional Engineers and Geoscientists of
22 get to the same dollar value -- let’'s say 22 Newfoundland and Labrador.
23 we're striving for a dollar value of 23 MR.KELLY:
24 $500,000.00. You can be P75 of the al 24 Q. And | understand this isyour first time
25 industrial index and be at 500, you can be P50 25 testifying before this Board?
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1 MR. SMITH: 1 energy conservation and efficiency
2 A Yes, that iscorrect. 2 partnership. This will help ensure a
3 MR.KELLY: 3 consistent and coordinated approachin the
4 Q. Mr. Smith, you'll speak to the customer 4 delivery of conservation programs. The
5 operations section of the pre-filed evidence. 5 expanded energy conservation program is being
6 Do you adopt Section 2, Customer Operations, 6 promoted jointly by thetwo utilities under
7 as your testimony in this matter? 7 the Take Charge banner. The Take Charge
8 MR. SMITH: 8 Program has been promoted through radio and
9 A. Yes |do. 9 newspaper advertising since last fall.
10 MR. KELLY: 10 In last September of this year, we
11 Q. Arethere any changes you wish to make to the 11 launched a new televison advertising
12 pre-filed testimony in exhibits at this time? 12 campaign. Thegoal of thiscampaign isto
13 MR. SMITH: 13 increase customer awareness and participation
14 A. No. 14 prior to the upcoming heating season.
15 MR. KELLY: 15 We expect the new programs will evolve
16 Q. Mr. Smith, I'mgoingto ask you to address 16 over time. Wewill assessthe effectiveness
17 four matters. One is the expanded 17 by monitoring participation and conducting
18 conservation program; two, workforce 18 market research. By staying in touch with our
19 management; three, investment in the 19 customers and participating retail and trade
20 electrical system; and four, whether 20 alies, wewill be able toidentify any need
21 operational cost reductions and efficiencies 21 for adjustments inthe program. This will
22 should be considered, so those four matters. 22 help ensurethe programs continueto meet
23 Let's begin by reviewing for the Board, 23 customer expectations and objectives.
24 Newfoundland Power's expanded energy 24 The expanded conservation program
25 conservation program, please 25 accounts for an increase of $1.9 million and
Page 90 Page 92
1 MR. SMITH: 1 costs to be recovered in 2010 rates, however,
2 A Certainly. Our expanded energy conservation 2 the economic benefit for customers are
3 program is being carried out as a joint 3 expected to be greater than the additional
4 initiative with Newfoundland and Labrador 4 cost. The energy conservation benefit is
5 Hydro. It was officially launched in November 5 reduced production at Holyrood. Our customers
6 of 2008. The program includes new incentive 6 will save approximately $295,000 per year asa
7 rebates for both domestic and general service 7 result of our 2010 expenditure. On that
8 customers. The program for domestic customers | 8 basis, the payback for our customersis a
9 provides rebates for Energy Star windows, as 9 little over six years.
10 well as thermostats and insulation. The 10 MR.KELLY:
11 program for general service customerspromotes |11 Q. Mr. Smith, next would you describe
12 high efficiency lighting. Newfoundland Power 12 Newfoundland Power’s approach to workforce
13 is providing customers with energy 13 management?
14 conservation information for many years. This 14 MR. SMITH:
15 has given usalevel of expertise and energy 15 A. Newfoundland Power’sworkforce requirements
16 conservation. By leveraging our existing 16 can change substantially from one year to the
17 capabilities and partnering with Newfoundland 17 next, based on changes in the amount and type
18 and Labrador Hydro, we are able to deliver the 18 of work to be done. For example, in 2007, the
19 expanded program in aleast cost manner. This 19 company completed the refurbishment of the
20 isinlinewith our customers expectations. 20 Rattling Brook Hydro Plant. Thiswas the
21 It is consistent with our regulatory 21 largest single capital project in the
22 obligations and is consistent with the 22 company’s history. With such abig increase
23 Provincial Government’s energy plan. 23 inwork inone year, significant workforce
24 Newfoundland Power and Hydro are also 24 changes were required to get this job done.
25 participating in the Provincial Government’s 25 Newfoundland Power maintains a flexible
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1 workforce structure. This structureis built 1 journeyperson status, the development of job
2 around a highly skilled core workforce, which 2 planning and leadership skills requires
3 is supplemented with both temporary and 3 additional training and years of experience.
4 contract labour. Thisallows the company to 4 The powerline technician tradeis the
5 address short-term variationsin work in a 5 largest skill component of Newfoundland
6 least cost manner. 6 Power’ s workforce. The company is practically
7 The other aspect of managing work is 7 required to recruit and train its own
8 efficiency. Inrecent years, we have been 8 powerline technicians. To ensure that we have
9 able to improve efficiency through 9 enough qualified individuals to replace those
10 organizational changes, process improvement 10 who will retire, we have been increasing the
11 and the use of technology. Efficiency 11 number of apprentice powerline technicians.
12 improvement is central to the way we manage 12 Thisis causing modest increases in operating
13 work. 13 costs. Between 2007 and 2010, we have
14 MR.KELLY: 14 increased the number of apprentices from 11 to
15 Q. Wouldyou comment on the company’splan to 15 26. Maintaining apprentices at this level
16 address workforce demographics? 16 over the next fiveyears or so will ensure
17 MR. SMITH: 17 continuity in the skilled trade.
18 A. Workforce demographics is currently 18 MR. KELLY:
19 challenging for all, virtually all businesses. 19 Q. Thethird arearelatesto investmentsin the
20 Newfoundland Power has been considering 20 electrical system. Would you please comment
21 workforce demographics for quite some time. 21 on that issue?
22 In the next severa years, a significant 22 MR. SMITH:
23 number of Newfoundland Power employeesin the 23 A. Yes. Onenotable changeisareductionin the
24 core skill jobs will be dligible toretire. 24 investment required to address reliability
25 These skills of the engineers, technologists 25 concerns. Can we please go to Graph 2-1 on
Page 94 Page 96
1 and powerline technicians are critical to the 1 page 2-7 of the evidence? This graph shows
2 provision of safe and reliable electrical 2 the company’s SAIDI and SAIFI. That isthe
3 service. Transferring these skills and 3 duration and frequency of outages. The graph
4 knowledgeto anew generation of employees 4 shows an improving trend in reliability in the
5 requires hands-on training.  Training 5 last ten years. The reliability of the
6 employees on the job tends to reduce 6 electrical system isprimarily influenced by
7 productivity and increase costs. To manage 7 the condition of the assets. Over thelast
8 workforce demographics, the company must 8 number of years, Newfoundland Power’s
9 recruit and train employees in many aspects of 9 electrical system has been improved through
10 the business. For some employees such as 10 refurbishment and replacement of deteriorated
11 meter readers or customer service 11 assets. Newfoundland Power believes service
12 representatives, this may take a relatively 12 reliability experienced by our customers is
13 short period of time, say six months. 13 currently satisfactory on an overal basis.
14 For powerline technicians, however, the 14 Even though reliability has improved on a
15 time horizon for training ismuch longer. 15 system wide basis, capital expenditure will
16 Powerline technicians are required to work in 16 continue to be required to replace
17 close proximity to the high voltage system. 17 deteriorated plant, however, expenditureson
18 The hazardous nature of thework requires 18 target reliability programs, such as the
19 hands-on training. Thetraining progresses 19 distribution reliability initiative, should be
20 over anumber of years from the energized work |20 lower in the foreseeable future.
21 to high voltage work. The powerline 21 Whilereliability related spending asa
22 technician training program consistsof an 22 percentage of overall capital spending is
23 initial year of education followed by afour- 23 decreasing, capital investment related to
24 year apprenticeship. While a powerline 24 customer growth is increasing. This is
25 technician is qualified upon achieving 25 particularly evident in the northeast Avalon,
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1 which has experienced strong economic growth 1 years 1998, 2003 and 2008. There arefour
2 in recent years. It is the primary reason why 2 levels of load shownin each graph. The
3 capital expenditures have increased above what 3 number of transformersloaded to lessthan 50
4 was forecast in 2007, about $37 million higher 4 percent is shaded in blue, between 50 percent
5 by the end of 2010. 5 and 80 percent isshadedinred, between 80
6 Customer growth impacts the electrical 6 percent and 100 percent is shaded in green,
7 systemin twoways. First, the company is 7 and greater than 100 percent of capacity is
8 required to expand the distribution system to 8 shaded in purple.
9 hook up additional customers. Second, an 9 The column on the left shows that one-
10 increase in the amount of electricity used by 10 quarter of the transformers on the northeast
11 customers requires the company to add system 11 Avalon were loaded to greater than 80 percent
12 capacity. 12 of their capacity in 1998. This is the
13 Can we please go to Graph 2-2 on page 2- 13 section in green on top of the column. The
14 10 of theevidence? This graph shows the 14 middle column shows 2003. There is no
15 total capital investment related to customer 15 material change in the number of transformers
16 growth. In the pre-filed evidence we refer to 16 loaded to greater than 80 percent. Thisisin
17 this as customer growth capital. This has two 17 spite of load growth experienced between 1998
18 components, growth and customers shown in blue 18 and 2003. Wewere ableto accommodate the
19 and growth and load shown in red. The 19 load growth by transferring load from the more
20 customer growth component represents the cost 20 heavily loaded transformersto transformers
21 of connecting customers. Theload growth 21 that had capacity available. Dealing with
22 component represents the cost of adding 22 capacity in thisway is generally cheaper than
23 capacity to the system. 23 buying new transformers. The transformers
24 Customer growth requires Newfoundland 24 with the additional capacity are represented
25 Power to extend the distribution system. This 25 mainly by the red portion of the columns. The
Page 98 Page 100
1 involves capital expenditures for poles, 1 amount of red therefore indicates the relative
2 wires, distribution transformers, service 2 flexibility the company has to transfer load.
3 wires and meters necessary to connect 3 Now let’s look at the column on theright,
4 customers. The load growth component 4 which is2008. This column shows two-thirds
5 associated with additional customers and 5 of the power transformers loaded to greater
6 changes in energy consumption has an 6 than 80 percent. Aswe can see, there'salot
7 accumulative effect. This will lead to 7 lessred in the 2008 column. Thisindicates
8 increased capital spending on  power 8 less flexibility to transfer load off the more
9 transformers and distribution feeder 9 heavily loaded transformers onto transformers.
10 configuration. 10 Practically this means we will need to add new
11 As Graph 2-2 shows, expenditures related 11 transformers as load continues to grow.
12 to customer growth will continueto range 12 (11:45am.)
13 between 15 and $20 million beyond 2010. The 13 A specific example on the immediate
14 graph aso shows significant capita 14 horizon is the Southlands residential area.
15 expenditures for load growth beginning in 15 Engineering analysis indicates that all
16 2010. Theload growth expenditure are mainly 16 available options to transfer load have been
17 to purchase new power transformers. To 17 exhausted. For this reason, an additional
18 explain this, I will take you through Graph 2- 18 transformer will soon be required to service
19 3. 19 growthin thisarea. As you can see from
20 This graph shows a change in the 20 Graph 2-3, the options for transferring load
21 utilization of substation transformer capacity 21 on the northeast Avalon are running out. This
22 on the northeast Avalon in the last ten years. 22 will tend to increase expenditures on power
23 Each column shows the number of power 23 transformersin the next several years.
24 transformers ina given year that meet a 24 MR.KELLY:
25 certain load criteria. Columns represent the 25 Finaly, Mr. Smith, the Consumer Advocate has
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1 raised an issue as follows, whether 1 program. Considered on that basis, the
2 operational cost reductions and efficiencies 2 forecast productivity improvement for the test
3 should be considered. Can | get you to 3 year issimilar to what was actually achieved
4 comment on thisissue, please? 4 in 2008. But thisis not the full picture of
5 MR. SMITH: 5 Newfoundland Power’s cost efficiency in the
6 A. Yes. Animportant consideration iswhether 6 test year.
7 the operating forecast reflects an appropriate 7 In 2010, the company will deliver the
8 balance between cost and service. Efficiency 8 expanded portfolio of energy conservation
9 isnot just about cutting costs. Our cost 9 programming. We will do this while
10 management efforts are focused on the overall 10 maintaining existing service to customers,
11 impacts of cost and service. For example, if 11 whileonly adding six new employees. The
12 we were to delay hiring the apprentice 12 additional work associated with the expanded
13 powerline technicians, we could avoid adding 13 program will exceed the capacity of those six
14 cost now, however, thiswould have a negative 14 employees. To do this extrawork and meet the
15 impact on the company’s ability to provide 15 test year labour forecast, we will need to be
16 service in the long term. Each year, 16 efficient in our business. We will find these
17 Newfoundland Power is required to serve a 17 efficiencies aswe do in other areas of our
18 growing number of customers and to operate and |18 business, by making change in our organization
19 maintain a growing electrical system. We must 19 and improving processes. We have already
20 al keep pace with customer expectations. 20 started to do this.
21 Each year we got approximately 100 kilometers |21 For example, wewill be required to
22 of new line. With more lineto maintain and 22 respond to additional and more complex
23 more meters to read and more customers to 23 inquiries related to energy conservation. The
24 serve, the cost of service will tend to 24 call centre will handle conservation callsin
25 increase unless we find more efficient ways to 25 addition to the normal work. The call centre
Page 102 Page 104
1 operate. At Newfoundland Power, it isaways 1 training has been completed to accommodate
2 our goa to achieve sustainable cost 2 these changes. Similarly, our areaoffices
3 efficiencies for the long term. When thisis 3 acrossthe idand are getting more involved
4 achieved, customers benefit. 1 believe our 4 with energy conservation. For example, staff
5 record has been very good in this regard. For 5 in the area offices are currently visiting and
6 example, since 2004, the number of customers 6 establishing relationships with building
7 has increased by 7.6 percent. Inflation has 7 supply retailers. Theseretailers are on the
8 increased by 12.4 percent, and this compares 8 front line of delivering the Energy Star
9 to an increase in Newfoundland Power’s 9 window and insulation rebate programs for our
10 controllable operating cost of 4.5 percent. 10 customers. With these and other changes, we
11 Over this same period, we have continued to 11 are positioning ourselves to deliver the
12 maintain a good safety record and the 12 expanded program in aleast cost manner, and
13 reliability of service hasimproved. We have 13 todo thiswithout compromising delivery of
14 also maintained ahigh level of customer 14 safe and reliable service to customers. |
15 satisfaction. 15 believe thisis a good example of the balance
16 Another way of looking at cost efficiency 16 between cost and service, as | mentioned
17 isto consider labour productivity. Canwe 17 earlier.
18 please go to CA-NP-104? In this response we 18 To conclude my commentson thisissue,
19 estimated a forecast productivity improvement 19 the test year operating forecast presented in
20 in the test year to be $337,000. Thisisthe 20 the applicationis reasonable and further
21 difference between the test year labour 21 operating cost reductions would not be
22 forecast and a proforma labour forecast. The 22 appropriate.
23 proforma labour forecast includes saary 23 MR.KELLY:
24 increases and additional 2010 costs associated 24 Q. Thank you, Mr. Smith. Those are my questions,
25 with the apprentices and the conservation 25 Mr. Chairman.
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1 CHAIRMAN: 1 Q. Okay. And could you just indicate to usasto
2 Q. Mr.Johnson 2 how and why each of you and this, Mr. Delaney,
3 MR. GARY SMITH, CROSS-EXAMINATION BY MR. THOMAS JOHNSON 3 ended up changing positions?
4 MR. JOHNSON: 4 MR. SMITH:
5 Q. Thank you, Mr. Chairman. Good morning, Mr. 5 A. Wdll, I don't know if I'd exactly characterize
6 Smith. Thank you for that overview. Mr. 6 it that way. In 2008, | was certainly looking
7 Smith, perhaps we could just start back at the 7 for an opportunity to get back to St. John'’s,
8 beginning comment in your direct regarding 8 and in 2008 expressed that to my boss at the
9 your background. | understand you're a 9 time, who was Carl Smithin Fortis Alberta.
10 graduate of Memorial from 1984 with electrical 10 Through aperiod of afew months, | cameto
11 engineering. Correct? 11 the redlization that Phonse Delaney was also
12 MR. SMITH: 12 looking to move out of Newfoundland Power to
13 A. Yes, that iscorrect. 13 seek other opportunities, so that provided me
14 MR. JOHNSON: 14 an opportunity to come back to Newfoundland
15 Q. Yeah. Andjustif you could sort of walk us 15 Power.
16 up through what your experience has been, 16 MR. JOHNSON:
17 professional, professionally. 17 Q. And, Mr. Smith, I'd like to turn first to the
18 MR. SMITH: 18 labour forecast which Newfoundland Power has
19  A. | started work with Newfoundland Power in 1984 19 prepared in this case, which isat Volume 2 of
20 in the Distribution Group. | progressed over 20 the materials. In particular, if | could draw
21 anumber of yearsthrough Planning, through 21 your attention to Schedule B of that filing,
22 Design and through other areas of the company. 22 and in particular page 1 of 2 of it.
23 In 1997, | took an operating role with the 23 MR. SMITH:
24 company in Clarenville and wasthere until 24  A. Wasit Schedule A you mentioned or B?
25 1999, basically running operations in the 25 MR. JOHNSON:
Page 106 Page 108
1 Clarenville office. In 1999, | left 1 Q. B,sdir. The linel’m just goingto ask you
2 Newfoundland Power and went to work with 2 about appears towards the bottom, Michael, if
3 Maritime Electric in Prince Edward Island. In 3 you could go down further. Y eah, Rechargeable
4 that role | was Manager of T&D Operations, and | 4 and Recoverable, 4.445 million. | take it
5 in 2004 | took a position with Fortis Alberta 5 that this, thisis a number made up of things
6 in Calgary and assumed the position of Vice 6 such as moniesthat would be received back
7 President of Operations and Engineering. 7 from Newfoundland Power from customers
8 MR. JOHNSON: 8 directly for direct servicesto the customers,
9 Q. Andyou held that position with Fortis Alberta 9 for instance, would it?
10 up until the summer of ' 08? 10 MR. SMITH:
11 MR. SMITH: 11 A. Yes, | think that would be correct.
12 A. Thatis correct. | left Fortis Albertain 12 MR. JOHNSON:
13 2008. 13 Q. Andwould it aso include moniesback from
14 MR. JOHNSON: 14 inter-affiliate labour charges?
15 Q. Okay. Mr. Ludlow had indicated to the hearing |15 MR. SMITH:
16 that Mr. Phonse Delaney had seen the bright 16 A. |just need one moment.
17 lights of the west coast and decided to go to 17 MR. JOHNSON:
18 Alberta. | don’'t know why he didn’t keep on 18 Q. Sure, no problem. Mr. Smith, I might be able
19 going to B.C. for the cost, but in any event | 19 to help. Page 2, footnote number 3.
20 take it you were holding that job when he saw 20 MR. SMITH:
21 the bright lights? 21  A. Yes, thisisthe footnote | waslooking for.
22 MR. SMITH: 22 Thank you.
23 A. Thatis correct. | was VicePresident of 23 MR. JOHNSON:
24 Operations at Fortis Alberta at that time. 24 Q. Yeah, | thought so, which ssimply it indicates
25 MR. JOHNSON: 25 that in addition to capital and operating
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1 requirements, there are labour requirements 1 A. Thatiscorrect.
2 for Rechargeable and Recoverable items and 2 MR. JOHNSON:
3 these include labour associated with materia 3 Q. Yes. Andl takeit that insofar as these
4 handling, i.e. stores and vehicle service 4 staff charges would incorporate charges to
5 centre labour costswhich are recharged as 5 other utilitiesfor storm-related recovery
6 overhead and offset (inaudible-coughing) and 6 work, that none of these would include
7 it also includes customer job and third party 7 anything other than a cost basis. There would
8 provisioning services and inter-affiliate 8 be no mark-up, for instance, right?
9 labour charges. That’s where we were both 9 MR. SMITH:
10 going to go. 10 A. Intermsof efforts with storm response, we do
11 MR. SMITH: 11 charge that out at the fully distributed cost
12 A. That iscorrect. That's thenote | was 12 -
13 looking for. 13 MR. JOHNSON:
14 MR. JOHNSON: 14 Q. Yes
15 Q. Okay. And how did you come up with the 15 MR. SMITH:
16 forecast, going back to ScheduleB for a 16  A. -for stormresponse. That is correct.
17 second? How did you come up with the forecast |17 MR. JOHNSON:
18 for Rechargeable and Recoverable? 18 Q. Right. But nothing, nothing more than fully
19 MR. SMITH: 19 distributed costs, right?
20 A. Thisforecast would have been prepared similar |20 (12:00 p.m.)
21 tothe operating and the capital forecast, 21 MR. SMITH:
22 basically looking at historical costs and 22 A. For our storm assistance such asisindicated
23 doing a trending from historical costs. | 23 here for the Turksand Caicos, that would be
24 believe that’ s the basis of how these numbers 24 correct.
25 would be calculated. 25 MR. JOHNSON:
Page 110 Page 112
1 MR. JOHNSON: 1 Q. Okay. Andthat would include not only the
2 Q. Okay. Andin particular then, just focusing 2 powerline technician work but any coordination
3 in on the inter-corporate or affiliate 3 role that would have been carried out by
4 charges, sir, could | turn your attention to 4 administrative staff?
5 CA-NP-149, Attachment A? Mr. Smith, I’ll wait 5 MR. SMITH:
6 for you to - 6 A. Theonly exception| would, | believe it's
7 MR. SMITH: 7 true for the Turks and Caicos is there was one
8 A. Sure. That'sfine, | havethe RF. 8 or two managers involved with this effort and
9 MR. JOHNSON: 9 for those in particular, the 1.2 mark-up was
10 Q. Okay. Andsoherenow we'vejust focusedon |10 applied to the fully distributed cost.
11 the inter-affiliate charges, and | think that 11 MR. JOHNSON:
12 would be captured in the Staff Chargesline 12 Q. These managers, doyou know what role they
13 that we see there. Would that be your 13 would have played in relation to that?
14 understanding as well? 14 MR. SMITH:
15 MR. SMITH: 15 A. One manager in particular is the manager who
16 A. You'reinTable1? 16 would have coordinated the effort for
17 MR. JOHNSON: 17 Newfoundland Power and primarily for the
18 Q. lam,sdir. 18 Fortis Group of Companies. He's our manager
19 MR. SMITH: 19 on the west coast of Newfoundland and has
20 A. | seethe Staff Chargesline, yes. 20 provided that role two or threetimesin the
21 MR. JOHNSON: 21 past for similar events and so for his salary,
22 Q. Yes Soincludedin that Staff Chargesline 22 | believe, we did mark it up by 1.2 percent.
23 would be chargesto other Fortis affiliates, 23 MR. JOHNSON:
24 for work done for the Fortis affiliates? 24 Q. And soif then, just no need to go there, but
25 MR. SMITH: 25 we saw that line that appearsin Schedule B
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1 about Rechargeable and Recoverable, if that 1 for six and seven days. We believe those type
2 amount is based on historicals, that amount is 2 of outageswill no longer be acceptable and
3 not capturing any mark-up. | think it'sjust 3 that in future, if we look to having to do
4 to state the obvious except that example that 4 major power restoration, it's very likely we
5 you just gave. 5 would want to bring utility staff in from
6 MR. SMITH: 6 other companies.
7  A. That would be correct. 7 Thefinal pointthat I'dliketo make
8 MR. JOHNSON: 8 aong that regard, and again that would
9 Q. Okay. And | guessthe question that | haveis 9 benefit our customers, when other utilities
10 the Consumer’ s Advocate here in this province 10 comes here, of course one of the first things
11 isinwhat fashion or how does Newfoundland 11 you're tryingto dois get onthe ground
12 Power’s customers benefit from Newfoundland 12 running quickly. When we bring staff in from
13 Power personnel undertaking repair and 13 other Fortis companies, if they were available
14 construction work for Fortis at cost in these 14 to help at that time, those staff understand
15 various localities? 15 our safety rules, they understand our work
16 MR. SMITH: 16 methods, they understand our practices, so
17 A. When Newfoundland Power provides assistance to 17 when they land here, they get on the ground
18 other utilities for storm relief, certainly 18 very quickly in terms of providing restoration
19 we've provided an Rl which indicates we' ve 19 effort for our customers. So | look at it on
20 been doing thison three occasions now for 20 two or three different fronts and | do believe
21 other Fortis companies, but we' d aso provide 21 our customers benefit from thisrelationship
22 thisservicefor other utilitiesif we were 22 and this ability and | do believe it provides
23 able todo so. When a request comes to 23 benefit for our customers.
24 Newfoundland Power to provide assistance from 24 MR. JOHNSON:
25 another utility, we certainly take that very 25 Q. With respect to the notion of getting practice
Page 114 Page 116
1 seriously. Werecognize customers somewhere 1 on skills and reconstructing, like Turksand
2 are without power for a long period of time. 2 Caicos and the Caribbean, | trust that we are
3 So whenwe look at where we areat that 3 on the same page that you would acquire these
4 particular time in our business, we do do our 4 skillswhether or not you were charging at
5 best to provide assistance to others. The way 5 cost or mark-up, right?
6 it benefits our particular customersis on two 6 MR. SMITH:
7 or three fronts. First of all of course, when 7  A. Certainly when the people are there practising
8 our employees go to these events, they get a 8 their skillsand helping out, if they’'reat
9 chance to practice their own skills and 9 fully distributed cost or at a mark-up, the
10 abilitiesin major storm restoration efforts. 10 knowledge transfer would be no different.
11 Another way that we benefit isthat our costs 11 MR. JOHNSON:
12 are put through as a fully distributed cost, 12 Q. Yeah. And | take it you referred to
13 which really means that our customers aren’t 13 Newfoundland living, or Newfoundland and
14 in any way paying for this effort. Finaly | 14 Labrador being in a climate that poses its
15 would liketo bring to the attention of the 15 challenges, and nobody would disagree with
16 Board that wedo livein one of the worst 16 that, but | take it it would be fair comment
17 environments in Atlantic Canada, and most 17 onmy part that we would look to line crews
18 assured in all of Canada. That particular 18 and technicians who are used to dealing with
19 environment will require us on timesto aso 19 those adverse winter conditions, not acrew
20 look for assistance from other utilities. 20 who would livein tropical climes. Wouldn't
21 Although we haven't had to do that in recent 21 that be fair?
22 years, 1984 wasn't that long ago. 1n 1984 we 22 MR. SMITH:
23 had customers without electricity for five and 23 A. No, | wouldn’t necessarily agree with that.
24 six weeks and asrecent as1994 wehad a 24 Certainly when we have outages and we have
25 significant outage where we had customers off 25 disturbances on our system, we do work closely
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1 with Newfoundland and Labrador Hydro. Asyou 1 employees from Nova Scotia Power, they would
2 say, they’re downthe street. They're the 2 have differences in those practices and
3 closest. If it comes to bigger eventsand 3 procedures. The terminologies would be
4 bigger outages, as we've had in the past, as| 4 different, even down to the type of forms you
5 said earlier, the line staff with these other 5 would fill out to create protection zones
6 utilities within Fortis do understand the 6 would be different, but the employees within
7 safety rules, the work methods, the type of 7 the Fortis Group have a very common approach
8 equipment. Things are fairly commonized 8 tothis, sothey could fitin very easily,
9 across the companies, so when they come here 9 very quickly, and get on the ground running.
10 to work, they’ re best equipped to get on the 10 So although the plane flight might be alittle
11 ground running and do it quickly. In terms of 11 longer, when they get here | think they would
12 the difference in environmental conditions, | 12 be more effective.
13 don't seethat asanegativeat al. These 13 MR. JOHNSON:
14 employees come here with the proper 14 Q. Mr. Smith, infairness, from the safety point
15 motivation, to want to help our customers, so 15 of view, and | think there's no disagreement,
16 the differencein climate, | don’t seeit as 16 the importance of safety, but I’'m trying to
17 anissue at all. 17 assess your view. Now, if you take the
18 MR. JOHNSON: 18 Bonavistaice storm, for instance. Do you
19 Q. But, Mr. Smith, | can seethe analogy with 19 think it'soptimal in aBonavista ice storm
20 Fortis Alberta' s people, okay, but I'm having 20 situation where you got ice on poles,
21 some difficulty, to be honest with you, with 21 insulators, winds whipping off the North
22 the idea that we would look to crewswho are 22 Atlantic, hail going sideways, to think that
23 trained and work in thetropical areas of-- 23 that would be from a safety point of view okay
24 we d use those as a go-to source. I'm having 24 to have tropical lines crews coming up? Would
25 difficulty thinking that we would actually do 25 that be optimal or less than optimal in your
Page 118 Page 120
1 that at the end of the day. | mean, thereis 1 view from a safety point of view?
2 no track history of us ever reaching to this 2 MR. SMITH:
3 area of the world for help at times of need, 3 A. Asl| saidearlier, | think it would be the
4 isthere? 4 most optimal way todoit. | doknow of a
5 MR. SMITH: 5 little bit of experiencein thisregard. When
6 A. Interms of certainly in recent times, we 6 | was at Maritime Electric we did have a crew
7 haven't brought any of the employees up from 7 come up from one of the Caribbean utilitiesto
8 the Turksand Caicos and Caribbean to help, 8 share in looking at work methods and
9 but certainly these employees when they come 9 practices. They came upin the middle of
10 here, asI've said, their plane flight to get 10 January and, yes, they were effective and,
11 here may bea few hours longer than, say, 11 yes, the proper techniques were followed and
12 somebody from Nova Scotia Power, but once they 12 the work got done, so | don't see the
13 do get here, their knowledge and experience of 13 differencein climate asbeing a problemin
14 the way Newfoundland Power doesit work and 14 terms of people getting to work quickly and
15 its standards and its equipment, they would 15 understanding the rules.
16 fitinvery quickly and very easily and will 16 MR. JOHNSON:
17 get off the ground running. In these type of 17 Q. Your examplewasn't an exigent circumstance.
18 events, one of the things that you’ re mostly 18 They just came up for training.
19 concerned about is the safety of the 19 MR. SMITH:
20 employees. When you bring them in and there's 20 A. They cameup in training purposes, yes, but |
21 electrica wires on the ground, they need to 21 would say the environmental conditions were no
22 understand the different procedures you have 22 different, and again, | could just reiterate
23 inside your company to create isolation points 23 that I don’tthink it would bea negative
24 and grounding, to provide protection for 24 thing, | think it would be a positive thing,
25 workers. Asl said, if wewereto bringin 25 the fact that they have the similar knowledge
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1 and experience and the proceduresthat our 1 getting into a description of Fortis Turks and
2 employees use here. 2 Caicos, the regulated electric operations, and
3 MR. JOHNSON: 3 I’'m just referring you down to third, three
4 Q. Doyou seewhy onemight wantto consider 4 paragraphs down where they say, "In early
5 issues of reciprocity when it comes to 5 September 2008, the Turks and Caicos Islands
6 determining what is a fair and reasonable 6 were struck by Tropical Storm Hanna, followed
7 approach to charge other utilities? In other 7 by Hurricane ke, acategory four hurricane
8 words, | don’t have so much of a problem with 8 which caused major damage to the utility’s
9 Newfoundland Hydro being helped out at cost, 9 transmission distribution systems on south
10 or even not cost, in the sensethat on the 10 Caicos, with lesser damage occurring on north
11 very next week we could find ourselveswith 11 Caicos and middle Caicos. Providenciales, the
12 the shoe on the other foot and need that type 12 company’s mgjor service territory and home to
13 of help, so it’sthereciprocity to methat is 13 80 percent of itscustomers were spared a
14 a driving consideration. Do you see 14 direct hit. Generation facility sustained
15 reciprocity as being relevant to what isfair 15 minimal impact asaresult of the hurricane.
16 and reasonable in terms of what we should be 16 The Fortis Emergency Response Network," all in
17 charging utilities that have not traditionally 17 caps, "consisting of morethan 60 employees
18 helped us? 18 throughout the Fortis Group of Companies,
19 MR. SMITH: 19 assisted Fortis Turks and Caicoswith its
20 A. When those utilities cometo help Newfoundland |20 restoration efforts and by the end of October
21 Power, | would expect them to do the same, 21 electricity had been restored.” So my
22 that is charge the fully distributed cost when 22 question is, this would be a formalized
23 they come here. 23 response network that Fortis has instituted
24 MR. JOHNSON: 24 that’ s referred to in these corporate filings?
25 Q. Okay. But thefact that there’ s never been a 25 MR. SMITH:
Page 122 Page 124
1 history of it, that doesn't change your 1 A. Theway | would characterize it for youis
2 analysis of it? 2 that each of the companies in the Fortis Group
3 MR. SMITH: 3 would have alist of employeeswho have been
4 A. Intermsof the history, that doesn’t change 4 asked a question, if such an event came upin
5 it, no. Again, we could have a winter this 5 Alberta, in Maritime Electric, in the
6 year where we could have amajor storm event 6 Caribbean, would you bewilling and ableto
7 and knock down powerlines of a significant 7 go, subject to the timing of it of course. So
8 quantity. When those employees come here, | 8 the list would include employees who have said
9 would expect to pay themno morethan the 9 yesto that invitation and those employees
10 fully distributed cost. 10 would be on alist of those ready and willing
11 MR. JOHNSON: 11 to go, so to speak.
12 Q. You'refamiliar, | takeit, Mr. Smith, with 12 MR. JOHNSON:
13 the Fortis Emergency Response Network? 13 Q. Okay. And what isthe--isthere abenefit,
14 MR. SMITH: 14 Mr. Smith, to Fortis' shareholders from having
15 A. That'sterminology, | guess. | know what we 15 this Fortis Emergency Response Network?
16 do interms of helping other utilities. 16 MR. SMITH:
17 MR. JOHNSON: 17 A. lthinkit's, | characterizeit differently.
18 Q. Yes. If | could refer you, sir, to CA-58, and 18 | would say it's a benefit to the customers of
19 in particular I'mlooking for the Fortis 19 these utilities. As | said earlier, we
20 report from 2008. 20 certainly would provide this service to any of
21 MR. SMITH: 21 the Fortis subsidiaries, but we would do the
22 A. 2008, you mentioned? 22 same thing if Nova Scotia Power called
23 MR. JOHNSON: 23 tomorrow and said they had a major event, they
24 Q. Yes, sir. And | wonder could you turn to page 24 needed our help. We would go to the same list
25 16 of that particular report? Under, they're 25 of employees and go through the same process
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1 of trying to provide assistance at that time, 1 sales growth. The rate of growth is expected
2 if wecould. Sol don’tlook at this network 2 to be lower in 2009 due to the impact of the
3 that we' ve created as being exclusive just to 3 global economic downturn.” Thisisthe part,
4 Fortis. 1t would be available to any utility. 4 "The corporation’ s operations in the Caribbean
5 MR. JOHNSON: 5 are exposed to hurricanerisk. Fortis uses
6 Q. I don't,| don't quibble, Mr. Smith, with the 6 external insurance to help mitigate the impact
7 notion that at the end of the day we'retrying 7 on itsoperations of potential damage and
8 to get the power on and life back to normal 8 related business interruption associated with
9 for the residents and customers, okay? | 9 hurricane." So would it not befair to say
10 think that’s common ground. But my question |10 that the Fortis Emergency Response Network, of
11 hasto do with what benefits accrue to the 11 which Newfoundland Power is an active member,
12 Fortis shareholders by virtue of the Fortis 12 actually helps mitigate the effects of
13 Emergency Response Network, and in particular |13 potential damage and related business
14 the presence and full participation of 14 interruption associate with the hurricanes?
15 Newfoundland Power’s personnel in that 15 MR. SMITH:
16 network. 16 A. I don'tlook at it that way, to be honest with
17 MR. SMITH: 17 you. The way | look atitis that there's
18 A. Againldon’'t know if I could characterize it 18 customers out there that are in the dark, they
19 as a benefit to the shareholder. When our 19 don't have electricity, and whenthe call
20 employees go, they arecharged out at the 20 comes, if we can provide assistance to those
21 fully distributed cost. That’swhat’sin our 21 customers without negatively impacting our
22 policy and guidelines that we' ve practised for 22 customers, then | think that’s the reasonable
23 many years. Certainly the policy and practice 23 thing to do. As| mentioned earlier, | would
24 has been in front of the Board before. So the 24 expect the same from the Turksand Caicos
25 way | look at it, aslong aswe recover our 25 utility. If we have customersin the dark and
Page 126 Page 128
1 fully distributed cost, our customersarein 1 weneed assistance, | would expect them to
2 no way negatively impacted. 2 come here to help us on the same basis.
3 MR. JOHNSON: 3 MR. JOHNSON:
4 Q. If Icould turn you to page25 of this 4 Q. Yeah, | understand that, but having now
5 document under the Management Discussionand | 5 explored thisissue a bit further with you and
6 Anaysis. Yes, I'm referring now to the 6 having brought you to a discussion in the MD&A
7 second paragraph, Mr. Smith. They say, 7 of Fortis' book, Fortis' report, it seemsto
8 "Regulated assets in the Caribbean region as a 8 my reading that thereis a benefit to Fortis
9 percentage of the corporation’s total 9 shareholders, and | just wonder whether you
10 regul ated assets were ten percent at December 10 would now, having read that, concur with that
11 31st, 2008," and in parentheses, "(December 11 view?
12 31st, 2007, 8 percent). The regul ated rate of 12 MR. SMITH:
13 return on rate base assets, ROA, achieved in 13 A. | think there' s abenefit to our customers. |
14 the Caribbean is higher than that achieved in 14 think there’sa benefit tothe Turks and
15 Canada. The higher returnis correlated with 15 Caicos' customers inour ability to respond
16 increased operating risks associated with 16 quickly to provide service. That'swhat |
17 local economic and political factors and 17 really believe.
18 weather conditions; however, the allowed ROES |18 MR. JOHNSON:
19 at Caribbean Utilities and Belize Electricity 19 Q. Doyou seewhere | could conclude, reading
20 were lowered in 2008 due to negotiation of new |20 that sentence, that the Fortis uses externa
21 licenses at Caribbean Utilities and the impact 21 insurance to help mitigate the impact on its
22 of a regulatory rate decision at Belize 22 operations of potential damage and related
23 Electricity. Economic growth has been strong 23 business interruption associated with
24 in the corporation service territoriesin the 24 hurricane," that it would be afair reading on
25 Caribbean, positively impacting customer and 25 my partto say, yes, and alsothe Fortis
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1 Emergency Response Network also helps to 1 rate of Belize Electricity effective July 1st,
2 mitigate the impact, which is of direct 2 '08." Then itgoeson tosay, and thisis
3 benefit to shareholders of Fortis? Would you 3 what | want to focus on, "Partially offsetting
4 see where | could reasonably conclude that? 4 the above factors were: (1) adecrease in the
5 MR. SMITH: 5 value-added delivery component of the average
6 A. Again, | can't comment, | don’t think, on the 6 electricity rate of Belize effective July 14,
7 way you might concludeit. | can just tell 7 '08; (2) a3.25 percent reductionin basic
8 you from my perspective when | do these types 8 electricity rates and the elimination of the
9 of assistance and when we're ableto do it, | 9 hurricane cost recovery surcharge,” in quotes,
10 just look at it from the customer’s 10 "CRs at Caribbean Utilities effective January
11 perspective, and again, aslong aswe're not 11 1st, '08, and under the terms of the company’s
12 negatively impacting our customers, | do think 12 new T&D license; and (3) revenue loss of
13 it'sthe right thing to do. 13 approximately $2 million at Fortis Turks and
14 MR. JOHNSON: 14 Caicos due to Hurricane Ike." Andas| read
15 Q. Soinyour advising the Board asto what you 15 that--first of al, do you have any
16 think isfair and appropriate, you have not 16 familiarity with the hurricane cost recovery
17 considered the existence of the shareholder 17 surcharge, the CRs that’ sreferred to there?
18 benefit to Fortis, in your analysis? 18 MR. SMITH:
19 MR. SMITH: 19 A. No, | donot.
20 A. lredly haven't done an analysison this. 20 MR. JOHNSON:
21 Again, maybe my approachis very simplistic 21 Q. Would you agree as a mathematical matter that
22 and my approach again, as|’ve said before, is 22 to the extent that the Belize customers, or
23 simply our ability to respond when there's 23 the Turks and Caicos customers, Belize in this
24 peoplein the dark and there’s powerlines on 24 instance, are shielded from the market cost of
25 the ground. At that particular time, if we're 25 the services being provided to them at their,
Page 130 Page 132
1 able to respond and not negatively impact our 1 at thetime of these hurricanes, that their
2 customers, then | think it’s the right thing 2 surcharge islower than what it otherwise
3 to do. 3 would be?
4 MR. JOHNSON: 4 MR. SMITH:
5 Q. Thebottom of page 34, Mr. Smith, under the 5 A. Again, | don't know the nature of this
6 paragraph, "Revenue," whichisright at the 6 surcharge and so | really couldn’t comment.
7 bottom, it indicates that, "Revenue increased 7 MR. JOHNSON:
8 101 million over the previous year, however, 8 Q. Just speak about, in termsof operational
9 annua revenue for '08 includes the two 9 impact for amoment, Mr. Smith. We saw in
10 additional months of contribution for 10 previous, when we previously looked at this
11 Caribbean Utilities and approximate $6 million 11 with Mr. Ludlow, that Hurricane lvan, which
12 favourable impact of foreign currency 12 was a2004 event, there was close on 17,000
13 trandlation due to the weakening of the 13 hours expended by Newfoundland Power personnel
14 Canadian dollar against the usdollar year 14 in that effort, and that’s borne out, | think
15 over year," etcetera. You goonto say, 15 it's CA-NP-269. And, yeah, there you have the
16 "Excluding the two additional months of 16 breakdown, 16,984 for Hurricane Ivanin’04,
17 contribution for Caribbean Utilities and 17 5,220 hours for Fortis Turks and Caicos. And
18 favourable impact of foreign currency 18 how would Newfoundland Power operationaly
19 tranglation, revenue increased year over year, 19 cope with arequest for the type of manpower
20 primarily due to: (1) the full flow through of 20 that it ended up givingto the Caribbean
21 higher fuel and oil costs to customers at 21 Utility situation in 20047
22 Caribbean Utilities under the termsof the 22 MR. SMITH:
23 company’'snew T&D license; (2) electricity 23 A. It'sdifficult for me to comment on 2004, as|
24 sales growth; and (3) an increase in the cost 24 was not with Newfoundland Power at the time.
25 of power component of the average electricity 25 I can speak generally when we react to these
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1 reguests, how we do try to position ourself, 1 difference, geography of your service

2 especially in relation to the Turks and Caicos 2 territory, and your ability to take staff out

3 item that's here, but in terms of the 3 of certain places versus others. For example,

4 Caribbean Utilities one, | wasn't with the 4 when we looked at the Turks and Caicos

5 company, soit’s alittle hard for me to 5 incident, we certainly had afair bit of

6 speak. 6 pressures on the Northeast Avaon,

7 MR. JOHNSON: 7 particularly St. John’sthat year. So when we

8 Q. Wall, let's put it this way, if we say 8 looked at could we send people, in the St.

9 hypothetically that a similar event has 9 John's areawe have approximately 50 line
10 happened in 2004, and we are dedling, | take 10 staff, so we intentionally just made sure we
11 it, you'll agree, with avery hurricane prone 11 just took one person out of the St. John's
12 area of the world, right? 12 pool of linemen to send away. It was our way
13 MR. SMITH: 13 of kind of trying to make surewe weren't
14 A. Yes, they do have hurricanes in the Caribbean, 14 negatively impacting service on the Avalon in
15 yes. 15 avery busy time on the Avalon.

16 MR. JOHNSON: 16 MR. JOHNSON:

17 Q. They’'re proneto them? 17 Q. ltakeit thatit'satruism that something

18 MR. SMITH: 18 gives herewhen Newfoundland Power has to

19 A. I don't know if I'd say prone tothem. | do 19 respond down there operationally?

20 have a piece of information in my head, and | 20 MR. SMITH:

21 think it's correct that the onein Turks and 21 A. I don'tthink it's a matter of something needs

22 Caicos was thefirst hurricane they had seen 22 togive. You certainly need to look at the

23 in over 50 years or 100 years, | believe. So 23 work and try to find ways of getting the work

24 | think they happenin general in the area, 24 done. | know that when welooked at this

25 but in terms of affecting specific utilities, 25 particular issue in the fall of 2008 when the
Page 134 Page 136

1 | think that may makeit more of a unique 1 request came, we did look at the work and try

2 thing. 2 to find ways of getting the work done. | know

3 MR. JOHNSON: 3 that when we looked at this particular issue

4 Q. Wdl, hypothetically, | mean, if wehad a 4 in the fall of 2008 when the request came, we

5 circumstance where either Fortis Turks and 5 did look at the work that we had and could we

6 Caicos or the Caribbean Utilities needed 6 bring in contract labour to help while these

7 another 17,000 hours, what would happen onthe | 7 people were away, and that’ s one of the things

8 ground here in Newfoundland Power in order to 8 that we looked at and one of the decisions

9 accommodate that? 9 that we did make.

10 MR. SMITH: 10 MR. JOHNSON:

11 A. Interms of -- generally what we do when a 11 Q. Andtheuse of contract labour, | takeit that
12 request comes infrom autility to provide 12 it's assumed that the contract labour you

13 assistance, we would look at our own work 13 would retainin order to fill any gap, that

14 requirements first, and we would look at where 14 would be charged at market rate, correct?

15 we are in the construction season, and if we 15 MR. SMITH:

16 were able to send employees away, we would (16 A. Well, the contract labour that we would use
17 have tolook at waysto backfilling here 17 would be contracts that we would already have
18 locally to make sure our own work got done. 18 in place with contractors, and so what we
19 One of the thingsthat you would look at 19 would simply do was usethose tender prices
20 doing, of courseg, is contracting labour. If 20 that we already have and just bring in

21 you send your employees away, can you bringin |21 additional labour through those contractors.
22 local contract labour to supplement your 22 One of the things that you would have to do,
23 workforce so that work doesn’t get delayed or 23 of courseg, is phone these contractors to make
24 serviceisin any way compromised. The other 24 sure they had labour availableto bringin.

25 thing that you would do istry to look at the 25 Then, of course, you just want to make sure
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1 that those prices are no more than your own 1 and doit for you. Of course, our own
2 labour prices. 2 employees would have done that work, but, of
3 MR. JOHNSON: 3 course, our own employeesaso hadto doa
4 Q. Butthey're--1don'tthink therewill bea 4 much broader perspective of work in general.
5 dispute on this, but fundamentally whether 5 So our own employees have to do energize work,
6 established through tender, you know, 6 they have to do transmission work, they have
7 Newfoundland Power is paying amarket price, 7 to do substation work. So at any particular
8 what the market will bear, for the services 8 point in time, yes, they would do the
9 that it substitutes for thosethat are now 9 subdivision work that the contractor could do,
10 deployed elsewhere. Wouldn’t that be true? 10 but certainly in the run of ayear they had to
11 MR. SMITH: 11 do alot more work than just that.
12 A. Thelabour that we would usethrough these 12 MR. JOHNSON:
13 local contractors would be tendered |abour, 13 Q. Could I just go back now, Mr. Smith, to
14 and my point of being comfortableisto make 14 Exhibit 2 of the company’'s amended
15 sure that labour is no more expensive than our 15 application, and | want to focus for a moment
16 own labour, and that way our customers 16 on your total labour line, which isyour line
17 wouldn’t be in any way negatively impacted. 17 number 4. I’'ll wait for you to --
18 MR. JOHNSON: 18 MR. SMITH:
19 Q. Istendered labour not market -- isthat less 19 A. | have Exhibit 2.
20 than market or market? 20 MR. JOHNSON:
21 MR. SMITH: 21 Q. Okay, thank you, sir, and we have thetotal
22 A. Itwould bethelocal market, yes. 22 labour line of $30,749,000.00, and as we see,
23 MR. JOHNSON: 23 that’ s made up of regular, standby, temporary,
24 Q. Okay. | guessaconsumer might fairly ask the 24 and overtime, and | take it that we’'re on the
25 question, Mr. Smith, that if we could have a 25 same page, that these figures would only bein
Page 138 Page 140
1 repeat of, say, aFortis Turksand Caicos 1 respect of Newfoundland Power's internal
2 event where 5,000 hours were expended down 2 labour force costs, right?
3 there, or if wecould havea repeat of a 3 MR. SMITH:
4 17,000 hour event, a consumer might say 4 A. Yes, that would be correct.
5 wouldn'’t that be some sort of indication that 5 MR. JOHNSON:
6 maybe we don’t need all of what thecomplement | 6 Q. And further, that these would represent
7 ishere if whenwe needto not use these 7 operating, not capital labour costs, right?
8 people, we manage away around it. What would | 8 MR. SMITH:
9 be your response to that type of observation? 9 A. Thatiscorrect.
10 (12:30 p.m.) 10 MR. JOHNSON:
11 MR. SMITH: 11 Q. And sowhen Newfoundland Power would contract
12 A. Again my responsetothat in termsof my own 12 our for a service, say, whether it be
13 persona ability to respond with my own 13 vegetation management or vehicle maintenance,
14 knowledge would again go back to the Turksand |14 or il testing, building maintenance, | think
15 Caicosincident. The contract labour that we 15 these being all things that you typically
16 brought in to supplement their own workforce 16 would contract out for, that these labour
17 while theseindividuals were away is very 17 components would be found in lines below the
18 limited in what they can do. Basically, this 18 total labour line, would that be right?
19 contract labour goes into subdivisionsand is 19 MR. SMITH:
20 ableto run the wires between the poles and 20 A. Yes, that would be correct.
21 hang the insulators. It's avery basic form 21 MR. JOHNSON:
22 of our line construction. So this contract 22 Q. Okay, and so just keep in mind the
23 labour when you bring it in, if you have that 23 $30,749,000.00 for amoment, and if we go over
24 type of work in the chit to be done inthe 24 toVolume 2, Tab 1, of your labour forecast,
25 future, then that contract labour can comein 25 and in particular, Schedule B.
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1 MR. SMITH: 1 we provide the numbers. Intermsof how we
2 A Yes 2 arrive at the numbers, | guess we just follow
3 MR. JOHNSON: 3 agenera way that we build our budgets, and
4 Q. Weseeon thebottom -- towards the bottom, 4 that tendsto run off your most recent years
5 the 2010 forecast workforce operating, that’s 5 actual, and then you adjust it for inflation,
6 $29,109,000.00, but | take it the reason that 6 these types of things, and you come up with a
7 there' s a difference between the 29,109, and 7 forecast of what your budget would be.
8 your total forecast labour of $30,749,000.00 8 MR. JOHNSON:
9 isthat thefigure of 29 doesnot include 9 Q. Sowe'reback on Exhibit 2 now, and we see our
10 overtime. Would that be right? 10 overtimeline hasbeen pretty constant, at
11 MR. SMITH: 11 about 1.6 million dollars over the 2007 to
12 A. Yes, that would be correct. 12 2010 forecast year, and I’ m curious asto why
13 MR. JOHNSON: 13 we would anticipate that it would be up again
14 Q. Andso there's noanalysis inthis labour 14 consistent with those previous levels, given
15 forecast document of how you arrived at the 15 the fact that we -- you know, we continue to
16 overtime amount. Theonly analysiswe haveis |16 have expended money on, you know, capital
17 how you arrived at your regular wages, would 17 expenditures for things such as reliability,
18 that be accurate? 18 and the fact as well that we have an
19 MR. SMITH: 19 increasingly larger pool of staff to do
20 A. What Schedule B doesin thiswhole labour 20 necessary work during regular hours. For
21 forecast document, it putsin perspective the 21 instance, as| think you know, the number of
22 FTE calculation. 22 powerline technicians in the company, while
23 MR. JOHNSON: 23 that has stayed fairly flat from'07 to’ 10,
24 Q. Yeah. 24 there’ s alot more apprentices in the system
25 MR. SMITH: 25 at the present time. So what would be your
Page 142 Page 144
1 A. That'swhat this document does. It doesn’t 1 comment as to why the overtime number would be
2 really speak to how the operating budget would 2 o consistent with previous times?
3 have been built. It just simply looks at how 3 MR. SMITH:
4 our internal labour fitsinto the budget. 4 A. The overtime number that you see on thisline,
5 MR. JOHNSON: 5 and as you mentioned earlier, is the operating
6 Q. Okay, but-- so if we'relooking for an 6 overtime. Thevast majority of this money
7 analysis of how you arrive at your overtime 7 would be used to respond to trouble cdls. In
8 estimate, there’s no point in looking in here, 8 the run of ayear we have approximately 10,000
9 you've got to look somewhere else? 9 calls from our customers to provide assistance
10 MR. SMITH: 10 of different forms. Some of that could be
11  A. That would be correct. 11 somebody without power, it could be areport
12 MR. JOHNSON: 12 of adowned wire, it could be areport of many
13 Q. Okay, and I think the labour overtime figure 13 different things. What you see hereis a
14 that we' ve seen from Exhibit 2 afew moments |14 trending of that cost. There's no doubt over
15 ago, | think that was 1.64 million in 2010 15 the yearswe' ve spent alot of money on our
16 forecast? 16 distribution system, and as that graph we saw
17 MR. SMITH: 17 before, we have made improvementsin our SAIDI
18 A. Yes, that'scorrect. 18 and sAIFI. That is the duration of outages.
19 MR. JOHNSON: 19 Most of that work was done on what we call the
20 Q. Okay. Would it be possiblein future filings 20 trunk part of the system, and, of course, off
21 to reference, such asin your labour forecast, 21 that system there’smany laterals and many
22 how you arrived at your assumptionsas to 22 service wires. What we continue to respond to
23 overtime? 23 with most of our trouble calsare smaller
24 MR. SMITH: 24 events away from the trunk system. So
25 A. Likeany of theselineitemsin our forecast, 25 athough you seean improvement in overall
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1 reliability because the trunk system has been 1 think a short term goal would be overtime?
2 approved, we continue to get calls from our 2 MR. SMITH:
3 customers to respond to trouble calls on the 3 A. Intermsof overtime, | think the forecast we
4 lateralsand that’sreally what drivesthis 4 provided here would be what we believe isa
5 line here. 1t’sresponding to trouble calls 5 reasonable amount for overtime. That's what
6 on the laterals of the system primarily. 6 you seein the forecast here.
7 MR. JOHNSON: 7 MR. JOHNSON:
8 Q. So you are anticipating no significant 8 Q. But likein years beyond 2010, would you
9 difference in the company having the request 9 anticipate that number to improve?
10 for these than you' ve seen in the past? 10 MR. SMITH:
11 MR. SMITH: 11 A. It'sadifficult thing to say. We will work
12 A. Againwelook to thisline and we try to make 12 our best to improve thisline, but, of course,
13 sure we find efficienciesin thisline. The 13 you have to remember this lineisafunction
14 way you canfind efficiencieswith trouble 14 of the weather. If we havealot of windy
15 calls hasto do with a process that we have in 15 weather, a lot of trouble calls, then this
16 our call centre. When a customer callsin and 16 line can tend to fluctuate with that also, but
17 they report atrouble call, we will go through 17 we will do our best to bring stability to this
18 that incident with that customer totry to 18 line, butin terms of forecasting it out
19 determinedo we need to respond now, isit 19 beyond what we' ve shown here, that would be a
20 possibly aninside trouble, is it possibly a 20 little bit of a challenge at thistime.
21 wire down from atelephone company or acable |21 CHAIRMAN:
22 Tv company. Sowe believe wecan makesome (22 Q. It'saknown unknown.
23 progress in that particular area of screening 23 MR. SMITH:
24 trouble callsto try and find away of keeping 24 A. | would agree, sir, it's aknown unknown.
25 this overtimeflat, at less than inflation. 25 MR. JOHNSON:
Page 146 Page 148
1 MR. JOHNSON: 1 Q. Sir,could ! just direct your attention to CA-
2 Q. How long has the company been screening the 2 NP-106, and | bring this up, Mr. Smith,
3 trouble calls in the fashion that you just 3 because it does show -- tend to show, at least
4 described? 4 from my observation, a remarkably stable
5 MR. SMITH: 5 situation in terms of your skilled
6 A. Thisissomething that’s been in our company, 6 tradespeople, and thistable gets at from the
7 | would say, for several years, but in terms 7 period '05to '09, the number of regular
8 of what we've been doing and some of the 8 employees who left the company other than by
9 conversations I’ve had with control room 9 retirement or death through those years, and
10 operators, | do believe we can get alittle 10 would you agreethat is a pretty stable
11 better in this area, and by doing that, we can 11 picture relative to other utilities?
12 avoid some of this overtime. 12 MR. SMITH:
13 MR. JOHNSON: 13 A. Theconclusion| would draw looking at that
14 Q. And when isthat improvement expected to 14 tableisthat 7 and 8 have more retirementsin
15 manifest itself? 15 it than 5 and 6 did.
16 MR. SMITH: 16 MR. JOHNSON:
17  A. Effectively, we've already started this in 17 Q. These are other than by retirement or death.
18 terms of conversations with our control room 18 MR. SMITH:
19 operators, and that process is aready 19 A. Oh,I'm sorry.
20 started, and | continue to talk to the 20 MR. JOHNSON:
21 operators and talk tothe manager of this 21 Q. Yeah.
22 particular group, and we continue to look for 22 MR. SMITH:
23 ways of improving it. 23 A. Yeah, | would agree this indicates the
24 MR. JOHNSON: 24 stability in our workforce and that in 7 and 8
25 Q. Doyou haveafigureinmind asto whereyou 25 afew more employees left the company than
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1 occurred in 5 and 6, for reasons other than 1 call them. I'min CA-NP-111 there, Michadl.
2 retirement or death, asyou said, but there is 2 It's Footnote 1, that an apprentice powerline
3 anincreasein 7 and 8 relative to 5 and 6. 3 technician hired in’06 would be come a
4 MR. JOHNSON: 4 journeyperson powerline technician in the test
5 Q. Butinterms of the grand scheme of things, 5 year 2010, etc, right, and then | note in
6 from your knowledge of other utilities, we're 6 Footnote 2 that says according to the
7 doing apretty good job in the sense of not 7 International Brotherhood of Electrical
8 many people are leaving us? 8 Workers, they’ve observed that it takesten
9 MR. SMITH: 9 years to become a well-rounded powerline
10 A. | would agree with that in general speaking, 10 technician. So - and | guess my question goes
11 yes. 11 to theissue what it entails when you're
12 (12:45 p.m.) 12 taking on a young apprentice and they haveto
13 MR. JOHNSON: 13 go through block 1, block 2, block 3, and
14 Q. Andif you could turn, sir, to CA-NP-111, and 14 block 4, because | understand that there'sa
15 | dways perk upwhen | get athree page 15 productivity hit that the company takes when
16 answer from Newfoundland Power, and thisone |16 we're talking about young apprentices. Would
17 sort of got my attention. The question was in 17 that be true?
18 reference to page 213 of the amended 18 MR. SMITH:
19 application when it stated that, "Part of the 19 A. Yes, as part of doing the on-the-job hands on
20 forecast increase in Newfoundland Power’s 20 training, there is a slowdown effect of
21 workforce through 2010 is attributable to the 21 providing that training at the job site, and
22 need to address workforce demographics, 22 you could refer to that as a negative
23 primarily the aging workforce. Please explain 23 productivity, yes.
24 what this statement means and how it relates 24 MR. JOHNSON:
25 specifically to Newfoundland Power’s 2010 25 Q. Yeah, like atline 200on page?2 of 3, it
Page 150 Page 152
1 labour cost forecast", and | know that the 1 indicates, "The apprentice powerline
2 previous table that we dealt with didn't 2 technician is less productive than a fully
3 concern retirement, I'm aware of that, but | 3 qualified powerlinetechnician”. | don't
4 would like to just bring your attention to 4 think that would be surprising, right, and
5 line 42 on thefirst page where the company 5 then there’ safurther productivity issue at
6 indicates under the category of apprentice 6 lines22 to 23 whereit says, "In addition,
7 powerline technician that, "Over the five year 7 the supervision of the apprentice also impacts
8 period from’04 to ' 08, the company has hired 8 the productivity of the supervising powerline
9 an average of 7 apprentice powerline 9 technician". So just elaborate on that a
10 technicians per year, and over thefive year 10 little bit, Mr. Smith, for usin terms of the
11 period, ' 09 to 2013, the company plansto hire 11 effect on the supervisory people?
12 an average of 8 per year", and then it goes on 12 MR. SMITH:
13 to say, "Apprentice employment at thislevel 13 A. So the way this trending would occur,
14 will be necessary for the foreseeable future 14 especially when you get to blocks 3 and 4,
15 to ensure continuity inthe skilled trade”, 15 which is more the operating component of the
16 and then it says, "The increase in hiring of 16 work, these individuals get into more how to
17 apprenticesis attributable to the lead time 17 operate the system, how to respond to trouble
18 required in response to anticipated 18 cals, and how to deal with faults and
19 retirements’, and then it goes on to give the 19 electrical shorts on the system, so to speak.
20 average annual attrition rate of 8 powerline 20 So when you get to that part of the
21 technicians being anticipated over the period 21 progression of the apprenticeship program,
22 from 09 to 2013, and | noticed as well that 22 there's basically two individuals in the
23 in page two of 13, that Footnote 1 gave usan 23 truck. One is the supervising journeyman
24 indication of how long it takes for an 24 lineman and the other isthe apprentice. So
25 apprentice to become a journeyperson, asyou 25 when going out to do atypical job, and it
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1 could simply be a job where there's an 1 Q. CA-NP-107. Thisis-- page2 of 3,1 think,
2 underground fault on a cable, as part of doing 2 Michael. Just for clarity, leave that on the
3 that job the supervising powerline technician 3 screen, but the question that was posed that
4 needs to instruct the journeyperson in terms 4 elicited this response was, "Please provide
5 of the hazards to look for, how to plan and 5 the number, title, and location of positions
6 organize the job. That would be an example of 6 which Newfoundland Power has publicly
7 the productivity slowdown, so to speak, 7 advertised over each of the years 2007 to
8 through the on-the-job training. 8 date, aswell asthe amount of time elapsed
9 MR. JOHNSON: 9 from advertisement to the filling of the
10 Q. Okay,andif I couldturn youto 108 for a 10 positions, together with the number of
11 moment, sir, | noticethis isa tablethat 11 qualified applications received for each
12 shows a number of unsolicited job applications 12 position”, and | just refer you to the first
13 that Newfoundland Power currently has on file 13 powerline technician position that | see
14 from prospective employees, and I note that 14 there, it’sin the second grouping of -- there
15 under the linesperson operations, you’ ve seen 15 we haveit, just up from the -- there we are,
16 afairly significant increase of unsolicited 16 right there, see that.
17 applications to your company; 41 for the 17 MR. SMITH:
18 period’ 06 to June’ 07, and 85 from July '08 18 A. Yes
19 to June’09. Now would that be inclusive of 19 MR. JOHNSON:
20 journeypersons as well as apprentices, or do 20 Q. Andl takeitthat therewas two positions
21 you know that, Mr. Smith? 21 that Newfoundland Power had to fill, and you
22 MR. SMITH: 22 received 12 applicants for those positions, 12
23 A. | would suggest to you thisis people trying 23 qualified applicants?
24 to get into the journeyperson trade most 24 MR. SMITH:
25 likely. | haven’t seen thisdata, but | would 25 A. Yes
Page 154 Page 156
1 bevery surprisedif itincluded very many 1 MR. JOHNSON:
2 journeypersons looking for work with the 2 Q. And then youended up filling the first
3 company. 3 position in 68 days, and the second position,
4 MR. JOHNSON: 4 86 days?
5 Q. Couldyou perhaps get back to us on what the 5 MR. SMITH:
6 number of journeypersons are included in that 6 A. Yes
7 85, just to bring a bit more clarity to it? 7 MR. JOHNSON:
8 KELLY,Q.C.: 8 Q. Anddo you know wasthis around town or some
9 Q. Just for clarity, you're looking for a 9 other area, or do you know?
10 breakdown of the 85? 10 MR. SMITH:
11 MR. JOHNSON: 11 A. | couldn’ttell you wherethese positions
12 Q. Yes, gr. 12 were.
13 KELLY, Q.C. 13 MR. JOHNSON:
14 Q. Astowhat categoriesthey would fall into? 14 Q. And then to keep on coming down, you seeinto
15 MR. JOHNSON: 15 the next grouping, and I'm looking at the
16 Q. Yes. 16 powerline technician, New West Valley. Again
17 KELLY, Q.C: 17 one position, one applicant, 37 daysto fill,
18 Q. | think we can do that, Mr. Chair. Let the 18 and further down again, powerline technician
19 record show now I’ ve fulfilled an undertaking 19 Deer Lake, thisis June of * 08, advertised in
20 today, or given one. 20 The Telegram, and Western Star, and HRDC, one
21 CHAIRMAN: 21 position -- number of positions, one; three
22 Q. Veryimpressed, Sir. 22 qualified applicants, 21 daysto fill. |
23 KELLY, Q.C.: 23 guess, Mr. Smith, there’'s other examples
24 Q. Thank you, Mr. Chairman. 24 within that, but | won't goal the way
25 MR. JOHNSON: 25 through. | know there's another one in
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1 Clarenville on the next page, February of ' 09, 1 the best way to deal with that isto hire
2 in the second grouping there right where the 2 apprentices, train them, and have them ready.
3 arrow is. There was one position, ten 3 MR. JOHNSON:
4 qualified applicants, 58 daysto fill, and | 4 Q. |takeitthiscA-NP-107 would indicate that
5 guess what I’'m getting at is you’ ve indicated 5 the last time that Newfoundland Power
6 that where there’s abig lead time with the 6 advertised for a powerline technician was
7 apprentices to get them up and running to meet 7 February '09 in relation to Clarenville.
8 the demographic challenge that your utility 8 Would that be --
9 has, and | think al utilities haveto a 9 MR. SMITH:
10 certain degree, and I’m trying to get a sense 10 A. Yes, thislookslikethe most recent time we
11 of why Newfoundland Power, as a way of 11 would have advertised.
12 balancing the considerations, haslanded on 12 MR. JOHNSON:
13 the idea of being so heavy with the 13 Q. Andwhat sort of profile areyou -- isthe
14 apprentices as opposed to selecting 14 company experiencing in terms of the
15 experienced people who can join theforce as 15 journeypersons who are applying? Istherea
16 needed. 16 sort of stereotypical journeyman profile that
17 MR. SMITH: 17 we can discuss?
18 A. Our approach with the retirement of the 18 MR. SMITH:
19 powerline technician trade is we look into the 19 A. Wdl, with someof these positions here, |
20 future and between 2010 and 2014, 20 believe part of what we've done, actually, is
21 approximately one quarter of our journeyperson |21 to hire some Newfoundland and Labrador Hydro
22 linemen will either be 65 years old, or reach 22 journeypersons, and in doing that, we'vein
23 age 60, with a 95 combination in their 23 turn placed some pressure on their business
24 pension, which isbasicaly an unrestricted 24 because in turn they end up with some
25 pension. We believe we have a significant
Page 158 Page 160
1 retirement issue to deal with in the next five 1 vacancies. | do believe some of these hires
2 years inour business. We have had some 2 are simply that, we advertise a position, and
3 successin hiring journeypersonsin limited 3 Newfoundland and L abrador Hydro journeyperson
4 fashion for the last number of years, but 4 would have applied for thesejobs. So in
5 certainly to continue on an approach to say 5 terms of a typical demographic, it's very
6 that in the next five years we're going to be 6 limited in that we' re the only two utilities
7 ableto hire 31 journeypersons off the street, 7 in the province that havethis particular
8 so to speak, we don’'t believe that's a 8 trade, and so when you post, it tends to be
9 realistic way toplan for the future. We 9 one of our employees leaving to go there, or
10 believe we need to train our apprentices and 10 one of their employees leaving to come here.
11 have them ready, and that’sthe more secure 11 That' stypical of what could happen.
12 way of bringing supply to this. Thewhole 12 MR. JOHNSON:
13 journeyperson trade issue isreally a national 13 Q. Do you notice that most of these
14 issue across the country. | know | can speak 14 advertisements are in local publications like
15 firsthand to it when | wasin Alberta. When | 15 The Telegram or the Western Star, posting at
16 joined Fortis Alberta, we had six apprentices 16 the College of the North Atlantic, HRDC. Is
17 in our business, and when | leftin 2008 we 17 there any advertisements aimed at
18 had 86, and it was simply afunction of very 18 journeypersons who are probably originally
19 difficult to hire journeypersons in this 19 from Newfoundland, but went out to Western
20 trade. So| have seen a lot of pressuresin 20 Canada?
21 terms of our ability to hire journeypersons. 21 MR. SMITH:
22 We have had some success, limited successwith |22 A. Generaly speaking, | do believe we advertise
23 these numbers here, but in terms of where we 23 beyond just this mediathat’ s listed here, but
24 need to go in the future, we have a 24 that would be subject to check. Generally
25 significant issue to deal with and we believe 25 speaking, though, there would be a very

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

Page 157 - Page 160




October 26, 2009

Multi-Page™

NP’s 2010 General Rate Application

Page 161 Page 163
1 limited pool of journeypersons that would -- 1 Q. Well dothat, Mr. Chairman.
2 again we'relooking at trying to fill avoid 2 CHAIRMAN:
3 of approximately 31 peopleinthe next five 3 Q. Mr.Kdlyisonarall.
4 years. So the answer to your specific question 4 MR. JOHNSON:
5 isI’m not completely sure, but | do believe 5 Q. Justtogo back into your labour forecast for
6 we do advertise beyond just these mediatypes 6 amoment, Mr. Smith, in Volume 2, page 1, at
7 here. 7 the bottom of Footnote 2, the statement is
8 (1:00 p.m.) 8 made that for the period from 1993 through
9 MR. JOHNSON: 9 2005, Newfoundland Power’ s workforce declined
10 Q. Canl justrefer you to Table2-11 of your 10 significantly asaresult of aseriesof six
11 labour cost breakdown in your application, and 11 early retirement programs.  Currently
12 in particular, | just want to draw your 12 workforce levels are considered to be broadly
13 attention on this page to Footnote 56, where 13 consistent with least cost customer service
14 it indicates that negotiated wage rate 14 delivery over the long term, and what is meant
15 increases for skilled trades total 5.1 percent 15 by "broadly consistent” over the long term? |
16 in’09, and 5 percent in 2010, and | draw your 16 wasn't quite sure what wasbeing conveyed
17 attention to it because that figure 5.1 was 17 there.
18 6.3 percent in the origina filing, and could 18 MR. SMITH:
19 you just explain why it changed? 19 A. | thinkit just refers tothat it's not
20 MR. SMITH: 20 necessarily an exact number or an exact thing.
21 A. | don't know the exact reason why it changed, 21 It's something that has a little bit of
22 but 5.1 isthe correct number. | couldn’t 22 variation around it. That it's broadly
23 explain that. 23 consistent to me would simply mean that.
24 MR. JOHNSON: 24 MR. JOHNSON:
25 Q. Becausel think the old numbers for -- if 25 Q. And aswe ve seen, there has been agrowth in
Page 162 Page 164
1 you'll go upto Table2-11, | don't think 1 FTE s over the past number of years. | think
2 there was any change between your 2-09F column 2 in 2007 is was 627 FTES, 2008 628, '09 641,
3 that we see in this present Table 2-11, and 3 and 2010 forecast 651, and would you think
4 the previous 2-09F, and | would have thought 4 that we are at ahigh watermark now for FTES
5 that there would be a change by virtue of the 5 at Newfoundland Power relative to what we can
6 assumption of the increase going down from 6.3 6 expect as we move out from 20107
7 percent to 5.1 percent? 7 MR. SMITH:
8 MR. SMITH: 8 A. | thinkif welook into the future, | think
9 A. Ithink what ittells meis that the 5.1 9 the future will tell uswhat the workforce
10 percent isthe correct number that was used 10 needs to be. In terms of where we are today,
11 above, and, in fact, when we go from 2008 to 11 | do believe that we feel the overall number
12 2009, the overall increase, as a 12 of peoplethat we haveinthat FTE analysis
13 representation of the full workforce, would be 13 when you get to 2010 is approximately where we
14 4.07 percent. | believethat there's other 14 should be at a sustainable level for a period
15 footnotes with that, and certainly that number 15 of time. That number, of course, as is
16 hasn't changed in this filing. It'sjust that 16 indicated here, will have some fluctuations,
17 this particular number here did change. 17 depending if work changes, but to say it's
18 MR. JOHNSON: 18 "broadly consistent”, | think that would be
19 Q. Maybe again, not to break the record for 19 fair.
20 undertakings, but if we could have an 20 MR. JOHNSON:
21 explanation asto why it went from 6.3t0 5.1, 21 Q. Soyou think we should be around that number
22 and whether it wastypos. If it wastypos, 22 for a period of time. How long before you
23 fine, but if not, to indicate how the 23 think it should be coming down from that
24 caculation -- why it didn’t change. 24 level?
25 KELLY, QC:: 25 MR. SMITH:

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

Page 161 - Page 164




October 26, 2009

Multi-Page™

NP’s 2010 General Rate Application

Page 165

Page 167

1 A. | think that'safunction of retirements. As 1 ableto retire with no impact on your pension?
2 | mentioned before, we' ve had to increase our 2 MR. SMITH:
3 number dightly right now to deal with the 3 A. Yes | believethat'sthe criteriato have a
4 demographicsand dealing withiin the future 4 non-reduced pension.
5 alignment who will retire. That’sresulting 5 MR. JOHNSON:
6 inus hiring a few extra apprentices right 6 Q. And note4 isoff to theright hand side, and
7 now, but if you think about it from an overall 7 to see note 4 we got to flip the page to get
8 perspective, the work isreally what dictates 8 the explanation which is on page 2 of 2, and
9 the workforce. What we are practically doing 9 the explanation in note 4 isthat, "In 2010,
10 right now aswe bring more apprenticesonis 10 there are twelve employees eligible to retire.
11 that we use alittle bit less contract |abour. 11 The 2010 labour reduction for retirement is
12 That' s the valve that we usein our business 12 322,000. The 2010 reduction FTES of three
13 to make sure we don't over staff, so to speak. 13 reflects the timing of the forecast
14 So although that number is about where it will 14 retirements’, and what is the -- is the
15 be, there may be some continued fluctuations 15 assumption that they all retireat the very
16 depending on work that may show up, or 16 end of the year? Is that the assumption
17 additional pressures because of demographics 17 that’ s taking place there?
18 and other line items, but again what you need 18 MR. SMITH:
19 tolook at overal isthe overall amount of 19 A. | believethe way we do thisfor 2010 would be
20 work that we doisrealy afunction of the 20 looking at the actual time during the year
21 work itself, and the FTES, the interna 21 where they would hit their eligibility, and in
22 employees are just a part of that. 22 addition to that a discussion with the
23 MR. JOHNSON: 23 employees involved just to sort out their
24 Q. If wetook the lead time that was necessary to 24 timing and what they havein mind. So | don't
25 have these apprentices become fully fledged 25 believeit is necessarily the end of the year.
Page 166 Page 168
1 journeypersons with agood working knowledge | 1 | think it's tailored to when people are
2 in the company, sort of out of the equation 2 scheduling to retire.
3 for amoment, could we get by with the present 3 MR. JOHNSON:
4 complement of journeypersonswho areengaged | 4 Q. Justlook onnote5 there. It says, "Only 6
5 now with the company? 5 of the 12 retiring employees will be replaced
6 MR. SMITH: 6 in2010. Theremaining six employees are
7 A. Againasl said before, | think the position 7 forecast to retire at year end, and will not
8 we take to hire apprentices sets us up to be 8 bereplaced in 2010. Only three of the six
9 ableto provide serviceto our customers and 9 employeesretiring at year end 2010 will be
10 to be assured that those apprentices will be 10 replaced in 2011". So that would mean, would
11 trained and ready to go, soto speak. The 11 it not, that we're assuming that they all
12 offset that we use right now is simply to have 12 retire at year end?
13 less contract labour on. So that would be the 13 MR. SMITH:
14 way | would look at it. 14 A. Yes, that would be correct.
15 MR. JOHNSON: 15 MR. JOHNSON:
16 Q. Ifyou turnto ScheduleB of the interna 16 Q. Andif I could turn you to number 114, CA-NP-
17 forecast and we see under -- for adjustments 17 114. |1 guessthe first thing | would observe,
18 for 2010 on the left, we see employee 18 and this table setsout thetotal regular
19 retirement which isfootnoted, and 322,000, 19 employees reaching age 65 or age 60, with a 95
20 and then that trandlates into 3 FTES, and then 20 year combination, and actual retirement, so it
21 Footnote 17 confirms what you've indicated, 21 compares the people -- the number of people
22 that retirement estimates are based upon 22 who meet that test and those who've actually
23 employees reaching age 65, or who havereached |23 retired. You seein 2009 that there' sthree
24 age 60, with the combination of 95 years, of 24 who've actually aready retired, is that
25 age, plus service, so these people would be 25 right?
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1 MR. SMITH: 1 for 097
2 A. Thatiscorrect. 2 MR. SMITH:
3 MR. JOHNSON: 3 A. Ithinkit’'s more of a matter of those who are
4 Q. Andtheother thing I noticed about thisis 4 digibleto retire and the particular point
5 that inthelast -- well, '07,’08, and -- 5 they arein their career and in their life.
6 well, certainly | can’'t speak for ' 09 because 6 To say that that trend will repeat with two
7 it's not completeyet, but '07 and ’08, 7 yearsdata, | don’t think | could necessarily
8 there' s actually more who retired than met the 8 agree to that.
9 test that you had anticipated? 9 MR. JOHNSON:
10 MR. SMITH: 10 Q. Isitequaly likely that it will repeat as it
11 A. Yes, that is correct. 11 won't?
12 MR. JOHNSON: 12 MR. SMITH:
13 Q. Isthereany reason to think that given that 13 A. | don’'t know.
14 past experience, that that may not also be the 14 (1:15p.m.)
15 casein’09? 15 MR. JOHNSON:
16 MR. SMITH: 16 Q. Could I direct you to the GT Report, the Grant
17 A. Would you repeat that again? 17 Thornton Financial Consultants Report. In
18 MR. JOHNSON: 18 particular, I’'m referring to page 35, andin
19 Q. Asweseein’07 and’08, you had numberswho |19 particular still, line 14, where Grant
20 were -- people who were total age 65, or age 20 Thornton observed that, "The 2009 contractor
21 60 with 95 year combination, and in’ 07 there 21 costs are lower than 2008 due to lower
22 wasjust seven meeting that test, but nine 22 forecast customer connections, 43,096 versus
23 actualy retired. So more than met the test 23 46,025. The 2010 contractor costs are higher
24 actually retired, and | take it that what 24 than 2009 primarily due to an expected
25 Newfoundland Power is assuming will happen |25 contractor priceincrease asa result of the
Page 170 Page 172
1 thistime around isthat exactly the same 1 contract renewal in 2010, partially offset by
2 amount of people who meet the test for 2 areduction in customer connections over 2009,
3 retirement will retire, and 1I'm getting at 3 38,064 versus43,096". Am | --this was
4 isn't that aconservative assumption, given 4 filed, of course, back in July on the basis of
5 the fact that in’ 07 and ' 08 more people than 5 theoriginal application. Dol understand
6 just met the test retired? 6 with the update that customer connections are
7 MR. SMITH: 7 expected to be down in both *09 and ' 10 from
8 A. | think what thisRFI tellsmeisthat so far 8 those forecast in this report?
9 about half of what was forecast to retire this 9 MR. SMITH:
10 year have dready retired. What the finish 10 A. Sorry, your question again was?
11 point on that answer isin terms of what this 11 MR. JOHNSON:
12 RFI tells me, | don't know. Soin other 12 Q. Whether the customer connections are expected
13 words, will the other four people retire this 13 to be down further in’09 and 2010 from those
14 year; certainly the hit that criteria, and it 14 assumed in the Grant Thornton Report?
15 would be fair to assume that they would, but 15 MR. SMITH:
16 whether or not they are, | can't tell you from 16 A. Thetiming of the Grant Thornton Report is
17 this RFI. 17 what I’'m trying to get straight in my mind.
18 MR. JOHNSON: 18 When we did our refile of our application in
19 Q. When I read the record I’'mgoing to get 19 September, we did increase our distribution
20 frustrated if | haven't asked you this follow 20 function line, when you look at Table 2-12,
21 question, because what | havein mind, Mr. 21 and | believe one of the reasonswe did this
22 Smith, isif in’07 and '08 more than -- more 22 revison was to reflect an increase in
23 people retired, actually retired, than those 23 customer work in 2009 above what we thought it
24 who met your retirement test in’07 and ' 08, 24 was earlier intheyear. So | think relative
25 why would that not be areasonable assumption |25 to our origina application in the GRA,
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1 relative to then our 2009 forecast of customer 1 We didn't put afurther adjustment there for

2 connections has increased. So | don’'t know if 2 increasesin the number of customers we're

3 | could tieit back to Grant Thornton for you. 3 serving. Asl said in my direct, we believe

4 MR. JOHNSON: 4 these are things that the company will find

5 Q. Wadl, I'm getting at -- fundamentally, what 5 other efficienciesin our business to recoup

6 I’m getting at iswhether to the extent that 6 those, otherwise that would be increasesin

7 there were a reduction in the expected 7 cost.

8 connectionsin’09 and’10 relative to what 8 MR. JOHNSON:

9 Grant Thornton assumed, to the extent that 9 Q. I'll leavethat for the time being to digest
10 there were, whether these operational savings 10 what you've said. Let me ask you a question
11 had been reflected in the new filing, and the 11 then regarding the basisfor saying that the
12 specific reason | ask that isthat | don’t see 12 expected contractor price will increase in
13 adifference between the operational expense 13 2010 over 2009, and what’ s that based on?
14 numbersin the new Exhibit 2 versus the old 14 MR. SMITH:
15 Exhibit 2. 15 A. Wedid our pole contract two, three, or four
16 MR. SMITH: 16 months ago, | can’t remember exactly, and when
17 A. What thisisreferring to here, of courseg, is 17 this document was done, the contracts hadn’t
18 customer connections for new houses, whichis 18 been let or the awards done. Since then that
19 acapital part of our business. 19 has happened and we did see an increase in our
20 MR. JOHNSON: 20 contractor pricesto do capital work, and |
21 Q. So any changes would not show up in 21 think that’swhat this noteis trying to
22 operational savings? 22 indicate that this was coming, and since this
23 MR. SMITH: 23 was put together we did do our contracts, and
24 A. No, this work herewould beon the capita 24 there was an increase in our contract |abour.
25 part of our business. 25 MR. JOHNSON:
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1 MR. JOHNSON: 1 Q. Okay, partially offset by the reduced number

2 Q. Butwould therenot also bea "knock down" 2 of connections?

3 effect on operating expenseif the number of 3 MR. SMITH:

4 connections went down? 4 A. That's correct.

5 MR. SMITH: 5 MR. JOHNSON:

6 A. Oh, | seewhat you're saying. In terms of the 6 Q. Iljust wantto turnto the concept of the

7 future? 7 multi-year regime that the Board referred to

8 MR. JOHNSON: 8 initsorder in PU-32 2007. Mr. Smith, you're

9 Q Yes 9 familiar with what I’ m talking about in terms
10 MR. SMITH: 10 of the Board' s reference there, are you, how
11 A. Wdl, theway to best talk about that iswhen 11 they referred to us having a multi-year cost
12 we build our operating budget, we build it off 12 of service regulatory regimein this province?
13 our most recent actuals. So when we built the 13 MR. SMITH:
14 operating budget for 09 and ' 10, we built it 14 A. I'mcertainly not overly familiar with it.
15 off 2008. So in 2008, we had a certain number 15 I'veread alittle bit of information in Mr.
16 of customers on our system. Whenweforecast |16 Todd's information, but | certainly don't
17 out from 2008 our operating costs, we don't 17 consider myself in any way to be an expert or
18 put in an extra amount to deal with increases 18 overly familiar with this multi-year
19 in the number of our customers, for example. | 19 regulatory regime, no.
20 referred to thisearlier in my direct. So 20 MR. JOHNSON:
21 when we forecast operating costs, it's simply 21 Q. Do youknow enough about it to answer me
22 areflection of what it wasin2008. This 22 whether or not one of the supposed benefits of
23 moves out into 2009. It's adjusted for 23 a multi-year regime is reduced regulatory
24 inflation, it's adjusted for the conservation 24 costs?
25 program, and it’s adjusted for apprentices. 25 MR. SMITH:
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1 A Yes, | would agree that I've read that 1 MR. SMITH:

2 information with that, yes. 2 A. The 2010 cost?

3 MR. JOHNSON: 3 MR. JOHNSON:

4 Q. AndI takeit Newfoundland Power has forecast 4 Q. Yeah

5 third party costsin 2010 for thisGRA of 5 MR. SMITH:

6 $750,000, right? 6 A. No, | don't believe that’'s correct.

7 MR. SMITH: 7 MR. JOHNSON:

8 A. Forthisparticular GRA, yes. 8 Q. Sothere'snothinginthe test year for cost

9 MR. JOHNSON: 9 of capital for thisGRA?

10 Q. Yes, and also Newfoundland Power hasforecast |10 MR. SMITH:
11 to spend $350,000 on itsown legal feesfor 11 A. For thisparticular GRA?
12 thisGRA, being 175in’'09 and 175 in 20107? 12 MR. JOHNSON:
13 Would that be right? 13 Q. Yeah
14 MR. SMITH: 14 MR. SMITH:
15 A. | don’'t know those numbers off the top of my 15 A. No, | don't believe so.
16 head, no. 16 MR. JOHNSON:
17 MR. JOHNSON: 17 Q. Ifyou'd just goback toca-NP-141, andin
18 Q. CA-NP-138. 18 particular, Table 2? We have consultant fees
19 KELLY, Q.C. 19 of $250,000 in 2010F.
20 Q. Wrong assumption in the question, Mr. 20 MR. SMITH:
21 Chairman. 21 A. Yes
22 CHAIRMAN: 22 MR. JOHNSON:
23 Q. Umm? 23 Q. Butyou'resayingthat that’s-- none of that
24 KELLY, Q.C. 24 is attributable to this hearing?
25 Q. Wrong assumption in the question. 25 MR. SMITH:
Page 178 Page 180

1 MR. COMERFORD: 1 A. Tothebest of my knowledge, the 2010 costs

2 Q. Isit148? 2 that are in the schedule are not for this GRA.

3 MR. JOHNSON: 3 MR. JOHNSON:

4 Q. 138. Soitjust bears out what | was talking 4 Q. Okay,and what are they in relationto, a

5 about regarding regulatory GRA legal feesin 5 further GRA that would be filed in 2010?

6 those two columns, not meaning to spend time 6 MR. SMITH:

7 there. Andas well, if | could turn youto 7 A. Thenumbersthat arein 2010 would relate to

8 CA-NP-141, Table 3? Table 3 purports to show 8 the possibility of aGRA in 2010 for 2011.

9 the portion of costs from 2009 forecast 9 There's also the possibility of a Newfoundland
10 attributable to this hearing as regards the 10 and Labrador Hydro GRA. There' s potentially
11 cost of capital consultant, that’s 150,000, 11 the need for cost of capital experts,

12 right? 12 regulatory accounting experts or even rates
13 MR. SMITH: 13 experts. There' saso the possibility, of

14 A. Yes, | seethatin Table 3, yeah. 14 course, that further work on the automatic
15 MR. JOHNSON: 15 adjustment formula or other cost of capita
16 Q. Justfor’09. And then if we could go to CA- 16 issues, and findly, | believe there'saso

17 NP-135? 17 the possibility that there will be work, in

18 CHAIRMAN: 18 fact more than a possibility, there actually

19 Q. What do they make an hour? 19 will be workin terms of the Industrial

20 MR. JOHNSON: 20 Customer Rate Stabilization Plan that will
21 Q. You seecost of capital expert, just handy to 21 occur in 2010. So those would be the types of
22 your--well, it was there. Right, cost of 22 things that that money would be identified for
23 capital expert, 100,000 in 2010. | takeit 23 for 2010.

24 that at least part of that number would bein 24 MR. JOHNSON:

25 relation to this GRA? 25 Q. Couldwe receive a breakdown of the number
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1 from Table 2, 2010F, that would be 1 MR. JOHNSON:

2 attributable to a Newfoundland Power filed GRA 2 Q. Yes

3 in 20107? 3 KELLY, Q.C.

4 KELLY, Q.C. 4 Q. Well take that under advisement, Mr.

5 Q. Wadll, if there' s anything more we can provide, 5 Chairman.

6 Mr. Chairman. 6 MR. JOHNSON:

7 MR. JOHNSON: 7 Q. Thank you. Andl| guess, Mr. Smith, in

8 Q. Wél, the number, the forecast number is - 8 addition to some of these hard expenses that

9 KELLY, Q.C. 9 are attributable to a GRA that you would have
10 Q. Can the Consumer Advocate be a lot more 10 hours of staff taken up with this case. Have
11 specific as to exactly what he’ s asking usto 11 you developed an estimate of the cost of that,
12 try to break out? 12 in terms of the amount of hours dedicated to
13 MR. JOHNSON: 13 this case?
14 Q. I'll try, Mr. Chairman. The witness has 14 MR. SMITH:
15 indicated that the 2010F number, as shown for 15 A. Theway we look at our staff, even for this
16 consultant feesin Table 2 of CA-NP-141,is 16 particular GRA here, there's no realy
17 meant to reflect assumptions as to a number of 17 estimate done for that. We simply work to
18 regulatory proceedings that may be going 18 produce the information that's required. We
19 forward, whether it be some sort of cost of 19 use the staff that we havein house, and we
20 capital hearing on the formula, whether it's 20 prioritize the work and we do the best we can
21 Hydro' s GRA, and whether it's their own GRA. 21 to fulfil the requirements of the GRA. So
22 So presumably they made an assessment asto 22 there would be no firm estimate in our labour
23 what each of those would be costing, and so | 23 forecast for next year to work on aGRA. It
24 was looking for a breakdown of what that 24 simply would be our normal labour in our
25 number would be. That'sall. 25 company to provide the information and work on

Page 182 Page 184

1 KELLY, Q.C. 1 it asrequired.

2 Q. It'sabroad level estimate, Mr. Chairman, but 2 MR. JOHNSON:

3 subject to that constraint, we'll see what we 3 Q. Okay, and forgetting about the forecast for

4 can provide some breakdown of--essentially 4 2010, give us some sort of sense asto what it

5 what | understand my friend to be asking for 5 meant in 2009 in terms of the amount of hours

6 is a breskdown of the $250,000 item. 6 spent preparing for this proceeding?

7 Confirmed? 7 MR. SMITH:

8 MR. JOHNSON: 8 A. ldon'tthink | could give you an estimate of

9 Q. Confirmed, and as well, the legal fees, 9 the number of hours. Certainly it takesa
10 similarly. I'd liketo know what's being 10 fair bit of effort on the part of the company
11 assumed for legal feesfor a 2010 GRA. 11 to put together a GRA application and again,
12 KELLY, Q.C. 12 theway wedo thatis weuseour in-house
13 Q. Infact, the responses that have already been 13 employees and it’'sa matter of prioritizing.
14 provided as to abreakdown for legal fees 14 It's amatter of working late hours and long
15 relationto Mobile, et cetera, and | think 15 daysto put together the information that’s
16 that’sin one of the other RFIs. 16 required.
17 MR. JOHNSON: 17 MR. JOHNSON:
18 Q. Buttotheextent that legal fees numbersis 18 Q. Because the effort happens considerably before
19 assuming a further engagement for a 19 the actual filing date, doesn't it?
20 Newfoundland Power GRA that they’'regoingto |20 MR. SMITH:
21 be filing in 2010, | think that that would be 21 A. Wdl, for thisGRA, we would have started on
22 useful to have. 22 it certainly before we put the application in
23 KELLY, Q.C. 23 in June, yes.
24 Q. So you'relooking for consultant line and 24 MR. JOHNSON:
25 legal feesline? 25 Q. Mr. Charman, we'reat that 1:30 time, and |
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1 don’'t anticipate being much longer with Mr.
2 Smith, but | think I might benefit from seeing
3 the transcript to see what else needs to be
4 covered off with the gentleman.
5 CHAIRMAN:
6 Q. Soyou'd like usto break now so you can -
.
8
9

MR. JOHNSON:
Q. Yes, that would be good.

CHAIRMAN:
10 Q. Okay. Isthat okay with everybody?
11 KELLY, Q.C.
12 Q. Satisfactory, Mr. Chairman.
13 CHAIRMAN:
14 Q. Allright. We're adjourned until tomorrow
15 morning at 9:00. Isthat correct?

16 MR. JOHNSON:

17 Q. Thank you.

18 ADJOURNED TO OCTOBER 27, 2009 AT 9:00 A.M.
19 CERTIFICATE

20 |, Judy Moss, hereby certify that the foregoing is

Page 186
atrue and correct transcript in the matter of
Newfoundland Power’s 2010 General Rate Application
heard on the 26th day of October, A.D., 2009 before
Commissioners of the Public Utilities Board, Prince
Charles Building, St. John's, Newfoundland and
Labrador and was transcribed by me to the best of
my ability by means of a sound apparatus.

Dated at St. John's, Newfoundland and L abrador
this 26th day of October, A.D., 2009.
Judy Moss
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