January 10, 2013

Multi-Page™ NL Power Inc.’s General Rate Application

Page 1 Page 3
1 (January 10, 2013) 1 conference, time was allowed for Requests for
2 CHAIRMAN: 2 Information to be submitted and responses to
3 Q. Good morning everybody. This is the 3 be filed. Timewas also alowed for the
4 Newfoundland Power 2013 General Rate 4 parties to retain experts as required.
5 Application hearing. My nameis Andy Wells 5 The Board requested the parties to
6 and I'm joined by my colleagues, Dwanda Newman 6 participate in a Board facilitated settlement
7 and James Oxford. Glenda Gibbons from 7 process to discuss the issues contained in the
8 Discoveries Unlimited is assisting Cheryl 8 application. This negotiation process, as
9 Blundon with the transcripts of today’s 9 indicated by the Chair, was held the week of
10 hearings. Our schedule for today’ s evidence 10 December 17th and a resulting settlement
11 should continue until about 1:30 today with a 11 agreement was filed with the Board on December
12 half-hour break between 11 and 11:30. Asfor 12 21st.  All partieshave a copy of this
13 tomorrow, we will just have to wait and see 13 agreement and it will be entered onto the
14 what the Good Lord sends us. 14 record as Consent Exhibit No. 1. I'd liketo
15 Before we get started, could the panel 15 take a moment just to review the issues which
16 introduce yourselves. 16 have been agreed upon by the parties.
17 KELLY, QC: 17 The parties have agreed that the Board
18 Q. Thank you, Mr. Chair. lan Kelly here 18 may rely upon the Customer Energy and Demand
19 representing Newfoundland Power. Joining me 19 Forecast dated August 2012 which was submitted
20 is Gerard Hayes, Newfoundland Power, and Chris 20 with the Application. Changes to the
21 Wellswho is assisting us with the documents. 21 calculation and amortization of the defined
22 CHAIRMAN: 22 benefit pension expense have also been agreed
23 Q. That'sagood name. 23 to. The deferral and amortization of
24 MR. JOHNSON: 24 conservation program costs over a seven-year
25 Q. Tom Johnson here, Mr. Chair, on behalf of the 25 period have been agreedto. However, the
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1 consumer. Herewith meisDr. Lawrence Booth | 1 Consumer Advocate has reserved the right to
2 and counsel, Greg Kirby. Thank you. 2 cross-examine on the actual program costs.
3 CHAIRMAN: 3 The parties agreed to changes in the Weather
4 Q. Okay. We will passitonto Ms. Jacqueline 4 Normalization Reserve Account. The parties
5 Glynn to get things started. 5 agreed to cost recovery for existing deferral
6 MS. GLYNN: 6 accounts, the hearing costs and a revenue
7 Q. Thank you, Mr. Chair. Good morning to the 7 shortfall for 2013. The Forecast Average Rate
8 panel and to everybody who has joined us here 8 Base for 2013 and for 2014 will be used for
9 thismorning. On September 14th, the Board 9 rate making purposes, subject to any
10 received a General Rate Application from 10 adjustments from the Board’ s determination on
11 Newfoundland Power to establish new rates for 11 issues that have not been settled. Proposed
12 its customers. 12 changes to the rate design and rate structure
13 Newfoundland Power is requesting that the 13 have been agreed to and proposed changesto
14 Board approve, among other things, an overall 14 the Rate Stabilization clause have also been
15 average increase in current electricity rates 15 agreed to. Theremainder of theissuesin the
16 of six percent asof March 1st, 2013, which 16 Application will be examined throughout this
17 includes proposed increases ranging from 0.6 17 hearing.
18 percent to 6 percent for commercia customers 18 Notice of the start date for this hearing
19 and proposed average increases of 7.2 percent 19 was published in papers throughout the
20 for residential customers. 20 Province started on December 15th, 2012. The
21 The Board held a pre-hearing conference 21 only remaining deadlines are for public
22 on October 11th, 2012 to identify the 22 participation. Requeststo make an oral
23 registered intervenors and to set the 23 submission must be submitted by noon tomorrow,
24 procedures and schedule for this public 24 Friday, January 11th. Any written letters of
25 hearing.  Following the pre-hearing 25 comments must be submitted by Friday, January
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1 18th. 1 event through the Energy Supply Cost Variance
2 The Board'sfinancial consultants, Grant 2 mechanisms. So this Applicationis really
3 Thornton, submitted a report on November Sth, 3 about the other 3.4 percent of the proposed
4 2012. The parties have agreed to accept this 4 increase.
5 report without the necessity of a 5 The second component is the Return on
6 representative from Grant Thornton appearing 6 Equity. It amountsto 1.8 percent. Now it’'s
7 to adopt it and neither party wishesto cross- 7 important to remember that customer rates went
8 examine on that report. Again, the parties 8 down in 2011 when the allowed return was
9 aready have acopy and that will be entered 9 reduced from 9 percent to 8.38 percent through
10 onto the record as Consent Exhibit No. 2. 10 the operation of the Automatic Adjustment
11 Evidence will start today with the 11 Formula. But rates did not go back up in 2012
12 company witnesses. Cost of Capital is 12 when the allowed return was increased to 8.8
13 scheduled for next week and depreciation 13 percent. Itwasaready Juneof 2012 when
14 evidence for the end of the following week. 14 that occurred, so the recovery of that
15 Asthe Chair hasindicated, the normal 15 increase was deferred. Only thereturn of
16 sitting schedule isfrom 9to 1:30 with a 16 8.38 percent is currently embedded in customer
17 half-hour break at 11. However, during the 17 rates. The 1.8 percent increase coversthe
18 Cost of Capital evidence, we have agreed to 18 difference between that 8.38 and the 10. 4
19 sit at least an hour later, until 2:30. An 19 percent based upon the evidence in the
20 additional break may be required on those 20 Company’s Cost of Capital witnesses. And of
21 sitting days. And of course, again, the storm 21 course, the fina percentage will obviously
22 may put some changes into that schedule. 22 depend upon the determination of the Board as
23 Mr. Chair, | confirm that the Application 23 to the appropriate Return on Equity.
24 has been properly filed and appropriate 24 And thefinal 1.6 percent represents
25 notices published. There are no preliminary 25 everything elsewhich is arelatively modest
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1 matters which | have been made aware of. You 1 increase, percentage wise, over the 2010 year
2 may ask the parties for their opening 2 test year costs. So the principal issuesin
3 statements. 3 thiscase are the cost of capital issues,
4 CHAIRMAN: 4 return on equity, capital structure and the
5 Q. Okay. Newfoundland Power can proceed, sir. 5 use of an automatic adjustment formula.
6 KELLY, Q.C. 6 Inrelation to capital structure, the
7 Q. Thank you, Mr. Chairman. AsMs. Glynn has 7 Board has consistently approved a capital
8 aready explained, agreement has been reached 8 structure for Newfoundland Power of 45 percent
9 with respect to many of the Company's 9 equity. Webelieve that capital structure
10 proposals contained in this Application. The 10 should be maintained. The Board has
11 settled issues are set out in the agreement 11 recognized that Newfoundland Power’'s 45
12 which has been entered, Consent 1. | won't go 12 percent equity ratioisan important factor
13 through them now. The Company’s witnesses 13 which sustains Newfoundland Power’s overall
14 will not specifically speak to those settled 14 averagerisk profile. In relationto the
15 issues intheir testimony. However, they 15 formula, the company is again proposing
16 will, of course, be happy to answer any 16 discontinuance of the automatic adjustment
17 questions that the Board may have. 17 formula. The purpose of the formula wasto
18 Inthis hearing, Newfoundland Power is 18 reduce regulatory burden, promote regulatory
19 requesting an average increasein customer 19 efficiency and reduce costs. Those objectives
20 rates of approximately 6 percent. That 6 20 have not been achieved over the past severa
21 percent breaks down into essentialy three 21 years. The abnormal capital market conditions
22 components. The largest component, 2.6 22 which existed in 2009 continued throughout
23 percent, is simply the rebalancing of the 2013 23 2010, 2011, 2012 and are continuing in 2013.
24 and 2014 energy supply costs. That increase 24 Maintaining the formula since 2010 has
25 would have flowed through to customersin any 25 increased the number of regulatory hearings
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1 and added toregulatory cost rather than 1 depreciation, as the Consumer Advocate
2 promoting efficiency. So Newfoundland Power 2 proposes, increases therate basewhich in
3 continues to believe that the best approach is 3 turn adds to the required return on that rate
4 to discontinue use of the formula until 4 base. Customer ratesare approximately 3.7
5 financial markets return to more normal 5 million dollarsless today because of the
6 conditions and a regulatory consensus emerges 6 Board' s decision to adopt ELG. Reversing that
7 asto theutility of a formulainthe new 7 process would result in a current reduction in
8 economic order. 8 rates at the expense of higher rates in the
9 With respect to the other costs, as Ms. 9 future and that would not be in the interests
10 Greene and Ms. Glynn have referred to, Grant 10 of the long -- the long terms interests of
11 Thornton has conducted a detailed review of 11 Newfoundland Power’ s customers.
12 Newfoundland Power’s operating costs, the 12 And on this point, Mr. Chairman, |
13 amortization and deferred recoveries, the 13 observe that in aGRA, which iswhere we are
14 demand forecast, rate base and other matters. 14 now, the Board examines the company’s test
15 Grant Thornton has filed a comprehensive 15 year costs for reasonableness and prudency.
16 report in which it found no basis to conclude 16 That'sthe test to be applied. And asour
17 that there was anything unreasonable with any 17 Court of Appeal has pointed out, management is
18 of theseitems. The Board, | think, can take 18 entitled to exercise judgment in running the
19 comfort from Grant Thornton’sanalysis and 19 company and is entitled to a presumption of
20 conclusions with respect to the overall 20 good faith. That applies to determining
21 reasonableness of the company’s operating 21 depreciation expense. So the practical burden
22 costs and these other items. 22 here lies upon the Consumer Advocate to
23 I'd also like to mention that in 23 demonstrate that the depreciation expense for
24 preparing its test year costs, Newfoundland 24 the test year is not reasonable and prudent.
25 Power has built into those estimates certain 25 Mr. Chairman, let me next turnto the
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1 labour force efficiency assumptions. 1 witnesses that you'll hear in this proceeding.
2 Newfoundland Power will serve 1.3 percent more | 2 Newfoundland Power intends to call six
3 customerswith 1 percent lessin labour costs. 3 witnesses. Mr. Earl Ludlow, the president and
4 Customers will receive the benefits of those 4 chief executive officer, will testify first
5 productivity assumptions whether or not the 5 and subject to tomorrow’ s weather, the next
6 company succeeds in achieving those 6 witness will be Ms. Jocelyn Perry, the vice-
7 operational efficiencies. 7 president finance and chief financial officer
8 The only other item | wanted to address 8 of thecompany. She will deal with the
9 at thistime isthe depreciation issue. This 9 financial evidence, including depreciation
10 is anissue which has been raised by the 10 expense, insofar as it affects financial
11 Consumer Advocate. He challenges the 11 parameters. During the cost of capital phase,
12 depreciation methodology, not simply the 12 you'll hear the expert testimony from Ms.
13 application of that methodology to the current 13 Kathleen McShane and Mr. James VanderWeide.
14 assets. The Board determined the appropriate 14 Mr. John Wiedmayer of Gannett Fleming will
15 methodology and ordered the implementation of 15 testify with respect to depreciation. And
16 what’s called the Equal Life Group or ELG 16 finally, Mr. Gary Smith, Newfoundland Power’s
17 methodology over afive-year period from 1977 17 vice-president of customer operations and
18 to 1983. The Board has ordered updated 18 engineering will answer questions with respect
19 depreciation studies based upon that 19 to operating costs.
20 methodology every four or fiveyears since 20 Mr. Chairman, those are my opening
21 then. The company completed the most recent 21 comments, unless you have any questions.
22 update in 2010 using the approved methodology |22 Thank you.
23 and experience has demonstrated that the 23 MR. JOHNSON:
24 Board' s decision to adopt the ELG depreciation 24 Q. Mr.Chairmanand Commissioners, Newfoundland
25 methodology was correct. Reducing 25 Power is back before this Board seeking arate
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1 increase which in significant measure is 1 Newfoundland Power is once again making a
2 driven by awholly unrealistic request for its 2 case for ahigher return based largely on cost
3 return on equity. It expects, to put thisin 3 of capital witnesses from the United States
4 context, to earn a net income of 36 and a half 4 who say, in essence, that Newfoundland Power
5 million dollars in 2012. But in 2013, it 5 is comparable to their us utilities and that
6 wants this Board to set rates high enough to 6 itsreturn, in essence, should be similar.
7 letit earn 42 and ahalf million dollars. 7 Now we went down this road aready with
8 That'sjust in 2013. And in 2014, rates high 8 Newfoundland Power in their last General Rate
9 enough to let it earn 44 million dollarsin 9 Application and what did the Board conclude in
10 net income. It seeksareturn on equity of 10 itsdecision? It concluded as follows, and |
11 10.4 percent in 2013 and 2014. Thiswould put 11 quote: "The Board believesthat in thistype
12 Newfoundland Power at the highest allowed 12 of analysisitisnot enough that the chosen
13 returnin Canadafor any regulated utility, 13 comparables are the best available. If this
14 whether electric, gas or anything else. In my 14 dataisto berelied on, it must be shown to
15 respectful submission, this is a gross 15 be a reasonable proxy or that reasonable
16 overstatement of Newfoundland Power's fair 16 adjustments can be made to account for the
17 return. 17 differences. The evidence showed significant
18 I'll repeat what | said at the 2009 18 differences in virtually al of the
19 General Rate Application of Newfoundland Power 19 comparablesincluding significant levels of
20 which Mr. Ludlow agreed with at the time, and 20 non-regulated and non-utility business, as
21 that is, Newfoundland Power has been and will 21 well asriskier generation projects, earnings
22 continue to be avery well protected, stable, 22 volatility, more competition and less
23 predictable, conservative, low risk utility 23 regulatory support. While it was argued that
24 operating ina very supportive regulatory 24 on balanced, the Us comparables are reasonable
25 environment where the company enjoys moderate, 25 proxies, the Board notes the overwhelming
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1 yet fairly steady customer growth, free from 1 evidence of alack of balance as it was clear
2 any significant competition. With only a 2 that on almost every measure, Newfoundland
3 small amount of generation, Newfoundland Power 3 Power would have to be considered lessrisky
4 is predominantly poles and wires. In essence, 4 than the us comparables.”
5 itisvery low risk. That'swhat | saidin 5 Mr. Chairman and Commissioners, as the
6 2009 and the same remains. 6 great Yogi Berrasaid, it's like dgavu all
7 Thefact isthat Newfoundland Power is 7 over again. For what did Newfoundland Power
8 risk adverse. It has a penchant for 8 do in the face of these clear admonitions from
9 mechanisms that transfer risk to its 9 the Board? Did they change their approach?
10 customers. Indeed, since thelast hearing 10 No. Infact, they doubled down on it, hiring
11 before this Board in 2009, two further 11 not one Us cost of capital witness, but two,
12 deferral accounts have kicked in. One totally 12 at considerable expense. These witnesses use
13 removes the risk of forecasting pension 13 the same approach where once again they say to
14 expense and the other set up in 2011 totally 14 the Board that companies such as Consolidated
15 removes any risk to the company associated 15 Edison, Southern and Vectrin are comparable to
16 with forecasting costs of other post- 16 Newfoundland Power and that the Board should
17 employment benefits. 17 get on with it, rely on the financial results
18 Newfoundland Power isleft with next to 18 from these Us companies without adjustmentsin
19 no risk and in order for customers to benefit 19 determining Newfoundland Power’s fair return
20 from the low risk environment that has been 20 on equity. Mr. Chairman and Commissioners,
21 set up, the return on equity that is used in 21 these companies were not comparable in 2009
22 setting Newfoundland Power's rates must 22 and they are not comparable today.
23 reflect the lower risk to which the company is 23 What's more, in this case begs the
24 exposed and the commensurate higher risk that 24 guestion with the doubling down on cost of
25 its customers face. 25 capital witnesses by Newfoundland Power isdo
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1 we redly want to go down the road of 1 I just want to state for the record that we
2 scrapping the automatic adjustment formula as 2 have aright to be here. Newfoundland Power
3 Newfoundland Power proposesit and replacing 3 has aright to make an application. The
4 it with nothing? They say the formula doesn’t 4 Consumer Advocate has aright to be here. It
5 work. Yet, they bring forward no constructive 5 has nothing to do with this other issue that
6 suggestions at all asto how it may be 6 isamatter of concern to the protestors, the
7 modified. One of the features of it, besides 7 strikers andit's deeply disrespectful of
8 reducing the frequency of general rate 8 peoplé€’ sright to peacefully assemble and go
9 applications, is to provide an incentiveto 9 about their business to have to be subjected
10 pursue productivity gains in the non-GRA 10 to this kind of interruption and harassment
11 years. ThisBoard held initslast GRA Order 11 and if it reoccurs again, al | cantell all
12 that the automatic adjustment formula was 12 of the partiesisthat we shall deal with it
13 "fundamental to the multi-year regime in place 13 and deal with it resolutely. We re not going
14 inthisjurisdiction." Thosewords were as 14 to tolerate any interruptionsin our right to
15 true then as they are now. 15 peacefully proceed with the businessthat is
16 What is no longer agood incentive isto 16 before this tribunal. So, Mr. Johnson, |
17 reward Newfoundland Power’s executives and |17 think I"'m back to you.
18 management team through customer funded short |18 MR. JOHNSON:
19 term incentive pay which istied to the amount 19 Q. Mr. Chairman and Commissioners, our contention
20 of profit Newfoundland Power can make for its 20 inthis hearingisthat inrelation tothe
21 shareholders. While this has been the 21 short term incentive pay aspect of the
22 practice for someyears, it istimeto end it 22 company's executives and managers
23 inthishearing. The primary beneficiary of 23 compensation, it is very clear that the
24 more company profit isthe shareholder, not 24 primary beneficiary of more company profit is
25 the company, and that’'s not deniable. 25 the shareholder, not the customer, and
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1 Accordingly, it is the shareholder who should 1 therefore, it isthe shareholder who should
2 pay al the salary and associated costs of 2 pay all of the salary and associated costs of
3 incenting the executives and managers to 3 incenting the company’s executives and
4 achieve the profit targets. 4 managers to achieve profit targets.
5 CHAIRMAN: 5 Wealso look forward in due course to
6 Q. Mr.Johnson, I’'mgoing to stop you here just 6 examination of the company’s operating costs
7 for one second. I'm sorry, sir, that’s not 7 in the coming days, in particular during the
8 permitted in here. 1’1l ask you to leave with 8 phase when we'll be hearing from Newfoundland
9 that placard. 9 Power’s vice-president of operations, Mr.
10 PROTESTOR: 10 Smith.
11 Q. It'sjusta- 11 In this proceeding, the Consumer Advocate
12 CHAIRMAN: 12 will be calling two expert withesses. The
13 Q. No, no, sir, you're not allowed to speak. I'm 13 first expert witness | will be calling will be
14 sorry. | will ask youto leave. Well, I'll 14 Dr. Lawrence Booth. Dr. Booth is a professor
15 ask youto takedown the placard. We'll 15 of finance at the Rotman School of Management
16 adjourn for acouple of minutesand if you 16 at the University of Toronto where he holds
17 don't leave, sir, | probably will call the 17 the ciT Chair in structura finance, achair
18 police. 18 that he'sheld since 1999. His research
19 (OFF RECORD) 19 interests centre on the cost of capital
20 (10:00 am.) 20 international corporate finance and capital
21 CHAIRMAN: 21 markets theory. His teaching area is in
22 Q. Weshall recommence our proceedings, ladies |22 domestic and international finance.
23 and gentlemen. If there is any further 23 Incidentally, Dr. Booth also serveson the
24 disruptions of our right to peacefully proceed 24 governing council of the pension -- the
25 with this application, we shall deal with it. 25 Pension Committee of the Governing Council of
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1 the University of Toronto, and as such, brings 1 MR. EARL LUDLOW, SWORN, EXAMINATION-IN-CHIEFBY IAN
2 arealistic perspective on the returns that 2 KELLY, Q.C.
3 are being forecasted on equities and bonds. 3 KELLY,Q.C:
4 Dr. Booth hastestified widely in Canada and 4 Q. Thank you, Mr. Chairman. Good morning, Mr.
5 previoudly, as| alluded to, testified before 5 Ludlow. You are thepresident and chief
6 the Board of Commissionersat Newfoundland 6 executive officer of Newfoundland Power?
7 Power’s 2010 GRA. Dr. Booth will testify as 7 MR. LUDLOW:
8 toa fair and just return for Newfoundland 8 A. Yes, that'scorrect.
9 Power and in relation to the automatic 9 KELLY, Q.C.
10 adjustment formula. 10 Q. And you will introduce this General Rate
11 As regards depreciation, the second 11 Application on behalf of the company. Do you
12 witness | will call is Mr. Jacob Pous, who is 12 adopt Section 1, the introduction, as your
13 aprincipa of the firm, Diversified Utility 13 testimony?
14 Consultants in Austin, Texas. He's a 14 MR. LUDLOW:
15 professional engineer and has participated in 15 A. Yes, | do.
16 well over 400 utility rate proceedingsin both 16 KELLY,Q.C:
17 the United States and Canada. He's aso 17 Q. Arethere any changesthat you wish to make to
18 completed a series of programsin relation to 18 the pre-filed testimony and exhibits at this
19 depreciation and has testified extensively on 19 time?
20 matters of depreciation amongst other utility 20 MR.LUDLOW:
21 issues. He'stestified on behalf of the staff 21 A. No.
22 of five State regulatory commissions and one 22 KELLY, QC::
23 Canadian utility regulator. Mr. Pous was 23 Q. First of al, how long have you been the
24 retained by the Consumer Advocate to address 24 president and ceo of Newfoundland Power?
25 the level of depreciation expense and rates 25 MR. LUDLOW:
Page 22 Page 24
1 proposed by Newfoundland Power based onits | 1 A. Since 2007 and I’ ve also served as a director
2 2010 Gannett Fleming depreciation study filed 2 of Maritime Electric Company and also Fortis
3 as part of this General Rate Application. In 3 Ontario, and prior to 2007, | held senior
4 thefirst place, Mr. Pous will challenge the 4 positionsin Fortis Utilitiesin Prince Edward
5 company’s depreciation witnesses, average 5 Island, Alberta and British Columbia.
6 service lives in relation to severd 6 KELLY, Q.C:
7 categories of property and assets of 7 Q. Mr. Ludlow, inthis application, Newfoundland
8 Newfoundland Power and he also challengesthe | 8 Power is proposing an average rate increase of
9 company’s Equal Life Group calculation 9 approximately 6 percent. Would you explain to
10 procedure in favour of the average life group 10 the Board the key driversfor thisincrease?
11 procedure that isin wide usein both Canada 11 MR. LUDLOW:
12 and in theUnited States in the utility 12 A. Yes. Asyouindicated, Newfoundland Power is
13 context. 13 requesting a 6 percent averageincrease in
14 To conclude, Mr. Chairman and 14 customer rates. |f welook at Exhibit EAL-1 -
15 Commissioners, we look forward to representing |15 KELLY, Q.C.:
16 the customers of Newfoundland Power inthis 16 Q. Andthat can perhaps be marked, Mr. Chairman,
17 rate proceeding and to getting on with the 17 for therecord. Thank you.
18 hearing. Thank you very much. 18 MR. LUDLOW:
19 CHAIRMAN: 19 A. -you'll see that there are three principal
20 Q. Backtoyou, sir. 20 components of thisincrease. Rebalancing of
21 KELLY,Q.C: 21 the 2013-2014 energy supply costs accounts for
22 Q. Thank you, Mr. Chairman. The next witness, or |22 approximately 2.6 percent. Asyou indicated
23 thefirst witnesswill be Mr. Earl Ludlow. 23 inyour opening comments, these costs would
24 The witness is ready to be sworn, Mr. 24 have been recovered to the energy supply cost
25 Chairman. 25 variance mechanism if there had not been a
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1 general rate application. 1 believe we'redoing a reasonablejob with
2 As second part of the increase relates to 2 meeting our customers' expectations.
3 the return on equity. The application 3 Our workforce is a key factor in
4 proposes areturn -- arate of return of 10. 4 4 maintaining operational efficiency and
5 percent. Current electricity rates reflect a 5 customer responsiveness. We are managing our
6 return on equity of 8.38 percent. This 6 workforce to ensure that we provide safe,
7 difference accounts for approximately 1. 8 7 reliable service, not only today but into the
8 percent of the increase in customer rates. 8 future. Asyou know, skilled workersarein
9 A third component, 1.6 percent, 9 high demand in today’s economy. We have
10 represents all the other costs. Changesin 10 increased our recruitment and training to
11 operating costsdo not play alarge partin 11 ensure that we have the ability to provide
12 this rate increase, especially bearing in mind 12 efficient and reliable service for our
13 the significant cost pressures in the 13 customers.
14 Newfoundland economy. This demonstrates to me 14 So, | think we'refocused on the right
15 the efficient nature of our operations at 15 things. The thingsthat provide least cost
16 Newfoundland Power. 16 reliable service to our customers.
17 So this proceeding isrealy about the 17 KELLY, Q.C:
18 appropriate return for Newfoundland Power and 18 Q. You've indicated that Newfoundland Power’'s
19 arelatively small increase in other costs. 19 rate of return on equity is one component of
20 Our residential customers will experience 20 the proposed increase. Can you place this
21 a somewhat larger rate increase at 7. 2 21 aspect of the application in context for us?
22 percent. The increase for our smallest 22 MR.LUDLOW:
23 general service customerswill only be 0. 6 23 A. Yes, | can. In thecompany’s last Genera
24 percent. These changes correct long standing 24 Rate Application in 2009, Newfoundland Power
25 cost recovery issues and ensuresthat all 25 sought a higher return than the approximately
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1 customers bear an equitable share of the cost 1 7.5 percent indicated by theformula. The
2 of service. 2 company also sought suspension of the formula.
3 KELLY, Q.C. 3 The Board ruled that a 9 percent return on
4 Q. Next,wouldyou giveusabrief overview of 4 equity was reasonable and that the formula
5 Newfoundland Power’ s current operations? 5 should continue in use. For 2011, the formula
6 MR. LUDLOW: 6 reduced our return on equity to 8.38 percent,
7 A. Certainly. Our operational focus at 7 which | understand was the lowest allowed
8 Newfoundland Power hastwo main components: 8 return for an investor owned utility in North
9 operational efficiency and customer 9 America. For 2012, theformula indicated a
10 responsiveness. | believe our operations are 10 further reduction in the company’sreturn on
11 efficient and well managed. The assets that 11 equity to 7.85 percent.
12 make up our electrical system are in 12 (10:15am.)
13 reasonably good condition. Currently, our 13 Now in late 2011, the company applied to
14 operations provide reliable, electrical 14 suspend operation of the formulafor 2012 and
15 service to our customers, so our system 15 following a further application, Newfoundland
16 operations are in good shape. 16 Power’s 2012 return on equity was set at 8.8
17 Our customer satisfaction remains high. 17 percent.
18 We continue to adapt to changes in our 18 In this application, Newfoundland Power
19 customer service expectations. A good example 19 is again requesting that the Board establish a
20 of this is the expanded customer energy 20 fair return on equity for 2013 and 2014 and
21 conservation portfolio. Customers are looking 21 discontinue the use of the formula.
22 for ways to save energy and lower their 22 KELLY,Q.C.:
23 electricity bills. Our response increase our 23 . In Newfoundland Power’slast rate order from
24 costs but reduces our customers bills and 24 the Board, the Board concluded that
25 reduces oil consumed at Holyrood. So | 25 Newfoundland Power continues to be an average
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1 risk Canadian utility. How do you see 1 an aging workforce at a timewhen skilled
2 Newfoundland Power’s current risk profile? 2 workers are in high demand in other sectors of
3 MR.LUDLOW: 3 this economy.
4  A. | believe Newfoundland Power’srisk profileis 4 In the coming years, our customerswill
5 substantially the same asit wasin 2009. We 5 face higher costs due to increases in
6 face some unique challenges. We are asmall 6 Newfoundland Power’ s purchase power expense as
7 utility. We operatein an isolated system in 7 a result of the Labrador infeed, the
8 a harsh weather environment and the 8 retirement of Holyrood and other capital
9 demographics of our service territory are 9 expenditures by Hydro. Thosecost changes
10 changing. Our operational challenges may be 10 will pose challenges for Newfoundland Power.
11 greater than that of many other Canadian 11 KELLY,QC:
12 utilities. AsthisBoard has observed in the 12 Q. Would you comment on the regulatory support in
13 past, these challengesare offset by our 13 thisjurisdiction?
14 strong capital structure. We also have a 14 MR.LUDLOW:
15 generally supportive regulatory environment 15 A. Newfoundland Power has reasonable regulatory
16 similar to other utilitiesin Canada. So, on 16 support. However, thisis not out of step
17 balance, we still consider our self an average 17 with the rest of the country. All
18 risk utility. 18 distribution utilities | have worked with have
19 KELLY, QC: 19 full supply cost recovery flow-through
20 Q. Would you comment on Newfoundland Power’s 20 mechanisms through regulatory mechanisms. It
21 relative operational risks? 21 isalso common to have regulatory mechanisms
22 MR.LUDLOW: 22 which permit recovery of future benefit costs.
23 A. Asl'veindicated earlier, I'veserved asa 23 It is not unusual for there to be differences
24 director or officer of Fortisutilities in 24 in details from province to province. For
25 four provinces, inadditionto Newfoundland 25 example, | know from my experience as an
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1 and Labrador. Newfoundland Power certainly 1 officer of Fortis Albertathat storm damage
2 has the most difficult weather conditions and 2 exceeding $100,000 was automatically deferred
3 today being no exception, | might add, Mr. 3 for future recovery. By comparison, the
4 Chairman. Of any of the five provinces!’ve 4 increased operating costs for Newfoundland
5 had the privilege of working in, Newfoundland 5 Power of approximately 1.8 million dollars
6 and Labrador has the most severe wind and ice 6 resulting from Hurricane Igor in 2010 were
7 conditionsin populated regionsof Canada. 7 never the subject of a deferral application.
8 Maintaining reliable service in these 8 But Newfoundland Power also has some
9 conditionsis aparticular concern since so 9 relative strengths, including its stronger
10 many of our customersrely on electric heat to 10 capital structure which contribute to it being
11 heat their homes. 11 an average risk utility on an overall basis.
12 Newfoundland Power has the most 12 KELLY, Q.C.
13 chalenging customer demographics I've 13 Q. Why is a cost of capita important for
14 encountered. Newfoundland and Labrador isthe 14 Newfoundland Power’s customers?
15 only Canadian province in which population has 15 MR. LUDLOW:
16 declined over the past two decades. Itis 16  A. Newfoundland Power isfirst and foremost a
17 aso the only Canadian province in which 17 service company. Our primary obligation isto
18 population is forecast to decline over the 18 provide safe, reliable, least cost serviceto
19 next two decades. And in addition, 19 our customers. Our ability to provide service
20 Newfoundland and L abrador has one of the most 20 to our customers depends upon continued
21 rapidly aging populations in Canada. The 21 investment in long-life utility assets. The
22 movement of population from rural Newfoundland 22 money or capital required to fund this
23 to urban centresrequires that we maintain 23 continuing investment isa key aspect of
24 service in rural communities while at the same 24 Newfoundland Power’'s provision of safe,
25 time providing for growth elsewhere. We have 25 reliable service to our customers.
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1 The capital to fund this investment comes 1 reasonable return on equity, then management
2 from debt and equity markets. The annual cost 2 would be in the difficult position to having
3 of that capital is a substantial component of 3 to consider reducing other costs. Reductions
4 the price our customers must pay for the 4 in costs might not have an immediate impact on
5 servicewe provide. So cost of capital is 5 service levels. However, the needto earn a
6 important for Newfoundland Power’s customers | 6 fair return could eventualy result in
7 because it isfundamental to the reliability 7 deterioration of the service provided by
8 of the service they receive and the price they 8 Newfoundland Power to its customers.
9 must pay for that service. Thereturn on 9 KELLY, Q.C.
10 equity must be fair to Newfoundland Power and {10 Q. Can you give us an example of that, of how the
11 also to its customers. 11 needto earnafair return can have along
12 KELLY, Q.C.: 12 term impact on service?
13 Q. Why doesfairness matter? 13 MR. LUDLOW:
14 MR. LUDLOW: 14 A. Yes, | can. Inthe early 1990s, following the
15 A. Equity investorsin aregulated utility expect 15 fisheries moratorium, economic conditions
16 a fair return. Equity investors commit 16 resulted in Newfoundland Power cutting its
17 capital tofund long-lived utility assets 17 annual capital investment by as much as half.
18 which typically arein service for decades. 18 This was done to ensure the continued
19 This capital is essentialy captive. Inmy 19 financial integrity of Newfoundland Power in
20 experience, there are relatively few 20 difficult economic conditions. These capital
21 differences among electric utility operations. 21 cost reductionsdid not have an immediate
22 For example, an electricity utility pole 22 impact on the service received by our
23 installed in British Columbia would not be 23 customers. However, the cost reductions did
24 materially different than oneinstalled right 24 have longer term impacts on reliability of
25 herein Newfoundland and Labrador. Capital 25 service. By 1998, a review of the company’s
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1 markets are not provincial. Thereisn't a 1 quality of serviceand reliability of supply
2 Newfoundland and Labrador capital market anda | 2 by the Board’s engineering consultant
3 British Columbia capital market. 3 indicated that it was important that the
4 Now in this proceeding, we have filed the 4 company seek to improve its reliability
5 expert opinions of Ms. Kathleen McShane and 5 performance. So in the early 1990s,
6 Dr. James Vanderweide. These expertsindicate 6 Newfoundland Power reduced its cost to ensure
7 that afair return on equity for Newfoundland 7 itsfinancial integrity. Thisdidn’t impact
8 Power isin the order of 10.4 to 10.5 percent. 8 serviceto customersimmediately. However,
9 KELLY, Q.C: 9 within five years or so, these cost reductions
10 Q. What aretheimplications of not having afair 10 had clearly impacted the service provided to
11 allowed return on equity? 11 the company’ s customers.
12 MR. LUDLOW: 12 KELLY, Q.C.
13 A. Newfoundland Power's management has an (13 Q. Could that logic apply today?
14 obligation to maintain the company’ s financial 14 MR. LUDLOW:
15 integrity. Thisis consistent with least cost 15 A. Yes, itcould. Currently, Newfoundland Power
16 delivery of safe, reliable serviceto our 16 has increased its recruitment of skilled and
17 customersover thelong term. Maintaining 17 technical labour to address workforce
18 Newfoundland Power’s financia integrity 18 demographics. These efforts, which are aimed
19 requiresit to achieve a fair and reasonable 19 at maintaining customer service levels over
20 return on common equity and equity investors 20 the long term, tend to increase the company’s
21 expect to earn afair return. So, as CEO, | 21 costs. If Newfoundland Power were to curtail
22 have an obligation to both our customers and 22 these increased recruitment efforts to
23 to our equity investorsto try to achieve an 23 maintain the company’ s financial integrity in
24 appropriate return. If Newfoundland Power is 24 the short term, there may not be an immediate
25 not allowed the opportunity to earn a just and 25 impact on the service received by our
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1 customers. However, such cost reductions 1 have any confidence that anyone has proposed a
2 could certainly have negative impacts on the 2 better formula that will givereliable and
3 service received by our customers in the 3 reasonable results in current market
4 future. The point here is asimple one. 4 conditions. Ms. Perry will address that point
5 Newfoundland Power’s operations are focused on | 5 aswe follow through in different parts of
6 long term, sustainable improvement in service 6 this proceeding. From my perspective, the
7 to customers while earning a reasonable 7 better approach isto leave the question of a
8 return. It'sabalance and establishing rate 8 formulafor another day. Thereis currently
9 making returns that are too low can affect 9 no consensus among regulators as to whether a
10 that balance. 10 formula should be used. The Board can revisit
11 KELLY, Q.C.: 1 thisissue at a futuretimewhen financid
12 Q. DoesNewfoundland Power believethat those |12 market conditions returnto normal and a
13 kind of stepswould be necessary? 13 regulatory consensus emerges.
14 MR. LUDLOW: 14 KELLY,Q.C.
15 A. No, wedo not. The Public Utilities Act 15 Q. Mr. Ludlow, thenextissuel want to turnto
16 provides that Newfoundland Power is entitled 16 isdepreciation. The Consumer Advocate has
17 to the opportunity to earn a just and 17 raised some issues concerning depreciation in
18 reasonable return each year in addition to its 18 this proceeding. Canyou give usyour views
19 reasonable costs. This entitlement reflects 19 on depreciation?
20 the essential bal ance between the competing 20 MR.LUDLOW:
21 interests of utility investors and customers. 21 A. | view this discussion very simply. If you
22 In Newfoundland Power’ sview, the balance of 22 reduce depreciation, the rate base grows. The
23 these competing interests should not include 23 return on rate base is a cost to our customer.
24 placing the management of Newfoundland Power |24 Increasing the rate base adds to our
25 in aposition whereit hasto choose between 25 customers' costs over the long term. Y es, you
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1 reducing either its service levelsor its 1 can get ashort term reduction today by
2 financial integrity. Either choice would be 2 reducing depreciation, butit comesat the
3 inconsistent with the power policy of this 3 price of higher rates tomorrow and on into the
4 province. 4 future. So | do not believe these changes are
5 KELLY, Q.C.: 5 in our customers best interest. The Board
6 Q. Mr. Ludlow, Newfoundland Power, in this 6 examined this issue many years ago and adopted
7 proceeding, has again proposed discontinuing 7 the current ELG depreciation methodology.
8 the use of the automatic adjustment formula. 8 From everything I’ ve seen, that seems to be
9 Why has the company adopted that position? 9 the best approach. It best matches the
10 MR. LUDLOW: 10 expenses with the life of the asset. Our rate
11  A. The purpose of the formulawas to reduce 11 base would be significant higher if we had
12 hearings, increase regulatory efficiency and 12 stayed on the ALG methodology and our
13 reduce costs. It largely fulfilled that 13 customerswould be paying approximately 3.7
14 function until 2008. Since then, it has not. 14 million dollars in higher electricity rates
15 Everyone seems to agree that since 2008, 15 today. So | think it'svery clear that the
16 capital markets have not been norma and 16 Board made the right decision in adopting ELG.
17 everyone seems to agree that they’re still not 17 | see no reason to depart from a policy that
18 normal today in 2013. Since the last hearing, 18 has proven to be in the long term interest of
19 the formula has added to the regulatory 19 our customers.
20 complexity, not lessenedit. In 2012, the 20 KELLY, Q.C:
21 company had to go through aregulatory process (21 Q. Mr. Ludlow, does that conclude your testimony?
22 because the formula did not yield a reasonable 22 MR.LUDLOW:
23 result. For asmall utility like Newfoundland 23 A. Yes, it does.
24 Power, these processes take time away fromthe |24 KELLY, Q.C.:
25 critical job of running the company. | don't 25 Q. Thank you, Mr. Chairman.
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1 CHAIRMAN: 1 Newfoundland Power’'s financial integrity.
2 Q. Mr. Johnson. 2 Now, let us examine for a moment how much
3 (10:30 am.) 3 profit Newfoundland Power wishes to make from
4 MR. EARL LUDLOW, CROSS-EXAMINATION BY MR. THOMAS JOHNSON 4 its customersin 2013 and 2014 by turning to
5 MR. JOHNSON: 5 Exhibit 6, line25 in the 2013 proposed
6 Q. Good morning, Mr. Ludlow, again. 6 column. Soyou're proposing, areyou not,
7 MR.LUDLOW: 7 that in 2013 that net income will go to 42.5
8 A. Good morning. 8 million dollars and in 2014, under the
9 MR. JOHNSON: 9 proposed column, go to 44 million dollarsin
10 Q. Youtalkedinyour direct with Mr. Kelly about 10 2014? That’s correct, right?
11 Newfoundland Power’s returns over the last few 11 MR. LUDLOW:
12 years since the rate case, but | take it that 12 A. Those are the correct numbers according to the
13 you would confirm, Mr. Ludlow, would you not, 13 schedule, yes.
14 that Newfoundland Power itself believes that 14 MR. JOHNSON:
15 its financial performance since the last 15 Q. And then, as per line 32, that would be
16 general rate application through to 2012 has 16 reflective of this Board allowing you arate
17 been absolutely consistent with the company’s 17 increase sufficient for Newfoundland Power to
18 financial integrity, correct? 18 make a10.4 percent return on itsregulated
19 MR.LUDLOW: 19 equity, correct?
20 A. |'would agree, Mr. Chairman, that we have 20 MR. LUDLOW:
21 performed very well in the past two or three 21 A. Thatiscorrect.
22 years and it has not had any negative impact 22 MR. JOHNSON:
23 on the financial integrity of the company. 23 Q. Andjust to put the return on regulated -- the
24 MR. JOHNSON: 24 regulated return on common equity into some
25 Q. And 2012 similarly, 2012 was agood year for 25 sort of perspective, could | ask you to turn
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1 Newfoundland Power in terms of its results? 1 up the CA-NP-401?
2 MR.LUDLOW: 2 MR.LUDLOW:
3 A. Wedll, thebooks aren’t closed on that one yet, 3 A, Just bear withmenow. I’'m going to usethe
4 Mr. Chairman. 4 paper, if you don’'t mind. 4017
5 MR. JOHNSON: 5 MR. JOHNSON:
6 Q. Interms of what you're predicting or 6 Q. Yes sir. AndI’'mlookingin particular at
7 estimating, you're estimating, as | understand 7 Table 2, Mr. Ludlow.
8 it from Exhibit 3, which isin your Volume 2, 8 MR. LUDLOW:
9 and referring to line 28, Mr. Ludlow, that you 9 A. Yes.
10 are forecasting -- and thishas not been 10 MR. JOHNSON:
11 changed -- forecasting net income of north of 11 Q. Which shows -- which focuseson the period
12 36 and ahalf million dollars for 2012. 12 over 2011 to 2012 forecast and then forecast
13 That’s correct, right? 13 for 2013 and 2014, right, and as between the
14 MR. LUDLOW: 14 difference between 2012 forecast and 2013
15 A. That'scorrect. That'sour forecast. 15 forecast, you're looking for a return in
16 MR. JOHNSON: 16 millions of dollars, an incremental return of
17 Q. Okay. And inline 35, you're forecasting 17 8.4 million dollars, right?
18 making aregulated return on book equity of 18 MR. LUDLOW:
19 8.81 percent for 2012? 19 A. Thatis according to Table 2, yes, that's
20 MR. LUDLOW: 20 correct.
21  A. That'sour forecast, yes, that’s correct. 21 MR. JOHNSON:
22 MR. JOHNSON: 22 Q. And by percentage wise, that is what
23 Q. And as you admitted, that financial 23 percentage greater than 2012 for 20137
24 performance, just likeall theother years 24 MR.LUDLOW:
25 since your last GRA, would be consistent with 25  A. According to thetable, the third line?

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

Page 41 - Page 44




January 10, 2013

Multi-Page™ NL Power Inc.’s General Rate Application

Page 45 Page 47
1 MR. JOHNSON: 1 Johnson.
2 Q. Yes. 2 MR. JOHNSON:
3 MR.LUDLOW: 3 Q. Andin fact, that 10.4 percent return, Mr.
4 A. Show 24.1 percent. 4 Ludlow, that would, would it not, put
5 MR. JOHNSON: 5 Newfoundland Power amongst the very highest in
6 Q. Greater than 20127 6 Canada interms of itsallowed return on
7 MR.LUDLOW: 7 equity, correct?
8 A. That'scorrect. 8 MR. LUDLOW:
9 MR. JOHNSON: 9 A. Asl'velooked at the Canadian utilities, |
10 Q. Andjustto beclear, 2011 when the company 10 think the range now would go to about 9.9
11 made -- just made slightly more than what you 11 percent as to the highest in British Columbia,
12 are projected to make in 2012, that was afair 12 that is correct.
13 returnin 2011 and preserved the financial 13 MR. JOHNSON:
14 integrity of the company? 14 Q. And that would be the highest that's known to
15 MR. LUDLOW: 15 you, but others are getting 8.7 -- other
16 A, 20117 16 Fortis companies, | believe, are getting even
17 MR. JOHNSON: 17 lower than 8.7, are they not?
18 Q. Yes 18 MR. LUDLOW:
19 MR. LUDLOW: 19 A. Other companies are getting lower than 9, but
20 A. Our return, as stated, as | said earlier, was 20 at the same point, all companies are based on
21 whatever | -- what we were saying earlier, it 21 different characteristics of operating,
22 was reasonable at that point in time, yes. 22 business, regulatory and aswell financial
23 MR. JOHNSON: 23 risk characteristics. What we have done on
24 Q. Okay. Andin 2014, you want more onto the -- 24 that point is again, we' ve engaged the expert
25 in addition to, relative to 2013 forecast, you 25 witnesses of McShane and VanderWeide where
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1 want another 1.6 million dollars through 2014 1 their expert testimony which you will hear
2 to bring you up to about 45 million in net 2 hopefully next week, if we can get past this
3 income or the regular return on common equity. 3 weekend, and that was the basis upon which we
4 Isthat correct? 4 have engaged those experts.
5 MR. LUDLOW: 5 MR. JOHNSON:
6 A. According tothetable, that is correct. Mr. 6 Q. So,justfor therecord, | know that’swhat
7 Chairman, what | would say aswell, isthat - 7 Ms. McShane and Dr. VanderWeide have put
8 MR. JOHNSON: 8 forward which would put you at the highest,
9 Q. That table, wasthat - 9 but isit your contention as the president and
10 MR. LUDLOW: 10 ceo of Newfoundland Power that you really need
11 A. Justasl said earlier, according to the table 11 to be at thehighest? | mean, do you
12 and what’s been promoted, that is correct. 12 personally believe that as president of the
13 The earnings that we have had during the past 13 company?
14 number of years, questionable whether we met 14 MR. LUDLOW:
15 them. It dealt with a lot of management and 15 A. Mr. Chairman, | look at alot of factors when
16 cost management within the businessto perform |16 we put arate case together. We look at where
17 and execute. As | said in my opening 17 we'regoing. We look at awhole bunch of
18 statement, this takes -- there’ s only so much 18 factors, and as | said earlier, striking that
19 room within the utility towork and that 19 balanceisakey oneto hit. So, I'mnot a
20 allowed return is key to giving us opportunity 20 cost of capital expert, that | can assure you.
21 to work within that band to earn a reasonable 21 So, we go out, we find the best we can find
22 return and what we have done here iswe've 22 and we put those numbers together and we look
23 promoted and come forward with cost of capital |23 atit andinstead of meturning around and
24 expertswho arerecommending a 10.4 percent |24 casting my wand over it, | don't like this or
25 and that's basicaly where we are, Mr. 25 | don't likethat, there’sparts | do and
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1 there' sparts| don't, we have accepted the 1 Q. Mr. Johnson, we need to enter that onto the
2 expert testimony of McShane and VanderWeide | 2 record.
3 and that’ s what we filed and that’ s what they 3 MR. JOHNSON:
4 will present here next week, and I’'m sure 4 Q. Oh,I'msorry.
5 that’'s what the debate will continue on. 5 MS. GLYNN:
6 There's parts of thiscase | like and parts | 6 Q. That's fine. So we'll enter that as
7 don't like aswell. 7 Information Item No. 1, please.
8 MR. JOHNSON: 8 MR. JOHNSON:
9 Q. Pardon me? 9 Q. Thank you. You're familiar with this
10 MR. LUDLOW: 10 document, Mr. Ludlow?
11 A. That’s correct. 11 MR. LUDLOW:
12 MR. JOHNSON: 12 A. Yes |am.
13 Q. ldidn't hear thelast part. There s parts 13 MR. JOHNSON:
14 you - 14 Q. Okay. What was the purpose of this document?
15 MR. LUDLOW: 15 MR. LUDLOW:
16 A. My point was, aswe put this case together, 16 A. It'sa mediarelease that we issueto all
17 there'sa lot of debate inthe case around 17 mediaoutlets in Newfoundland and Labrador
18 operating expense and where we'removing and |18 announcing that we are filing or havefiled a
19 you know, when | look at this, | rely totally 19 2013 general rate application effective
20 onmy expertsas | come forward with this 20 September the 4th as we were ordered to do by
21 number. 21 this Board, and it would lay out the various
22 MR. JOHNSON: 22 components of that.
23 Q. Didit surpriseyou at al that these two 23 MR. JOHNSON:
24 people that Newfoundland Power hired happento |24 Q. And one thing that strikes me about your media
25 pitch on the same number which would bewell |25 releaseisthat it -- you know, it talksto
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1 in excess of what the highest utility in the 1 commitment of investing in rural areas. It
2 country is getting? 2 talks to energy supply costs. It talks to the
3 MR. LUDLOW: 3 amount of money that’s been invested over the
4 A. No,not realy. Ithink it'samatter of 4 past five yearsof 350 million, and you
5 consistency. How an expert looks at 5 indicate "establishing afair and reasonable
6 something, | would be greatly concerned if 6 future return on investment is another
7 they were multiple basis points apart. That’s 7 component of therate increase.” That's
8 theway 1I'd look at experts. | look for 8 what’ssaid intherelease. So that’sthe
9 consistency in where they’re going. 9 sentence, isit, that is supposed to tell the
10 MR. JOHNSON: 10 media and customers what the central issueis
11 Q. Ithink as you acknowledged in your opening 11 tocost of equity? Is that where they're
12 that the key issuein this case is the cost of 12 supposed to get thisinformation from, that
13 equity issue and in the letter which 13 sentence?
14 accompanied your application to the Board, it 14 MR. LUDLOW:
15 was described asa centra issue of the 15 A. Thismedia release panel wasissued on the
16 application, you'd agree with that, and 16 14th to give the general public an overview of
17 yesterday | sent toyou two documents and 17 what had transpired when wefiled agenera
18 you'll recall that | did the same thing last 18 rate application and as you read this
19 time. | sent you your company’s mediarelease |19 application or thismedia release, it will
20 and | sent you, aswell, the Power Connection 20 show you the three key parts that are driven,
21 document that you sent to customersin the 21 and actually there’'s a fourth part that’s
22 month following the filing of the general rate 22 highlighted very, very clearly here well about
23 application and if we could bring up the media 23 the additional increase to residential
24 releasefirst. 24 customers of this province. So it was brought
25 MS. GLYNN: 25 down into the various areas of supply, return
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1 and also the other operating costs. Those 1 talking about, whichissimilar to the media
2 that wish to have additional detail down to 2 release.
3 the decimal point or the levels, and I'm not 3 MR. JOHNSON:
4 demeaning your point there, there’sadirect 4 Q. Okay. So essentialy, the customer who you
5 link for the full application on our website 5 communicated with in October isnot realy
6 which is till there, till live. 6 told anything different than what you sent out
7 MR. JOHNSON: 7 to the media previoudly in relation to what
8 Q. Wouldyou not at least concedethat the -- 8 the central issueisin the case?
9 there’'s no mention obviously of what the 9 MR. LUDLOW:
10 return on equity isand there’s certainly no 10 A. Mr. Chairman, I'm going to takealittle bit
11 mention that it'sgoing to put you at the 11 of different tact here than the Consumer
12 highest in the country, correct? 12 Advocate is putting forward because as | 1ook
13 MR. LUDLOW: 13 at that, | would agree to the fact that the
14 A. Thereisno mention of the number, but there 14 actual number is not included into the Power
15 isamention here about establishing afair 15 Connection or into the media release.
16 and reasonable return, which is the central 16 However, what we did decide, and there' salot
17 case or one of the key points of this hearing, 17 of thought goesinto this, our customers are
18 one of the three. 18 interested in price, rate increases. Do we go
19 MR. JOHNSON: 19 with the average or do we directly point out
20 Q. Didyou makeit any clearer inyour Power 20 what are theimpacts on the different rate
21 Connection? So maybewe could turn to the 21 classes? And that’'swhat we sentto our
22 next document. 22 customers here. We laid out the various
23 MS. GLYNN: 23 proposalsin the case. They will be argued
24 Q. Andthat would be entered as Information Item 24 and that’ s what we're here for today. But we
25 No. 2. 25 felt that it was essential that we put out the
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1 (10:45am.) 1 impact that the bottom line on the bill of our
2 MR. JOHNSON: 2 customerswill be highly clarified for them
3 Q. Andthisisadocument dated October 2012 that 3 and that’ s what we put out here.
4 was sent out to all your customers. 4 MR. JOHNSON:
5 MR. LUDLOW: 5 Q. I'mnot quibbling with the fact that you put
6 A. Correct. This is an attachment, both 6 the bottom line inthere in termsof the
7 electronically and paper, that we would have 7 customer impact. What I’'m quibbling withis
8 sent to all 250,000 customers. 8 why inthe world -- why inyour covering
9 MR. JOHNSON: 9 letter to the Board, you say cost of equity is
10 Q. Andyou'll confirmfor me that there isno 10 a central issue, but you don't say it to
11 direct mention here at all to your customers 11 customers and you don’t say it to the media?
12 of what your proposal isfor the return for 12 That’s the simple question | have for you.
13 the company or the company’s profit, right? 13 MR. LUDLOW:
14 MR. LUDLOW: 14 A. Butwehave said just that, cost of equity and
15 A. I’'mmissing your point. Areyou asking me if 15 afair return isapoint of this and a central
16 10.4isin here? 16 point of this hearing.
17 MR. JOHNSON: 17 MR. JOHNSON:
18 Q. I'maskingyou -- well, I’'m asking you that 18 Q. Now you made reference to the weather
19 question. It'snot in there, isit? 19 conditions of Newfoundland and Labrador and
20 MR.LUDLOW: 20 just to be clear, | understand that the events
21 A. What'snot in here? 21 of 2010, when we had the storm -- there was
22 MR. JOHNSON: 22 two storms, wasit not? Therewasan ice
23 Q. Wdll, the10.4. 23 storm and then there was Igor?
24 MR.LUDLOW: 24 MR.LUDLOW:
25 A, Far and reasonablereturn is what we're 25 A. Correct. Therewasa Marchice storm that
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1 impacted the Bonavista and probably the 1 that, by the way, Mr. Smith will be more than
2 Bonavista North and as well down through 2 happy to take you through. Aswe went through
3 Grate's Cove areaand then September 21st, 3 Igor, asl| said in my chief, we were looking
4 Hurricane Igor decided to blessus with its 4 at afive-day period from Tuesday to Saturday
5 appearance. 5 and just that area alone cost an additional, |
6 MR. JOHNSON: 6 would suggest in therange of 1.8 million
7 Q. Right,indeed. And the ice storm that we're 7 operating dollars.
8 talking about, that was the worst stormin 25 8 So, we're now at September. What have we
9 years, | take it. | think that’s what your 9 got left? We'rerunning in thisyear, sales
10 materials disclosed. 10 werein decent shape. We'veaso got four
11 MR. LUDLOW: 11 monthsto readjust and manage and bring in
12 A. Theicestorm? 12 this company at a reasonable financial
13 MR. JOHNSON: 13 condition. So what we decided to do is rather
14 Q. Yes 14 than come before this Board for a deferral, we
15 MR. LUDLOW: 15 said: ook, we're in such condition, we can
16 A. Itmay be. Everyice storm--1just -- | 16 try it. It means that some work will not get
17 don’'t know where that referenceis. If you 17 done because of sheer resource limitations,
18 can show me, I’d appreciate it. 18 both capital and operating. Can we push, can
19 MR. JOHNSON: 19 we push for three or four months? Sothat's
20 Q. Okay. Maybe I’'ll come back to it. 20 what wedid and we pushed them over into
21 MR.LUDLOW: 21 another year. Wetook the 1.8 and basically
22 A. Itwasabad ice storm. 22 took it on rather than coming before this
23 MR. JOHNSON: 23 Board. And that's the basis. It's a
24 Q. Indeed. Butin any event, itdidn’'t keep 24 combination of good luck, good management --
25 Newfoundland Power from earning its alowed |25 and by the way, I’ d put the management of that
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1 return, did it? 1 storm against anyone. We were there before
2 MR. LUDLOW: 2 the military showed up, | might add, Mr.
3 A. Areyou referring to the ice storm or both 3 Chairman, and we were complete the day they
4 storms or the year? 4 showed up. That’swhat we're herefor, isto
5 MR. JOHNSON: 5 keep those lights running. By the time we got
6 Q. Bothstorms. Let's say the ice storm and 6 past that Saturday, we then started to kick in
7 Igor. 7 gear and say: how do wedo this without
8 MR.LUDLOW: 8 additional cost onto the customer? That’s how
9 A. Okay. Takeus back to 2010 for a minute. 9 we managed it. That'show wegot through
10 Marchice storm, an ice storm by its very 10 2010.
11 nature -- and again, I’ m hoping this isnot 11 MR. JOHNSON:
12 what’ s going to happen this weekend, but we'll 12 Q. Andsoto answer my question, you made your
13 see what happens. Anice storm by its nature 13 alowed returnin 20107
14 has a tendency to be capital intensive, broken 14 MR. LUDLOW:
15 poles, that type of damage, whereas in a 15 A, Wedid so.
16 hurricane and awind storm, combined withrain |16 MR. JOHNSON:
17 that hit with Igor -- and Igor by far was one 17 Q. Notwithstanding an event that happened late in
18 of the worst stormswe ve had in multiple 18 2010 that you didn’t plan for?
19 decades -- hasa tendency to more drive 19 MR. LUDLOW:
20 towards the operating conditions of the 20 A. Ithappenedin September. Had that beenin
21 company, trees, vegetation, response, those 21 December, it would be a different story.
22 typesof things, downedwires. So March, 22 MR. JOHNSON:
23 there was a subsequent capital adjustment made |23 Q. But you don’'t expect tropical storms in
24 and there was some operating conditions or 24 December, which are more operating intensive,
25 operating funds off that. The details of 25 | guess.
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1 MR.LUDLOW: 1 Statesis there’ s been no change over the past
2 A. Mr. Chair, the way the weather conditions here 2 80 years.
3 are changing and continue to change, | don’t 3 MR. LUDLOW:
4 know what to expect any more, and you know, 4 A. | can't quite go back that far, Mr. Chairman,
5 like today, this has atendency, thiscould 5 but | can go back 35 and I've seen more
6 blow up into ice, wind, snow. | can handle 6 hurricanesin the last ten than | did in the
7 wind. | can handle snow. | just can't handle 7 previous 20.
8 iceand wind and that’s the difference that 8 CHAIRMAN:
9 happens. September isakey in Igor. Timeto 9 Q. I'll sendyou an e-mail.
10 react. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. ljust wantto moveoff and perhaps we'll
12 Q. Andl guess, you know, the tropical storms, 12 revisit some other areas after the break, but
13 they happen up and down the Eastern Seaboard. |13 just to start a new theme for amoment. |
14 They hit Nova Scotia. They hit PEI. They hit 14 want to bring you to CA-NP-440.
15 a lot of different places, those tropical 15 MR. LUDLOW:
16 storms, don’t they? 16 A. Yes
17 MR. LUDLOW: 17 MR. JOHNSON:
18 A. Wevehadten. In 2010 we had one. We had 18 Q. And | raisethis in connection with the
19 Hurricane Earl by theway. | don't take much 19 incentive targets. This obviously showsthe
20 pleasure in that one, | might add, Mr. 20 2012 salary policy and incentive targets for
21 Chairman, but it blew up and blew up through 21 the executives and managers, right?
22 the west coast of Newfoundland. We had 22 MR.LUDLOW:
23 another one camein on the same day and time 23 A. Thatiscorrect.
24 and fizzled out in Trepassey. So its becoming 24 MR. JOHNSON:
25 aregular occurrence these days. 25 Q. Okay. And in addition to the base salaries
Page 62 Page 64
1 MR. JOHNSON: 1 that we're seeing there for yourself and
2 Q. | hope Earl doesn’t fizzle out. 2 executives and managers, there's obviously a
3 CHAIRMAN: 3 column there that allows incentive pay on top
4 Q. You mean more hurricanes are becoming a 4 of that. Soin your case, itwouldbe 50
5 regular - 5 percent of your base salary of 400 and so you
6 MR. LUDLOW: 6 could get another 200 by incentive pay,
7 A. Seemsto be moving that way. In the last five 7 correct?
8 years, we' ve had substantive weather patterns, 8 MR. LUDLOW:
9 particularly in September. 9 A. Not 100 percent correct. Basicaly, the
10 MR. JOHNSON: 10 incentive target is 50 percent. There isa
11 Q. Butthey’'re not unique to Newfoundland? 11 band around that that that could increase
12 MR. LUDLOW: 12 abovethe 50 percent, but there sonly 50
13 A. | agreewith you. 13 percent in rates to the customer.
14 MR. JOHNSON: 14 MR. JOHNSON:
15 Q. Right. 15 Q. Okay. Now theseincentive target amounts for
16 CHAIRMAN: 16 executives and managers, theserequire, do
17 Q. But evidence worldwide, that's not the case. 17 they not, the meeting of both individual
18 I’m not going to argue here with you guys, but 18 targets as well as corporate targets, right?
19 - 19 MR. LUDLOW:
20 MR. LUDLOW: 20 A. Thatiscorrect.
21 A. Certainly it seemsto be what’s happening in 21 MR. JOHNSON:
22 thisarea, but | would agree it is not unique 22 Q. Okay. So not only doesthe company haveto
23 to Newfound|and. 23 perform, but the individual executives have to
24 CHAIRMAN: 24 achieve a certain performance as well. Now,
25 Q. Thehurricane intensification in the United 25 by my calculation, and you can take this
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1 subject to check, | know you don’'t have a 1 payouts to the president, the vice-presidents
2 calculator and | don’t want youto do that, 2 and the managers, we know that more than 100
3 but by my calculation, just to know what we're 3 percent target is met, correct?
4 talking about, if 100 percent of the corporate 4 MR. LUDLOW:
5 and individual targets are met, then atotal 5 A. Correct.
6 of $474,000 in incentive target payments will 6 MR. JOHNSON:
7 be paid to the executive membersin 2012. Do 7 Q. Okay. Now andwe areinagreement that in
8 you accept that, for argument purposes? And 8 forecast years 2013 and 2014 that it's
9 if I'm wrong that can be corrected on the 9 reasonable to expect that at least 100 percent
10 record. 10 of thetargetswill be achieved and in fact,
11 MR. LUDLOW: 11 your GRA filingis premised on 100 percent
12 A. | have no ideawhere your calculation -- show 12 being met for the company and the executives
13 me how -- tell me how you're doing your 13 and managers. Isthat correct?
14 calculation and I'll agree with your 14 MR. LUDLOW:
15 methodol ogy. 15 A. That'scorrect.
16 MR. JOHNSON: 16 (10:45am.)
17 Q. I'mtaking the basesaaries andthen I'm 17 MR. JOHNSON:
18 taking the incentive target percentagesin the 18 Q. Intermsof the revenue requirement?
19 right-hand column and then I’'m adding those up |19 MR. LUDLOW:
20 to come to about 474. 20 A. Okay.
21 MR.LUDLOW: 21 MR. JOHNSON:
22 A. I'll agreewith the methodology. 22 Q. And weknow, wealluded to thefact that
23 MR. JOHNSON: 23 anything over 100 percent, that's non-
24 Q. And similar methodology isapplied when | look |24 regulated and the Board has said anything over
25 at the managers and as a group, again subject 25 100, that’ s non-regulated. We understand that
Page 66 Page 68
1 to check, when | do that, | come to $200,970. 1 from P.U. 19, right, (2003).
2 Now if welook for amoment at 449, what we 2 MR.LUDLOW:
3 have here isatable from 2004 to 2011 which 3 A Yes
4 sets out the non-regulated STI payouts. Now 4 MR. JOHNSON:
5 the non-regulated, so that would mean if you - 5 Q. Not necessarily -- okay. Now if | could just
6 - if the company and the executives went above 6 goto the corporate targets for a moment by
7 target, the shareholder picks up those costs 7 bringing you back to 443, Mr. Ludlow, and in
8 and paysit, not the rate holder -- not the 8 particular, page three of four. And | just
9 rate payer, right? 9 want to look at Table-- Table5 has to do
10 MR. LUDLOW: 10 with the corporate targets for 2012, okay. So
11 A. Correct. 11 we see the category of reliability and there
12 MR. JOHNSON: 12 isaspecific measurethat’srequired to be
13 Q. Okay. Andif welook at that period, | guess 13 met for SAIDI at 2.58 and that’sgiven a 15
14 we can deduce that over that period, the 14 percent weighting and we see customer
15 president, yourself -- well, and your 15 satisfaction which has two measures, being
16 predecessor, and at least some of the vice- 16 percentage of customer satisfied first call
17 presidents and at least some of the managers 17 resolution, that’s given aweighting of 7. 5
18 obtained sTI paymentsin excess of 100 percent 18 percent each, and then we have safety, the all
19 that the customer pays for, right? 19 injury frequency rate which again we haveto
20 MR. LUDLOW: 20 meet 1.56 incidentsfor number andit’'s 15
21 A. Makesure I'vegot your point. Would you 21 percent weighting, and then financial as a
22 repeat it, please? 22 total is controllable operating cost per
23 MR. JOHNSON: 23 customer whichis givena20 percent weight
24 Q. Sure. By merit of the fact that we know that 24 and then earnings which is given a 35 percent
25 over thoseyears there were non-regulated 25 weight. So out of the corporate targets for
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1 2012, the earnings get the biggest weight, 1 isI’mrunning afairly tight ship right now
2 right? 2 with three vice-presidents, down from numbers
3 MR. LUDLOW: 3 that were much higher inthe past. So, |
4 A. Theearningsreceives 35. Financial receive 4 decided upon looking at incumbents,
5 55. That point | would agree. 5 contribution and impact, to take a
6 MR. JOHNSON: 6 recommendation to the governance committee of
7 Q. Yes the55includesthe 20 for controllable 7 reducing the personal component or the
8 operating. 8 corporate component and raising the individual
9 MR. LUDLOW: 9 and bringing it on a 50/50 split for the vice-
10 A. Financid. 10 presidents and it was just a ight adjustment
11 MR. JOHNSON: 11 of five percent on mine from 75 to 70, 75/25
12 Q. Understand, okay. Andthat's pretty muchin 12 to 70/30. And it was based upon where we are,
13 line with how the targets have operated over 13 the basis of our operation, and the
14 the last number of years? 14 contributions that three versus | guess at one
15 MR. LUDLOW: 15 point in the past could be as high as six or
16 A. Pretty much, yes. 16 seven executive members. So it was a personal
17 MR. JOHNSON: 17 thing, my professiona judgment, that |
18 Q. Yeah, okay. Sothen soassuming that these 18 decided to take that forward on that basis,
19 corporate targets are met, I'd like to look at 19 Mr. Chairman.
20 the individual targets of the executive 20 MR. JOHNSON:
21 members and managers. So if we could go to 21 Q. Okay. Andjust -
22 the persona targets at 451? And in 22 MR.LUDLOW:
23 particular, we seeat Table 1, this isthe 23 A. Would you like me to explain the top one?
24 target percentage payouts, we seefor the 24 MR. JOHNSON:
25 president and CEO, the previous target was 40 25 Q. Sure
Page 70 Page 72
1 percent while the current targetis50 and 1 MR.LUDLOW:
2 everybody has gone up from the previous target 2 A. | shouldn't be doing this, butl did it
3 to the current target. So we understand that. 3 anyway. Thetop adjustment was made asa
4 Andin Table 2, we see that for the president 4 result of recommendation of the HAY consultant
5 and CEO, your corporate weighting was 75 5 that we've been using now for 20 years to
6 percent and your individual was 25 and that 6 bring usin line with the compensation policy
7 has had a slight change too. Can you explain 7 of the corporation, which is a 50th percentile
8 why that change took place? 8 of the Canadian industrial commercial, and it
9 MR. LUDLOW: 9 was felt that the change in targets should be
10 A. Okay. Are youasking me toexplain both 10 made and that was arecommendation from HAY
11 changes or the second change? 11 and he had also went through the corporate
12 MR. JOHNSON: 12 governance and subsequently to the Board of
13 Q. Thesecond change. 13 Directors.
14 MR. LUDLOW: 14 MR. JOHNSON:
15 A. Okay. Second changefromthe split between 15 Q. Mr. Ludlow, if I could direct your attention
16 corporate and personal, it wasdone as a 16 to 443 once more, and into the -- well into
17 result -- let me explainthe way it would 17 the document, about 15 or 16 pagesin, gives
18 operate, first of all. For any changeto be 18 the 2012 short term incentive plan performance
19 madeto thissTi program, it’sthrough our 19 targets for yourself and the other members of
20 Board of Directors upon recommendation from |20 the executive team, and indeed the managers.
21 our governance and HR committee. That would |21 MR. LUDLOW:
22 go -- this one in particular would be a 22 A, 20127
23 recommendation from me to the Board, to the 23 MR. JOHNSON:
24 Committee, and if they’re in agreement, they 24 Q. Yes, sir. Andjust to look at your one for a
25 would take it forward. The way | look at this 25 moment, do we have yoursup there? Yes. So
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1 as | understand it, in terms of the financial 1 MR. LUDLOW:
2 results, particularly tied to the earnings, 2 A. Notdirectly. That is correct.
3 the only executives whose results are tied to 3 MR. JOHNSON:
4 earnings on a personal basiswould be yours 4 Q. Okay. Andinterms of the managers, they have
5 and Ms. Perry’s. Isthat correct? 5 astake aswell by virtue of the corporate
6 MR. LUDLOW: 6 target inthe company’s earningsas well,
7  A. Bear with meaminute. | haven't got them all 7 right?
8 committed to memory. That is correct. 8 MR. LUDLOW:
9 MR. JOHNSON: 9 A. Yes, they would.
10 Q. Okay. Andoneof the corporate targets that 10 MR. JOHNSON:
11 we saw previously wasthe -- that fell under a 11 Q. Yes, okay. And I guess, Mr. Ludlow, to come
12 financial target was controllable costs and 12 to the point, when we consider the matter of
13 there’ s nobody personally is impacted by the 13 earningsin the company and so for instance,
14 controllable costs other than through the 14 for 2012, if we look at yours, to achieve the
15 corporate target? 15 100 percent payout for financial results, it
16 MR. LUDLOW: 16 says subjective with minimum earnings of &.
17 A. Notdirectly. 17 million and what does the subjective mean?
18 MR. JOHNSON: 18 MR. LUDLOW:
19 Q. Notdirectly. 19 A. Theway that thiswould be presented to our
20 MR.LUDLOW: 20 governance committeeiswe would look at the
21 A. Buteveryoneinclusively. 21 year and if it was just aslam dunk that 31. 5
22 MR. JOHNSON: 22 million fell out without effort, this combines
23 Q. Bveryoneinclusively by virtue of it being a 23 personal contribution. It involves what we've
24 corporate target? 24 had to do. If | want to go to Igor, let’sgo
25 MR. LUDLOW: 25 back there on the topic. Subjected in meeting
Page 74 Page 76
1 A. Correct. 1 earnings meansthat therewasalot of work
2 MR. JOHNSON: 2 had to be done to manage the organization for
3 Q. Okay. Soyou have an individual stake through 3 four to five yearsto readjust, rejiggle, do
4 the STI inthe company’s earnings, but you 4 what we could to make things happen. Soit’s
5 don't have an individua stake in the 5 not just about anumber fallingout. It's
6 company’ s controllable costs and nor does Ms. 6 about areflection ontheyear. It'sabout
7 Perry? 7 the effort and it's about did this group
8 MR. LUDLOW: 8 perform the way they should have been
9 A I'm- 9 performing to get that number, not just
10 MR. JOHNSON: 10 happenstance.
11 Q. Let'sputitthisway - 11 MR. JOHNSON:
12 MR. LUDLOW: 12 Q. Butif it'sexpressed as aminimum, can't you
13 A. I'mtrying to answer your question and trying 13 say well, look, gee, | met the minimum?
14 to be helpful here. 14 MR. LUDLOW:
15 MR. JOHNSON: 15 A. Youcansay alot of stuff, Mr. Johnson, but
16 Q. AndI’'m not putting it properly either, so 16 I’'m going totell you something, that when
17 I'll just back up. 17 thisis presented and | have to debate on
18 MR. LUDLOW: 18 behalf of Ms. Perry or Mr. Alteenor Mr.
19 A. Sowe'll agree on that. 19 Smith, | can assure you when | look at this,
20 MR. JOHNSON: 20 the fact that it's 31 don’'t automatically mean
21 Q. We'll agreeonthat. What I'masking youis 21 they getit. It meansthat without it they
22 in relation to your short term incentive plan 22 won't get it.
23 target, your individual targets, while it 23 MR. JOHNSON:
24 includes company earnings, does not include 24 Q. Butinpoint of fact, say for 2013 and 2014,
25 controllable cost? 25 you are assuming, for the purposesof your
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1 revenue requirement, that that target is met, 1 Q. I'measytobreak aswell.

2 are you not? 2 CHAIRMAN:

3 MR.LUDLOW: 3 Q. Let'sbreak.

4 A. When we prepared the rate filing, the revenue 4 MR. JOHNSON:

5 requirement, we had to have abasis and 100 5 Q. Okay.

6 percent istarget. I1t's not over the target 6 MS.GLYNN:

7 or under the target. It should be reasonably 7 Q. Well comebackin?

8 attainable. And that’sthe basis upon which 8 CHAIRMAN:

9 we decided to include in our revenue 9 Q. How long have we got?

10 requirement the 100 percent STI payment for 10 MS. GLYNN:

11 the executives and managers of Newfoundland |11 Q. Half an hour.

12 Power. So we put the 100 percentin and 12 CHAIRMAN:

13 that’ sthe basis of it. 13 Q. Hafanhour.

14 MR. JOHNSON: 14 (11:15am.)

15 Q. Soif anybody iswondering whether their rates 15 (BREAK)

16 in 2013 and 2014 would reflect, for instance, 16 (11:47 am.)

17 yourself and Ms. Perry -- not to pick on you, 17 CHAIRMAN:

18 but you' re the two individuals - 18 Q. | think we're back to you, Mr. Johnson.

19 MR. LUDLOW: 19 MR. JOHNSON:
20 A. Okay, I'm used to that. 20 Q. Thank you, Mr. Chairman. Mr. Ludlow, in terms
21 MR. JOHNSON: 21 of the earnings of Newfoundland Power, the
22 Q. - aregoing to achieve that target, the answer 22 primary beneficiary of the earningsis the
23 would be yes, that they can assume that 23 shareholders of Newfoundland Power, not the
24 because that’ s what the revenue requirement is 24 customer. Would you grant me that?
25 based on? 25 A. No, | would not agree to that statement, Mr.
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1 MR. LUDLOW: 1 Chairman. | think there’s abalance that

2 A I'll take alittle exception to that. | would 2 needs to be struck, particularly in the

3 agree on the basis that it is what the revenue 3 earnings, financial integrity. If we want to

4 requirement is based on. Everyoneis entitled 4 take that and go to the operating conditions
5 to draw their own assumptions. The fact that 5 that needs afocusto be brought, so | think

6 it'sin there don’t mean that it will be paid. 6 overall thereisabalancein there.

7 That | can assure you. 7 Q. | thought the question was very - called for a
8 MR. JOHNSON: 8 very obvious reply, Mr. Ludlow, that

9 Q. Now as between the shareholders and the 9 shareholder profit, that which turns into
10 customers, | takeit it's a truism that 10 dividendsto go back to shareholders, while
11 shareholders are the ones with the primary -- 11 there may be some aspect of benefit to
12 arethe primary - 12 customer in some sense, the primary
13 CHAIRMAN: 13 beneficiary of the earnings isthat of the

14 Q. Mr. Johnson, just -- are you going to be going 14 shareholder, isit not?

15 on much longer? 15 A. There's no question that the financial

16 MR. JOHNSON: 16 integrity or the earnings of the company go
17 Q. No, I"'mwrapping up. 17 back to the- obviously, the common equity
18 CHAIRMAN: 18 shareholders, yes, but in getting that and
19 Q. Okay. 19 creating that earningsis a separate issue.

20 MR. JOHNSON: 20 Q. Yeah, but theprimary beneficiary of the
21 Q. I’'mgoing to be wrapping up inabout five 21 earnings would be the sharehol ders?

22 minutes on this one. 22 A. Thedollars, yes.

23 CHAIRMAN: 23 Q. Yes, and| guess then youwould have an
24 Q. Okay. 24 incentive, your executive team would have an
25 MR. JOHNSON: 25 incentiveto make the company’s earnings as
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1 high as possible, right? 1 MR. JOHNSON:
2 . Wewould look at maximizing earnings in tandem 2 Q. Thiswitness hastestified that the executives
3 with various other aspects of the company, and 3 havea stakein - and the managers have a
4 that includes customer service, reiability, 4 stake in the earnings of the company, and he's
5 safety, and all those factors and that's 5 testifying here that the Board has got to keep
6 effectively what' s built into the sTI Program. 6 in mind some sort of balance, which I’'m sure
7 To maximize earnings, | can crater either one 7 the Board will, but | think it's material to
8 or the two of the others, and that is 8 know what it means to this witness and to the
9 unacceptable under any circumstances. 9 executives and managers of Newfoundland Power
10 . But your - but the incentive, nevertheless, 10 in terms of their compensation if this Board
11 thereisan incentive to make the company’s 11 were to accede to what Newfoundland Power is
12 earnings higher, not lower? That's very 12 telling this Board it requires by way of a
13 clear, right? 13 return on equity, whichis 10.4 percent. |
14 . The earnings of the company aslaid out in the 14 think it is a perfectly legitimate question.
15 STl isset based on the allowed earnings as 15 KELLY, Q.C:
16 laid out beforethisBoard. The whole sTi 16 Q. Andthat tells me nothing more, Mr. Chairman,
17 Program that we' re discussing basically should 17 than al the questions which have previously
18 ensure and will ensure earnings of a company - 18 been asked, and if my friend is looking for
19 I’'m not going to sit here and say we should 19 some piece of information which he has not
20 not make money, we make money. We look after 20 asked, which | can’t figure from the question,
21 the customers of this company, we also do our 21 then he should have putitinanRFl at the
22 best to keep thelights on under lessthan 22 appropriate time. | do not accept the
23 ideal circumstances. You put al that in the 23 undertaking.
24 pot, sound financial management iscore to 24 CHAIRMAN:
25 running a solid business under any 25 Q. I think you'reasking a what if question, is
Page 82 Page 84
1 circumstances. 1 that what you're saying, if the Board agrees
2 . And you've doneall that without a 10.4 2 to the 10.5 percent ROE, what does that mean
3 percent return over the last few years, 3 to the compensation which will be paid to the
4 correct? 4 executives of Newfoundland Power. That is
5 . We have not earned 10.4 percent in many years. 5 your - that’ s the question?
6 . Andinterms of - just to get a sense of this, 6 MR. JOHNSON:
7 Mr. Ludlow, would you be ableto provideusby | 7 Q. That'sthe question.
8 way of an undertaking with what it would mean 8 CHAIRMAN:
9 to yourselves and the executives and managers 9 Q. And you're not agreeing to answer that
10 in terms of extra compensation if you wereto 10 question?
11 be allowed the 10.4 percent return on equity 11 KELLY, Q.C:
12 by this Board? Would you providethat in an 12 Q. Wehave aready answered awhole series of
13 undertaking? 13 questions which effectively encompass that
14 KELLY, Q.C: 14 question, and if my friend waslooking for
15 Q. Weve answered numerous requests for 15 something more -
16 information on the sT1 Program, all of which 16 CHAIRMAN:
17 are based upon the company’s application, 17 . I'think I’'m goingto turnit overto our
18 whichis 10.4 percent built intoit. Sol 18 solicitorsto - do you have any insight into
19 have no idea what precisely this request would 19 this?
20 be, so I’'m not agreeing to an undertaking of 20 GREENE, Q.C..
21 that, especially when that 10.4 percent has 21 Q. Yes, Mr. Chair. My nameis Maureen Greene,
22 been built intoit. We' ve been through a 22 and | am Board Hearing Counsel. | wasn't
23 rigorous program of answering RFI’S on what 23 introduced before, but | believe most people
24 the current applicationis. No, | do not 24 in the room know who | am.
25 accept the undertaking. 25 CHAIRMAN:
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1 Q. That wasgrievous omission. 1 Q. Andyou want to know what that amount is?
2 GREENE, Q.C: 2 MR. JOHNSON:
3 Q. Aslsad, I’'m sure most people know who | am. 3 Q. That'sright.
4 With respect to the request, the request, and 4 KELLY, Q.C.
5 the objection, as| understand the request, 5 Q. Therevenue stream that’'s put forward already
6 the Chair has properly summarized what the 6 includesthe 10.4 percent. That’salready in
7 information requested by the consumer advocate | 7 the revenue stream. It's there. That’sthe
8 is. The objection, as| understand it from 8 problem I’'m having. What isthe question
9 Mr. Kelly, is that it'stoo late, it should 9 precisely?
10 have been asked in an RFI process. | don’'t 10 MR. JOHNSON:
11 believe that particular question in that was 11 Q. Wadl, we could certainly get at the difference
12 asked inthe RFI process, we cannot turn to 12 between what’ s currently there versus what the
13 the record and see if that particular piece of 13 10.4 would mean.
14 information isolated. | would point out for 14 KELLY, Q.C.:
15 the Commissioners that from time to time 15 Q. Wdl, now we're asking another question.
16 during the hearing process it does arise that 16 That’sthe problem I’ve got with thiswhole
17 new information is requested and undertakings 17 process. If you start giving loose
18 aregiven, so | don’t - with respect to the 18 undertakings, then the company is off trying
19 objection that it'ssimply too latein the 19 to figureout what the heck the question
20 process, | would point out to the 20 means. So if my friend has a specific written
21 Commissionersthat in the past it has been a 21 question, he should put forward a specific
22 common practice for undertakings to be 22 written question that we can then take under
23 provided for answersto questions that arise 23 advisement.
24 during cross-examination. So unless Mr. 24 MR. JOHNSON:
25 Kelly had some other basis for his objection- 25 Q. Mr. Chairman, if it will bring clarity to it,
Page 86 Page 88
1 KELLY,Q.C: 1 I'd be happy to devise the question and
2 Q. | do not agreethat itis new information. 2 present it tothe Board for the Board's
3 That’ s the fundamental objection. 3 consideration.
4 GREENE, Q.C.: 4 GREENE, Q.C.:
5 Q. Wadll, if that's the case, can you point to the 5 Q. Mr. Chair, the consumer advocate has agreed to
6 RFI where that answer is. 6 dothat, andthat isfine for moving this
7 KELLY, Q.C.. 7 process forward, but again for the future part
8 Q. |l can'tpoint tothe RFI because there’'sno 8 of the hearing, aslong asthe questionis
9 precisionin even what thisundertaking is 9 very clear, it has not been the practicein
10 that we arebeing askedto answer. If my 10 the past to require written questions before
11 friend wantsto put thisforward, thefirst 11 undertakings are given during the examination
12 thing he should do is commit it to a specific 12 of witnesses, but we have agreed for this
13 written request as to what the undertaking is 13 particular one to move forward in this way.
14 that he’ slooking for. 14 KELLY, Q.C.:
15 CHAIR: 15 Q. ldon't wantto getinto anargument with
16 Q. Presumably, Mr. Johnsonis saying that if we 16 Board Hearing Counsel, but there have always
17 alowed it, it would be an additional revenue 17 been in terms of undertakings, Mr. Chairman,
18 stream, and you're saying that thisrevenue 18 two factors. One, clarity is required, and
19 stream would fall directly to - all other 19 two, necessity and reasonablenessto assist
20 considerations aside, it would fall to 20 the Board is required. Sothe simple basis
21 corporate compensation, isthat what you're 21 which Ms. Greene may suggest that if a
22 saying? 22 question is proposed, that some undertaking
23 MR. JOHNSON: 23 therefore automatically follows, | don't
24 Q. Yes. 24 accept that proposition because that would
25 CHAIRMAN: 25 turn hearings into endless undertakings which
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1 is not appropriate, and that’s never been the 1 We can get some, but not alot. Now we're

2 practicein the 15 odd yearsthat I’ve been 2 into the apprenticeship programs. So, you

3 here. Now | don’t wish to engage in argument 3 know, our complement is changing slightly

4 onthat. We can move forward. 4 because of workforce changes that’s happened.

5 GREENE, Q.C.: 5 The workload ischanging as well in St.

6 Q. | don'teither, and | don't want to delay the 6 John’sasit iscoming down and up in other

7 process. | do agree that obvioudly it hasto 7 areas - up here, sorry, down in other areas.

8 be relevant to matters before the Board, and 8 So overall our ability to look forward and to

9 it also hasto beaclear question. | think 9 forecast, we're always at that on aregular
10 for the - 10 basis.

11 CHAIRMAN: 11 . In terms of the challenges of obtaining

12 Q. I mean, itshouldn't be hardto generatea 12 skilled workers that everybody isfinding, |

13 number with the - say, the current ROE, and 13 guessthat’s areflection of the economy. How

14 assuming 10.5 or whatever it is, that number 14 would you describe thelocal economy, would

15 should be very - that shouldn’'t be hard to 15 you consider it strong from your perspective

16 find that number. | think that’sbasically 16 where you sit?

17 the number that Mr. Johnson islooking for. 17 . I'would look at the Newfoundland economy in

18 KELLY, Q.C.. 18 total as being strong in many pockets, and

19 Q. Andisthat for total executive compensation 19 when | say that, | would say when| look at

20 or - 20 the developments in Labrador, Valein Long

21 CHAIRMAN: 21 Harbour, or Hebron, and the oil industry in

22 Q. Well, youbetter ask him that. I'm just 22 general and you can see the bustle around the

23 trying to - 23 city here, but that’ s contrasted very heavily

24 KELLY, Q.C: 24 asyou moveinto alot of what | would call

25 Q. Waell, that’smy problem. That’swhy you got 25 the smaller areas of this province. So the
Page 90 Page 92

1 to have clarity in the question. | think we 1 economy of the provincein total today is

2 should move on and have the question put into 2 strong. In the foreseeable future, there will

3 some written form. 3 continue to be challenges.

4 MR. JOHNSON: 4 (12:00 p.m.)

5 Q. I'll providethe clarity, Mr. Chairman. 5 Q. Intermsof - | guess, looking at it from the

6 CHAIRMAN: 6 point of view of your customer growth since

7 Q. Okay. 7 the last general rate application, how would

8 KELLY, Q.C: 8 you describe it?

9 Q. Thank you, Mr. Chairman. 9 . Again, Mr. Chairman, I’d look at our customer
10 MR. JOHNSON: 10 growth - welook at gross. We use the term,
11 Q. Mr. Ludlow, interms of getting workers, 11 gross new connections. What does that mean?
12 skilled workers at Newfoundland Power, | take 12 That means the number of new houses, or |
13 it that you have afull complement, you're 13 don’'t know, garages and things that have been
14 content with the complement that you havein 14 hooked up. We've connected record numbers
15 terms of your ability to attract the skilled 15 particularly in the St. John’s, Avalon, and
16 workers that you need? 16 the major centres. Conversely, we have seen a
17 A. That'savery difficult question. It changes 17 retraction, not of numbers, but of salesin a
18 by the day, Mr. Chairman. Our complement, | 18 lot of therural areas. Soit's- again|’ve
19 think ischanging a little bit as we go 19 used the balance on a couple of pieces. We're
20 forward. Our ability to attract fully skilled 20 seeing this urbanization which is not unique
21 workers has changed dramatically. Our 21 to Newfoundland, but it’s happening. We're
22 approach to having future skilled workers has 22 also seeing an impact of new workers coming
23 had to move from ahiring of, I'll usethe PLT 23 in. Soright now that’swherewe'reto. The
24 or mine person scenario, we can no longer 24 economy in thislocal areais pretty hot right
25 attract Red Seal with full journeyman status. 25 now.
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1 Q. Andtheworkerscomingin, what areyou seeing | 1 that.
2 in that regard? You mentioned you're seeing 2 Q. Justtoclarify, that'sthe 90 percent?
3 the workers comingin. On projects and 3 A Yes
4 things? 4 Q. Allright. I wanttoask you aquestion and
5 . When | say | seethem coming in, I’m reading 5 this goes back to the introduction. Because
6 newspapers, and seeing what | seein the local 6 cost of capital is so central here, Mr.
7 economy, itwould be primarily the larger 7 Ludlow, as| pointed out in my introduction,
8 centres again, driven around major projectsis 8 the Board's comments from PU-43 where they
9 what I’'m hearing, and what | do envision or 9 talked about thefact that it'snot enough
10 seg, it'snot that | can write numbersto it 10 that the chosen comparables be the best
11 or quote actual details. There are some 11 available - you heard that introduction, and
12 coming in, but as| look to 2017 to 2030 - now 12 they noted, you know, that nearly on every
13 | rely pretty heavily again back on long haul 13 indicator the Board noted the overwhelming
14 forecasters, and even short to medium term 14 evidence of thelack of balance, as it was
15 forecasters. | can comment that the 15 clear on almost every measure Newfoundland
16 population is forecast to decline 16 Power would have to be considered lessrisky
17 substantially by late 1920s - er, 1920s, you 17 than the us comparables. Can | ask you, you
18 know, 2030, and combine that with the dynamics |18 know, were you concerned, are you concerned as
19 and the demographics within that population is 19 the ceo of Newfoundland Power by the Board’s
20 changing alot aswell, both on shift and age. 20 findingsinthat regard? Canyou expand on
21 Huge things happening out there right now. 21 that?
22 . Intermsof the concentration of your reach 22 A. Il don't have awholelot that | can add to
23 for electricity into the market, it's 23 that commentary. You know, we took the
24 basically around 9 out of 10 new construction 24 Board’ s order, welook at it, weread it, and
25 go with electric for heat, | takeit, and 25 we apply it. There' snot alot of explanation
Page 94 Page 96
1 whereisthe other 1 out of the 10 ending up, 1 or broadening that | can add at this point.
2 on the ail furnace, wood stove in a new house 2 Q. Wereany stepstaken for the purpose of this
3 - it' s harder to think that they rely fully on 3 rate application to ensurethat the Board's
4 that, but what are you - what’ s your sense of 4 concernswere addressed in relation to that
5 that? 5 key finding in itslast decision?
6 . My senseis that alot of new homes are 6 A. Canyoujust explainthat a little further,
7 heading towards, unless it's- I'll usethe 7 what the key finding and what your question
8 term approximately 90 percent. The balance 8 is, please?
9 are still heading towards oil, some propane, 9 Q. Weéll, | viewitasa pretty key finding that
10 still heading a little bit of wood/oil 10 first of al it'snot enoughtojust -it's
11 combinations is happening out there, and 11 not enough to say that the comparables are the
12 that’s roughly how | would see it, Mr. 12 best available, and that if the dataisto be
13 Johnson. 13 relied on, it must be shown to be a reasonable
14 . Your 90 percent, what are you counting as the 14 proxy or that reasonable adjustments can be
15 90 percent? In terms of the new customer, is 15 made to account for the differences, and then
16 that the customers who'srelying on you for 16 the Board noted that the evidence showed that
17 heating load? 17 on balance the us comparables- on balance,
18 . When | look at new customers, when | say - | 18 the Board noted that the overwhelming evidence
19 said earlier that we have roughly 5,000 plus 19 was of alack of balance asit was clear on
20 gross new connections. Inthere you've got 20 almost every measure Newfoundland Power would
21 everything from garages, and there might be 21 have to be considered less risky than the us
22 power supplied boxes for, | don't know, 22 comparables. So that was the chief concern,
23 Rogers, Aliant, and what have you, but the 23 and my question, did you or your team take any
24 majority of the homeswould be relying on us 24 steps to ensure that the Board' s concern was
25 for heating supply. There’ s no question about 25 met for the purpose of this rate application?

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

Page 93 - Page 96




January 10, 2013

Multi-Page™ NL Power Inc.’s General Rate Application

Page 97 Page 99
1 A. Mr. Chairman, thewhole area of cost of 1 redlity, it's something I’ ve got to ded with
2 capital and comparators is something that once 2 and I'm trying to stay focussed on what I'm
3 we get into the details and what | would call 3 doing here today while 1'm wondering whether
4 the specifics of risk, in my opinion it would 4 Burin is going to stay on tonight. Thatisa
5 be much better dealt with with our expert 5 reality of my business. That operating
6 evidence, experts when they come by. 6 conditionsis key. Sowhen I look at the
7 Similarly, Ms. Perry may be able to add some 7 various components of our business and a
8 basis to this, butit would be much more 8 business risk profile, business risk
9 helpful than what | can add to this discussion 9 regulatory and financial, yeah, | would put us
10 at thistime. 10 in the average risk category. That's how |
11 . Well, areyou aware of any instruction from 11 would see us.
12 either yourself or your executive team to cost 12 . Okay, now if you could answer my question, and
13 of capital witnesses in terms of being 13 that would be do you believe it would be
14 responsive to what the Board's concerns were 14 reasonable for Newfoundland Power to ask for a
15 that | just addressed with you? 15 cost of capital in relation to companies that
16 . I did notinstruct our expert witnesses to 16 would be on nearly every measure more risk
17 make change, pro or con, on any of the basis 17 than Newfoundland Power? Would that be
18 of numbers. We basicaly engage expert 18 reasonable to you?
19 witnesses. They are provided with the 19 . The premise for the question, | think would be
20 information on our business and to put forward 20 better addressed to other individuals. From
21 the testimony that you have seen here today. 21 my perspective, | don’t know all the pieces of
22 . Would you believe, Mr. Ludlow, from sittingin |22 all those other businesses. When we look at
23 the customer’s perspective that it would be 23 an average risk utility, then | would suggest
24 fair for Newfoundland Power for cost of 24 if we're average risk, we should be treated as
25 capital purposes to compare itself to 25 averagerisk. That'stheway | would seeit.
Page 98 Page 100
1 companies that would on nearly every measure 1 . S0 anything about these companiesin your
2 morerisky than Newfoundland Power? Would 2 expert sample, essentially you have to rely
3 that be fair to you? 3 totally on what your experts are telling you?
4 . Mr. Chairman, thisiswhere | get alittle 4 . Mr. Chairman, we brought in expert witnesses
5 confused. | have worked in a lot of 5 for areason. They are experts. | have not
6 businesses across this country, and in 6 had the privilege of working with hundreds of
7 particular as | look at the Canadian 7 different utilities or being around them. |
8 environment, and I’ [l go there for aminute, 8 know five. Now | can speak to that from a CEO
9 we know where Newfoundland Power - we talked 9 perspective, a Senior Vice President’s
10 about business risk, regulatory risk, and we 10 perspective, and a Vice President of
11 look at the financial risk. You put al that 11 Engineering and Operations. | look at the
12 inapot and I think it'sbeen clear, clear 12 markets, | rely heavily on Ms. Perry, on her
13 from this Board that we remain an average 13 recommendations and where we are, and then we
14 regulatory risk - averagerisk utility. Now 14 go and get expertsinthefield, andthat’s
15 we cango out and we canlook at other 15 what we've done. That'swhat wewill put
16 businesses, and I've work in them, and they 16 before this Board and are doing in this
17 will have pros and cons. Some will have, as| 17 hearing.
18 said earlier, adeferral account for storms. 18 . Thefive companies that you know the most
19 They will not have an excess earnings account. 19 about are the companies that you've been
20 Soit'snot amatter of me sitting here and 20 associated with either as aDirector or an
21 saying this oneisbetter or lessor up or 21 Executive or worked for generally with Fortis,
22 down. What I'm saying is when we get to that 22 | takeit?
23 average point, which | think iswhere we are - 23 . Yes.
24 I mean, | cantell youl can pull out things 24 . And those companies would be what, Mr.
25 that - look at the weather today, this is 25 Ludlow?
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1 A. They would beBc, Alberta, Ontario, Prince 1 equity in your capital structure, and | take

2 Edward Island. That’sthe four | would use. 2 it that you wouldn’t disagree with methat a

3 Q. What BC one are you talking about? 3 company that has higher common equity inits

4 A. I'mtaking about the former West Kootenay 4 financial structure isseen to have less

5 Power, which is now Fortis BC Electric. 5 financial risk than one that has lower common

6 (12:15p.m.) 6 equity initsfinancia structure? Wedon't

7 Q. Okay, and how about Alberta? That would be 7 disagree on that, do we?

8 Fortis Alberta? 8 A. I'mcertainly not going to disagree, but what

9 A. That would be Fortis Alberta. 9 | an goingto say toyou isyou posed the
10 Q. AndOntario? 10 question, or the question was posed, Mr.

11 A. That would be Fortis Ontario. 11 Chair, that we areone of thehighest in

12 Q. And Pelisthe Maritime. Now you referred to 12 Canada.

13 financial risk. What do you mean by that, Mr. 13 Q. Wadl, let meputit thisway. Your common

14 Ludlow? 14 equity component in your company’s capital

15 A. Financia risk that | refer to would bethe 15 structure is the highest certainly of all the

16 structure, the financial structure, debt 16 Fortis companies, isit not?

17 equity structure of the business. 17 A. I don't know the details of al the Fortis

18 Q. Andinterms of the debt equity structure of 18 companies, Mr. Chair. | really don’t.

19 the business, what is therisk that you're 19 Q. Could | refer you to the MDNA of Fortis, which

20 referring to? 20 was filed as an information item, just so we

21 A. Therisk | refer toiswe currently would run 21 can be confirmed on what the capital

22 on a45/55 debt equity - equity debt split. 22 structures of the other Fortis companies are.

23 So if that were to be reduced and we wereto 23 That would be -

24 dividend out substantive funds and increase 24 KELLY, Q.C::

25 the debt equity ratio, now al of a sudden our 25 Q. Mr. Chairman, the witness has aready
Page 102 Page 104

1 fixed costs are implied. That basically is 1 indicated many of these questionswould be

2 the financia risk areathat | would look at, 2 better posed to Ms. Perry, and | notice that

3 so the basis under which - the detail of that, 3 the document that the witness (sic) proposes

4 Mr. Johnson, | think | would defer beyond that 4 now to putto Mr. Ludlow isonewhich was

5 point to Ms. Perry. 5 provided for Ms. Perry’sexamination. So |

6 Q. Butgeneraly, your understanding of financial 6 think we need to be fair to the witness as

7 risk would be the more debt and less equity in 7 well.

8 the capital structure, the more financial 8 MR. JOHNSON:

9 risk? 9 Q. Thewitnessworked for these companies and he
10 A. Correct. 10 was a Director of all of them, would that be
11 Q. So on that measure, you would have less 11 right?

12 financial risk than any other Fortis company 12 A. My rolewsas- that isnot correct. | wasthe

13 in the country, would you not? 13 Vice President of Engineering for Fortis

14 A. I'mnot certain| would go asfar as to say 14 Alberta, Senior Vice President in British

15 that | have the lessrisk. | would suggest to 15 Columbia, and Vice President of Engineering
16 you - 16 and Operations for Maritime Electric.

17 Q. Lessfinancial risk? 17 Q. Andyou weren't adirector of any of those
18 A. | have 45 percent ratio, and as such we have 18 companies?

19 strong regulatory support here in this 19 A. | wasadirector of Maritime Electric, or am a
20 province, andit’s been reflective of the 20 director of Maritime Electric, and a director
21 small size of our utility andthat’s been 21 of Fortis Ontario.

22 stated multiple times. 22 Q. You would beaware, would you not, that
23 Q. But, Mr. Ludlow, I'm trying to focus on 23 Maritime Electric is 40 percent common equity?
24 something. Y ou mentioned financial risk and 24 A. | honestly don’t know the number off the top.
25 then you tied financial risk to the amount of 25 If you wish, we can get it, and I'm sureit’s
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1 in the somewhere. | just don’t know what it 1 risk? Isthat what you're saying?
2 is. 2 A. Mr. Chairman, it sounds like I'm getting
3 Q. Let'sputitthisway - 3 myself into an argument, and | don’t mean to
4 A. Sorry, asadirector, Mr. Chair, | don’t know 4 be, okay. I’'m agreeing that we have a higher
5 all the - | can tell you the details and work 5 financial structure at the 45/55. If there
6 with it, but | just don’'t have it at the top 6 are other implications within that financial
7 of my - 7 risk, | just don’t know what they are at this
8 Q. Let'sput itthis way, if therecord will 8 point intime. If it'sbased solely on
9 disclose, okay, that Newfoundland Power has 9 capital structure, from where | sit, as| said
10 higher common equity in its capital structure 10 earlier, we arehigh at 45, high being not
11 than any other Fortis company in Canada, would 11 relative to the others, but given the other
12 that not mean that Newfoundland Power has less 12 parameters of usbeing asmall utility, that |
13 financial risk than any other Fortis company 13 would agree. With respect to what else arein
14 in Canada? 14 the financial risk categories, | don’t know
15 A. Asl look at that question, on the surfacel 15 what they are and I'm not basically an expert
16 would beinclined to say yes, but beforeI’'m 16 to talk about them.
17 too definitive on that, | do want the input of 17 Q. Now you are aware, Mr. Ludlow, that - I'll ask
18 my cFo and that would be Ms. Perry, and that 18 you the question, | won't lead it. What
19 question would be better directedin that 19 company does Newfoundland Power consider in
20 direction. On the surface, | would say, yes. 20 Canada that it's comparable to?
21 Q. You'resaying yesto what? 21 A. What company? Utility, | assume you're
22 A. Your question. 22 referring to.
23 Q. Soyou'resaying, yes, that Newfoundland Power 23 Q. Yes, for cost of capital purposes.
24 would seem to havelessfinancia risk than 24 A. That'san interesting question because asl
25 the others, correct? 25 look at it, | would haveto look acrossall
Page 106 Page 108
1 A. Mr. Chairman, our equity stake is at 45 1 the variables. | would put us in, as| said
2 percent. We said we've had strong regulatory 2 earlier, an averagerisk category, and what
3 support on that side of the financial matrix. 3 other onesfall in that average risk category
4 That's been very clear. | don't know what all 4 remains to be seen. Again that’s a debate you
5 the details are of the equity debt structure 5 can have. | can talk through all those
6 of all the companiesthat | work on or have 6 various risk areas of business and so on with
7 worked on, orif they'vechanged. If the 7 you. Toputapegonit, | don'tthink | can
8 capital structure, the credit ratings and so 8 actually give you a company that | can compare
9 on - I’'m surethere are other itemsin there 9 myself to.
10 that has financial risk implications, but from 10 Q. Could be bring up PUB-NP-014. In this
11 my perspective, | would be willing to say that 11 question, Board staff asked, “How doesthe
12 the equity component that we have in 12 comparison of the allowed returns for other
13 Newfoundland Power of 45 percent representsa |13 Canadian regulated utilitiesreconcile with
14 strong regulatory support in this environment. 14 the position that Newfoundland Power is an
15 Beyond that, | think our conversation would 15 average risk utility”, and the answer is,
16 probably be much more articulated by my cFo, |16 “current alowed returns on equity for
17 Ms. Perry. 17 Canadian regulated electric utilities range
18 Q. Youcannot be- maybe you are saying this, 18 from alow of 8.75 percent, Alberta Electric
19 that as the ceo of Newfoundland Power, and as 19 Utilities, to ahigh of 9.90 percent, Fortis
20 acorporate director of one of the largest 20 BC. The utility with the current allowed
21 investor owned utility in Canada, that you 21 return on equity of 9.9 percent is Fortis BC.
22 cannot agreethat if your company, in fact, 22 Fortis BC appears to Newfoundland Power to be
23 has more common equity in its capital 23 acomparable average risk utility”. So does
24 structure than another company, that that does 24 that refresh your thinking on the subject?
25 not mean that your company has less financial 25 A. I mean,itiswhatitis. I'vejust-if you

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

Page 105 - Page 108




January 10, 2013

Multi-Page™ NL Power Inc.’s General Rate Application

Page 109 Page 111

1 ask me directly toaquestion are FortisBC 1 Kelownathrough to - across Boundary Country
2 utilitieson an averagerisk basis, | would 2 and into Creston.

3 agree with that. If | didn’t, | wouldn’t have 3 . So they’re much different than Newfoundland
4 filed it. 4 Power?

5 . So the Fortis BC company, that’s one that you 5 . That wasthe point | was making earlier, Mr.

6 worked with? 6 Chairman. When we talk about average risk and
7 . That is correct. 7 we talk about businessrisk, working in Nelson
8 . And Fortis Bciswhat sort of company, Mr. 8 and down through Boundary Country, white cap
9 Ludlow? 9 onthelake was seen as awindy day. They

10 . FortisBC is atransmission, distribution, 10 have no idea around wind orice. So the

11 customer service, and they have some hydro 11 operating conditions are different. They

12 production facilities. The electric utility 12 basically have - their pole infrastructure are

13 portion of it does. 13 nowhere near the stresses and strains we would
14 . And do you accept the proposition that 14 go through. Their demographics, the mobility
15 Newfoundland Power is a poles and wires 15 of their people, that's al different.

16 company, a transmission and distribution 16 Electric heating, that's different. So

17 company? 17 everything changes, and| guessthat’s the

18 . Witha smal amount of generation, yes, | 18 point I'm making.

19 would agree to that. 19 . Socould | ask you, do you believe that the
20 . But for purposes of, for instance, how Moody’s |20 businessrisk for Fortis BCishigher than
21 characterizesyou, they say, look, we treat 21 Newfoundland Power’s, or equal, or lower?
22 themlikeaT & D, right? Are you aware of 22 . Thiswhole discussion, Mr. Chairman, higher or
23 that? 23 lower isirrelevant. We have to look at the
24 . By farthe majority of our assetsare in 24 three parts.
25 distribution, roughly 9,000 kilometres, 25 . No, I'm talking about business risk.

Page 110 Page 112

1 another couple of thousand would be 1 . | understand, but what I’'m saying is we have

2 transmission, and wewould have roughly 28 2 tolook at it even aswe look at the business

3 small hydro and generating plants. So on the 3 risk. As | look a our business risk

4 balance, | would say, you know, the total of 4 components, I'll just run there for alittle

5 our assetswould be small on the generation 5 bit and then I’ [l go back to Bc, I talk about

6 side. 6 the demographics, decline, and aging. That is

7 . And would you not accept that transmission and 7 reality, that’s what we'reinto. We tak

8 distribution are seen to have less, let’s say, 8 about weather and operating conditions.

9 business risk than an integrated utility, one 9 That's different, it's known, and it's

10 that’ s into both generation, transmission, and 10 changing. Cost flexibility; we'relessthan

11 distribution? 11 10 percent or running about 10 percent ability
12 . Possibly so, yeah. | think | could go there, 12 to manage our operating cost now on total

13 each uniqueto their own, but, yeah, that's 13 revenue streams. Our management ability is
14 fair. 14 declining. We talk about Igor, that's

15 . Andinthe case of FortisBC, that would be 15 continuing to decline, our ability to adjust

16 considered a vertically integrated company, 16 and make short term movement. We also run on
17 right? 17 asingle future supply, sole source. Now I'll

18 . Fortis Bcwould also bea much different 18 goto BC. 1 moved out of BC about five years

19 company than we are. Fortis BC would also be 19 ago - no, it'snot now, my goodness, seven

20 buying energy on the markets through an 20 yearsago. Sothey haveaplant, autility

21 integrated market system. Sothey operate 21 that was designed by amining company, Teck
22 plants, but they don’'t generate al their own. 22 Cominco. Ithad large blocks of customers
23 So they as well have a magjority of 23 that werein areas of Kelowna, Osoyoos, and
24 distribution and transmission out there in 24 down through the Okanagan. The plant, much
25 their serviceterritories in the areas of 25 older. They have some generating plants.
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1 Population, increasing, not decreasing. 1 would wesay. I've aready laid out the

2 Workforce, not an issue. So there’sawhole 2 operating conditions or the businessrisk. |

3 lot of parameters. I'm notredly in a 3 would look at market out there, pro and con,

4 position to say, yes or no, higher or lower. 4 whether they’ve got multiple suppliers.

5 | mean, if | look at all those factors, | know 5 That's not necessarily a good thing, not

6 I'mfacing alot of challengesin the next 6 necessarily abad thing, but it's adifferent

7 four to fiveyears. BC,as| speak tothem 7 place to work. | do know that they have also

8 from time to time, anecdotally, their ability 8 worked in aPBRregime that didn't work so

9 to attract workers don’t appear to be abig 9 well and they’ re rebuilding that company back
10 issue at this point. Their ability - their 10 from where it was in the mid 90s, early 2000s.
11 load, median load, buying on the market and 11 I look at the people, the dynamics, | seethe
12 multiple sourcing, they don't seemto have 12 heating load different because of gas. Sol
13 those issues, and that’sall | can say, Mr. 13 guess the point that was being made as | ook
14 Johnson. Maybe there are things, but | don’t 14 here, there are so many variablesthat are
15 know them. 15 changing. There sno such thing asyou take
16 (12:30 p.m.) 16 Newfoundland Power and say line it up
17 Q. Doyou haveasense asbetween - well, no, 17 perfectly against Fortis BC or Fortis Alberta,

18 I'll pass on this, actually. Mr. Ludlow, 18 but on awhole, when you bring all the factors

19 there's reference made to Fortis Alberta 19 together, the regulatory environment in

20 earning areturn of 8.75 percent, and Fortis 20 British Columbiawith the Bcuc- it'sagain

21 Alberta, they’re under service quality 21 fairly supportive, and when | look at where

22 standards, | take it? Are you aware of that? 22 the averagerisk from my perspective back

23 A. I'mnot familiar with the details, but | do 23 against BC, those arethefactors, |1 think,

24 believethey are. There are some service - 24 that | would take in, Mr. Johnson.

25 Mr. Smith might be ableto help you withthose |25 Q. Mr. Ludlow, | asked arecent RFI #682, having
Page 114 Page 116

1 later on. 1 to do with your company’s in depth workforce

2 Q. Okay. Intermsof PBR, for instance, do you 2 assessment. |f we could bring that up.

3 know whether or not that would be expected to 3 A. Thenumber again, please?

4 subject you to at least a greater risk than a 4 Q. 682

5 pure cost of service regime? 5 A. I'msorry, | don’t have the paper copy which |

6 A. |readtherisk document out of Alberta, and 6 prefer to read by because -

7 when | was finished, | have no ideawhat the 7 Q. Yes, | understand.

8 answer was, whether it’ sriskier or not, to be 8 A. Thank you.

9 quite honest with you in Alberta. They’ve 9 Q. Mr.Ludlow, | guessthe question came from a
10 just embarked on the PBR process, and the 10 reference in the annual report of Newfoundland
11 details| don’t know, and | honestly do not 11 Power, where it stated that, “In early 2011
12 know the pieces of it. 12 the company conducted an in depth workforce
13 CHAIRMAN: 13 assessment in which we projected retirements
14 Q. What'sPBR? 14 for the next five years, reviewed workload
15 A. It'sPerformance Based Regulation. 15 plans, and identified human resource
16 MR. JOHNSON: 16 strategies to guide the company in the
17 Q. lguess,if | could ask you, would you be able 17 future”, and just tell us about how that
18 to encapsulate for mewhy itis you believe 18 exercise came out, what spurred it on?

19 that it’s appropriate to compare Newfoundland 19 A. | think welooked at the exercise as one step

20 Power with Fortis BC, just put a bow around 20 in multiples of exercises. I’'m going to go

21 that question for me. 21 back a little bit here and, you know, when

22 A. Canl assumeyou're referring to the document 22 this - we have alarge number of our employees
23 we had here earlier? 23 that are coming through - were hired in the

24 Q. Right. 24 60s, the 70s, and the early 80s, and we' ve got
25 A. Okay. Whenwe look at averagerisk, what 25 - the demographic bubble, without getting into
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1 specifics, iscoming at us. We've seenit, 1 look at age, demographics, 1'd look at

2 we'relooking at it, and how do we get ready 2 locations, and that would bethe type of

3 aswe go to the future. | would suggest that 3 thinking that’'s going on al the time

4 it's pretty much aregular event that | would 4 throughout the HR of my business.

5 have, ook, where are we now, where were we, 5 . Okay, and | understand that, but this got

6 where are we going, what arethe skillswe 6 specia highlight in the company’s annual

7 will require, and these aren’t global, these 7 report, that the company conducted this in

8 aren't downto aunit or aposition in Port 8 depth workforce assessment, and one part of my

9 Aux Basgues, it'swhat are - like, the impact 9 question was if any reports were produced from
10 of technology, it’stheimpact of location, 10 the assessment, if you could provide a copy,
11 it'sthe rural versus urban, do we need more 11 and there must have been reports or memos or
12 in St. John's or not, and those types of 12 something generated from a process that would
13 thinking. That’s one way we look at this. So 13 merit the attention of specific mention in the
14 typically that type of an exercise would be 14 annual report, Mr. Ludlow, was there?
15 driven through HR, our Human Resources area, 15 . | do believe there’ s afeeling that everything
16 and also through our Operations group, which 16 we do has to have long meetings and
17 basically makes up for most of the bodies, as 17 bureaucracy wrapped aroundit. This whole
18 it were, within the organization. Likewise to 18 process, having HR involved, having my vP
19 that, what isit we're doing that we don’'t 19 Operations or his designate involved, no, we
20 need to continue doing. Now |I’'m back to how 20 will not create multi-bound documents. It
21 canwe continueto improve, operating cost 21 just don’t happen. I’m not atendency to sit
22 reductions, cost per customer, and | won't go 22 down and write emails and memos. | just don’t
23 back into that, but that's the type of 23 doit. 1 do know, though, that I will need
24 thinking that comes to bear. That can happen 24 “X” number of individuals at thislocation,
25 on afairly regular basis. The reference here 25 are we ready, when are they leaving, what are
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1 was donein early 2011, and we looked across 1 the criteriafor thinking about this, and

2 the organization and those are the types of 2 that’s all laid out and I’ m not avoiding your

3 things that we then in turn build back in, pro 3 question. If therewas areport, we would

4 and con, into aproceeding like we're doing 4 havefiledit. That'sthe basis. When this

5 here today as we build our costs. 5 request camein - and | talk to my Board on a

6 . How long did the process take? 6 regular basis with this, Mr. Chairman,

7 . I have noidea. Thiscould be running for 7 regular, every Board meeting I’ m talking about

8 days, weeks - it could be weeks, and it’s not 8 are we ready, what’stheimpact of Muskrat,

9 a group of people sittingin a boardroom 9 what’sthe impact of Vale, areyou ableto
10 pontificating with things. Itisabout an 10 retain, are you losing, and, yes, we're
11 actual work in process leading into budgetary 11 losing, but that’s the balance that’sfluid,
12 allowance and budgetary discussionsistheway |12 Mr. Johnson, throughout this process.
13 we would go at this. 13 . But surely the Board would have said, Mr.
14 . But there would haveto be some - | don't know |14 Ludlow, you've embarked on this in depth
15 about pontificating about things, but at least 15 workforce assessment, do you have the results
16 meeting and figuring out, okay, what's our 16 of that assessment that you could share with
17 objectives here, how are we going to go about 17 us. It wouldn't work like that?
18 it. There must have been that type of 18 . | do not have a management board, Mr.
19 approach taken. 19 Chairman. | have a governance board.
20 . Thosearewhat | just gaveyou, pand,it’'s 20 . Okay. Well, surely - didn’t you have to have
21 how do | ensure that this company isin good 21 some sense of - because you didn’'t conduct
22 hands from a human resource standpoint in five |22 this assessment yourself, correct?
23 and ten years time. | mean, I’dlook at 23 . Correct.
24 engineering staff, 1I'd look at P & C, 24 . And didn’t you have to find out, okay, ladies
25 Protection and Control, civil, mechanical, |I'd 25 and gentlemen, what did you come up with? How
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1 would you have known? 1 and your introduction materials that you
2 . How | would know would bethrough regular 2 sponsored spoke of the operating efficiency of
3 ongoing discussions, debates, with my 3 Newfoundland Power, and we asked the question
4 executive team, and that’ s the reason | have a 4 whether you had information on the operating
5 VP Operations. It’s not about whether | need 5 efficiency of other Canadian utilities, and in
6 threeline personnel in Stephenvilleor in 6 reply to CA-NP-143, we were advised that you
7 Port Aux Basques, or whatever. It's about 7 do not haveinformation on the operating
8 where are we going, what’ s our hot spots, how 8 efficiency of other Canadian utilities. Would
9 isit working, and that’s the basis upon which 9 that be correct?
10 wedo, and we run that company on aregular 10 (12:45 p.m.)
11 basislikethat, and, no, it'sno more than 11  A. Letme just check what we're saying here.
12 that. | do not take a multi-bound report and 12 143?
13 go through it or even asmall report. It's 13 Q. Yes, sir. The very first line says,
14 not the way it works. 14 “Newfoundland Power does not have information
15 . Youdon't meantotell methat whenyou're 15 on the operating efficiency of other Canadian
16 having these debates and discussions, that 16 utilities’.
17 there would be no paper in terms of what the 17 A. | agree with that.
18 analysis showed or where the numbers are? | 18 Q. Okay. So, | guess, it's - you can’t say then,
19 mean, that can’t be, isit, Mr. Ludlow? 19 obviously, whether Newfoundland Power is doing
20 . I don’t like the insinuation of that question, 20 agood job or not relative to other utilities
21 Mr. Chairman. 21 when it comes to operating efficiency. That
22 . Butitjust strikesme asodd that - | mean, 22 would have to be correct, | takeit?
23 if you're goingto have ameeting and talk 23 A. Thatiscorrect.
24 about results and that sort of thing, | don’t 24 Q. And at page 224 of your Application at line 12
25 mean to insinuate, but it just strikes me as 25 and 13, the statement is made that overall
Page 122 Page 124
1 unnatural that there wouldn’t be something to 1 Newfoundland Power’s operating costs reflect
2 discuss and say, you know, here’ swhat we came | 2 improved labour productivity of approximately
3 up with, but if - 3 1 percent per year, and so when we saw that,
4 . When you asked whether or not there samemo | 4 we asked a question in CA-NP-142 referring to
5 or an email from Gary and | talking back and 5 thisline and asking - CA-NP-142. We asked,
6 forth, back then there may have been, but that 6 “How do Newfoundland Power’s labour cost and
7 doesnot consgtitute a report for filing. | 7 improved labour productivity compare to
8 mean, that’ sthe way we operate. | mean, a 8 electric distribution companies elsewherein
9 lot of it istalking, discussion, working. | 9 Canada’, and again you indicated Newfoundland
10 mean, that’ s the basis upon which we run and 10 Power does not have datawith which to make
11 we aways have. Out of that process, wefiled 11 the comparison requested, right?
12 with our capital budget the whole AMR 12 A. Correct.
13 strategy. That AMR strategy removes afair 13 Q. And so again welogically then don’'t know - we
14 number of positions out of our company by 14 don't have a relative basisto look at your
15 2017. That’saformal document, formal report 15 efficiency at Newfoundland Power. That’sthe
16 filed with this Board, and that’s the basis 16 bottom line, right?
17 upon which we go forward. 17 A. Ithink the statement on 12 and 13 isvery
18 . Sotosum itup, if youwentlooking for a 18 clear, Mr. Chairman, and says that our
19 report in your organization, you would not be 19 improved labour productivity of approximately
20 ableto find one arising out of thisin depth 20 1 percent per year isnot arelativeor a
21 workforce assessment? 21 comparator, and I don’'t know if that’syour
22 . Wewere asked to provide reportsthat were 22 point.
23 produced from this assessment. If we had 23 Q. Yeah.
24 them, we would have produced them. 24 A. It'smore about the way we look at it and
25 Q. Mr. Ludlow, you spoke of operating efficiency 25 benchmark, and what we've been trying to do to

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

Page 121 - Page 124




January 10, 2013

Multi-Page™ NL Power Inc.’s General Rate Application

Page 125 Page 127
1 continuously improve on our operating expense 1 A. Good afternoon.
2 lines. 2 Q. I'msurethat you and everybody will be happy
3 Q. And even- isthere no effortto compare 3 to hear that my questions arereduced from
4 baselines, for instance, with your other 4 what they werewhen | started this morning
5 sister utilities, for instance, if you're all 5 because Mr. Johnson did pursue acouple of
6 part of the one family? 6 areas where we did have some questions, but |
7 A. Sometime back we |looked at some of these 7 still have two or threeareas I'd like to
8 comparators. My goodness - unlessit’s me as 8 cover with you. Thefirst one doesrelate to
9 an individual who'sworking on utilities, it 9 risk, and the risk of Newfoundland Power, and
10 getsso convoluted asto wherethings are 10 that’ s been covered in detail, 1'm not going
11 charged, how isit charged, how things are 11 to repeat it at this point, but | did have a
12 actually run, that they become meaningless. 12 couple of follow-up questions with respect to
13 Oneof theRrFls, | think it's 243 here, we 13 your discussion with Mr. Johnson about risk.
14 talk about some of the matrix we look at like 14 | believe that you have confirmed that in
15 salFl and saIDl, we'll look at a safety 15 Newfoundland Power’ s view, you are an average
16 statistics, but they’re driven on anational 16 risk Canadian utility asfound by the Board in
17 basis and we will ook at those, but we won't 17 the last rate case, is that correct?
18 draw specifically on those. So, you know, if 18 . That is correct.
19 | were to compare myself to Newfoundland and |19 . And in your opinion, there' s been no material
20 Labrador Hydro, two different businesses, two 20 changein therisk that Newfoundland Power
21 different environments. | can look at 21 faces since the |ast rate case?
22 Maritime Electric, two different businesses, 22 . That is correct.
23 and that becomes, | think - I’'m trying to lay 23 . Interms of stating that Newfoundland Power is
24 out the differentials between companies, and 24 an averagerisk utility, it does imply that
25 that’ s the reason that - | don’t know if there 25 usually there would be somebody higher and
Page 126 Page 128
1 out there. We haven't got them and we don’t 1 somebody lower if you areaverage, and |
2 use them, or | do not compare myself to BC. 2 wanted to explore that alittle bit with you.
3 Example, BC runsa fully defined - full 3 In response to questions from the Consumer
4 fledged defined benefit pension plan. We do 4 Advocate with respect to how Fortis BC, for
5 not. It closed in 2003/2004. So what's our 5 example, | believein your answer you said
6 comparators. There’sa million anomaliesin 6 it'sthe total risk that should be looked at,
7 all these little companies that you get into, 7 which isthe business risk, the financial
8 and that’ s the reason, Mr. Johnson, we don’t 8 risk, and the regulatory risk. So| do agree
9 doit. 9 you do consider all of those, and | did want
10 Q. Butyou compare yourselves to them for return 10 totalk toyou about that intermsof the
11 on equity? 11 total risk and I'm talking about all of those
12 A. Becausewhen welook at risk, risk ismuch 12 asthetotal package. So Newfoundland Power
13 more global, and we look at the three 13 isan averagerisk utility, | believe, isthe
14 components of that risk, and as | explained - 14 position of Newfoundland Power, and I’m only
15 you very correctly pointed out the BC piece, 15 talking Canadian utilities for this
16 and we could look at it on that basis, but if 16 discussion, and | believe you agreed that
17 | get downto operating expense lines, no, 17 FortisBC could also be considered to be an
18 can'tdoit. 18 average risk Canadian utility, is that
19 MR. JOHNSON: 19 correct?
20 Q. | think those are my questions for Mr. 20 . That’s correct.
21 Ludlow. 21 . | want to explore from your perspective as
22 CHAIRMAN: 22 CEO, and with your experience as you've
23 Q. Okay. 23 aready outlined for us in four other
24 MR.EARL LUDLOW - EXAMINATION BY MAUREEN GREENE, Q.C.: 24 provinces, from your perspective looking at
25 Q. Good afternoon, Mr. Ludlow. 25 that total risk package, what Canadian utility
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1 would you consider to be higher than average 1 Bell to avoid multiple calls, multiple calls.

2 risk? 2 I mean, they’reresponding on their pole

3 A. I'vethought about that question and that’s 3 setting. We're maintaining the 60/40 split.

4 the one | struggled with because I'm 4 The costings and the financial that we put

5 struggling to find one that’s lower or above 5 forward werewithin - there sno material

6 as well, Mr. Chair, and at the risk of 6 differences from what was anticipated to where

7 sounding evasive, | looked at each of them 7 we are at this stage. One thing has happened

8 individually and the various risk categories 8 in themiddle of al thisis Aliant has

9 and instead of trying to weight them and bring 9 embarked on a massive fibre op program, and
10 them up, which | couldn’t do, | found it very 10 we've taken on afair amount of third party
11 difficult to do it, | found myself pro and con 11 work, and it's obviously billable out to them,

12 on all of them. | look at Nova Scotia Power 12 and that’s assisted. So things have gone, |
13 and | look at wheretheir regulatory isand 13 would suggest, pretty much as we had
14 their reliability and how it sits. | look at 14 forecasted in the filings and on the approval
15 Maritime Electric and their dependence upon 15 basis of what we had anticipated.
16 everything from shale gasto nuclear in their 16 Q. With respect to maintenance, and the fact that
17 supply mix, and how that factorsin. Soto 17 Newfoundland Power performs maintenance for
18 say that | would have a specific question of 18 the joint use support structures, about a year
19 one that would be higher and one that would be |19 ago itwasn't clear as tohow long that
20 lower, | don’'t have an answer for your 20 practice would continue. Has there been any
21 question, I'm sorry. 21 further discussions with respect to ongoing
22 Q. Isthis thetype of discussion that’s ever 22 maintenance beyond the initial period that had
23 occurred with the Executive, between yourself 23 initially been agreed upon?
24 and your Chief Financia Officer asto who 24 A. |l amnot - | don't have the detail of where we
25 your comparators are and who would be 25 areonit. | know there was a discussion that
Page 130 Page 132

1 considered to be riskier than you? 1 we' d keep doing it if we could strike the deal

2 A. | have nothad that discussion with Ms. 2 with them. Mr. Smith would be more than

3 Perry, but maybe she's had them with different 3 capable of addressing where we are on that at

4 agencies. I’m not certain. 4 this point in time, Ms. Greene.

5 Q. Sowe can defer that question to Ms. Perry. 5 GREENE, Q.C.:

6 A. Please 6 Q. Thank you. Thoseareal the questionsthat |

7 Q. Turning to an operating question, recently the 7 have.

8 agreement between Newfoundland Power and Bell 8 (1:00 p.m.)

9 Aliant was approved by the Board for the sale 9 MR. EARL LUDLOW - EXAMINATION BY THE CHAIRMAN
10 of thejoint use support structures about a 10 Q. Justa couple of questions on demographics,
11 year ago, so Newfoundland Power now has more 11 Mr. Ludlow. You said the company projects
12 than a years experience with the new 12 population declines for the next 20 years or
13 arrangement with respect to the ownership of 13 S0.

14 the support structures and the maintenance, 14 A. Yes.

15 and what has your experience been since the 15 Q. Isthat right?

16 new arrangements became effective? 16 A. Thatiscorrect, Mr. Chair, yes.

17 A. Wadll, | guesswe're early days, we'reinto it 17 Q. Howdo you - what sourcesdo you use for
18 iswhat | would suggest, ayear in now. So 18 making your demographic projections?

19 far, so good. | would suggest alot of things 19 A. Weusethe Conference Board of Canadaasthe
20 have, | think, gone very well. For example, 20 prime source, as we would with any of our -
21 calls that would comein during - | keep going 21 pretty much our forecasting, and we temper
22 back to weather, but normal day to day 22 that with anything we can see, but the prime
23 circumstances which come through our call 23 isthe Conference Board.

24 centre, we automatically are - our set systems 24 Q. Andwould you do your own calculations on
25 in now that they’ re diverted directly over to 25 demographics?
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1 A. Wehave aforecaster, and forecasters by their 1 Q. Which means we've got approximately one
2 very nature will do calculations on 2 service for every two peoplein the province,
3 everything, but we wouldn't go out and be 3 say, 500,000?
4 serving customer bases on average ages or 4 A, Pretty much.
5 anything of that type. | guess the answer 5 Q. How's that likely to change with the
6 would be, no. 6 demographics? Do you have any information on
7 Q. How would you calculate population decline 7 that?
8 then or growth, what number do you use there, 8 A. Wadll, anecdotally, Mr. Chair, | think the way
9 do you know? 9 | would look at that isa lot of these homes
10 A. Thesame - population growth - I'm sorry? 10 inalot of the smaller communities are older
11 Q. Wadl, like, I'veread on demographics, you 11 homes, and I’'m going to bea pessimist, I'm
12 know, to keep your population stable, youneed |12 from rural Newfoundland, proud of it, and |
13 areproductiveratio of 2.1. 13 will say that as | look out and look at the
14 A 2.1 14 future of rural Newfoundland, unless something
15 Q. Newfoundland, | think now isat - 15 happens, alot of those older houses are not
16 A. 14,1 dobelieve, Mr. Chair. 16 going to be maintained. I’m looking 20 years.
17 Q. l4or13,1 read. Sowhat number areyou 17 | don’t want to be a fear-monger. |I’'m being
18 using? Areyou using 1.4, for instance? 18 very careful of that because, you know, | look
19 A. Aganl don't know, but we would be using 19 at the place | come from, they’ve registered
20 probably a much higher level number than that, 20 something like a 12 percent decline in
21 looking at what’ s being said and forecasted by 21 population since thelast census. Not the
22 the forecasters, you know, on total base, and 22 community, but the general area.
23 if they’re using 1.4, and whether that’s going 23 Q. Because | understand that one of the things, |
24 to increase, | don't know, but again the 24 mean, in this forecasting businessis - if you
25 average age isincreasing aswell, so- | 25 know anything about forecasting, it’s pretty
Page 134 Page 136
1 would think that would come right from the 1 unreliable after three or four years on
2 Conference Board, Mr. Chairman. 2 anything, but demographics because of the
3 Q. Haveyou filed any numbers about what you 3 nature of - | mean, demographics you can
4 expect with the Board over the next 20 years? 4 predict with some accuracy.
5 A. | think we have given an indication of what we 5 A. Oneof the scariest thingswe look at isthe
6 would expect to see regarding percentage drop 6 age. Even the age cohorts and how things are
7 in population of Newfoundland and Labrador. 7 moving through, there's a graph here that
8 It'sa - tangleisan awful word, but we're 8 shows the average age and how much it's
9 seeing an average increase and a declinein 9 increasing, and that's probably more
10 some areas, and a growthin others, and | 10 concerning or at least equally as concerning
11 referenced the urbanization earlier. So what 11 because as - let me put it another way. Asl|
12 we've got going on iswe' ve got a contraction 12 get older, and if | live in rura
13 insome areas. A lot of people still keegping 13 Newfoundland, my call for service and
14 the houses as summer residences. Now pulling 14 reliability will increase. 1t'samost like
15 into the urban centres of Mount Pearl, St. 15 the medical system when you look at it in some
16 John's, and I’ve got to mention my namesake, 16 way, right, and, you know, as we see that
17 Paradise, that you're growing the system and 17 happening - we're trying to keep an eye oniit.
18 pushing a force on the system here; at the 18 There'snot a lot you cando about it, |
19 sametime, tryingto maintain that service 19 guess.
20 level in - 20 Q. That'syour -
21 Q. But there'stwo aspects. There's service 21 A. Westructure around that, by the way.
22 levelsand there s population. Like, right 22 Q. Thereproductive ratio would capture that,
23 now, | think you said there's 250,000 23 wouldn't it?
24 customers? 24 A. Youwould think.
25  A. Correct, approximately. 25 Q. | think Ms. Greene covered off thisbusiness
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1 of averagerisk. Yousay wegot agenerally 1 today but there's something wrong or there’s
2 supportive regulatory environment. Generally 2 something going on in Europe and itsimpact
3 means that it’s okay, it’s not great. | mean, 3 here. What doesthat all trandateto? We
4 generally I'm a pretty nice guy, but some 4 talk about infrastructure and governments
5 people, you know - generally doesn't mean a 5 injecting money to markets, | don’t believe,
6 heck of alot. | mean, what else would you 6 and thisis me asan uninformed engineer
7 think we could do to make the regulatory 7 looking at it, would say the markets haven't
8 environment more than generally supportive? 8 been able to be a market, there’'sa lot of
9 Tell uswhere we're inadequate. We're not 9 influences out there, all over. The
10 sensitive. 10 volatility is all over the place. Bond yields
11 . | thought we were very positive with generally 11 aredown to 2.39. | think thelast timewe
12 supportive. 12 were here they were 4, and we said they’ll
13 . | don’'t know what generally means there, you 13 never goto 2.
14 know. 14 Q. You'vegivennoindication, sir, that you're
15 . I guess the point, Mr. Chair, with that is 15 uninformed, but how do you think capital
16 compared to other areas, there'sdifferences 16 markets are going to get back to normal ?
17 between regulatory regimes. 17 A. That'sgoing to be the big question.
18 . Uh-hm. 18 Q. Because you could make a pile of money if you
19 . Youknow, like-to bequite honest, we've 19 knew that one.
20 structured our business and if you look at the 20 A. | wouldn't be here.
21 Executive structure of my business, you will 21 Q. Wecould all retire.
22 seethat | haveaVice President Regulatory 22 A. Yes
23 and he handles IT, and that’ s seen as an area 23 Q. Maybewe'll leaveit for Mr. Booth. The only
24 that we bring focus to. We look at it on that 24 other question | had is on this recurrent
25 basis. So our ability to be responsive and 25 issue of Executive compensation. Y ou quoted
Page 138 Page 140
1 meet deadlines and work with the Board, that’s 1 HAY. HAY ispretty well accepted acrossthe
2 something we take very seriously. Now in 2 country as one of the major companies with
3 there, there arerulingsthat are different 3 respect to this whole compensation issue. |
4 here than they would beout west. Am | 4 think you said that you're at the 50
5 looking for something else; no, I'm just 5 percentile. Sointhe survey that HAY did for
6 saying they're different. Like, the excess 6 your company, half the company’s paid more,
7 earnings account, we're hearing numbers here 7 half paid less. Isthat theway that would
8 of Alberta earning 8.75. That's their 8 work?
9 alowed. We don't know what they’ re going to 9 A. Theré sapolicy line set and where the policy
10 earn because they might earn nine and a 10 line, Mr. Chairman, issettoisa group of
11 quarter or nine and ahalf. | know that I’ve 11 companies caled the Canadian Commercial
12 got a40 basis point spread on my allowed ROE. 12 Industrial, and there' s been apolicy line set
13 If | goabovethat, it goesinto an excess 13 by our Board that we would target 50 percent
14 earnings account. Now am | knocking that; 14 of that grouping, and that was the basi s, not
15 it'sjust the basis under which | run. 15 of all companies, but of that particular group
16 . Uh-hm. | guess, on this business of capital 16 of companies. So that was the adjustment that
17 markets, we can leave that to your CFO, but 17 was made to the sTI portion for the Executive
18 you said capital markets have not been normal 18 members to bring that alittle closer in line.
19 and | was wondering when is the last time you 19 Q. Uh-hm.
20 thought they were normal? 20 A. Andthat'sthebasis. Like, that policy may
21 . I would go back to 2007, early 2008. 21 move by the markets moving a bit, but the
22 . Before the bailouts? 22 policy line was set on that grouping.
23 . Yeah, and, you know, | thought long and hard 23 Q. Thatwould betota compensation, would it?
24 about that, not anticipating your question, 24 It wouldn't be compensation paid for by rate
25 but, you know, you can’'t pick up the paper 25 payers, it would be total compensation?
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1 A. Itwouldlook at total compensation, that is 1 on or adjourn? | mean, what do you think.
2 correct, and it would look at cash and 2 MS. GLYNN:
3 indirect - 3 Q. Canwejust go off the record?
4 Q. Andin that calculation, would therebe a 4 CHAIRMAN:
5 comparison between total compensation and 5 Q. Yes, go off therecord.
6 compensation paid by rate payers? Istherea 6 (OFF RECORD)
7 ratio there that - in other words, | guessI’'m 7 (1:23p.m.)
8 asking you in your total compensation compared | 8 CHAIRMAN:
9 to your study group or the control group, are 9 Q. | understand we're going to deal with our next
10 you - are therate payersin Newfoundland 10 witness.
11 paying more than, say, the averagein the 11 KELLY, Q.C.
12 group? Are weat 50 percent interms of 12 Q. Pressahead, Mr. Chairman.
13 contributions from rate payers to your 13 CHAIRMAN:
14 Executive compensation? 14 Q. Press ahead. Generally forecasts are
15 A. That would not bein or part of this study, 15 reliable, but we don’t know.
16 and again this could range, Mr. Chairman, from {16 KELLY, Q.C.:
17 - just any kind of a company iswhat’s in 17 Q. Theconsensusforecast iswe'll go through Ms.
18 there. You know, it’s not just electrics, it 18 Perry’s evidence in chief.
19 could be- | don’t think retailers. Retailers 19 THE CHAIRMAN:
20 might be in there - there’ s other companiesin 20 Q. Andl aso understand that if the weather
21 that mix. So your answer is, | do not have 21 doesn’t materialize, we will convene tomorrow.
22 that visibility from HAY at all. 22 Has everybody agreed to that?
23 Q. Uh-hm. | think what would concern the Board 23 KELLY, Q.C::
24 iswhat percentage of your compensation is 24 Q. I'magreeable.
25 paid for through rates, and what the 25 MR. JOHNSON:
Page 142 Page 144
1 shareholders decide to do for you peopleis 1 Q. VYes
2 entirely up to them, | would presume. 2 CHAIRMAN:
3  A. Wdll that's- 3 Q. Sowell seewhat it'slike at, say, 8 0’ clock
4 CHAIRMAN: 4 in the morning, something like that, isthat
5 Q. Okay, let mejust--1 think that isall that | 5 al right?
6 have. Sowe're finishingup alittle bit 6 MR. JOHNSON:
7 early. Do you want to adjourn for the day, or 7 Q. Itskind of like caling the Regatta, Mr.
8 doyou wantto try and get our CFO going. 8 Chair.
9 What do you want to do? 9 CHAIRMAN:
10 KELLY, Q.C.: 10 Q. It'slikecalling the Regatta. So tomorrow it
11 Q. Perhapsif we'refinished with the witness, 11 depends on thewind, boy. Madame, do you
12 the witness can - 12 swear to tell the truth, the whole truth, and
13 CHAIRMAN: 13 nothing but the truth, so help you God.
14 Q. Oh,yeah, I'm going to dismiss him. | mean, 14 MS. PERRY:
15 we're finished withyou. | don't think 15 Q. Ido.
16 there' s anything else. 16 MS. JOCELYN PERRY (SWORN) EXAMINATION-IN-CHIEF BY KELLY,
17 KELLY, Q.C. 17 Q.C:
18 Q. Then we could perhaps have a quick 18 Q. Thank you, Mr. Chairman. Ms. Perry, you are
19 conversation asto thetiming. | takeit the 19 the Vice President of Finance and Chief
20 Board only intendsto sit until 1:30, in any 20 Financia Officer of Newfoundland Power?
21 event, Mr. Chairman. It wouldn't make sense 21 A. Yes, that'scorrect. I've held this position
22 to start on that basis. 22 since 2005.
23 CHAIRMAN: 23 Q. Anddo youadopt Section3 of the Finance
24 Q. Look, I'm-1 mean, I'measy. | don't know - 24 testimony and the company’s rebuttal evidence
25 what do you want to do, do you want to carry 25 asyour testimony in this matter?
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1 A Yes 1 will not have an opportunity to earn a
2 Q. Arethere any changes you wish to make to any 2 reasonablereturn in either year. Lines 37
3 of the pre-filed testimony and exhibits? 3 through 39, they contain the key credit matrix
4 A. No, not at thistime. 4 that flow out of these returns. You'll note
5 Q. Now Ms. Perry, we'll go through four matters. 5 that all key matrix are forecast to erode from
6 Oneis financial performance and financial 6 where they are today, and these financial
7 integrity. Two iscost of capital and capital 7 results are not consistent with the
8 structure. Threeis the automatic adjustment 8 maintenance of the company’s financial
9 formula, and four is depreciation. We'll talk 9 integrity.
10 about those four. Let's start with the 10 Q. Nextcan you please comment on Newfoundland
11 company’s financial performance and financial 11 Power’s creditworthiness?
12 integrity. Can you start with that? 12 A. Newfoundland Power continues to be
13 A. Certainly. I'dliketo start with abrief 13 creditworthy. Our first mortgage bonds are
14 overview of thefinancial performance since 14 rated A by DBRS, and A2 by Moody’s Investor
15 the last rate case. If we could please go to 15 Services. These ratings have not changed
16 page 1 of Exhibit 3. This exhibit includes 16 since our last general rate order. Both DBRS
17 the company’s actual financial results for 17 and Moody’s recognize that Newfoundland
18 2011 - 2010 and 2011, and the most current 18 Power's creditworthinessis dependent upon
19 financial forecast for 2012, 2013, and 2014. 19 decision making by this Board. Moody’ s latest
20 Let’slook at the first two columns which are 20 exhibit, latest report, | believe Chris is
21 the actual results for 2010 and 2011. On line 21 going to bring up on the screen - last page.
22 35, you'll seethat our rate of return on 22 Okay, right here, Moody's latest report
23 equity was 9.21 percent for 2010, and 9 23 indicates that the company’s rating would
24 percent for 2011. In both those years, we 24 likely be downgraded if we perceived a
25 were within our allowed range of return. So 25 meaningful reduction in the level of
Page 146 Page 148
1 now moving on to the third column, thisis our 1 regulatory support combined with weaker
2 2012 forecast. Newfoundland Power’s 2012 rate | 2 liquidity and a sustained deterioration in the
3 of return on ratebase isset basedon a 3 company’ s financial matrix.
4 return on equity of 8.8 percent. Asyou can 4 (1:30 p.m.)
5 see from line 35 again, we are forecasting a 5 KELLY, Q.C.
6 return on equity of 8.81 percent. At line 37, 6 Q. Whatdo credit rating agenciesconsider as
7 our interest coverageis 2.3 times. Atline 7 regulatory support?
8 38, our cash flow interest coverageis 3. 2 8 A. Credit rating agencies typically look to
9 times, and on line 39, our cash flow to debt 9 predictability and Board decision making, and
10 is15.7 percent. While our 2012 matrix are 10 Newfoundland Power’s opportunity to recover
11 consistent with maintaining Newfoundland 11 itscost ina timely manner, and earn its
12 Power’ s financial integrity, asyou can see 12 return as the key components of regulatory
13 they have deteriorated since 2010. 13 support. As an example, the company’s 45
14 Q. Next wouldyou provide the Board with an 14 percent common equity ratio has consistently
15 overview of Newfoundland Power’s financial 15 been singled out by credit rating agencies as
16 outlook for 2013 and 2014? 16 afinancial strength. The maintenance of this
17 A. Yes. The 2013 and 2014 forecast are shown in 17 ratio is a prominent feature of thisBoard's
18 thelast two columnson thisexhibit. The 18 regulatory support of the company’s financial
19 2013 and 2014 forecasts excludes the proposals |19 integrity.
20 in this Application, and is based on the 8. 38 20 Q. Could this Application have implications for
21 percent cost of equity currently in customer 21 the company’ s future creditworthiness?
22 rates. So moving downto line 35 again, the 22 A. Yes, it could. When | consider the combined
23 forecasted return on equity is 7.57 in 2013, 23 proposals as put forward by the consumer
24 and 6.89 percentin 2014. So based on the 24 advocate, which include; one, areductionin
25 current financial outlook, Newfoundland Power |25 the equity capital structure from 45 percent
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1 to 40 percent; two, areduction in the return 1 to respect that the determination of whether
2 on equity to 7.5 percent; three, a decrease in 2 returns are fair or not rests with the utility
3 accrued depreciation recovery of approximately 3 regulators, but the returns alowed by
4 10 million per year, | do have serious 4 regulators affect the financial matrix. So
5 concerns about adowngradein the company’s 5 alowed returns are, therefore, relevant to
6 credit rating. 6 the credit rating agencies assessment of our
7 . Let'sdiscuss capital structurefirst. Can 7 creditworthiness. The return provides a
8 you explain to the Board the practical effects 8 margin of safety for debt holders that
9 of changing the capital structure for 9 interest will be paid in the future. So for
10 Newfoundland Power? 10 this very reason, a reduced return could very
11 . Yes. Well, areduction in the common equity 11 well impact the company’ s creditworthiness.
12 by 5 percent would have significant 12 . | want to takeyou next to Dr. Booth’s
13 consequences for the company. First of all, 13 evidence at page 90, lines 20 and 21, and Dr.
14 it would prompt acapital divided payout of 14 Booth hasindicated that Moody’s hasimplied
15 approximately 42 million dollars. That amount 15 that a lower allowed ROE iswarranted for
16 would have to be borrowed and Newfoundland |16 Newfoundland Power because of its 45 percent
17 Power’ s financial risk would increase, and its 17 common equity ratio. Has Moody’'s ever
18 matrix would again decrease. Second, and 18 indicated that to you?
19 equally important, such a change could lead to 19 . No. | speak or meet with each credit rating
20 areevaluation of the regulatory support as 20 agency two or three times each year. Neither
21 perceived by the credit rating agencies. This 21 Moody’s nor DBRsShas ever indicated that
22 could lead to a reductionin Newfoundland 22 Newfoundland Power’s allowed ROE should be
23 Power’s current credit ratings in these 23 lower because of its capital structure. |
24 circumstances. 24 would be surprised if Moody’s or DBRSwereto
25 . Now | wantto takeyou toa pieceof Dr. 25 indicate an appropriate level of ROE for
Page 150 Page 152
1 Booth's evidence. He's proposed, if we go to 1 Newfoundland Power one way or the other. What
2 page 80, at lines 11 to 12, that Newfoundland 2 Moody’s has indicated quite clearly isthat
3 Power’s 45 percent common equity ratio be 3 Newfoundland Power’s financial matrix are
4 reduced to 40 percent, and the 5 percent be 4 somewhat weaker than those of its peers, which
5 replaced with retractable preferred shares. 5 they state are Fortis Alberta, Connecticut
6 Do you agree with that proposal ? 6 Light and Power, Orange and Rockland Utilities
7 . No, | do not. 7 in New Y ork, and Public Service Electric and
8 . Could you explain to the Board why not? 8 Gasin New Jersey, and as | mentioned earlier,
9 . Well, Newfoundland Power isasmall issuer in 9 Moody’s has quite clearly indicated that
10 the financial markets. | seriously doubt that 10 sustained deterioration in the company’s
11 we could issue retractabl e preference shares, 11 financial matrix could result ina ratings
12 and if we could, what the cost might be. 12 downgrade.
13 Second, retractable preference shares would 13 . Doesthe 2013 return on equity of 7.5 percent
14 likely be considered debt by the credit rating 14 asrecommended by Dr. Booth appear fair to
15 agencies. The preference shares would not be 15 you?
16 assigned any equity value for the purpose of 16 . No.
17 assessing Newfoundland Power’ s credit rating. 17 . Explain to the Board why not?
18 So from acredit rating perspective, issuing 18 . The 7.5 percent return on equity recommended
19 42 million in retractable preference shares 19 by Dr. Booth is significantly below the return
20 would be the same as issuing 42 million in 20 of any investor owned electric utility in
21 additional debit. 21 North America. Itis less than the 7.85
22 . Let’sturn next to the return on equity. Do 22 percent return on equity indicated by the
23 credit rating agencies typically assess 23 formulafor 2012, which led to the suspension
24 whether the allowed utility returns are fair? 24 of theformula, and it's aso not materially
25 A. Notdirectly. Credit rating agencies appear 25 different thanthe 7.53 percent return on
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1 equity indicated by the formula for 2013. A 1 capital so soon after thelast examination
2 7.5 percent return on equity issimply not 2 factored into the company’s mind set.
3 fair to Newfoundland Power. We have filed 3 Finally, the 8.38 percent wasthe result of
4 expert reports from Ms. McShane and Dr. 4 financial market conditions reducing forecast
5 Vanderweide that consider an appropriate 5 long Canada Bond yields. Given the degree of
6 return on equity for Newfoundland Power. 6 volatility in the financial markets at that
7 . Now | want to turn a little bit to the 7 time, Newfoundland Power was mindful that long
8 automatic adjustment formula. Can you explain 8 Canada Bond yields could increase by the time
9 to the Board the effect on Newfoundland Power 9 the formula operated again. So all of these
10 of the continuation of the automatic 10 considerations influenced the company’s
11 adjustment formula since the 2009 hearing? 11 decision in November, 2010, not to apply to
12 . Yes. | understand the purpose of the formula 12 suspend the operation of the formulain 2011.
13 wasto set afair returnon equity between 13 . Now in this hearing, Newfoundland Power is
14 test years. Thiswasintended to provide for 14 proposing that operation of the automatic
15 regulatory efficiencies, which in turn would 15 adjustment formula be discontinued. Would you
16 reduce cost associated with these proceedings. 16 please explain why?
17 Since 2009, this has not been the result. As 17 . Well, | think we all agree the existing
18 previously stated by Mr. Ludlow, the 18 formulais not workingin current financial
19 experience has been that the formula has 19 market conditions. The formula has not
20 produced unfair returns and increased 20 produced fair returns and has increased the
21 regulatory process, taking considerable time 21 regulatory process. The modified formulas
22 and resources away from the daily operations 22 which currently exist in Canadatake into
23 of Newfoundland Power. 23 account both the changeinlong CanadaBond
24 . In 2011, theformulaindicated an estimated 24 yields and the change in spreads between
25 return on equity of 8.38 percent. Why didn’t 25 utility and long CanadaBond yields. The
Page 154 Page 156
1 Newfoundland Power seek to suspend the 1 addition of the spread is an attempt to limit
2 operation of the formulafor 2011? 2 the exposureto changesinlong Canada Bond
3 . Weéll, first of al, Newfoundland Power did not 3 yields. So generally speaking, | simply have
4 think the 8.38 percent return on equity in 4 no confidence that the formulaor either of
5 2011 was afair return. It was significantly 5 the modified formulas would result in afair
6 lower than the returns of other investor owned 6 return for Newfoundland Power in current
7 utilities. Newfoundland Power chose, however, 7 financial market conditions.
8 not to seek to suspend operation of the 8 . We havetwo proposals that have been put
9 formulafor 2011 for a number of reasons. 9 forward here; Mr. MacDonald’'s and Dr.
10 Most notably, in late 2010, Newfoundland Power |10 Booth's. So would you please comment on the
11 was negotiating the terms of the Bell Aliant 11 operation of modified formulas as proposed by
12 repurchase of the joint use support structures 12 each of Mr. MacDonad and Dr. Booth, please?
13 pursuant to a 2001 agreement. The negotiated 13 . Yes. While neither Mr. MacDonad nor Dr.
14 terms of the repurchase would have affected 14 Booth has provided full details on a proposed
15 the company’ s rate base and future cash flows. 15 formula, | did attempt a pro forma analysis of
16 So this created a significant degree of 16 how these formulas might operate. Let me say
17 uncertainty in the company’s financial 17 to you first that as afundamental principle,
18 outlook. Newfoundland Power choseinsteadto |18 aformula should produce a change in the ROE
19 focus on managing this project and the 19 if there has been a change in circumstance.
20 financial uncertainty associated with it. The 20 If conditions haven't changed, the ROE should
21 company also considered the fact that a 21 remain the same. So now let’s take alook at
22 November 2010 Application would have been |22 Mr. MacDonald' s proposed formulafirst. If we
23 filed approximately 11 months after the 23 could display Exhibit Jp#1, please.
24 Board's decision in 2009. The expense 24 Q. We pre-filed that as marked.
25 associated with afull review of the cost of 25 MS. GLYNN:
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1 Q. Andwell enter that into therecord. Thank 1 in forecast long Canada Bond yields would not

2 you. 2 result in an increase in Newfoundland Power’s

3 KELLY,Q.C: 3 return on equity. We would still be under Mr.

4 Q. Thank you. 4 MacDonald's deadband. So the formula appears

5 A. Soforthisproformaanalysis, | have assumed 5 unbalanced. Based on the pro formaanalysis,

6 the financial markets remain the same. This 6 the difficulties we'vejust discussed are a

7 exhibit simply showsthe pro forma operation 7 direct result of the parametersused inthe

8 of the formulato estimate the 2014 return on 8 formula.

9 equity based onthat assumption. So first 9 . Thank you. Canyou go nextto Dr. Booth's
10 we' |l start on line 4 with the 2013 return on 10 proposed formula and take us through that one?
11 common equity of 8.91 percent as proposed by 11 . Yes. Despite apparent similarities between
12 Mr. MacDonald, and this return assumes a risk 12 Dr. Booth's proposed formula and Mr.

13 free rate of 3.04. Next Mr. MacDonald proposes 13 MacDonald’s, the operation of the two formulas

14 the return on equity be adjusted by 50 percent 14 is quite different. If we could go to Exhibit

15 of the change in long Canada Bond yields, and 15 JP #2, and wecan discuss Dr. Booth's

16 this starts on line 6. Assuming the financial 16 proposed formula.

17 markets remain unchanged, the long Canada Bond 17 MS. GLYNN:

18 consensus forecast is 2.59 percent, and this 18 Q. Andwe'll enter that oneinto the record as

19 was based on the November, 2012 consensus 19 well. Thank you.

20 formulaand - that consensus forecast, and 20 (1:45 p.m.)

21 that’ s essentialy the sameas what it is 21 KELLY,Q.C.:

22 today, and this can befoundonline7. On 22 Q. Thankyou. Soagain starting online 4, we

23 line 8, the base forecast for long Canada Bond 23 start with the return on equity of 7.5 percent

24 yield proposed by Mr. MacDonald again is 24 as proposed by Dr. Booth. This proposed

25 3.04. Sothe0.23 percent reduction on line 25 return on equity assumesa 3.8 percent risk
Page 158 Page 160

1 11 isthe difference between the 2.59 percent 1 freerate. Online 6, Dr. Booth proposesthe

2 and the 3.04 percent multiplied by 50 percent. 2 return on equity be adjusted by 75 percent of

3 Next the proposed formula adjusts the return 3 the changein long CanadaBond yields above

4 on equity by 50 percent of the changein the 4 the 3.8 percent. My understanding of Dr.

5 utility bond spread, and as | mentioned 5 Booth’s evidence is the 3.8 percent is viewed

6 earlier, the utility bond spread is the 6 as afloor to be applied in thisformula. So

7 difference between utility bond yields on 30 7 assuming the financial markets remain

8 year A rated utility bonds, and long Canada 8 unchanged, the long Canada Bond forecast is

9 Bond yields. Mr. MacDonald does not specify 9 2.59 percent, and that’s the same as Mr.

10 the base or the starting utility bond spread 10 MacDonald' s formula, and this can be found on
11 toincorporate in the formula. So I’ ve made 11 line7. Given the current long Canada Bond
12 the assumption that the base utility bond 12 forecast is below the 3.8 percent indicated by
13 spread is the current spread of 1.45 percent. 13 Dr. Booth, no adjustment isrequired to the
14 With no change in utility bond spread, no 14 return on equity for this component. Next the
15 adjustment is required to the return on equity 15 proposed formula adjust the return on equity
16 for this component. So moving down to line 16 by 50 percent of the changein the utility

17 21, the 2014 estimated return on equity is 17 bond spread. This is the same as Mr.

18 8.68 percent. Thiswould be the 8.91 percent, 18 MacDonald's proposed formula as well.
19 less the .23 percent asindicated on line 11. 19 However, in Dr. Booth’ s evidence, the base or
20 The .23 percent reduction would technically 20 the starting utility bond spread to

21 fall within Mr. MacDonald’ s proposed 25 basis 21 incorporate in the formulawas based on the
22 point deadband, but you' Il note that if long 22 Scotia Capital Bond Index, and the base

23 Canada Bond yields fell by 6 basis points, our 23 utility bond spread referenced by Dr. Booth
24 return would drop by more than .25 percent. 24 was 1.8 percent. However, when | looked at a
25 On the other hand, a 75 basis point increase 25 number of answers to requests for information,
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1 my understanding is Dr. Booth agrees with 1 advocate’ s depreciation proposals include the
2 using the Bloomberg 30 year A rated utility 2 transfer of approximately 70 million dollars
3 index, and thisagainis consistent with Mr. 3 net of tax that has been collected from
4 MacDonad' s formula. So going to lines 15 and 4 customersin the past to the customersin the
5 16, the current and base utility bond spread 5 future. Transferring such alarge cost to
6 is 1.45 percent. With no change in the 6 future customerscauses me concern. This
7 utility bond spread, no adjustment is required 7 amount will haveto collected from customers
8 for this component. So moving down to line 8 at some point in the future as Newfoundland
9 21, the 2014 estimated return on equity is 7.5 9 Power’ s costs are not changing. The proposals
10 percent. So based onhow | interpret Dr. 10 havethe short effect of reducing annual
11 Booth’sformula, there will be no changein 11 depreciation expense and the revenue
12 Newfoundland Power’s 2014 return on equity if 12 requirement by approximately 10 million
13 financial markets remain the same. However, 13 dollars. Newfoundland Power’'s rate base and
14 given Dr. Booth applies a 3.8 percent floor on 14 itsreturn on rate base will increase asa
15 the long Canada Bond yields at atime when the 15 result of these proposals, again costing
16 forecast is 2.59 percent, theyield forecast 16 future customers more. So effectively, this
17 would have toincrease by more than 1.2 17 becomes a current rate reduction at the
18 percent before the formula would signal an 18 expense of higher cost for customers in the
19 increase in the company’s cost of equity for 19 future.
20 changesin long Canada Bond yields, and it 20 . What are the financial effects of that for the
21 would be reasonable to assume that the utility 21 company?
22 bond spread would decline if long Canada Bond 22 . From afinancial perspective, if the consumer
23 yieldswereto increase by that amount. So, 23 advocate’'s depreciation proposals are
24 therefore, the operation of the formula could 24 approved, in the short term the company’ s cash
25 signal a reduction in Newfoundland Power’'s 25 flow from operations and financial matrix
Page 162 Page 164
1 2014 cost of equity at atime when bond yields 1 would be reduced. | do not believe that this
2 arerising. Given this, I'm not clear how the 2 isin thelong term interest of either our
3 proposed formula is logically reflecting 3 customers or Newfoundland Power.
4 changes to Newfoundland Power’ s cost of equity 4 . Ms. Perry, have you assessed the impact on the
5 for changes in financia market conditions. 5 company’sfinancial integrity if the Board
6 . Ms. Perry, what is your overall assessment of 6 implemented both the depreciation
7 the formulas proposed in this proceeding? 7 recommendations of Mr. Pous, and the ROE and
8 . Simply speaking, Newfoundland Power did not 8 capital structure recommendations of Dr.
9 propose aformula, given the lack of consensus 9 Booth?
10 on the relationship between long Canada Bond 10 . Yes, | have, and when you combine the impact
11 yieldsin current financial market conditions 11 of both recommendations, the financial impact
12 and the utility’s cost of capital. | believe 12 to Newfoundland Power isvery serious. If we
13 the proposed formulas demonstrate that lack of 13 could go to Exhibit Jp#3, please.
14 consensus. The 1.2 percent increasein long 14 MS. GLYNN:
15 Canada Bond yieldsin Mr. MacDonald’ s proposed 15 Q. Andthesame, that will be entered onto the
16 formula would almost certainly increase 16 record.
17 Newfoundland Power’ s forecast cost of equity. 17 KELLY, Q.C:
18 However, a 1.2 percent increase in Dr. Booth's 18 Q. Thank you. Thisexhibit showsthe company’s
19 proposed formula would either leave 19 forecasted key financial matrix for 2014. The
20 Newfoundland Power’ s forecast cost of equity 20 first column shows the matrix based on
21 unchanged or could potentially reduceit. 21 existing rates prior to any proposalsin this
22 . Now let's turn next to depreciation. What 22 Application, and this was shown on Exhibit 3
23 financial impact will the consumer advocate's 23 in the evidence. Now as | said earlier, the
24 proposals have on customers? 24 matrix shown here are not consistent with the
25 A. Well, aprominent feature of the consumer 25 maintenance of Newfoundland Power's
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1 creditworthiness. The middle column shows the
2 forecasted matrix proposed by Newfoundland
3 Power in this Application. Finaly, the last
4 column is showing the impact of the consumer
5 advocate’ srecommendations, particularly the
6 reduction in the capital structure, the
7 reduction inthe return on equity to 7.5
8 percent, and the depreciation recommendations.
9 So smply looking at thefinancial matrix
10 aone, based on the consumer advocate's
11 recommendations, if you goto line6, our
12 interest coverage would be 2.1 times; on line
13 8, our cash flow to interest would drop to 2.7
14 times; and then on line 11, our cash flow to
15 debt ratio would be 11 percent. These matrix
16 are at or lower than our existing matrix under
17 column 1, and are al'so at or below the bottom
18 of the range indicated by Moody’sthat may
19 warrant a credit downgrade. Moody’s has
20 indicated that Newfoundland Power would likely
21 be downgraded if they wereto perceive a
22 meaningful reduction in the level of
23 regulatory support combined with the sustained
24 deterioration infinancial matrix. These
25 proposals disregard the requirement that the
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11 Judy Moss
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1 company maintain a sound credit rating in the
2 financial markets. As CFO, | believe that
3 these proposals would negatively impact our
4 credit ratings.
5 Q. Doesthat conclude your testimony?
6 A. Yes, itdoes.
7 KELLY, QC:
8 Q. Thank you.
9

CHAIRMAN:
10 Q. | think we'll adjourn and we'll make a
11 decision as to proceeding tomorrow early in
12 the morning, and the parties will be advised
13 of the Board' s decision.
14 MS. GLYNN:
15 Q. Wereceived emails and phone numbersfor all
16 the parties, but just for the record to make
17 sure that we'll be putting out a media
18 advisory as well as the public will be
19 advised.
20 CHAIRMAN:
21 Q. Okay, we're adjourned.
22 KELLY, Q.C.
23 Q. Thank you, Mr. Chairman.
24 (1:53 p.m.)

25 (UPON CONCLUDING)
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