January 16, 2013 Multi-Page™ NL Power Inc. 2013 GRA

Page 1 Page 3
1 (9:06 am.) 1 Schedule.
2 CHAIRMAN: 2 And undertaking 6, U-6, January 14th,
3 Q. Soweareback with Mr. Johnson. 3 page 197 of the transcript andit was a
4 KELLY,Q.C: 4 reguest for page 47 and 48 and Schedule 15 and
5 Q. Acouple of preliminary mattersfirst, Mr. 5 16 from Ms. McShane's 2007 evidence for
6 Chairman. 6 Newfoundland Power, and again, we filed the
7 CHAIRMAN: 7 full section rather than just the couple of
8 Q. Yes, dir. 8 pages and the Schedules that were requested.
9 KELLY, QC: 9 CHAIRMAN:
10 Q. Theundertakings, there are some responses to 10 Q. Thank you.
11 be dealt with. Mr. Hayes. 11 MR. HAYES:
12 MR. HAYES: 12 Q. That'sthose matters.
13 Q. Yes, Mr. Chairman, good morning. Therearea |13 KELLY,Q.C:
14 number of written responsesthat Newfoundland |14 Q. That'sthe first item, Mr. Chairman. The
15 Power has prepared to some of the undertakings |15 second item is Ms. Perry has an update on a
16 that arose on Monday and so we're going to 16 matter which I'll ask her to speak to first.
17 enter those into the record now in the order 17 MS. PERRY:
18 in which they arose in the transcript. 18  A. Mr. Chairman, late yesterday afternoon Moody’s
19 The first one, numbered U-1, will be 19 advised that they will beissuing updated
20 found on page -- discussion starting at page 20 credit rating on Newfoundland Power, an
21 48 of the transcript on January 14th and was a 21 updated credit report on Newfoundland Power in
22 request for Ms. McShane’s evidence filed in 22 the next few days. So, upon receiving the
23 the Alberta 2009 Cost of Capital proceeding 23 final copy, | will provide that to the Board.
24 and we were able to confirm that the Consumer 24 KELLY,Q.C.
25 Advocate had already requested that earlier in 25 Q. Wellfile that whenit's ready, available,
Page 2 Page 4
1 the proceeding and that’'s already on the 1 Mr. Chairman.
2 record. 2 CHAIRMAN:
3 Undertaking 2 isarequest for some new 3 Q. Sure. Good. So, Mr. Johnson, are we back to
4 information, updated information from some 4 you?
5 previoustestimony of Ms. McShane. That's 5 MR. JOHNSON:
6 being worked on by Ms. McShane's office and 6 Q. Yes Mr.Chairman. | guessinlight of the
7 will be filed when it’ sready. 7 updated Moody’ s report that’s coming, it may
8 Undertaking 3 was the question of whether 8 be necessarily, unfortunately, to hear from
9 Ms. McShane had signed a confidentiality 9 Ms. Perry again, from my perspective, if upon
10 agreement with respect to certain information 10 review of it there’s some further questions.
11 filed in the Bcuc Generic Cost of Capital 11 | don’'t -- Mr. Kelly didn’'t addressthe
12 proceeding last year, and we've got a 12 presentation to Moody’ sissue which he took
13 response, awritten response for that. 13 under advisement.
14 Undertaking 4 isarequest for some new 14 KELLY, Q.C.
15 information again related to Ms. McShane and 15 Q. We will beproviding a response to that
16 that’s being worked on by her office and 16 undertaking request, Mr. Chairman. It’s being
17 that’ll be filed when it’ s ready. 17 worked on.
18 Undertaking 5 arose on January 14th 18 MR. JOHNSON:
19 transcript, page 196, and it was a request for 19 Q. Ms. Pery, interms of the new Moody’s report
20 filing of a page from Ms. McShane's October 20 that’s being filed, what prompted the filing
21 2002 testimony before this Board on behalf of 21 of acredit opinion at thistime?
22 Newfoundland Power and for Schedule 10 of 22 MS. PERRY:
23 that. Wefiled, in addition to the page that 23 A. Moody’swould issue areport for Newfoundland
24 was asked for, the full section of the 24 Power annually, so it’s been since July 2011,
25 testimony that deals with that matter and the 25 so it’s somewhat overdue, | guess, in terms of
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1 a standard timing with respect to areport for 1 MS. PERRY:
2 us, so | was surprised we didn’t receiveit in 2 A. Yes.
3 thefall, but again, as| mentioned yesterday, 3 MR. JOHNSON:
4 they’ve had a bit of turnover and new staff at 4 Q. Ifyou-- yeah. Andwiththe assistance of
5 Moody’s, so I’'m not surprised, | guess. So 5 Dr. Booth, | can now tell you that Dr. Booth
6 nothing precipitated it per se. 6 advises me that what he did here was he took
7 MR. JOHNSON: 7 the NEB’'sformulaor employing NEB’s formula
8 Q. Okay. And whenwould you havelast met with | 8 on the -- from 1995 to 2010 and incorporating
9 Moody’ s? 9 thelong term Canada yields and the credit
10 MS. PERRY: 10 spreads from Ms. McShane's evidence in a
11 A. | metwith Moody’searly 2011 and | believe 11 proceeding before the National Energy Board so
12 that’ s a presentation that we're going to be 12 that therewould beno dispute asto the
13 providing with the undertaking, and then the - 13 inputs. He then added the impact of a credit
14 - but my last conversation with respect to 14 spread, an adjustment for a changein the
15 Newfoundland Power and the operations of 15 credit spread, and what he arrivesat in the
16 Newfoundland Power and an update for 16 column under Booth is 8.92 percent versus what
17 Newfoundland Power was in August of 2012. 17 the NEB formula which would have solely been
18 MR. JOHNSON: 18 an adjustment based on a 75 percent change in
19 Q. Andthat discussion, wasthat in -- that was 19 long Canadayield with yield at 8.37. And |
20 not a meeting, that was a telephone 20 guessthe significance of it being 2010 is
21 discussion? 21 that that was the -- that was obviously the
22 MS. PERRY: 22 test year in Newfoundland Power’s last general
23 A. That was atelephone discussion that year, 23 rate application wherethis Board, after a
24 yes. 24 litigated proceeding, determined that afair
25 MR. JOHNSON: 25 return on equity for Newfoundland Power was
Page 6 Page 8
1 Q. Okay. And werethere materials provided to 1 nine percent. So that’s the context, okay.
2 Moody’s at that time inrelation to that 2 And so, | takeit, or | assume that you
3 discussion? 3 would not regard the difference between 8.92
4 MS. PERRY: 4 and nine to be material ?
5 A. No, there wasnoforma materials provided. 5 MS. PERRY:
6 It was a telephone conference call to discuss 6 A. | would agree that the 8.92 and nine is not
7 the operations and the financials. 7 material, but Mr. Johnson, | do haveto -- the
8 MR. JOHNSON: 8 only, | guesswhere 1I'm confused with this
9 Q. Who participated in the conference call? 9 formulaor this display isthat Dr. Booth’s
10 MS. PERRY: 10 recommended proposal for usin 2009 was 7.75,
11 A Mysdfand!| believe, subject to check, the 11 so0 it wasn't the nine or the 8.92 that we're
12 Manager of Finance, Mr. Hiscock. 12 discussing here.
13 MR. JOHNSON: 13 MR. JOHNSON:
14 Q. Andwho participated on Moody’s end? 14 Q. Wdl, there'sno confusion. He' s illustrating
15 MS. PERRY: 15 what his-- what aglosson the NEB formula
16  A. | would haveto get their names. | know it's 16 would produce.
17 David, and I’'m forgetting his last name. 17 MS. PERRY:
18 MR. JOHNSON: 18 A. Okay.
19 Q. Therewas more than one? 19 MR. JOHNSON:
20 MS. PERRY: 20 Q. Okay?
21 A. Yes, there wastwo of them. 21 MS. PERRY:
22 MR. JOHNSON: 22 A. Yeah
23 Q. Allright. Ms. Perry, last day | asked you to 23 MR. JOHNSON:
24 turn to page 68 of Dr. Booth’s report, having 24 Q. Ms. McShane recommended what in 2009? 11.
25 to do with the automatic adjustment formula. 25 MS. PERRY:
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1 A 11 yes. 1 difference this would mean to the price of
2 MR. JOHNSON: 2 drugs, and the range that Blue Cross provided
3 Q. Now I want to circle back for a second on this 3 isthat they suspect that on certain drugs it
4 OPEBs business. It might be -- what we know 4 could be as high as 20 percent difference, but
5 for sure, Ms. Perry, isthat, as you indicated 5 on other drugs, it could be substantially
6 yesterday, drug coverage is the biggest area 6 lower than that.
7 of expense under the oPEB’s umbrella, right? 7 MR. JOHNSON:
8 MS. PERRY: 8 Q. Right. But it would make a positive
9 A ltis yes. 9 difference obviously, relative to the
10 MR. JOHNSON: 10 agreement that’ s been reached?
11 Q. Andunder thedrugs category, you indicated 11 MS. PERRY:
12 that about 60 percent of the drugs were 12 A. Everything else equal, | would agree, yes.
13 generics. 13 MR. JOHNSON:
14 MS. PERRY: 14 Q. Okay. Now your 2013 forecast number for
15 A. Yes 15 OPEB’s expense, you indicated that that was
16 MR. JOHNSON: 16 developed in August or September?
17 Q. Okay. And aswell, we know that from priorto |17 MS. PERRY:
18 April 16, 2012, there were no limits on what 18 A. Thatiscorrect, yes.
19 could be charged for generic drugsin the 19 MR. JOHNSON:
20 province. That would just be regulated by the 20 Q. Andjustindicateto us how that number gets
21 market, correct? 21 developed. What material is used to arrive to
22 MS. PERRY: 22 the place where Newfoundland Power saysthat’s
23 A. Waell, actually, we have pharmacy agreements. 23 the number we can put in that table that we
24 Blue Cross would negotiate pharmacy agreements |24 see in Section 3 of the evidence?
25 with the different pharmacies with respect to 25 MS. PERRY:
Page 10 Page 12
1 the pricethat we're preparedto pay for 1 A. So the oOPEB'S expense is an actuarially
2 generic drugs. 2 determined number that’s provided by our
3 MR. JOHNSON: 3 actuaries, Mercers, and there are a couple of
4 Q. Okay. 4 key inputs that would factor into the
5 MS. PERRY: 5 determination of the expense.
6 A. Sothis isafurther steptothis andit’'s 6 MR. JOHNSON:
7 better rates than we've negotiated with the 7 Q. Wereat Table 3-4, just for the record.
8 pharmacies, yes. 8 MS. PERRY:
9 MR. JOHNSON: 9 A. Table3-4. SotheoPeEB'sexpense, asl said,
10 Q. They are better rates? 10 isactuarialy determined but certainly there
11 MS. PERRY: 11 areacouple of key variablesthat are input
12 A. They are better rates, yes. 12 into the determination of the expense each and
13 MR. JOHNSON: 13 every year. First would be the discount rate
14 Q. Okay. And sowhat we know isthat when | look 14 and that is prescribed by accounting rules and
15 at 2013, by 2013, by April 1st, 2013, which 15 that was estimated to be 4.9 percent. One of
16 will be just afew months away, by that time, 16 the other key variableswould be the health
17 the maximum that will be ableto be charged 17 care trend cost rate, which is 4.5 percent for
18 for generics will be 35 percent of the brand 18 Newfoundland Power and has been for some time.
19 price, and do you have a sense asto how that 19 That number | do rely on Mercers to provide
20 comparesto the agreement that you referred 20 becauseit’s aforward-looking number about
21 to, in terms of the price between generics and 21 what it's expectedto cost for the drug
22 brand? 22 program and the health care costs, but
23 MS. PERRY: 23 primarily the drug costs.
24 A. It dependson the specific drug, so it’s not 24 MR. JOHNSON:
25 aseasy. | did ask the question about what 25 Q. That 4.5 percent number is obviously distinct
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1 from the discount number obviously? 1 that time frame, yes.
2 MS. PERRY: 2 MR. JOHNSON:
3 A, Absolutely, yes. 3 Q. Andin Augustor so, would they have aso
4 MR. JOHNSON: 4 provided the numbers for 20147
5 Q. Andwe'retaking 4.5 percent isthe projected 5 MS. PERRY:
6 annual increase in the cost of the growth? 6 A. Yes
7 MS. PERRY: 7 MR. JOHNSON:
8 A. Yes, it'sthe health care trend cost, which is 8 Q. All at the sametime?
9 factored in to the future obligation of post- 9 MS. PERRY:
10 retirement benefits, yes. 10 A. Yes sametime.
11 MR. JOHNSON: 11 MR. JOHNSON:
12 Q. Andwhat will beincreasing by 4.5 percent, 12 Q. Okay. And whenwould they typically provide
13 the cost? 13 you those numbersin aregular year?
14 MS. PERRY: 14 MS. PERRY:
15 A. Wdl, certainly it's a combination of the 15 A. Wadl, valuation is completed every three
16 consumption of drugs and the cost of drugs. | 16 years, so that's when we review the
17 think that’s thetwo key variables. So 17 demographics of Newfoundland Power,
18 depending on the consumption levels, the 18 consumption of drugs, age of employees, you
19 nature of the drugs, the composition of the 19 know, and each and every year, a the
20 drugs and the price of drugs arethe key 20 beginning of the year, we update for the
21 components of that health care trend. 21 discount rate. So in January of each year, we
22 MR. JOHNSON: 22 update for the discount rate because it's
23 Q. Okay. And sothething that we are focusing 23 known as of December, and we will discuss any
24 inon hereis theactua cost of the drug 24 other proposed changesin any of the other
25 itself and therolethat would play inthe 25 variables, primarily the health care trend
Page 14 Page 16
1 overall trend going forward. 1 cost, which traditionally stays pretty stable.
2 MS. PERRY: 2 It'salong term average estimate, so it’s not
3 A Yes 3 something that would fluctuate that greatly.
4 MR. JOHNSON: 4 MR. JOHNSON:
5 Q. Okay. Andin terms of the number, say, we see 5 Q. Andwhenthey -- when Mercers providesthis
6 an oPeB’s expense of 10.46 million dollars 6 document or report to you, they outline the
7 expected in 2013. That number was anumber 7 specific dollar amount?
8 supplied to you, | take it? 8 MS. PERRY:
9 MS. PERRY: 9 A. Yes
10 A. Itwas, yes. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. Okay. And can you provide us with a copy of
12 Q. Notinternally calculated in any way? 12 their reportsto you that provides the 2013
13 MS. PERRY: 13 and 2014 OPEB’ s expense humbers?
14 A. No. 14 MS. PERRY:
15 MR. JOHNSON: 15 A. Yes
16 Q. Andwho - 16 MR. JOHNSON:
17 MS. PERRY: 17 Q. Okay.
18 A. Provided by Mercers. 18 MS. PERRY:
19 MR. JOHNSON: 19 A. | wouldthink, yes.
20 Q. Provided by Mercers, okay. And that number 20 MR. JOHNSON:
21 would have been provided in August? 21 Q. And I take it they must-- Mercers must
22 MS. PERRY: 22 interface somehow with Blue Cross in coming up
23 A. Around that time, yes. We did ask for 23 with this number, do they, or not?
24 numbers. There were no changes. I'm not sure 24 MS. PERRY:
25 if it was August or July, but somewherearound |25  A. No, they don't directly interface with Blue
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1 Cross, but -- because one’sfor purposes of 1 comparables, including the significant levels
2 execution of our actual drug program and then 2 of non-regulated and non-utility business,
3 Mercers will compile actual data, actual 3 riskier generation projects, earnings
4 experience of Newfoundland Power’s. 4 volatility, more competition, less regulatory
5 MR. JOHNSON: 5 support, and then noting that whileit was
6 Q. Right, okay. 6 argued on balance that uscomparables are
7 MS. PERRY: 7 reasonable proxy, the Board noted the
8 A. Intheir plan, and then they will extrapolate 8 overwhelming evidence of alack of balance as
9 forward for purposes of accounting. 9 that it was clear that on amost every
10 MR. JOHNSON: 10 measure, Newfoundland Power would have to be
11 Q. Okay. Inthenormal course of events, outside 11 considered lessrisky. And then they go on to
12 of a situation where we're having two test 12 note that in the next paragraph that, at the
13 years, when would you have normally been 13 bottom, line 31, 32, 33, "based on the
14 provided withthe 2014 estimate of OPEB’S 14 evidence, the Board is not satisfied that the
15 expense? 15 US comparables are reasonable proxies for
16 MS. PERRY: 16 determining appropriate return on equity
17 A. | believe, Mr. Chairman, that each and every 17 without appropriate adjustments.” And that’s
18 year when we update for the discount rate 18 the concernsthat I'm referring to and what
19 particularly, Mercers will provide an update 19 was the reaction of Newfoundland Power to the
20 for that year, plusthe following five years. 20 Board' s concernsin thisregard?
21 So you know, I've got afive-year visibility 21 MS.PERRY:
22 asto the nature of these costsand where 22 A. Well, certainly, we read what the Board’s
23 they’re going. 23 concerns were with respect to the comparison
24 MR. JOHNSON: 24 with us utilities and | believe this
25 Q. Just| want to come back to P.U. 43 (2009) and 25 particular question was asked of Ms. McShane
Page 18 Page 20
1 in particular, the concerns that were raised 1 two days prior aswell. Oneof thethings
2 by this Board at page 17 of its decision. 2 that we asked in this proceeding was that we
3 KELLY, Q.C. 3 further detail and document the types of
4 Q. Pagereference, Tom? 4 comparables, the types of companies that were
5 MR. JOHNSON: 5 included inthe comparable group, and Ms.
6 Q. Oh,pagel7. Sorry. Youcansee --you're 6 McShane actually displayed Appendix B of her
7 familiar with this passage? 7 application which talked about the nature of
8 (9:30am.) 8 the operations, the percentage of the
9 MS. PERRY: 9 regulated assets, the credit rating of each,
10 A. Yes |lam. 10 the regulatory deferrals and mechanisms that
11 MR. JOHNSON: 11 are used by each and so forth with respect to
12 Q. Yes. Ms. Pery, what -- obviously the 12 trying to give further information asto how
13 concerns are therein black and white. What 13 these companies are comparable on an overall
14 was the reaction in Newfoundland Power asto 14 risk basis to Newfoundland Power.
15 these concerns, to your knowledge? 15 MR. JOHNSON:
16 MS. PERRY: 16 Q. And did you personally have any role in
17 A. Andwhat specific concerns are we - 17 talking to cost of capital expertsin relation
18 MR. JOHNSON: 18 to this matter?
19 Q. Wadl, that the data that’sto be brought 19 MS. PERRY:
20 forward for -- that was brought forward in 20 A. No, |l didnot. ThatisMr. Alteen’sjob.
21 that case, if it'sto berelied on, has got to 21 MR. JOHNSON:
22 be shown to be areasonable proxy or that 22 Q. Okay. Soyou vegot no direct knowledge as to
23 reasonabl e adjustments can be made. Therewas |23 what communications were given regarding that
24 concerns that the evidence showed significant 24 matter, | takeit?
25 differences in virtually al of the 25 MS. PERRY:
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Page 21 Page 23
1 A. No, but certainly | have discussed with Mr. 1 physically move things around?
2 Alteen prior to securing the experts that this 2 CHAIRMAN:
3 is something that wehad to do in this 3 Q. ldon't,butl mean|’'m-- you know, | think
4 proceeding, stemming from the order that was 4 we should charge forward.
5 issued in the last rate case. 5 KELLY, Q.C.:
6 MR. JOHNSON: 6 Q. Just dlow us a few moments then, Mr.
7 Q. SoNewfoundland Power is satisfied that what 7 Chairman, for the witnesses to change place.
8 Dr. Vander Wiede has done satisfies the 8 CHAIRMAN:
9 Board' s concerns? 9 Q. Yes, sure.
10 MS. PERRY: 10 (OFF RECORD - 9:36 a.m.)
11 A. | believe histestimony, yes, portrays the 11 CHAIRMAN:
12 full description of the companies that he's 12 Q. Areweal ready to get started?
13 using and why he’ s using the comparabl es. 13 MS. GLYNN:
14 MR. JOHNSON: 14 Q. We are -- Mr. Chair, there is just one
15 Q. Oh,is that right? Andl takeit you're 15 preliminary matter before Mr. Johnson starts
16 satisfied, Newfoundland Power is satisfied 16 and that is the filing to Undertaking No. 7
17 that the concerns of all the concerns of the 17 which was provided by Mr. Johnson and that was
18 Board have been met by the new manner in which 18 for the full response that Ms. McShane had
19 Ms. McShane has presented testimony regarding 19 provided.
20 these us companies? 20 CHAIRMAN:
21 MS. PERRY: 21 Q. Okay. SoMr. Johnson, sir, weare inyour
22 A. | certainly hopethey are, Mr. Chairman. 22 hands.
23 MR. JOHNSON: 23 MR. JOHNSON:
24 Q. Wouldyou regard it asimportant to address 24 Q. Thank you. Ms. McShane, good morning.
25 the Board's concernsin the presentation of 25 MS. MCSHANE:
Page 22 Page 24
1 the cost of capital evidence? 1 A. Morning.
2 MS. PERRY: 2 MR. JOHNSON:
3 A. Absolutely. 3 Q. From the last day, | noted from the
4 MR. JOHNSON: 4 transcript, at page 124, that you indicated
5 Q. Thosearemy questions. 5 that by thetimethe hearing took placein
6 CHAIRMAN: 6 Newfoundland Power’s last general rate
7 Q. Sowe'refinished now with - 7 application, relative to the March-April
8 GREENE, Q.C.: 8 period, you said that "there had been
9 Q Yes 9 considerable improvements in  market
10 CHAIRMAN: 10 conditions." Recall that?
11 Q. Nextis--oh, I'msorry, yes. You guys got 11 MS. MCSHANE:
12 any questions? Excuse me. 12 A. Yes.
13 COMMISSIONER NEWMAN: 13 MR. JOHNSON:
14 Q. Noquestions. Thank you very much. 14 Q. Okay. Andyou stated, onthe same page or
15 COMMISSIONER OXFORD: 15 thereabouts, that you didn’t believe that you
16 Q. Noquestions. 16 had changed the recommendation for
17 CHAIRMAN: 17 Newfoundland Power’s ROEfor 2010 at the
18 Q. That'sfine, thank you. 18 hearing. Do you recall saying that?
19 KELLY, Q.C: 19 MS. MCSHANE:
20 Q. Next would be then for Ms. McShane to continue 20 A. Yes.
21 cross-examination. 21 MR. JOHNSON:
22 CHAIRMAN: 22 Q. And canyou now confirmthat asafact, that
23 Q. Okay, yeah. 23 you did not make any change?
24 KELLY,Q.C: 24 MS. MCSHANE:
25 Q. Didyou wanttotake five minutes while we 25 A. | didnot.
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1 MR. JOHNSON: 1 MR. JOHNSON:

2 Q. Okay. Now, Ms. McShane, at thelast day as 2 Q. That'sright. And inthishearing, you're

3 well, | asked you whether there was any 3 using aforecast nominal rate of growth for

4 evidencein thisproceeding to substantiate 4 the 2013 to 2023 period of 4.9 percent in the

5 that historically growth for the Canadian 5 United States?

6 utilities that you have provided in your 6 MS. MCSHANE:

7 sample has met or exceeded GDP, and can you 7 A. Correct.

8 confirm that thereis no evidence of that and 8 MR. JOHNSON:

9 none on the record in this case? 9 Q. Correct. Andif you could confirm for me that
10 MS. MCSHANE: 10 when you look at your Canadian utility sample
11 A. For the Canadian utility? 11 and apply the three-stage DCF analysis, you
12 MR. JOHNSON: 12 arrive at eight and a half percent as the ROE,

13 Q. Yes 13 right?

14 MS. MCSHANE: 14 MS. MCSHANE:

15 A. I'venot looked at that specifically, | don’t 15 A. Onthat test alone, that’s correct.

16 believe, in this proceeding at least. 16 MR. JOHNSON:

17 MR. JOHNSON: 17 Q. Andwhen you use the three-stage us test, you

18 Q. There snothing on the evidence, the record in 18 arriveat 9.2 percent as per Schedule 19,

19 this case that would - 19 correct?

20 MS. MCSHANE: 20 MS. MCSHANE:

21 A. Notthat | recall, no. 21 A. That'scorrect.

22 MR. JOHNSON: 22 MR. JOHNSON:

23 Q. Okay. Andsimilarly, can you please confirm 23 Q. Andwiththat 70-point difference, does that

24 that thereis no evidence in this proceeding 24 tell usthat the cost of equity for utilities

25 that historically growth for us utilities has 25 islessin Canadathan the United States?
Page 26 Page 28

1 met or exceeded GDP? 1 MS. MCSHANE:

2 MS, MCSHANE: 2 A. No, it doesnot.

3 A. We looked at this. | guess it'snow an 3 MR. JOHNSON:

4 undertaking, Kat McShane ROE 21. 4 Q. Why wouldn't it tell usthat?

5 MR. JOHNSON: 5 MS. MCSHANE:

6 Q. Yes 6 A. Because of the way the modelswork. First of

7 MS. MCSHANE: 7 al, there isan underlying assumption that

8 A. Whichwas with respect to a somewhat different 8 the growth will be higher for -- in thelong

9 sample, but the Gbp growth in this casefor 9 run, for the usutilitiesthan the Canadian
10 that samplewas higher somewhat than book 10 utilities simply because of the forecast of
11 value per share growth and earnings per share 11 higher cbp growth inthe usand Canada, but
12 growth and dividends per share growth. 12 that’ s an assumption that may not really be
13 MR. JOHNSON: 13 that different as between the Canadian and the
14 Q. I'msorry, you said it was somewhat higher? 14 usutilities. The other difference isthat
15 MS. MCSHANE: 15 we're starting for the Canadian utilities with
16 A. Yes. Thanthethree measuresof growth that 16 relatively lower dividend yields because there
17 were provided in this IR response. 17 is an expectation in the very short run or in
18 MR. JOHNSON: 18 the shorter run that the growth rates will be
19 Q. Butl took it from the us utilities that were 19 higher. So | don't think that you can take
20 referred to in Albertain 2011 that on average 20 the results of thisand say this means that
21 you accepted they did not grow at GDP growth 21 the Canadian utilities are lower risk.

22 rates, whether you used dividends, earnings or 22 MR. JOHNSON:

23 book value per share, right? 23 Q. Weasked Ms. Perry if she regarded aten basis
24 MS. MCSHANE: 24 point difference in ROES would be material and
25 A. | believethat’swhat | just said. 25 | ask you, would you regard whether 70 basis
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Page 29 Page 31
1 points would be a material number in the 1 MS. MCSHANE:
2 context of ROE? 2 A. I'mnot specifically aware of the referencein
3 MS. MCSHANE: 3 the decision. Maybe you could point meto it.
4 A. |think 70 basis pointsisamaterial number, 4 MR. JOHNSON:
5 yes. 5 Q. Sure. Actudly it'sreferencedin the 2011
6 MR. JOHNSON: 6 Alberta decision at paragraph 85.
7 Q. Andyou confirm for usthat for your Canadian 7 MS. MCSHANE:
8 sample of utilities that the long term growth 8 A. Thiswasone of theaidesthat you provided
9 assumption on average is 7.5 percent compared 9 before?
10 to forecast Gbr at 4.3 percent? 10 MS. GLYNN:
11 MS. MCSHANE: 11 Q. Information Item No. 9.
12 A. Sorry, could you repeat that, please? 12 MS. MCSHANE:
13 MR. JOHNSON: 13 A. I'msorry, Mr. Johnson, what page was that?
14 Q. For your Canadian sample, the long term growth 14 MR. JOHNSON:
15 estimate for those utilities on averageis 7.5 15 Q. Paragraph 85.
16 percent? 16 MS. MCSHANE:
17 MS. MCSHANE: 17 A. Paragraph 85. Sol seepage 85, but I’'m not
18 A. Theanalyst forecast growth rateis on average 18 quite sure what they’re referring to.
19 seven and a half percent for the Canadian 19 MR. JOHNSON:
20 utilities. 20 Q. Paragraph.
21 MR. JOHNSON: 21 MS. MCSHANE:
22 Q. And that compares to forecast GDP at 4.3 22 A. Sorry, paragraph 85. But I’'m not quite sure
23 percent? 23 what they’re referring to.
24 MS. MCSHANE: 24 MR. HAYES:
25 A. Correct. 25 Q. I’'mnot surewe' vegot it on the screen, Mr.
Page 30 Page 32
1 MR. JOHNSON: 1 Johnson. Can you give usthe reference again,
2 Q. Okay. Andwould you not acknowledge that the 2 please?
3 constant growth model overstates the long term 3 MR. JOHNSON:
4 expected return? 4 Q. Yes, it'sparagraph 85 of -
5 MS. MCSHANE: 5 MR. HAYES:
6 A. | wouldsay in the caseof the Canadian 6 Q. The?2011 decision?
7 utilities that on its own the constant growth 7 MR. JOHNSON:
8 model likely overstates the expected return, 8 Q. Correct.
9 but on the other hand, | think that the three- 9 KELLY, Q.C.
10 stage model likely understates, so it's 10 Q. Pageismissing.
11 important to look at both measures. 11 MR. JOHNSON:
12 MR. JOHNSON: 12 Q. It'spage18.
13 Q. Andthe three-stage, so would you put more 13 KELLY, QC:
14 weight on the three-stage model which provides 14 Q. Thepageismissing in the electronic format.
15 8.5 percent? 15 MR. JOHNSON:
16 MS. MCSHANE: 16 Q. Okay. Couldyou provide Ms. McShane -- do you
17  A. No, | would put equal weight on the two and 17 have a paper copy of it, Ms. McShane?
18 look at it as being within the range. 18 MR.HAYES:
19 (9:45am.) 19 Q. Ohyeah, it'son thepaper copy. It just
20 MR. JOHNSON: 20 seems to be missing from the electronic
21 Q. Youwould beaware, Ms. McShane, would you 21 version.
22 not, that the Alberta Utility Commission has, 22 MS.GLYNN:
23 in its 2009 decision, expressly rejected the 23 Q. Yes. Page 18is missing from the electronic
24 use of long term or terminal growth rates for 24 version here.
25 utilities that exceed estimates of GDP growth? 25 MR. JOHNSON:
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1 Q. Okay. Remedy that. Ms. McShane, | guessfor 1 Q. Wél, perhapswe could move on now, as opposed
2 the record, paragraph - 2 to getting bogged down on that, if that's okay
3 KELLY,Q.C.: 3 with the witness?
4 Q. DoestheBoard haveit, Mr. Chairman? It's 4 MS. MCSHANE:
5 not on the screen. 5 A. That'sfine
6 CHAIRMAN: 6 MR. JOHNSON:
7 Q. | don't know. Do we? 7 Q. Okay.
8 MS. GLYNN: 8 CHAIRMAN:
9 Q. Itwouldbefiledin your Information Items, 9 Q. Well, I'mcertainly glad you didn’t understand
10 Mr. Chair. 10 it, because | mean, | don’'t know what they
11 CHAIRMAN: 11 mean there either. 1t'snot clear tome. |
12 Q. Okay, al right. 12 don’t know how material it is.
13 GREENE, Q.C.: 13 MR. JOHNSON:
14 Q. No. 10, Information Item No. 10. 14 Q. Ms. McShane, we had some discussion aswell
15 MS. GLYNN: 15 about the issue of potential biasin analyst
16 Q. No.9. 16 growth estimates and isthat something that
17 GREENE, Q.C.: 17 this Board should be concerned about in this
18 Q. No.9. Sorry, No. 9 18 proceeding?
19 CHAIRMAN: 19 MS. MCSHANE:
20 Q. Yeah, okay. 20 A. ldon'tthink it's something they should be
21 MR. JOHNSON: 21 concerned about in this proceeding, no.
22 Q. Paragraph 85, Ms. McShane, states "in 2009, 22 MR. JOHNSON:
23 the Commission rejected the use of long term 23 Q. Andthe basisfor your saying that is the same
24 or terminal growth ratesfor utilities that 24 basis that you provided to the Alberta Board
25 exceed estimates of nominal dollar GbPgrowth. |25 in 2011, | takeit, in your evidence?
Page 34 Page 36
1 For 2011, therewas no indication that the 1 MS. MCSHANE:
2 terminal growth forecast -- growth rate 2 A. | believeit’ s approximately the same analysis
3 forecast exceeded reasonable estimates of 3 that was done and support for the conclusion
4 nominal GDP growth." So that’s the reference 4 there’ s no bias for these utility forecasts.
5 | was bringing to you, that they indicatein 5 MR. JOHNSON:
6 2009, they rejected the long term rates that 6 Q. Okay. Andthe Alberta Utility Board did not
7 exceeded nominal GDP. 7 agree that therewould be no concern about
8 MS. MCSHANE: 8 upward bias, did they?
9 A. | seethat, but I'mnot quite sure what they 9 MS. MCSHANE:
10 mean, frankly. 10 A. They did say they remained concerned, yes.
11 MR. JOHNSON: 11 MR. JOHNSON:
12 Q. Okay. 12 Q. Andthat’s, for the record, at paragraph 86 -
13 MS. MCSHANE: 13 MS. MCSHANE:
14 A. Becauseif you think of atermina growth 14 A. Correct.
15 rate, that is the long term growth rate, so 15 MR. JOHNSON:
16 I’m not sureif they’re talking about analyst 16 Q. - of the Acu decision that we just referred
17 forecast or exactly what they're talking 17 to.
18 about. 18 MS. MCSHANE:
19 MR. JOHNSON: 19 A. Yes they did, and you know, to be fair, |
20 Q. Okay. Well, we can read the 2009 decision. 20 mean, in the most recent BCucC decision, they
21 MS. MCSHANE: 21 concluded that they did not find any evidence
22 A. Wéll, that’swhat I'm trying to do right now 22 of upward biasin analyst forecast.
23 is go back to the 2009 decision and see what 23 MR. JOHNSON:
24 the reference was. 24 Q. And interms of the Canadian sample that
25 MR. JOHNSON: 25 you'reusing inthis case, that’sthe same
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1 sample that you used in Alberta? 1 A. That'strue.
2 MS. MCSHANE: 2 MR. JOHNSON:
3 A Itwould be. There areonly fiveor six 3 Q. Andthe common companiesto your 2009 sample
4 Canadian utilities, so you're limited to 4 and this one were AGL, Consolidated Edison,
5 what’ s available. 5 Northwest Natural Gas, Piedmont Natural Gas,
6 MR. JOHNSON: 6 Southern Company, Vectren and wGL Holdings,
7 Q. Of course, and in terms of those, | think you 7 and that' s correct, right?
8 will agree that the Board expressed concerns 8 MS. MCSHANE:
9 about the heavy non-regulated content of at 9 A Yes
10 least certain of those companies? 10 MR. JOHNSON:
11 MS. MCSHANE: 11 Q. Andtothat you added six more companies and
12 A. They were -- they did expresssome concern 12 those were ALLETE or Aleet (phonetic) Inc.,
13 about that and said that they were going to 13 Alliant, Atmos Energy, Integrys Energy,
14 focus on the results for Fortis and Emera. 14 Wisconsin Energy and Xcel Energy. Would that
15 MR. JOHNSON: 15 beright?
16 Q. Yes. Andthat's, for the record, at paragraph 16 MS. MCSHANE:
17 87 of the decision. 17 A. Yes. That'sincA-NP-28L
18 MS. MCSHANE: 18 MR. JOHNSON:
19 A. Correct. 19 Q. That'scorrect. And out of the six companies
20 MR. JOHNSON: 20 that you added, three of those were in fact
21 Q. So Ms. McShane, let’'smove on toyour US 21 used by Mr. Cicchetti, correct, and those were
22 sample, and if we could turnup, | guess, a 22 ALLETE or Aleet, Alliant and Wisconsin Energy?
23 convenient placeto look at the names of your 23 MS. MCSHANE:
24 companiesis Schedule 18. 24 A. Justask methat questionagain. | think
25 MS. MCSHANE: 25 there’ s one other company, but | just want to
Page 38 Page 40
1 A. Yes dl of thecompaniesare listed there. 1 make sure.
2 They'reaso listed on page 13, page one of 2 MR. JOHNSON:
3 two, which includes alot of company-specific 3 Q My understandingisthat ALLETE, Alliant and
4 data. 4 Wisconsin Energy were used by Mr. Cicchetti.
5 MR. JOHNSON: 5 MS. MCSHANE:
6 Q. I'mfinewith either one. 18isup onthe 6 A. Right, aswasVectren.
7 screen. 7 MR. JOHNSON:
8 MS. MCSHANE: 8 Q. Yes, but what I'm getting at is out of the six
9 A. That'sfine, yes. 9 that you’ ve added, three of those were used by
10 MR. JOHNSON: 10 Cicchetti.
11 Q. Might aswell useit. 11 MS. MCSHANE:
12 MS. MCSHANE: 12 A. Oh, sorry, okay, yes.
13 A. That'sfinewith me. 13 MR. JOHNSON:
14 MR. JOHNSON: 14 Q. Okay. Andyou were here when | went through
15 Q. Okay. And Ms. McShane, you will confirm that 15 P.U. 43 (2009) with Ms. Perry a few moments
16 out of the 13 us utility holding companiesin 16 ago where | read out what the Board' s concerns
17 your samplethat seven of them were used by 17 were, correct?
18 youin 2009, correct? Andjust to be of 18 MS. MCSHANE:
19 assistance to you, that’s confirmed at CA-NP- 19 A. Yes.
20 280. 20 MR. JOHNSON:
21 MS. MCSHANE: 21 Q. Andyou'refamiliar with that passage?
22  A. Right, | seethat. 22 MS. MCSHANE:
23 MR. JOHNSON: 23 A. Yes
24 Q. Okay. 24 MR. JOHNSON:
25 MS. MCSHANE: 25 Q. Andin that encapsulation of the Board, you do
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1 not see the Board expressing concern that some 1 at the combination of business financial and
2 of the companies used as comparators by 2 regulatory risk.
3 yourself and Mr. Cicchetti did not have abond 3 MR. JOHNSON:
4 rating like that of Newfoundland Power, 4 Q. Butjustso that we understand, in terms of
5 correct? 5 your addressing the Board’'s concerns, you
6 MS. MCSHANE: 6 till do not make any adjustments whatever to
7 A. Sorry, say that again. 7 reflect any differences between Newfoundland
8 MR. JOHNSON: 8 Power and your sample us companies, correct?
9 Q. WhentheBoard listed its concerns there, the 9 MS. MCSHANE:
10 Board did not indicate that one of its 10 A. Youmean | don't make adownward adjustment or
11 concerns was that Ms. McShane or Mr. Cicchetti 11 an upward adjustment to their cost of equity?
12 used American companiesthat didn’'t have a 12 No, | don't make any downward adjustment or
13 bond rating like that of Newfoundland Power. 13 upward adjustment because | believeif you
14 That wasn’t one of the concerns of the Board, 14 look at the total risk, including the
15 right? 15 financial risk, that the cost of equity for
16 MS. MCSHANE: 16 the sample of companies is a reasonable proxy
17 A. ldon'tthink it was, no. 17 for the cost of equity for Newfoundland Power
18 MR. JOHNSON: 18 at its capital structure.
19 Q. No. And despitethat not being aconcern of 19 MR. JOHNSON:
20 the Board, what you did in this case that you 20 Q. Andthat what you just said in that reply to
21 didn't do last time is you applied an 21 me was precisely your contention before this
22 additional selection criteriathat required 22 Board in 2009, was it not?
23 that your select companies havea Moody’s 23 MS.MCSHANE:
24 rating no lower than Newfoundland Power’s BAA1 24  A. | believethat and if | said that in 2009, |
25 issuer rating, correct? 25 wouldn’t have been surprised.
Page 42 Page 44
1 MS. MCSHANE: 1 MR. JOHNSON:
2 A Yes 2 Q. Right. And you till believe that no
3 MR. JOHNSON: 3 adjustments are required, correct?
4 Q. Okay. And theonly other thing you did was to 4 MS. MCSHANE:
5 have a cut-off point for percentage for 5 A ldo.
6 unregul ated assets, correct? 6 MR. JOHNSON:
7 MS. MCSHANE: 7 Q. Are therecircumstances where it would be
8 A. Interms of the selectionitself and those 8 appropriate, in your view, to make
9 criteria, that’ s correct. 9 adjustments, Ms. McShane?
10 MR. JOHNSON: 10 MS. MCSHANE:
11 Q. That'scorrect. 11  A. Yes
12 MS. MCSHANE: 12 MR. JOHNSON:
13 A. Andthen, but inaddition to that, | did go 13 Q. Under what circumstances would you agree that
14 through and do a detailed review of al of the 14 it would be appropriate to make adjustments?
15 operations and the characteristics. 15 MS. MCSHANE:
16 MR. JOHNSON: 16 A. If | found that the overall risk of the sample
17 Q. And sothose two things that you did, they are 17 of companies was different enough to justify
18 to address the Board' s concerns, | take it? 18 an adjustment. | mean, if you -- for example,
19 MS. MCSHANE: 19 if you look at my comparable earningstest, |
20 A. Inaddition tothe analysis that | presented 20 made an adjustment in that instance to reflect
21 in Appendix B of the operations, aswell as, 21 differences inrisk between the sample of
22 if you will, an overview of how | believe you 22 unregulated companies and a utility, in this
23 should look at the comparability and the fact 23 case Newfoundland Power.
24 that you cannot simply focus on business risk 24 MR. JOHNSON:
25 and regulatory risk, but you do need to look 25 Q. Soif thedifferenceswere big enough, you'd
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1 make the adjustment? 1 there are significant differences in BETA
2 MS. MCSHANE: 2 between the Canadian utilities and the
3 A If | found that there was evidence that there 3 American utilities, whether you adjust them or
4 was adifference in risk then | would make an 4 don’'t adjust them?
5 adjustment. 5 MS. MCSHANE:
6 MR. JOHNSON: 6 A. Notover thelonger term, no. In thelast
7 Q. Andwhat sort of differencein risk would you 7 couple of years, yes.
8 be referring to? 8 MR. JOHNSON:
9 MS. MCSHANE: 9 Q. Butl think the evidence is established that
10 A. What do you mean what sort of ? 10 it's not acouple years, it’s over ten years,
11 MR. JOHNSON: 11 isit not?
12 Q. Wdll, yousaidif there'd beadifferencein 12 MS. MCSHANE:
13 risk, then you would make an adjustment. Did 13 A. Wdl, it's- inthe sense that there are ten
14 you not say if there was a differencein risk 14 full years of datainvolved, yes.
15 that you would entertain making an adjustment? 15 MR. JOHNSON:
16 (10:00 am.) 16 Q. Uh-hm. So one of the adjustments that you’'ve
17 MS. MCSHANE: 17 made has to do with unregulated earnings and
18 A. If therewas a quantifiable difference in 18 you've provided a threshold criterium in
19 overdl risk, then | would make an adjustment. 19 relation to having unregulated assets, right?
20 MR. JOHNSON: 20 MS. MCSHANE:
21 Q. And how could we determine whether there was a 21 A. | did.
22 quantifiable difference in overall risk? 22 MR. JOHNSON:
23 MS. MCSHANE: 23 Q. Andlet usseethat issue by turning up CA-NP-
24 A. Tosomeextent, | mean,itisa question of 24 310. Ms. McShane, in 310, we asked for you to
25 judgment. Inthis case, for example, | don’t 25 provide, "Over the past three years what
Page 46 Page 48
1 see that there's a basis for making an 1 proportion of earnings of each of the
2 adjustment to the cost of equity. We are 2 companiesin the us sample of Ms. McShane were
3 dealing with, you know, samples of companies, 3 derived from non-regulated operations, and
4 asample of companieswith asimilar bond 4 providing an answer, please show the actual
5 rating to Newfoundland Power and the bond 5 earnings attributable to regul ated operations
6 rating is -- since Newfoundland Power is not 6 and non-regulated”, and thisis your response?
7 publicly traded, the only objective measure of 7 MS. MCSHANE:
8 therelative risk on atotal risk basis that’s 8 A. Yes
9 available. 9 MR. JOHNSON:
10 MR. JOHNSON: 10 Q. Andthese numbers, | takeit, were from the
11 Q. Andaswe pointed out, that was precisely your 11 10-K that are filed with the sec in the United
12 contention in 2009 as well, correct? 12 States?
13 MS. MCSHANE: 13 MS. MCSHANE:
14 A. | assumethat | madethe same contentionin 14 A. Yes
15 2012. 15 MR. JOHNSON:
16 MR. JOHNSON: 16 Q. Okay,andif wetake AGL, whichis right at
17 Q. Anddoesnot - 17 the top, Ms. McShane, thiswasin your 2009
18 MS. MCSHANE: 18 sample, right?
19 A. Didyou say 2012? 19 MS. MCSHANE:
20 MR. JOHNSON: 20 A. | believe so, yes.
21 Q. 2009. 21 MR. JOHNSON:
22 MS. MCSHANE: 22 Q. And they have significant unregulated revenue,
23 A. Sorry, yes, in 2009. 23 don't they?
24 MR. JOHNSON: 24 MS. MCSHANE:
25 Q. Anddoesnot your evidence also reveal that 25 A. They did.
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1 MR. JOHNSON: 1 MR. JOHNSON:
2 Q. Andthey do, they'reat 20 percent in 2011, 2 Q. Inwhat business were they taking lossesin?
3 for instance, 26 percent in 2010, 33.5 percent 3 MS. MCSHANE:
4 in 2009. Isn't that significant? 4 A Let'ssee Itwould bein their - it must be
5 MS. MCSHANE: 5 in their energy services operations which
6 A. Well,in 2011, it's close to 80 percent, which 6 they’re exiting.
7 issimilar to the cut off for the assets. 7 MR. JOHNSON:
8 MR. JOHNSON: 8 Q. And energy services is closely related to
9 Q And- 9 regulated operations?
10 MS. MCSHANE: 10 MS. MCSHANE:
11  A. Andthis is- 1 mean, they'vegot now that 11 A. Itwould be closely related, yes.
12 they’ve merged with Nicor, which isanother 12 MR. JOHNSON:
13 large natural gas utility. They would tend to 13 Q. Yes, and Piedmont Natural Gas, as recently as
14 have more regulated revenues going forward. 14 2010 we have them at a third of their income
15 MR. JOHNSON: 15 before taxes coming from the unregulated side.
16 Q. Okay, and if we look at ALLETE, they're 16 Soin 2010, it was 78 million out of 156. It
17 actually taking some losses, though, 17 looksto be half to me.
18 relatively minor on the non-regulated side? 18 MS. MCSHANE:
19 MS. MCSHANE: 19 A. Yes, in 2010, it looks like that was afairly
20 A. Correct. 20 unusua year. They did quitewell in their
21 MR. JOHNSON: 21 retail marketing and storage operations.
22 Q. But inrelation to, you know, 66 million 22 MR. JOHNSON:
23 dollars worth of income, 5 million dollar 23 Q. Againclosely related to the regulated side?
24 loss, not tooinsignificant, | suppose, why 24 MS. MCSHANE:
25 are they taking losses, do you know? 25 A. Correct.
Page 50 Page 52
1 MS. MCSHANE: 1 MR. JOHNSON:
2 A I'd have to look it up. | don't recal 2 Q. Vectren, thisisfrom your old sample?
3 specificaly what the- | can look at the 3 MS. MCSHANE:
4 Appendix "B" here. No, | can'ttell you 4 A Yes
5 specifically what those arise from. 5 MR. JOHNSON:
6 MR. JOHNSON: 6 Q. And in2011, out of 1 billiondollars in
7 Q. That'sfine andif we look at Atmos, that's 7 unregulated income versus regulated at 1.5
8 one of your new companies, andthey took a 8 billion?
9 loss in 2011 and they’re about 19 or 20 9 MS. MCSHANE:
10 percent for each of 2009 and 2010. Now in 10 A. Yes
11 terms of Integrys, they’'re actually losing a 11 MR. JOHNSON:
12 fair dollar on their non-regulated side, 12 Q. Andthat company nevertheless satisfiesyour
13 aren’t they? 13 test for inclusion in your utility group?
14 MS. MCSHANE: 14 MS. MCSHANE:
15 A. Wdl, Integrys actually a company that the 15 A. Based ontheir assets, yes.
16 history of their earnings isprobably less 16 MR. JOHNSON:
17 relevant because they’ ve gotten out of their 17 Q. But isn't the percentage assets a bit
18 unregulated - alot of their unregulated 18 meaninglessif the shareholdersare getting
19 businesses and that’ s the reason that they’re 19 such alift from the unregulated side of the
20 in the sample today and weren't in 2009, 20 business?
21 because they have transformed into a more 21 MS. MCSHANE:
22 highly regulated company. So the history 22 A. Well, it'shard to do it any other way because
23 doesn’'t really mean as much for them asit 23 if there are- if there arelossesin the
24 might for other companiesthat havehad a 24 unregulated operations, you would end up
25 similar operating base for quite awhile. 25 bringing in companies that you really
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1 shouldn’t be bringing in because it would sort 1 regulated side - maybe I'm making an

2 of misrepresent therelative side of the 2 assumption that’s not warranted. In terms of

3 regulated operations. So that’swhy it’s done 3 Wisconsin Energy, this is oneof the new

4 on assets. 4 companies, | take it, but one of the ones that

5 MR. JOHNSON: 5 Mr. Cicchetti used, the Wisconsin Energy?

6 Q. Butwhy wouldn't you just doit, like, in the 6 MS. MCSHANE:

7 fashion that I’ ve set out, because what the 7 A. Yes.

8 Board, as| read pu-43, said they’re concerned 8 MR. JOHNSON:

9 about unregulated activities, non-utility 9 Q. Andwe see adoubling of non-regulated income
10 business, and why wouldn’t you just go about 10 from 2009 to 2010, don’t we, from 64 million
11 itin termsof having - saying, look, you 11 to 128?

12 know, let’slook at their income, where's your 12 MS. MCSHANE:

13 money coming from? 13 A. Yes, wedo.

14 MS. MCSHANE: 14 MR. JOHNSON:

15 A. Wadll, | just explained to you why not. 15 Q. Ms. McShane, the Board remarked in PU-43 that

16 MR. JOHNSON: 16 therewas significant differences shown in

17 Q. Andwhat’sthe answer? 17 virtually al comparables including

18 MS. MCSHANE: 18 significant levels of non-regulated and non-

19 A. Theanswer isif you look at it that way, and 19 utility businesses, but at least these numbers

20 if you're got a- in anumber of yearsyou've 20 of companiesthat we've gonethrough have

21 got significant losses on the unregulated 21 significant levels of non-regulated and non-

22 operations, trying to do percentages of 22 utility businesses, don’t they?

23 earnings would suggest that you’ve got very, 23 MS. MCSHANE:

24 very high percentage of earnings in the 24 A. Some of them have had significant amounts of

25 regulated operations relative to your 25 income from non-regulated operations. They are
Page 54 Page 56

1 unregulated operations. So to meit'sfairer 1 closely related to the regulated operations.

2 tolook at the percentage of assets inthe 2 It's not likewe're dealing with totally

3 regulated operations. 3 unrelated types of businesses.

4 MR. JOHNSON: 4 MR. JOHNSON:

5 Q. Andjust moving on, wWGL Holdings, 2011, | 5 Q. Butthe-

6 mean, the majority of their income came from 6 MS. MCSHANE:

7 unregulated. A total unregulated in 2011 of 7 A. Again| think you have to look at the totality

8 48 million, versus regulated of 69 million. 8 of the risksof the companies, not just

9 MS. MCSHANE: 9 whether they have unregulated operations or
10 A. Right, and this againis related to their 10 not. Youdo haveto be aware of what those
11 retail operations that aren’t regulated, that 11 unregulated operations are and how they - how
12 are very closely related tothe regulated 12 they relate to the regulated operations
13 operations. 13 because there are synergies there.

14 MR. JOHNSON: 14 MR. JOHNSON:

15 Q. They must be quite profitable. 15 Q. But the unregulated operations are, by

16 MS. MCSHANE: 16 definition, unregulated and they’ re subject to
17 A. Wasthat aquestion or - 17 competition?

18 MR. JOHNSON: 18 MS. MCSHANE:

19 Q. They must be quite profitable relative to the 19 A. Tosome extent, yes.

20 regulated side, obviously. 20 MR. JOHNSON:

21 MS. MCSHANE: 21 Q. And an equity investor who's looking at
22 A. | guess|’m not supposed to ask you questions, 22 Wisconsin Energy, they would say, you know, in
23 but why do you say that? 23 2011, 170 million from the non-regulated side
24 MR. JOHNSON: 24 versus 376 from the regulated, that would be
25 Q. Well, | mean, doing nearly as well as the 25 material consideration for an equity investor,
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1 would it not? 1 integrated utility.
2 MS, MCSHANE: 2 MR. JOHNSON:
3 A Itwould beone of the considerations. | 3 Q Andyoull confirmfor us that out of your
4 guess, they would look at al of the 4 sample of 13 companies, that thereis only
5 characteristics of Wisconsin Energy, including 5 precisely onethat would be considered by
6 thefact that Wisconsin Energy operates in 6 Moody’ s to be atransmission and distribution
7 Wisconsin, which is one of the more supportive 7 company, correct, and that would be
8 regulatory environments in the United States. 8 Consolidated Edison? CA-NP-315.
9 They would look at the fact that they’ ve got 9 MS. MCSHANE:
10 both - they’ve got diversification of their 10 A. Thank you. Did you say 3157?
11 operations. They would be considered with all 11 MR. JOHNSON:
12 the factors relevant to Wisconsin Energy. 12 Q. Yes
13 (10:15A.M)) 13 MS. MCSHANE:
14 MR. JOHNSON: 14 A. Right, Moody’s only uses the term,
15 Q. And these observationsthat you' re making are 15 "transmission and distribution" in the context
16 precisely the sorts of observations that you 16 of electric utilities. So the only one that
17 made in 2009 when these types of differences 17 it refers to as - specifically as a
18 were brought out to you, would that be 18 transmission and distribution utility, |
19 accurate? 19 believe, is Consolidated Edison, although it
20 MS. MCSHANE: 20 does have gas distribution operations as well.
21 A. Yes, because| believe them. 21 MR. JOHNSON:
22 MR. JOHNSON: 22 Q. You regard Consolidated Edison to be an
23 Q. Okay. Now as regards distribution and 23 electric transmission and distribution
24 vertically integrated and the sectors, Ms. 24 utility, do you not?
25 McShane, you'veindicated in termsof the 25 MS. MCSHANE:

Page 58 Page 60
1 evidence that you filed before the Bcuc of the 1 A, lwould, yes.
2 relative ranking of the sectors, right? 2 MR. JOHNSON:
3 MS. MCSHANE: 3 Q. Andwouldyou confirmfor usthat you would
4 A ldid. 4 personally consider, in your opinion, that out
5 MR. JOHNSON: 5 of your 13 holding companies, you would
6 Q. Andwould that sector ranking apply equally, 6 consider fiveto be vertically integrated
7 Ms. McShane, to sectorsin the United States? 7 utilities, correct, and those would be ALLETE,
8 MS. MCSHANE: 8 Alliant, Southern, Wisconsin Energy, and |
9 A. Genericaly. 9 don’'t know if there was another -
10 MR. JOHNSON: 10 MS. MCSHANE:
11 Q. Genericaly, yeah, and would you confirm for 11 A Xcdl.
12 us that you full know that Moody’s considers 12 MR. JOHNSON:
13 Newfoundland Power'sbusinessrisk tobemore |13 Q. Xce would also be -
14 like that of a distribution and transmission 14 MS. MCSHANE:
15 utility, correct? 15 A. | believe, yes.
16 MS. MCSHANE: 16 MR. JOHNSON:
17 A. That'sMoody’sview, yes. 17 Q. And-
18 MR. JOHNSON: 18 MS. MCSHANE:
19 Q. Yes, and, of course, that doesn’t depart from 19 A. That’sCA-NP-318, ALLETE, Alliant, Southern,
20 your view, you consider themto be more - to 20 Wisconsin Energy, and Xcel.
21 be considered as a transmission and 21 MR. JOHNSON:
22 distribution utility aswell, don’t you? 22 Q. Andthese arebig generating companies, at
23 MS. MCSHANE: 23 least in certain of the cases, Ms. McShane?
24 A. It would be closer toa transmission and 24 MS. MCSHANE:
25 distribution utility than fully vertically 25 A. When you say "they're big generating
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1 companies’, I'm not surewhat you mean by 1 It has very strong regulatory support in the
2 that, big companies. 2 statesthat it operatesin and it hasvery
3 MR. JOHNSON: 3 strong financial matrix. It has strong debt
4 Q. They would be considered significant 4 rating. So on balance, | would say it’snot a
5 generators in the electricity generation 5 riskier company than other companiesin this
6 business? 6 sample.
7 MS, MCSHANE: 7 MR. JOHNSON:
8 A. They al - yeah, they all generate their own 8 Q. Andthat, of course, would have been your
9 power for their own domestic markets. 9 position with respect to Southern in the last
10 MR. JOHNSON: 10 hearing as well?
11 Q. Yes, but Southern would be one of the bigger 11 MS. MCSHANE:
12 generatorsin the United States of America, 12 A. | would believeso. | don’tthink | would
13 would it not? 13 have changed my position.
14 MS. MCSHANE: 14 MR. JOHNSON:
15 A. That's a large company with a lot of 15 Q. Right, andintermsof gasdistributors, you
16 generation. 16 would rank those in the sectors as having a
17 MR. JOHNSON: 17 more business risk than the electric
18 Q. Including nuclear? 18 distribution, consistent with your Canadian
19 MS. MCSHANE: 19 approach toit?
20 A. It hassome nuclear, | believe. 20 MS. MCSHANE:
21 MR. JOHNSON: 21 A. | would say it depends in the United States,
22 Q. And Xcel would have nuclear? 22 but they tend to have alittle bit more
23 MS. MCSHANE: 23 competition than astraight poles and wires
24  A. | think Xcel has nuclear. 24 company, but again it depends on the
25 MR. JOHNSON: 25 particular company.

Page 62 Page 64
1 Q. Would ALLETE? 1 MR. JOHNSON:
2 MS. MCSHANE: 2 Q. Andsointermsof competition - well, first
3 A. | don't believe so. 3 of al, in terms of the gas distributors, we'd
4 MR. JOHNSON: 4 have AGL would be considered a gas
5 Q. How about Alliant? 5 distributor?
6 MS. MCSHANE: 6 MS. MCSHANE:
7 A. | don'tthink so. 7 A. Yes
8 MR. JOHNSON: 8 MR. JOHNSON:
9 Q. But Southern and Xcel would. Wisconsin 9 Q. Would that face competition?
10 Energy, would that - 10 MS. MCSHANE:
11 MS. MCSHANE: 11 A. Yes, | guess it would face some competition
12 A. I’'mnot positive. 12 with electricity.
13 MR. JOHNSON: 13 MR. JOHNSON:
14 Q. Inany event, thosewould be the vertically 14 Q. And Atmoswould be agas distributor?
15 integrated, and you would agree that companies |15 MS. MCSHANE:
16 that arein the business of generation, and 16 A. ltis.
17 certainly nuclear generation, have a 17 MR. JOHNSON:
18 significantly bigger business risk profile 18 Q. Northwest would be a gas distributor?
19 than a poles and wires company like 19 MS. MCSHANE:
20 Newfoundland Power? 20 A. Northwest Natura, yes.
21 MS. MCSHANE: 21 MR. JOHNSON:
22 A. Some of them would. Inthe case of Southern 22 Q. Piedmont?
23 company, for example, | mean, thisisavery 23 MS. MCSHANE:
24 strong company that operatesin states that 24 A. Yes.
25 are still traditional unrestructured states. 25 MR. JOHNSON:
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1 Q AndwaGL? 1 MS. MCSHANE:
2 MS. MCSHANE: 2 A. That'stheway S& P describes them because
3 A. Yes. 3 that was what the question was, how doesS & P
4 MR. JOHNSON: 4 describe them.
5 Q. And to some degree, they would all face 5 MR. JOHNSON:
6 competition? 6 Q. Yes okay. Turnto the topic of weather
7 MS. MCSHANE: 7 normalization, if we could turn up CA-NP-235.
8 A. Tosome degree. 8 MS. MCSHANE:
9 MR. JOHNSON: 9 A. Sorry?
10 Q. That Newfoundland Power is not exposed to? 10 MR. JOHNSON:
11 MS. MCSHANE: 11 Q. CA-NP-235.
12 A. It does compete with ail. 12 MS. MCSHANE:
13 MR. JOHNSON: 13 A. 235.
14 Q. Andthen wehave certain of your companies 14 MR. JOHNSON:
15 that are acombination gas and electric. 15 Q. No, it mightn't be the right one. Let mefind
16 Falling under that category would be Alliant? 16 the correct - 335. Thisquestion we asked
17 MS. MCSHANE: 17 regarding what deferral and regulatory
18 A. Are we going to put them in different 18 mechanism protection your sample has, and then
19 categories - | mean, because we already talked 19 you provided an attachment which listed all of
20 about Alliant being - 20 your companies, and weather normalizationis
21 MR. JOHNSON: 21 what 1"d like to bring your attention to. Ms.
22 Q. Oh, Alliant isone of your integrated, okay. 22 McShane, you record that AGL has weather
23 MS. MCSHANE: 23 normalization because you havean "Xx" there
24 A. Yes. | mean, al - well, let’s see. 24 under that name?
25 MR. JOHNSON: 25 MS. MCSHANE:
Page 66 Page 68
1 Q. Would | be correct in saying that five of the 1 A Yes
2 vertically - thefiveverticaly integrated 2 MR. JOHNSON:
3 companies, that would cover the basis of gas 3 Q. Butbecauseyou have an "x" under that name,
4 and electric? They’re integrated into gas and 4 by that you’re only indicating, are you not,
5 electric. 5 that one or moreof itssubsidiaries have
6 MS. MCSHANE: 6 weather normalization, right? You're not
7 A. Sothefivethat are, I'd say, more electric 7 saying that each of their subsidiaries has it?
8 than gas, and | would call those vertically 8 MS. MCSHANE:
9 integrated; Alliant, ALLETE, Southern 9 A. Correct.
10 Wisconsin Energy, and Xcel. Thenwe have 10 (10:30 A.M.)
11 Vectren, which is - | guess, it's a 11 MR. JOHNSON:
12 combination gasand electric utility, and 12 Q. Okay, and, infact, if you could turn up the
13 Integrys, which isa combination gas and 13 cross-examination aid that was sent to you
14 electric utility. 14 regarding weather normalization with my letter
15 MR. JOHNSON: 15 of January 10th. If you could go into the
16 Q. Ifl couldturnup cA-NP-316. This provides 16 page that’s numbered 9 in my handwriting.
17 how S & P would categorize these companiesas |17 MS. MCSHANE:
18 well, Ms. McShane? 18 A. | havethat.
19 MS. MCSHANE: 19 MR. JOHNSON:
20 A. Yes 20 Q. Okay.
21 MR. JOHNSON: 21 MS. GLYNN:
22 Q. And in terms of the Alliant, Integrys, 22 Q. That will be entered now as Information Item
23 Wisconsin Energy, and Xcel, they would all be 23 #15.
24 described as combination gas and electric 24 MR. JOHNSON:
25 utilities? 25 Q. Okay. Ms. McShane, do you recognize this
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1 document? 1 its ratesare designed in such a way to
2 MS, MCSHANE: 2 recover al of its fixed costs and fixed
3 A ldo. 3 charge. So weather normalization is really
4 MR. JOHNSON: 4 beside the point for Atlanta Gas Light because
5 Q. It'stakenout of AGL Resources most recent 5 itsrates are designed to recover al its
6 10-K, right? 6 fixed cost irrespective what the weather is.
7 MS, MCSHANE: 7 MR. JOHNSON:
8 A ltis. 8 Q. Andwould that same comment apply to Florida
9 MR. JOHNSON: 9 City Gas, that doesn’t have -
10 Q. Okay,and if you look - theseareall the 10 MS. MCSHANE:
11 regulated subsidiaries of AGL Resources? 11 A. Thatl don't know. Florida City Gasisatiny
12 MS. MCSHANE: 12 little operation.
13 A. Themajor ones, yes. 13 MR. JOHNSON:
14 MR. JOHNSON: 14 Q. Okay, but certainly Nicor Gaswith 2.2 million
15 Q. Okay, andif - and we see part way down after 15 customers, is that the biggest utility in AGL,
16 they talk about authorized returnon rate 16 isit?
17 base, on the left hand side you see weather 17 MS. MCSHANE:
18 normalization? 18 A. Itis, but I'm surprised - my understanding is
19 MS. MCSHANE: 19 that they have aflat monthly fee rate design
20 A. |do. 20 in Illinois aswell, which really is an
21 MR. JOHNSON: 21 alternative to a weather normalization account
22 Q. Soyou'll confirmfor us that Nicor Gasin 22 where the rate design itself is set up in such
23 Illinois does not haveit according to this 23 away torecover ahigh percentage of the
24 10-K? 24 fixed cost.
25 MS. MCSHANE: 25 MR. JOHNSON:
Page 70 Page 72
1 A. Correct. 1 Q. Wdl,|don't seeatick mark under weather
2 MR. JOHNSON: 2 normalization.
3 Q. And Nicor Gas, | think your Appendix "B" would 3 MS. MCSHANE:
4 indicate that they operate in the state of 4 A. | don'teither, no, | agree with you, but that
5 Illinois? 5 was my understanding. | mean, I've read
6 MS. MCSHANE: 6 decisions for Nicor Gasin lllinois, and the
7 A. Theydo. 7 I1linois gas companiesincluding Nicor, to my
8 MR. JOHNSON: 8 understanding, do have them.
9 Q. Andthey have 2.2 million customers? 9 MR. JOHNSON:
10 MS. MCSHANE: 10 Q. Intermsof going back to 335, you'll confirm
11  A. They do. 11 for us that ALLETE doesn't have weather
12 MR. JOHNSON: 12 normalization protection?
13 Q. Andis Nicor gasused for heating or are- 13 MS. MCSHANE:
14 they carry heating load in Illinois? 14 A. No, alot of the electric utilities don’t have
15 MS. MCSHANE: 15 weather normalization partly because they
16 A. Theydo. 16 don't have large heating loads like
17 MR. JOHNSON: 17 Newfoundland Power does, but at the same time
18 Q. Andif yougo across, AtlantaGas Lightin 18 some of them do have decoupling, which covers
19 Georgia, they don't haveit either, weather 19 more than weather.
20 normalization? 20 MR. JOHNSON:
21 MS. MCSHANE: 21 Q. Minnesota Power comes under ALLETE?
22 A. No, but what AGL and Atlantic Gas Light hasis 22 MS. MCSHANE:
23 what's caled straight fix variable rate 23 A. Minnesota Power isone of ALLETE'S operating
24 design. Atlanta Gas Light doesn't sell natural 24 subsidiaries.
25 gasany more. All it doesisdeliver gas. So 25 MR. JOHNSON:
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1 Q. Sothey wouldn't have weather normalization, 1 electric salesin New Jersey and Pennsylvania
2 and nor would Superior Water Light and Power, 2 are not subject to a decoupling mechanism.
3 which isaso in Minnesota, isit not? 3 MS. MCSHANE:
4 MS. MCSHANE: 4 A. |seethat.
5 A. Wdll, the answer to the first part of your 5 MR. JOHNSON:
6 questionis, no, neither of the subs have 6 Q. Sothestatementinyour report that there's
7 weather normalization, and the answer to the 7 revenue decoupling for both gas and electric
8 second part of your question is, no, they 8 has to be read subject to that O & R comment
9 don’'t both operate in Minnesota. 9 inthe 10-K?
10 MR. JOHNSON: 10 MS. MCSHANE:
11 Q. Minnesota Power does, | hope. 11  A. Yes | mean, O & R-let'sput thisin abit
12 MS. MCSHANE: 12 of perspective. Consolidated Edison makes up
13 A. They do. The other one operatesin Wisconsin. 13 about - Consolidated Edison, asubsidiary of
14 MR. JOHNSON: 14 Consolidated Edison Inc., the parent company,
15 Q. Alliant Energy, they don't haveit either? 15 makes up about 95 percent of the total
16 MS. MCSHANE: 16 operations. Therest-soO & Ritselfisa
17 A. No, that’strue. 17 relatively small piece of Con Ed, and within O
18 MR. JOHNSON: 18 & R, some of that’s in Pennsylvania and some
19 Q. And that wouldinclude, | think you can 19 of it'sin New Jersey. Soit'sasmall piece
20 confirm for us, Interstate Power and Light, or 20 of the total.
21 IPL, and they are comprised of - they offer 21 MR. JOHNSON:
22 serviceto 526,000 electricity customers in 22 Q. 0& R, Orange and Rockland, that’s one of the
23 lowa, and 234,000 gas customers in southern 23 companiesthat’s talked about as being - by
24 Minnesota, would that be right? 24 Moody’s as being a peer to Newfoundland Power,
25 MS. MCSHANE: 25 isit not?
Page 74 Page 76
1 A. So there's noweather normalization in - 1 MS. MCSHANE:
2 clause, | should say, in lowa or Minnesota, 2 A. Yes.
3 but there' s decoupling in Wisconsin. 3 MR. JOHNSON:
4 MR. JOHNSON: 4 Q. Andyour reportinrelation to Consolidated
5 Q. Okay. You haveno "x" for Alliant under 5 Edison says that there is weather
6 weather - 6 normalization adjustment clauses for gas
7 MS. MCSHANE: 7 companies. Doesthat - | take it that there's
8 A. No, | have an "x" for Alliant under 8 no weather normalization for the electric
9 decoupling. 9 companies?
10 MR. JOHNSON: 10 MS. MCSHANE:
11 Q. And Consolidated Edison, Ms. McShane, | think (11 A. Decoupling.
12 your report at Appendix B15 saysthat thereis 12 MR. JOHNSON:
13 revenue decoupling for both gas and electric? 13 Q. It'sjust decoupling, okay.
14 MS. MCSHANE: 14 MS. MCSHANE:
15 A. Yes 15 A. Sothat would cover westher.
16 MR. JOHNSON: 16 MR. JOHNSON:
17 Q. Andcouldl - I might aswell get you there 17 Q. Okay.
18 first. Is that B15? It says revenue 18 MS. MCSHANE:
19 decoupling for both gas and el ectric, weather 19 A. And more.
20 normalization adjustment clause isfor gas 20 (10:45A.M.)
21 companies, and so I’ d like to bring you to the 21 MR. JOHNSON:
22 cross-examination aid that we were just 22 Q. Intermsof Integrysback at 335, there would
23 referring to at page 1 of that, which is page 23 be no weather normalization, and as |
24 22 of 163 of the 10-K. | have an underlined 24 understand it, Integrys is made up of
25 line there whereit indicates that O & R’s 25 Wisconsin Public Service.
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1 MS. MCSHANE: 1 MS. MCSHANE:
2 A. Solntegrys- maybel can help you out with 2 A Yes
3 this. Integrys ismade up of six different 3 MR. JOHNSON:
4 regulated subsidiaries; Wisconsin Public 4 Q. People's Gas, about 800,000. Minnesota
5 Service which isin Wisconsin, People’'s Gas 5 Energy, 212,000. Michigan Gas, 166,000.
6 Light and Coke whichis a gasutility in 6 North Shore Gas, 158,000. Would that be your
7 [llinois, North Shore Gas which is in 7 understanding?
8 [llinois, Upper Peninsula Power which isin 8 MS. MCSHANE:
9 Michigan, Minnesota Energy Resourceswhichis | 9 A. Yes, but I'm not quite sure what the
10 agas utility in Minnesota, and Michigan Gas 10 connection is.
11 Utilitieswhich isin Michigan. So if you 11 MR. JOHNSON:
12 look at page B18 of my testimony, thereisa 12 Q. Wdl-
13 section as there is for each of these 13 MS. MCSHANE:
14 utilities, where thereis adescription of 14 A. Between the number of customers in these
15 which of these subsidiaries have either 15 various subsidiaries and -
16 weather normalization or decoupling, and 16 MR. JOHNSON:
17 although you're correct, Mr. Johnson, that 17 Q. WHlI, the connection is that these utilities
18 thereis no "x" under weather normalization 18 with significant numbers of customers do not
19 for Integrys, there is an "x" under 19 have weather normalization, and they provide
20 decoupling, and asindicated at page B18, you 20 heating in Minnesota and Wisconsin, or
21 can see where these different utilities have 21 Michigan.
22 some form of decoupling protection. 22 MR. JOHNSON:
23 MR. JOHNSON: 23 Q. So thisdecoupling mechanisms which cover off
24 Q. Wdll,if | couldturn youto page3of my 24 some of the weather variability, as well as
25 cross-examination aid regarding Integrys. 25 covering off consumption variahility due to
Page 78 Page 80
1 MS. MCSHANE: 1 other factors, and thereis diversification
2 A | havethat. 2 across states which means that they’'re
3 MR. JOHNSON: 3 operating in different geographic environments
4 Q. It speaks of, "Integrys Energy group’s 4 which will tend to temper any remaining
5 revenues are affected by the demand for 5 weather risk.
6 electricity and natural gas. That demand can 6 MR. JOHNSON:
7 vary greatly based upon weather conditions”, 7 Q. But the geographical areas that they’'re
8 is the second one, "weather conditions, 8 operating in, | mean, Wisconsin, Minnesota or
9 seasonality, and temperature extremes”. 9 Michigan, | mean, is there much difference?
10 MS. MCSHANE: 10 MS. MCSHANE:
11 A. | seethat. 11 A. Wadll, difference in Minnesota and Illinois.
12 MR. JOHNSON: 12 MR. JOHNSON:
13 Q. Okay. Soitwould look to methat if they're 13 Q. Okay. Now Southern Company, | take it they
14 saying that their revenues are affected and 14 don’'t have weather normalization for Alabama
15 they specificaly point out weather 15 Power, Georgia Power, Gulf Power, or
16 conditions, then the decoupling is not fixing 16 Mississippi Power?
17 it for them? 17 MS. MCSHANE:
18 MS. MCSHANE: 18 A. No, but they’'renot high heating companies,
19 A. Wdl, | mean,it's clear from here that 19 anyway, because they’ re in the south.
20 they’re saying that they still are subject to 20 MR. JOHNSON:
21 some weather risk. 21 Q. Could | turnyou to page 5.
22 MR. JOHNSON: 22 MS. MCSHANE:
23 Q. Yes, and to put that in perspective, Wisconsin 23 A. Sorry?
24 Public Service, 757,000 customers, | think, 24 MR. JOHNSON:
25 according to your materials? 25 Q. Page5of thecrossad.

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

Page 77 - Page 80




January 16, 2013

Multi-Page™

NL Power Inc. 2013 GRA

Page 81 Page 83
1 MS. MCSHANE: 1 not have a weather normalization mechanism for
2 A | havethat. 2 its electric operations, significant
3 MR. JOHNSON: 3 variations from normal westher could have a
4 Q. Andthat’'s page42 of 683 of the Southern 4 material impact on earnings. However, the
5 Company’s 10-K, and they say, "Electric power 5 impact of weather on the gas operation in the
6 supply is generally aseasonal business. In 6 company’s Indiana territories has been
7 many parts of the country, demand for power 7 significantly mitigated through the
8 peaks during the summer months, with market 8 implementation in 2005 of a normal temperature
9 prices also peaking at that time. In other 9 adjustment mechanism.  Additionaly, the
10 areas, power demand peaks during the winter. 10 implementation of astraight fixed variable
11 Asaresult, the overall operating results of 11 rate design in January, PUCO Order, mitigates
12 Southern Company, thetraditional operating 12 most weather related to Ohio residentia gas'.
13 companies, and Southern Power, may fluctuate |13 Now is Vectren - does Vectren have a number of
14 substantially on a seasonal basis. In 14 subs who are into electric sales?
15 addition, the traditional operating companies 15 MS. MCSHANE:
16 and Southern Power have historically sold less 16 A. SoVectren isessentially made up of agas
17 power when weather conditions are milder. 17 company, Indiana Gas, and then an electric - a
18 Unusually mild weather in the future could 18 combined gas and electric company, Southern
19 reduce the revenues, net income, available 19 Indiana Gas and Electric. Southern Indiana
20 cash, and borrowing ability of the Southern 20 Gas and Electric operatesin both - | believe,
21 Company". You don't take issuewith that 21 in both Indianaand Ohio. Sothe Indiana
22 statement in 10-K. 22 electric operations don’'t have weather
23 MS. MCSHANE: 23 normalization. The Ohio electric utility
24 A. That'show they describe their exposure to 24 operations have a straight fixed variable rate
25 weather, potentially. 25 design, which we discussed before with respect
Page 82 Page 84
1 MR. JOHNSON: 1 to Atlanta Gas Light, and they have weather
2 Q. Andlikewise, Vectren, you have an "x" there 2 normalization on their gas distribution
3 for Vectren, but that "x" should not be taken 3 operations.
4 asan "x" for everything for Vectren? 4 MR. JOHNSON:
5 MS. MCSHANE: 5 Q. AndwaL Holdings, if we could turn up page 7
6 A. No. 6 of the cross aid, one of their utilities,
7 MR. JOHNSON: 7 Washington Gas, they have to go out and manage
8 Q. And,in fact, a page6 of thecross aid, 8 weather risk, I understand, by purchasing
9 which is page 17 of 137 of the 10-K, if you go 9 heating degree day westher derivative
10 down alittle bit further - 10 contracts?
11 MS. MCSHANE: 11 MS. MCSHANE:
12 A. Youmeanwherethelineis? 12 A. Let'sunderstand thereisonly one subsidiary,
13 MR. JOHNSON: 13 Washington Gas Light. That isthe utility.
14 Q. Yes 14 The utility operates in three states;
15 MS. MCSHANE: 15 Maryland, Dc, District of Columbia, and
16 A. | seethat. 16 Virginia. Soof those three parts, the
17 MR. JOHNSON: 17 District of Columbiaisthe smallest. It has
18 Q. It states, "A significant portion of Vectren's 18 about 14 percent of the operations. Virginia
19 electric utility salesare space heating and 19 is thelargest, and followed by Maryland.
20 cooling. Accordingly, itsoperating results 20 They don’t have weather normalization, as you
21 may fluctuate with variability of weather. 21 point out, inthe District of Columbia and
22 Vectren's electricity utility sales are 22 they manage their weather risk through the
23 sensitive to variations in weather conditions. 23 purchase of weather hedging instruments. In
24 The company forecast utility saleson the 24 Virginia, they do have weather normalization
25 basis of normal weather. Since Vectren does 25 and in the State of Maryland, they have full
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1 decoupling, and they also have in Maryland and 1 heating. In addition, demand for natural gas
2 Virginiadeclining block rate structure which 2 peaksin thewinter heating season. As a
3 provides further support of fixed cost 3 result, our overall resultsin the future may
4 recovery. 4 fluctuate substantially on a seasonal basis.
5 MR. JOHNSON: 5 In addition, we've historicaly had lower
6 Q. Wisconsin Energy, there’sno tick by Wisconsin 6 revenues and net income when weather
7 Energy, Ms. McShane, and as | understand it, 7 conditions are milder. Our ratesin Wisconsin
8 Wisconsin Energy Corp consists of Wisconsin 8 are set by the pscw based on estimated
9 Electric and Wisconsin Gas, and they 9 temperatures which are approximate 20 year
10 respectively serve 1.1 million electric 10 averages. Mild temperatures during the summer
11 customers in Wisconsin, and the Upper 11 cooling season, and during the winter heating
12 Peninsulaof Michigan, and the gas company 12 season, will negatively impact the results of
13 serves a million or so gas customers in 13 operations and cashflows. In addition, mild
14 Milwaukee. 14 temperatures during the winter heating season
15 MS. MCSHANE: 15 negatively impact the operations and cashflows
16 A. Steam customers. 16 of our gas utilities'. So that would involve
17 MR. JOHNSON: 17 earnings volatility, right?
18 Q. Steam? Gas? 18 MS. MCSHANE:
19 MS. MCSHANE: 19 A. Year toyear earnings volatility, yes.
20 A. | assumeyou’re getting thisinformation from 20 MR. JOHNSON:
21 my Appendix. It sounds like the same 21 Q. Andearnings volatility is aconcernto an
22 information that | havein here. 22 investor in acompany, isit not?
23 MR. JOHNSON: 23 MS. MCSHANE:
24 Q. Yeah. 24 A. Notif it's weather related. | don't think
25 MS. MCSHANE: 25 it's of that much concern. Itisof concern
Page 86 Page 88
1 A. Andit saysthere are amillion gas customers 1 tothe debt rating agencies. | mean, they
2 in Wisconsin and .5 million steam customersin 2 were very pleased when weather normalization
3 Milwaukee. 3 clauses were introduced, but, | mean, it's
4 MR. JOHNSON: 4 interesting - for example, if youlook at
5 Q. But 1.1 million electricity customers? 5 Schedule 13, page 1 of 2, which isindividual
6 MS. MCSHANE: 6 company risk datafor sample of usutilities,
7 A. InWisconsin and Michigan’s Upper Peninsula. 7 and the last one wejust talked about was
8 MR. JOHNSON: 8 Wisconsin Energy, which doesn’t have weather
9 Q. Upper Peninsula, right, and that has no 9 normalization, yetit has, asamong these
10 weather normalization? 10 companiesin this sample, it has - you know,
11 MS. MCSHANE: 11 among the higher debt ratings. So again, |
12 A. Correct. 12 mean, | think you haveto look at all of the
13 MR. JOHNSON: 13 characteristics of the companies. You can’t
14 Q. Andtheir 10-K, whichispage 8 of my cross 14 just focus on one item.
15 aids, which is page 43 of 232 - 15 (11:00 A.M.)
16 MS. MCSHANE: 16 MR. JOHNSON:
17 A. Yes 17 Q. We'renot goingtofocus onone item. Xcel
18 MR. JOHNSON: 18 Energy, that similarly doesn’'t have weather
19 Q. They indicatethat their energy sales are 19 normalization according to your answer, and
20 impacted by seasonal factors and varying 20 you'll confirm for us that Northern Power
21 weather conditions from year to year. They 21 Minnesota serves about 1.4 million electric
22 say, "Our electric and gas utility businesses 22 customersin North Dakota and Minnesota?
23 are generally seasonal businesses. Demand for 23 MS. MCSHANE:
24 electricity is greater in the summer and 24 A. Sorry, can you repest that, please?
25 winter months associated with cooling and 25 MR. JOHNSON:
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1 Q. Xcel Energy. 1 yesterday and indicated in her evidence that
2 MS. MCSHANE: 2 regulatory lag wasnot an issue in this
3 A. Yes. 3 jurisdiction for Newfoundland Power, and I'd
4 MR. JOHNSON: 4 like your observations on the impact of
5 Q. Northern Power Minnesota serves about 1.4 5 regulatory lag on utilities.
6 million electric customers in North Dakota and 6 MS. MCSHANE:
7 Minnesota? 7 A, Wdl if there' s significant regulatory lag, it
8 MS. MCSHANE: 8 can makeit difficult for autility to earn
9 A. | don't havethat inthis table, but I'll 9 returnit’s allowed.
10 accept that subject to check. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. And! understand in the Unites States that
12 Q. Okay, and they have half a million gas 12 regulatory lag isfairly significant.
13 customersin South Dakota, if you take that 13 MS. MCSHANE:
14 subject to check. 14 A. Wdl it depends on the company.
15 MS. MCSHANE: 15 MR. JOHNSON:
16 A lwill. 16 Q. And are you aware of what the average
17 MR. JOHNSON: 17 regulated lag in the utility industry isin
18 Q. Andthey havein - with Northern States Power 18 the United States?
19 Wisconsin, 251,000 electricity customers. 19 MS. MCSHANE:
20 MS. MCSHANE: 20 A. | don't know how you’re defining that.
21 A. Yes 21 MR. JOHNSON:
22 MR. JOHNSON: 22 Q. Letmejust seeif we can bring up CA-NP-369,
23 Q. And 107,000 gas customers. 23 attachment 2. Thisisadocument issued by
24 MS. MCSHANE: 24 Moody’s, has a special comment in June of 2010
25 A. Yes 25 having to do with cost recovery provisions key
Page 90 Page 92
1 MR. JOHNSON: 1 to investor-owned utility ratings and credit
2 Q. Andthe Public Service Company of Colorado has 2 quality and I’ m referring then specifically to
3 1.4 million electric customers and 1.3 million 3 page 4 of that document, and under the heading
4 gas customers, and finaly, Southwestern 4 "Return on Equity and Regulatory Lag" and they
5 Public Services has 376,000 customersin Texas 5 state"A utility’sallowed return on equity,
6 and New Mexico? 6 ROE, first of all isone of the most obvious
7 MS. MCSHANE: 7 but potentially misleading statistics." Are
8 A. Correct. 8 you there? She's not there yet?
9 MR. JOHNSON: 9 MS. MCSHANE:
10 Q. With no weather normalization? 10 A. Sorry, what page are we on?
11 MS. MCSHANE: 11 MR. JOHNSON:
12 A. Correct. 12 Q. Page4 of attachment 2.
13 MR. JOHNSON: 13 MS. MCSHANE:
14 Q. | guess, we'reat the- 14 A, Sorry, | wasin attachment 1.
15 CHAIRMAN: 15 MR. JOHNSON:
16 Q. Okay, we'll break for half an hour. 16 Q. They make the comment at thetop paragraph
17 MR. JOHNSON: 17 that "a utility’s allowed return on equity,
18 Q. Thank you. 18 ROE, is one of the most obvious but
19 (RECESS- 11:03A.M.) 19 potentially misleading statistics used to
20 (RESUME - 11:36) 20 judgeif autility isrecovering its cost and
21 CHAIRMAN: 21 earning an adequate return.” And they have a
22 Q. Okay, | guesswe re ready to resume. 22 discussion about that, and they indicatein
23 MR. JOHNSON: 23 the next paragraph, about halfway down, "On
24 Q. Ms. McShane, | just want to turn to the issue 24 the other hand, the relationship between a
25 of regulatory lag. Ms. Perry testified 25 utility’sallowed return on equity and its
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1 ability to recover its cost and earn an 1 in terms of lag?
2 adequate return is not as smple and clear cut 2 MS. MCSHANE:
3 asit may appear. A utility may have alow 3 A. Frombeginning to end it takes about eleven
4 allowed ROE but be permitted to recover many 4 months, | think so on average.
5 of its operating costs through automatic 5 MR. JOHNSON:
6 adjustment clauses and other trackers, 6 Q. Andwhat’s theimpact on the utility? Why
7 reducing risk and mitigating the impact of a 7 would that--how would it impact them?
8 low ROE. On the other hand, a utility may be 8 MS. MCSHANE:
9 permitted a high allowed ROE, but because of 9 A. Wdll according to, if there are significant
10 the higher than average risk associated with 10 regulatory lag, that it may be difficult to
11 operating within this jurisdiction, the 11 earn the allowed rate of return.
12 absence of such cost recovery provisions, 12 MR. JOHNSON:
13 overly long rate cases or significant 13 Q. Andwouldyou call eleven months significant
14 regulatory lag may never actually earn its 14 regulatory lag?
15 allowed return.” And then the statement is 15 MS. MCSHANE:
16 made, "According to the Edison Electric 16 A. From thebeginning of the rate caseto a
17 Institute, the average regulatory lag in the 17 decision? It may bea bit longer than on
18 utility industry is eleven months, closeto 18 average in Canada, but I’m thinking about
19 where it'sbeen for most of thelast two 19 casesthat I’ve beeninvolvedin acrossthe
20 decades. Adequate liquidity reservesonthe 20 country and it may be a littlelonger on
21 part of a utility should mitigate some of the 21 average.
22 risks associated with regulatory lag." And 22 MR. JOHNSON:
23 that's the context that | was raising 23 Q. Butlonger than here.
24 regulatory lagin. 24 MS. MCSHANE:
25 MS. MCSHANE: 25 A. Yeah

Page 94 Page 96
1 A. Soyou'retalking about the time between which 1 MR. JOHNSON:
2 the utility files arate case and gets a 2 Q. Andin relationas well, you're aware that
3 decision is basically what anew rateis going 3 Newfoundland Power, pursuant to, | believe
4 affect. | think that’swhat that €even 4 Section 75 of our Public Utilities Act, can
5 monthsiis. 5 apply for interim rates?
6 MR. JOHNSON: 6 MS. MCSHANE:
7 Q. Okay, and that’syour understanding of what 7 A. Sowhen you say "interim rates’, you mean they
8 regulatory lag is, the amount of time it takes 8 can apply--so let’s say that there's atest
9 - 9 year starting 2013 and they file, they're
10 MS. MCSHANE: 10 going to file the rate case six months before
11 A. Wdl that's what they'resaying. It says 11 that, so there are two different issues. One
12 "According to the Edison Electric Institute"-- 12 iswhether the rates are made interim, which
13 well, sorry, | should have started with the 13 meansthat if, let’s say that thecase is
14 sentence ahead of that. They refer to-- 14 going to extend into thetest period, rates
15 Moody’ s refersto overly long rate cases, or 15 can be madeinterim so that when rates are
16 significant regulatory lag, sol interpret 16 approved for site 2013, they would apply
17 that asthe significant regulatory lag as 17 retrospectively, if you will, back to the
18 being related to overly long rate cases, and 18 beginning of 2013. You could aso have
19 then that seemsto reconcile with the next 19 interim rate relief in the sense that you file
20 sentence which callsthe average regulatory 20 for new rates and let’ s say you're asking for
21 lag in the utilities industry eleven months. 21 aten percent rate increase, the regulator can
22 MR. JOHNSON: 22 say you can implement immediately a percentage
23 Q. Okay, and would that be in keeping with your 23 of the increase that you’ ve asked for, subject
24 experiencein the United States, with that 24 to refund if we determine that your permanent
25 observation, to be about that amount of time 25 rate increase would be less than what you've
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1 asked for. Thosearekind of two different 1 factorsand considered those to be exigent
2 things. | understand, like for example in 2 circumstances to allow them less of an interim
3 this case, that Newfoundland Power asked to 3 rate relief than they had asked for.
4 have its rates made interim, which is 4 MR. JOHNSON:
5 different from asking for interim rate relief. 5 Q. That company was asubsidiary of one of our
6 MR. JOHNSON: 6 samples?
7 Q. Okay, butin thisjurisdiction you can seek 7 MS. MCSHANE:
8 interim rate relief. 8 A. |think so, yes.
9 MS. MCSHANE: 9 MR. JOHNSON:
10 A. Ohyes, | don'tdisagree withthat, | just 10 Q. Wasit ALLETE? Maybe you can advise us after,
11 wanted to make surethat we areon the same 11 | don't want to spend a-to belabour the
12 pagein terms of - 12 point.
13 MR. JOHNSON: 13 MS. MCSHANE:
14 Q. Yes, okay. 14 A. Okay, | will.
15 MS. MCSHANE: 15 MR. JOHNSON:
16 A. - rates madeinterim verses interim rate 16 Q. Butif I canbring youto page 10 of this
17 relief. 17 Moody’ sreport at the bottom, interim rate
18 MR. JOHNSON: 18 relief and herethey get into some lengthy
19 Q. Right, and my understanding is that in some of 19 cases. "Because of the length of baserate
20 the United States certainly utilities can 20 cases with many lasting 12 months and some as
21 petition for interim rates, but othersit’s 21 long as 18 months, interim raterelief is
22 more--in other statesit’s rather more limited 22 often an effective way to accelerate rate
23 in terms of the ability for a utility to apply 23 relief, reduce regulatory lag and maintain
24 for interim ratesif it getsinto trouble or 24 utility cashflow while rate cases are pending.
25 if it needs interim rates to protect itself. 25 While some states allow utilities to petition
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1 MS. MCSHANE: 1 for interim rate relief, others only permit
2 A. There are certain jurisdictions where to 2 such relief in extraordinary or emergency
3 obtain interim rate relief there hasto be a 3 situations, limiting its use to unusualy dire
4 showing of, for example, that there will be an 4 circumstances. Interimraterelief isalso
5 impairment to the operations or an impairment 5 difficult for state regulators to grant where
6 to the ability to attract capital if interim 6 there are poor economic conditionsin the
7 raterelief isnot approved. Thereis at 7 utility’ s service territory and some requests
8 least one state that I'm aware of where the 8 for interim rate relief are declined for these
9 law requiresif autility asked for interim 9 reasons.” Would you have been familiar with
10 rate relief that it has to be approved 10 circumstances of utilities being declined rate
11 according to a specific formula, unless there 11 relief in circumstances where economic times
12 are exigent circumstances not to approve it. 12 were hard in the United States?
13 MR. JOHNSON: 13 MS. MCSHANE:
14 Q. Whereisthat? 14 A. Not specifically, no. Like one situation that
15 (11:45am.) 15 | mentionedto you wherethe utility was
16 MS. MCSHANE: 16 alowed less than they asked for, but that
17 A. Minnesota, | believe. 17 hadn’t anything to do with their permanent
18 MR. JOHNSON: 18 rate increase. And again,| mean, let's
19 Q. Wastherelitigation over that, are you aware? 19 understand that even in that case and we are
20 MS. MCSHANE: 20 talking about a utility that’s a highly rated
21 A. Over that? Well there was a case that, in the 21 company, | mean it’s not acompany that was
22 last couple of years, where the utility asked 22 denied adl theinterim raterelief that it
23 for interim raterelief and the commission 23 wanted in a casewhere it was going to
24 alowed them lessthan under the formula 24 potentially face bankruptcy or something, you
25 because, well they looked at three different 25 know, it was a highly rated company.
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1 MR. JOHNSON: 1 Q. Buttherewould beno doubt that generally a
2 Q. Might this observation about access to interim 2 forward test year is more advantageous to the
3 raterelief and the issue about regulatory 3 utility than either a purely historic test
4 lag, would you say that these are things that 4 year or ahistoric with known and measurable
5 have--that would tend to the conclusion that 5 changes, correct?
6 the regulatory environment in Canadais or at 6 MS. MCSHANE:
7 least Newfoundland, is supportive relative to 7 A. | think generally | would agree with you that
8 the United States? 8 it's better to have aforward test year than a
9 MS. MCSHANE: 9 historic test year. But at the sametime, if
10 A. |think that you haveto redlizethat the 10 the utility isableto achieve efficiencies
11 United States isnot a single regulatory 11 through reductionsin unit cost, that can be
12 jurisdiction. Thereare 51 state regulatory 12 advantageousto the utility as well, if--as
13 jurisdictions and as well as a federa 13 compared to a utility with aforward test year
14 regulatory jurisdiction, so | don’t think you 14 which comesin every couple of years or every
15 can make sweeping comments or draw sweeping 15 year asis oftenthe case in Canada, and
16 conclusions about the regulatory model or the 16 essentially returns efficiencies to rate
17 level of regulatory supportiveness in the 17 payers.
18 United States. | think you have to ook, you 18 MR. JOHNSON:
19 know, where the companies you are dealing with 19 Q. Ms. McShane, | understand that out of your 13
20 operate and what the regulatory climateisin 20 us utility companies, that you are only able
21 those states, and that is, you know, one of 21 to state that three operate exclusively in
22 the things that I’ ve set out in Appendix B. 22 states that use forward test years, would that
23 MR. JOHNSON: 23 be correct?
24 Q. But you don't reference interim rate in 24 MS. MCSHANE:
25 Appendix B. 25  A. | think that’sright.
Page 102 Page 104
1 MS MCSHANE: 1 MR. JOHNSON:
2 A. Not specifically no, but I’ ve got awhole--the 2 Q. Andthat'sat CA-NP-329.
3 whole overview of the regulatory environment. 3 MS. MCSHANE:
4 MR. JOHNSON: 4 A. Thank you.
5 Q. How about test year, Ms. McShane, Newfoundland 5 MR. JOHNSON:
6 Power in thiscaseis bringing forward their 6 Q. And that would be ALLETE, Integry’s and
7 general rate application on the basis of two 7 Wisconsin Energy? Though | think you point
8 forward looking test years, asyou're well 8 out Consolidated Ed and North West Natural are
9 aware, and you will confirm that the forward 9 very heavily concentrated in states that use
10 test year isthe least risky test year that a 10 forecast test years.
11 utility could have available to it, isn’t that 11 MS. MCSHANE:
12 correct? 12 A. Sorry, 329?
13 MS. MCSHANE: 13 MR. JOHNSON:
14 A. |think it's generdly less risky, but it 14 Q. That'swhat my note says. Yes.
15 really depends again on the circumstances of 15 MS. MCSHANE:
16 the utility, the extent to whichthat's a 16 A. Yeah, butl don't think wewant to overlook
17 factor. | mean, how much growth isthere?Is 17 what | said about Southern Company either.
18 the company experiencing reductionsin unit 18 MR. JOHNSON:
19 costs because it's expanding, so | don't think 19 Q. No, no, okay, I'm not going to overlook it,
20 you can just say that it makes a huge 20 but in terms of the three that operate only in
21 difference relativeto say ahistorical test 21 states, there would only be three meeting that
22 year with known and measurable differences, 22 description.
23 unless you have a sense of what the 23 MS. MCSHANE:
24 circumstances of the company are. 24  A. Formally, technically and that’s why | wanted
25 MR. JOHNSON: 25 to bring up Southern Company because formally

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

Page 101 - Page 104




January 16, 2013

Multi-Page™ NL Power Inc. 2013 GRA

Page 105 Page 107
1 in Alabama, | mean they don’t use aforward 1 MR. JOHNSON:
2 test year, but what they do haveis arate 2 Q. Atpage7, towardsthe top, this goes back to
3 stabilization mechanism which basically 3 the relationship between test year and
4 automatically adjust rates in such away that 4 regulatory lag. They say "the passage of time
5 the company earnsits allowed rate of return, 5 between atest year and the rateyear is
6 so the ideaof whether it'sa forward test 6 sometimes called regulatory lag. The lag
7 year or a historic test year iseffectively 7 between ahistorical test year and therate
8 mute. 8 year istypically two years. A utility filing
9 MR. JOHNSON: 9 for new ratesin calendar 2011, for example,
10 Q. | puta crossexamination aide inthat | 10 would typicaly filein March or April of 2010
11 brought up with Ms. Perry having to do with 11 using a calendar 2009 test year; thus
12 forward test yearsfor uselectric utilities 12 historical test year rates applicablein 2011
13 prepared for the Edison Electric Ingtitute. 13 would typicaly reflect business conditionsin
14 MS. GLYNN: 14 2009." And Ms. McShane, | takeit that you
15 Q. Information Item No. 11. 15 would agree that that would be not as--that
16 MR. JOHNSON: 16 would be anissue of relevance to cost of
17 Q. They state a page 1 in the executive summary, 17 equity of autility.
18 as| put to Ms. Perry, that "the usinvestor- 18 MS. MCSHANE:
19 owned electric utilitiesin jurisdictions with 19 A. | think generaly speaking the overall
20 historical test year rate cases are grappling 20 regulatory environment of which the test years
21 today with financial stressesthat threaten 21 -
22 their ability to serve the public well. Unit 22 MR. JOHNSON:
23 costs arerising because growth and sales 23 Q. That would be afactor.
24 volumes and other billing determinants are not 24 MS. MCSHANE:
25 keeping pacewith growth and cost. Cost 25 A. Butlet'sunderstand here that if you compare
Page 106 Page 108
1 growth is simulated by the need to rebuild and 1 what this report says, so this report says the
2 expand legacy infrastructure and to meet 2 lag between historical test year and the rate
3 environmental and other public policy goals. 3 year is typically twoyears, sothat's 24
4 In this situation historical test year still 4 months verses the Edison Electric report that
5 used in almost 20 Us jurisdictions can erode 5 says the average regulatory lag in the United
6 credit quality and condemn 10Usto chronic 6 Statesis 11 months. So obviously there' sa
7 under earning.” So | mean, there’'s no contest 7 significantly lower regulatory lag on average
8 in terms of which one is better, is there? 8 than would be thecasein a historical test
9 MS. MCSHANE: 9 year, according to the data, | think thisis
10 . | don't disagree that the forward test year is 10 Christian (phonetic) & Associates or Pacific
11 generally better, | think, you know, we do 11 Economics.
12 have to realize that if you look at page 32 of 12 MR. JOHNSON:
13 this document - 13 Q. Doyou accept Edison Electric Institute as
14 MR. JOHNSON: 14 being a reputable organization?
15 Q. Uh-hm. 15 MS. MCSHANE:
16 MS. MCSHANE: 16 A. It'stheindustry representative organization,
17 A. - under Section 2.2 the authors conclude that 17 yeah, | don’t see any reason that they’re not
18 historical test yearsare now used by most 18 to be considered to be reputable.
19 large 1ousin lessthan 20 usjurisdictions, 19 MR. JOHNSON:
20 nearly as many use forward test years 20 Q. Okay. Let’'sget down to brasstacks now. If
21 routinely at least for larger utilities. So 21 | wasan equity investor in autility and |
22 again, | mean thisis one of the factors that 22 said Ms. McShane, | caninvest in this company
23 you look at in conjunction with the other 23 that has aforward looking test year and they
24 factors that relate to the overall risk 24 can even file two test years, forward looking,
25 profile of the utility. 25 or | can invest in this onethat has a
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1 historic or even historic with known and 1 A. Becausel believeir.
2 measurable changes, everything else being 2 MR. JOHNSON:
3 equal, what would you suggest? 3 Q. Right, let’stalk about customer base, Moody’s
4 MS. MCSHANE: 4 has referenced the fact and others have, that
5 A. | don'tsee how everything else could be 5 Newfoundland Power only serves residential and
6 equal. | mean, that's just not the way 6 commercia customers. And -
7 companies are structured and | think that it's 7 MS. MCSHANE:
8 unreasonable to expect that in equity investor 8 A. Did Moody’s say that?
9 isgoing to focus on oneitem. They’'re going 9 MR. JOHNSON:
10 tolook at the overal risk profile of the 10 Q. They referenced thefactin their--in their
11 company. They’'regoingto look at where the 11 credit report on Newfoundland Power.
12 company operates. Do they operatein anumber |12 MS. MCSHANE:
13 of states? What are the regulatory climates 13 A. That wasthe July, 2011 report?
14 like? Yes, they may look atthe various 14 MR. JOHNSON:
15 regulatory mechanisms. | don’t really believe 15 Q. Yes. AndI'mjust--I didn't want to actually
16 that investors look at them, equity investors 16 necessarily go there, butinyour samplewe
17 look at them with the same degree of 17 have all of your companies, none of your
18 granularity that we' re discussing here today. 18 companies are just into residential and
19 MR. JOHNSON: 19 commercial, they’'re all into industrial to
20 Q. And]I think now, maybe my question - 20 some extent, would that be right?
21 KELLY,Q.C. 21 MS. MCSHANE:
22 Q. | don'tthink thewitness has finished, let 22 A. | know there s an answer to an RFI on this and
23 the witness finish whatever answer she's 23 | would like to find it.
24 giving. 24 MR. JOHNSON:
25 MR. JOHNSON: 25 Q. It's327.

Page 110 Page 112
1 Q. Okay, no, | have no problem. 1 MS. MCSHANE:
2 MS, MCSHANE: 2 A. Sorry?
3 A. Sothey aregoing to look at growth prospects, 3 MR. JOHNSON:
4 they’'re goingto look at the size of the 4 Q. 327.
5 company because they, if they’reinvesting in 5 MS. MCSHANE:
6 a company they want something that has a 6 A. 327
7 certain amount of liquidity. There areall 7 MR. JOHNSON:
8 sorts of factors that they look at, so | don’t 8 Q. Andthe basic question, having prefaced the
9 think they just say, you know, I’'m going to 9 question with what the DBRSrating report
10 look at whether it’sgot aforward test year 10 referenced about the stable customer base with
11 or not. 11 power sales comprised solely of residentia
12 MR. JOHNSON: 12 and commercial, the question was: "can Ms.
13 Q. Butl thought you were in agreement that a 13 McShane name any utilitiesin her sample that
14 forward test year would be more, is more 14 has power sales comprised solely of
15 desirable for a utility than - 15 residential and commercia customers?”
16 MS. MCSHANE: 16 MS. MCSHANE:
17 A Itis butasl saidtwo daysago, | mean no 17 A. Andtheanswer was no, although a number of
18 utility, no two utilities are identical. They 18 the utilities report commercial and industrial
19 al have different characteristics and that’s 19 together, and then | went onto say that, |
20 why we have to look at the overall investment 20 mean, for Newfoundland Power it really -- it
21 risk profile of the company. 21 categorizesits customers as residential and
22 MR. JOHNSON: 22 general service, which isinterpreted as being
23 Q. Right, which is what you said in 2009, 23 commercial, but if youlook atthe actual
24 correct? 24 functions of some of those customerswithin
25 MS. MCSHANE: 25 that general service group, they’re more akin

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

Page 109 - Page 112




January 16, 2013

Multi-Page™

NL Power Inc. 2013 GRA

Page 113 Page 115
1 toindustrial customers thanto commercial 1 fairly diversified.
2 customers, the way that they are defined, for 2 MR. JOHNSON:
3 example, by the us Energy Information 3 Q. Southern Company isabig industrial supplier,
4 Administration, which is discussed in cA-NP- 4 isn'tit?
5 328. 5 MS. MCSHANE:
6 MR. JOHNSON: 6 A. They have about 19 percent of their revenues
7 Q. But, Ms. McShane, most of the bigger customers 7 areto industrial customers across multiple
8 of general service customers of Newfoundland 8 States.
9 Power, the very biggest would be institutions, 9 MR. JOHNSON:
10 government. 10 Q. And Vectren, about 36 percent of revenues are
11 MS. MCSHANE: 11 industrial sales?
12 A. Thebiggest, yes, | mean, | don't disagree 12 MS. MCSHANE:
13 that the biggest ones are within that customer 13 A. Sorry, what percent?
14 group are ingtitutional type customers. 14 MR. JOHNSON:
15 MR. JOHNSON: 15 Q. About 36 percent of revenues.
16 Q. Solet's compare like ALLETE, one of your 16 MS. MCSHANE:
17 companiesin your sample, ALLETE, does it not, 17 A. Areindustrials?
18 gets half of its electric sales from cyclical 18 MR. JOHNSON:
19 industries such asis it taconite processing 19 Q. Yes.
20 and other manufacturing? 20 MS. MCSHANE:
21 MS. MCSHANE: 21 A. Vectren?
22 A. Sothereare -- yes, therearetwo -- there 22 MR. JOHNSON:
23 are two companies within the sample that are 23 Q. Yes. | understand their service areas contain
24 more heavily industrial than the others and 24 diversified manufacture and agricultural
25 those are - 25 related enterprises, auto industry, feed,
Page 114 Page 116
1 MR. JOHNSON: 1 flour, grain processing, metal casting. This
2 Q. ALLETE. 2 isthe Indianaand lowa area.
3 MS. MCSHANE: 3 MS. MCSHANE:
4  A. ALLETEand | think Alliant. 4 A. Soisthis--thisis-- | don’'t know that |
5 MR. JOHNSON: 5 agree with that.
6 Q. AndinALLETE'S case, their sales are about 6 MR. JOHNSON:
7 nine percent residential, as | understand it? 7 Q. Wouldyou takeit subject to check that that
8 MS. MCSHANE: 8 information comes from around page eight of
9 A. That's right. So, it's nine percent 9 their 10-K?
10 residential and then there’'s another 10 MS. MCSHANE:
11 proportion of their sales which basically are 11 A. Which 10-K?
12 wholesdle to other utilities or 12 MR. JOHNSON:
13 municipalities. So the actual residential and 13 Q. Of Vectren's.
14 commercial breakdown would be higher than 14 MS. MCSHANE:
15 what's shown in, for example, my Appendix B. 15 A. Which year, sorry?
16 MR. JOHNSON: 16 MR. JOHNSON:
17 Q. And at Piedmont Natural Gas, as| understand 17 Q. 2011, or the most recent one.
18 it, some 2300 industrial customers. Confirm 18 MS. MCSHANE:
19 that? 19 A. Canl have just one minute before -
20 MS. MCSHANE: 20 MR. JOHNSON:
21 A. Piedmont Natural Gas, | don't know how many 21 Q. Sure.
22 industrial customers are. | mean, | know that 22 MS. MCSHANE:
23 nine percent of their revenues are industrial, 23 A. Sowhat | had weredatafor -- granted they
24 which isnot very high. If it's nine percent 24 were for 2010 and | can’'t imagine there would
25 and 2300, | mean, that seems like it would be 25 be ahuge difference between the two years,
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1 and this is from my responseto CA-NP-311 1 passage Dr. Booth says that in Schedule 6, his
2 Attachment 1, and it's a breakdown -- thisis 2 report of the annual ROES for 14 of theus
3 -- sorry, I’'m not sure this pageis actually 3 integrated electric companies indicated in
4 numbered, but it would be the second page of 4 Schedule 5 asindicated in S&P's analyst
5 the table. Is the table split into two 5 reportsand the annual ROE for Newfoundland
6 pieces? Oh, you haveit. Thank you. So, on 6 Power over the same time period, and we'll get
7 the gas side, about 12 percent of the margin 7 to that document in a second.
8 isindustrial and on the electric side, it's 8 And he says, in thefar right column,
9 about 28 percent. Soit’s got a-- sothe 9 what he's doneis he then reports their

10 margin, which is after the cost of power, the 10 average ROE and the standard deviation or

11 cost of gas areremoved, is going to be less 11 volatility of their annual ROE, and he says

12 than 36 percent. 12 "Newfoundland Power’ s average ROE 2002

13 MR. JOHNSON: 13 has been 9.5 percent, which putsit inthe

14 Q. Perhaps you could undertake to, if you 14 middle of the pack asthe averagefor 14 us

15 wouldn’'t mind, providethe 2011 revenues of 15 utilities ranges from PNM Resources five

16 the various breakdowns of Vectren? 16 percent to 14.10 percent for the Southern

17 MS. MCSHANE: 17 Company. However," he says "when welook at

18 A. Sorry, and this is-- canyou tell meagain 18 the volatility of their ROEs, Newfoundland

19 what page that is? 19 Power isby far thelowest risk electric

20 MR. JOHNSON: 20 utility with a standard deviation of its ROE

21 Q. | believeit was at page eight. 21 of only .64 percent, whereas for the us

22 MS. MCSHANE: 22 utilities, it ranges from .31 percentto 7. 96

23 A. Okay. 23 percent and this understatesthe range," he

24 MR. JOHNSON: 24 says"as when autility hasa negative ROE

25 Q. In that vicinity. Wisconsin Energy 25 Standards and Poors reportsit asNm for not

Page 118 Page 120

1 Corporation also, as| understand it, getsa 1 meaningful” for which he has substituted zero.
2 significant share of itsoperating revenues 2 And he says "what is clear from this ROE data
3 from larger commercial and industria 3 isthat us electric utilities have much more
4 customersand even small 4 income or ROE volatlity than does
5 commercial/industrial? Can you confirm that, 5 Newfoundland Power, which explains their
6 again in 2011? Do you report dataon 2011? 6 greater stock market risk. It isextremely
7 (12215 p.m.) 7 rare for a Canadian utility to lose money or
8 MS. MCSHANE: 8 to get ROES in the low numbers reported by us
9 A. No, I didn't. It's on 2010 and my data showed 9 electric utilities. These observations

10 commercial and industrial combined. So | 10 support his standing recommendation, which is

11 didn’t have a breakdown as between commercial |11 to use caution in interpreting data from the

12 and industrial. 12 United States."

13 MR. JOHNSON: 13 Now I'd like to turn you to Schedule 5,

14 Q. Could you undertake to provide the 2011 14 orisit6? 6,1 believe. Schedule 6. No,

15 figuresfor Wisconsin Energy, both in their 15 it -

16 electric subs and their gas subs? 16 MS. MCSHANE:

17 MS. MCSHANE: 17  A. Schedule6to -- oh, | seewhereit is, okay.

18 A. |can. 18 MR. HAYES:

19 MR. JOHNSON: 19 Q. Schedule6to?

20 Q. Thank you. Can we turn to another topic for a 20 MR. JOHNSON:

21 moment? And I'd like to start off by looking 21 Q. 6to-- letmejust see. |think 6 tothe

22 at earning volatility for Newfoundland Power, 22 main body of her testimony.

23 and if | could turn you to Dr. Booth'’s report, 23 MR.HAYES:

24 at page 86 of that report? Andif you could 24 Q. Okay.

25 scroll down a little bit further, in this 25 MS. GLYNN:
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1 Q. Of Ms. McShane'stestimony? 1 A, Wdl, if you have -- | mean, if you have lower
2 MR. JOHNSON: 2 return year to year voldtility, it may
3 Q. No, Dr.Booth's. 3 indicate that you've got lower short term
4 MS. GLYNN: 4 risk.
5 Q. Dr.Booth's, okay. 5 MR. JOHNSON:
6 MR. JOHNSON: 6 Q. And part of risk, business risk in the
7 Q. Yeah. Thereweare, there. Are you there 7 regulatory environment is your ability to earn
8 now, Ms. McShane? 8 your allowed ROE year to year, isit not?
9 MS. MCSHANE: 9 MS. MCSHANE:
10 A lam. 10 A. It'sanelement of it. It also dependson,
11 MR. JOHNSON: 11 you know, whether your allowed ROEisafair
12 Q. Okay. And you've seen this schedule in Dr. 12 ROE. So if your -- if you can earn an ROE
13 Booth’ s evidence before? 13 that’ s below fair, you till have, you know,
14 MS. MCSHANE: 14 the risk that you won’t achieve afair ROE.
15 A. | believe o, yes. 15 MR. JOHNSON:
16 MR. JOHNSON: 16 Q. Andfor your sample of your us parents, I'd
17 Q. Youdon't take issue with what he has set out 17 like to bring you to a cross aide -- whereis
18 therein - 18 that, | wonder? That would have been filed
19 MS. MCSHANE: 19 last short while, not with the first filing, |
20 A. | haven't looked these numbers up. None of -- 20 don't believe. Wasit January 9th? That's
21 Well, | shouldn't say none, but very few of 21 the graph series, Ms. Glynn. Do you know
22 these companies are in my sample, so | mean, | 22 where -
23 didn’'t really have any reason to verify them. 23 KELLY, Q.C:
24 MR. JOHNSON: 24 Q. Isthat the information we got yesterday?
25 Q. Right. Andinterms of the usein finance of 25 MR. JOHNSON:

Page 122 Page 124
1 the standard deviation as being applied to the 1 Q. January 13th.
2 annua rate of return, what would be the 2 MS. GLYNN:
3 purpose of doing that? Does that help us 3 Q. Sothiswill beentered as Information Item
4 measure the investment’ s volatility? 4 No. 16.
5 MS. MCSHANE: 5 MR. JOHNSON:
6 A. Itwould-- well, it helps measure the -- in 6 Q. Thank you, Ms. Glynn. Do you have thatin
7 this context, it helps measure the annual ROE 7 front of you, Ms. McShane?
8 volatility. 8 MS. MCSHANE:
9 MR. JOHNSON: 9 A. ldo.
10 Q. Okay. And is annua ROE volatility of 10 MR. JOHNSON:
11 relevance to the cost of capital? 11 Q. Okay. And what I've provided here is a
12 MS. MCSHANE: 12 package of graphsthat relateto return on
13 A. Wdl, | think one of the things that investors 13 equity of each of your companies in your
14 would look at would be return volatility, al'so 14 sampleand | have-- thefirst page on AGL
15 look at the level of the ROE and how those two 15 Resourcesis followed by another page on AGL
16 relate. 16 Resources and then we go toa brand new
17 MR. JOHNSON: 17 company, but the graphsin relation to each of
18 Q. And interms of a company that has less 18 the companies are different. The first graph
19 earnings volatility, would that typically be 19 for each of the companiesin your sample
20 indicative of alower return? 20 graphs the ROE, and this is taken from charts,
21 MS. MCSHANE: 21 anonline servicewho | believe gets their
22 A. Low return? 22 information data by Zacks, as it saysin the
23 MR. JOHNSON: 23 footnote. The first chart showsthe ROE,
24 Q. Yeah, alower risk | should say. 24 graphs it from December 31st, 2002 to
25 MS. MCSHANE: 25 September 30th, 2012 and then the next chart
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Page 125 Page 127
1 in relation to each of the companies displays 1 at year end. So the interim numbers are not
2 the ROE as a percentage change, and you' |l see 2 particularly helpful.
3 in that graph, there' s alittle tick box there 3 MR. JOHNSON:
4 and you just tick display as percentage change 4 Q. Wdl, let me havea look atthose graphs
5 to get a sense of obvioudy the change in ROE 5 perhaps at the next break, but I'll move on to
6 over that period. Now actually, on the AGL, | 6 the next area. Talk about competition, Ms.
7 think I've -- | seethat I’ve got a different 7 McShane. Ms. McShane, Newfoundland Power has
8 period for the change, but | can -- for the 8 market dominance in this jurisdiction. Would
9 display as change, but in any event -- | think 9 you regard them as having minimal competition?
10 most of the others are consistent. 10 MS. MCSHANE:
11 If | could just turn back for a second to 11  A. They do have some competition with oil for
12 AGL Resources chart, thefirst one, | see 12 heating load.
13 numbers here extremely low, for instancein 13 MR. JOHNSON:
14 2004, like just above zero. 14 Q. Butyou'refamiliar with their concentration
15 MS. MCSHANE: 15 of new customersin this jurisdiction?
16 A. | havetotell you, | don’'t know where those 16 MS. MCSHANE:
17 numbers would have come from. | had lookedat {17 A. Yes.
18 the earnings of all of these different 18 MR. JOHNSON:
19 utilities and in fact, had been asked to 19 Q. Uparound 90 percent?
20 provide them in the most recent BcuC 20 MS. MCSHANE:
21 proceeding and my data show that the ROE for 21 A. | think their new customer attachment rateis
22 AGL Resourcesin 2003 was 16.4 percentand in |22 very high.
23 2004 was 13.1 percent. So | don’t know what 23 MR. JOHNSON:
24 these numbers represent during - 24 Q. Andput thatin relativeterms for us, in
25 (12:30 p.m.) 25 termsof that catchment -- did you call it
Page 126 Page 128
1 KELLY, Q.C: 1 catchment rate?
2 Q. Mr. Chairman, we tried toreplicate these 2 MS. MCSHANE:
3 graphs and were not able to do so at 3 A. Theattachment rate.
4 Newfoundland Power. So, | takeit awitness 4 MR. JOHNSON:
5 will -- presumably Dr. Booth will somehow 5 Q. Theattachment rate. In context of electric
6 provide some substantiation for this evidence. 6 utilities, would that -- and even gas
7 We had difficulty with it as well. 7 distribution utilities, would that not be very
8 MR. JOHNSON: 8 high?
9 Q. Wadl, I gotthemfrom asource from Zacks. 9 MS. MCSHANE:
10 Are you disputing -- you'redisputing AGL 10 A. It's-- wdll, it would be higher than most gas
11 then? 11 utilities, probably not any higher than, for
12 MS. MCSHANE: 12 example, at ATCO Gas, which in Albertawhere
13 A. | can'treplicate these numbers. The other 13 natural gasis thefuel of choice, butit’'s
14 thing | would say isthat, | mean, it looks -- 14 probably higher than the attachment rate for a
15 if you look at thefirst chart, the AGL that 15 lot of gasdistributors.
16 we were talking about, | mean, | tend to look 16 MR. JOHNSON:
17 at ROES on anannual basis. Soif | were 17 Q. Andyou accept that many of your samples have
18 looking from 2004 to 2012, 1'd be looking at 18 -- sample companies have significantly -- face
19 the ROEsfor '04, '05, '06, '07, et cetera 19 significantly more competition than
20 But these look like they must be, you know, 20 Newfoundland Power?
21 some kind of quarterly numbers, which I’'m not 21 MS. MCSHANE:
22 sure that that tells you very much because if 22 A. I'd say that they have faced probably somewhat
23 there are adjustments made for, you know, 23 more competition.
24 different deferral mechanisms, they may well 24 MR. JOHNSON:
25 be done at a certain point intheyear, like 25 Q. Which onesfaced somewhat more?
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Page 129
1 MS. MCSHANE:
2 A Wedl, every -if youlook atthe electric
3 utilities, all of the electric utilitiesin
4 the sample are traditional electric utilities.
5 Everybody needs electricity. Soinrelation
6 to basic load, | mean, every electric utility
7 in the sample isgoing to attach al the
8 customers for something in their area.
9 MR. JOHNSON:

© 00 N o ok~ WODN P

Page 131

may affect its future earnings. Are you aware
of that?
MS. MCSHANE:
A. That'swhat their 10-K says.
MR. JOHNSON:

Q. Yeah, and the 10-K, if we could goto the
crossaids pertaining to competition which
were filed on January 13th, 2013 -

MS. GLYNN:

10 Q. Right, but that’s not so true for gas, isit? 10 Q. Andthat will be entered asInformation Item
11 MS. MCSHANE: 11 #17.
12 A. Notastruefor gas, no. | mean - again, | 12 MR. JOHNSON:
13 mean, it sort of depends abit on where 13 Q. Ms. McShane, at page 9, it deals with Vectren.
14 they’'relocated. In the southern us where 14 We'll talk about some others. It indicates
15 heating load is not as large as in the 15 that Vectren’sregulated utilities operate in
16 northern states, there would probably be more 16 anincreasingly competitive industry, which
17 competition between electricity and gasthan 17 may affect its future earnings, and they note
18 in the northern states where heating load is 18 that, "The utility industry has been
19 high. 19 undergoing structural change for several years
20 MR. JOHNSON: 20 resulting in increasing competitive pressure
21 Q. Ms McShane, why - knowing that there's a 21 faced by electric and gas utility companies.
22 sectoral ranking difference in terms of 22 Increase for competition may create greater
23 businessrisk, asyou've outlined, which has 23 risk to the stability of Vectren'searnings
24 gas distribution higher than electric 24 generally, and may in the future reduceits
25 distribution, why does your sample contain so 25 earnings from retail and electric gas sales.
Page 130 Page 132
1 many gas distribution companies? 1 Currently several states, including Ohio, have
2 MS. MCSHANE: 2 passed legidlation that allow customers to
3 A. Becausethereisalot of parallel between gas 3 choose their electricity supplier in a
4 and electric distribution, and these gas 4 competitive market. Indianahasnot enacted
5 utilities that I’ve selected arelow risk 5 such legislation. Ohio regulation also
6 companies. 6 provides for choice of commodity providersfor
7 MR. JOHNSON: 7 al gascustomers. In 2003, the company
8 Q But- 8 implemented this choice for its gas customers
9 MS. MCSHANE: 9 in Ohio and is currently in the second of the
10 A. Andthey have higher - I mean, they may have 10 three phase processto exit the merchant
11 dlightly higher business risk, but they’re 11 function in its Ohio service territory. The
12 larger companies and they’'ve got less 12 State of Indiana has not adopted any
13 financial risk. 13 regulation requiring gas choice". So obviously
14 MR. JOHNSON: 14 Vectren faces competition; Newfoundland Power
15 Q. But inthe main, you'll agree that a gas 15 doesnot, and that isamaterial factor for
16 distribution company faces more competition 16 the Board to consider, correct?
17 than an electric distribution company, as 17 MS. MCSHANE:
18 you' ve noted? 18 . I 'think it's afactor that one would consider
19 MS. MCSHANE: 19 in conjunction with all of the other factors.
20 A. Generally speaking, that’strue, alittle bit 20 MR. JOHNSON:
21 more competition, and depending on wherethey |21 Q. If wegoto - start off with AGL, which is at
22 are, it may be more or less. 22 pages 1 and 2 of thisdocument. Page 12, is
23 MR. JOHNSON: 23 it. It's my number 1, but it’s page 12 of 216,
24 Q. Vectren, | understand, views itself as being 24 about al of their utilities facing
25 in an increasingly competitive industry which 25 competition from other energy products.
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1 Principle competition is from electric 1 toindustrial customers. We compete in all
2 utilities, oil, and propane providers, etc. 2 asgpects of our business with alternative
3 Would you regard AGL as facing more 3 energy sources, including particular
4 competition than Newfoundland Power? 4 electricity. Electric utilities offer
5 MS. MCSHANE: 5 electricity as arival energy source and
6 A. Probably abit more, yes. 6 compete for the space heating, water heating,
7 MR. JOHNSON: 7 and cooking markets, etc". Sowould regard
8 Q. And if youcould turn to Alliant Energy 8 Atmos as having more competition than
9 Corporation, which is at page 3, and that's 9 Newfoundland Power?
10 taken from page 15 of 311 inthe 10-K, but in 10 MS. MCSHANE:
11 the proper 10-K, it's page 8, and it indicates 11 A. Slightly more, yes.
12 that, "Competition, retail electric customers 12 MR. JOHNSON:
13 in lowa, Wisconsin, and Minnesota, currently 13 Q. Why would it be just slightly more when Atmos
14 do not havethe ability to choose their 14 indicates that they face competition for space
15 electric supplier. However, IPL and wWPL 15 heating with electric, and they’re into gas?
16 attempt to attract new customers into their 16 MS. MCSHANE:
17 service territories inan effort to keep 17 A. Because, | mean, Newfoundland Power has -
18 energy rate low for all. Although electric 18 their customers have other alternatives for
19 service in lowa, Wisconsin, and Minnesota, is 19 space heating as well.
20 regulated, 1PL and WPL still face competition 20 MR. JOHNSON:
21 from self generation by large industrial 21 Q. Butgasdistributors are significantly - face
22 customers, alternative energy sources, and 22 more competition, as you’' ve acknowledged, for
23 petitionsto municipalize lowa, aswell as 23 heating, correct?
24 service territory expansions by municipa 24 MS. MCSHANE:
25 utilities’. Sowould you regard Alliant 25 A. Agan, | mean, it depends where they're
Page 134 Page 136
1 Energy Corporation as having more competition 1 operating.
2 than is profiled in Newfoundland Power? 2 MR. JOHNSON:
3 MS. MCSHANE: 3 Q. Generaly speaking?
4 A. Slightly, but, | mean, to me the biggest issue 4 MS. MCSHANE:
5 iswith respect to the main domestic customer 5 A. Well, no, probably morein the southern states
6 base where there’ s no choice, except the local 6 than in the northern states, because in most
7 electric utility. 7 statesit’srealy not that - wherethere's
8 MR. JOHNSON: 8 significant heating load, | mean, it's not
9 Q. Canl gotothenext one dealing with Atmos, 9 that cost efficient to have electric heating.
10 and again thisis one of your new natural gas 10 It's cost efficient where the electric heating
11 companies, right? 11 load is relatively low, butin states like
12 MS. MCSHANE: 12 Minnesota or Wisconsin, even lllinois, it
13 A. It'sinthesamethistime. 13 would be more cost efficient to have natural
14 (12:45P.M.) 14 gas heating.
15 MR. JOHNSON: 15 MR. JOHNSON:
16 Q. Okay, and for therecord, it's page 27 of 215 16 Q. Butevenin the southern states, | guess, air
17 - I"'m not sure if there’ s an internal number, 17 conditioning can’t use natural gas, can it?
18 and it similarly has a section on competition 18 MS. MCSHANE:
19 and saying that, "Although our natural gas 19 A. Oh,no, no, soair conditioning can't use
20 distribution operations are not currently in 20 natural gas, that's true. So the gas
21 significant direct competition with any other 21 utilities aren't competing for air
22 distributors of natural gasto residential and 22 conditioning.
23 commercial customers within our service area, 23 MR. JOHNSON:
24 we do compete with other natural gas suppliers 24 Q. | think you indicate as well that - if | could
25 and suppliers of aternative fuelsfor sales 25 goto Integrys, whichis at page5, and at
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1 page 5 under competition, it notes, "Although 1 A. Yes, but one of the other things of noticeis

2 the natural gasretail rates of Integrys 2 they have considerable market growth

3 Energy group’s regulated natural gas utilities 3 potential, which Newfoundland Power doesn’t

4 are regulated by various commissions, the 4 have.

5 utilities still face competition from other 5 MR. JOHNSON:

6 entities and forms of energy in varying 6 Q. Butnatura - that natural gas company isin

7 degrees, particularly for large commercia and 7 competition that Newfoundland Power -to a

8 industrial customerswho have the ability to 8 much greater extent than Newfoundland Power?

9 switch between natural gas and alternate 9 MS. MCSHANE:

10 fuels. Due to the volatility of energy 10 A. Tosomewhat greater extent.
11 commodity prices, Integrys Energy Group has |11 MR. JOHNSON:
12 seen customers with dual fuel capabilities 12 Q. Andthat would be of relevanceto an equity
13 switch to alternative fuels for short periods 13 investor in terms of things like volatility in
14 of time and then switch back to natural gas as 14 earnings, etc, right?
15 market rates change". So would Integrys 15 MS. MCSHANE:
16 similarly have to face more competition than 16 A. Intermsof volatility of earnings -
17 Newfoundland Power, wouldn’t it? 17 MR. JOHNSON:
18 MS. MCSHANE: 18 Q. Andamount of earnings?
19 . Idon't think that there isthat much dual 19 MS. MCSHANE:
20 fuel capability among Newfoundland Power's |20 A. Well, from year to year, probably not, to any
21 customers, so inthat regard Integryswould 21 great extent because if you attach the
22 face somewhat greater competitive pressure 22 customer, then you’ re going to deliver natural
23 than Newfoundland Power. 23 gasto that customer and earn areturn on
24 MR. JOHNSON: 24 whatever rate base, if you will, is attributed
25 Q. Ifyoucould goto Northwest Natural, again 25 to those customers.

Page 138 Page 140

1 around half way down, "Competition with other 1 MR. JOHNSON:

2 energy products. We have no direct 2 Q. But you wouldn't disagree that Northwest

3 competitionin our service areafrom other 3 Natural Gas faces more competition than

4 natural gas distributors.  However, for 4 Newfoundland Power?

5 residential customerswe compete primarily 5 MS. MCSHANE:

6 with electricity, fuel oil, propane, and 6 A. | agreed with you that | think they probably

7 renewable energy. We also compete with 7 face somewhat more competition, yes.

8 electricity, fuel oil, and renewable energy 8 MR. JOHNSON:

9 for commercia applications. In the 9 Q. Piedmont Natural Gas, which isthe next page,
10 industrial market, we compete with all forms 10 the third paragraph down, "Asnoted above,
11 of energy, including competition from third 11 many of our industrial customers are capable
12 party sellers of natura gas commodity. 12 of burning afuel other than natural gas, with
13 Competition among energy suppliersis based on 13 fuel oil being the most prevalent energy
14 price, efficiency, reliability, performance, 14 dternative. Our ability to maintain
15 market conditions", and they go on to note the 15 industrial market shareis largely dependent
16 relatively low market saturation of natural 16 on price. The relationship between supply and
17 gas under residential and commercial markets. 17 demand has the greatest impact on the price of
18 Inthe next paragraph, "Therelatively low 18 natural gas', etc. They goonto say, "Our
19 market saturation of natural gas in 19 liquidity could be impacted either positively
20 residential single family dwellingsin our 20 or negatively as aresult of alternate fuel
21 service area is estimated at lessthan 60 21 decisions made by industrial customers'. They
22 percent”. So again Northwest Natural Gas would 22 goon to say, "The regulated utility aso
23 have more competition than Newfoundland Power, 23 competes with other energy products’. Inthe
24 wouldn’t it? 24 second sentence, "The most significant product
25 MS. MCSHANE: 25 competition iswith electricity for space
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Page 141 Page 143

1 heating, water heating, and cooking. There 1 Q. Well, Newfoundland Power must be even more
2 are four major electric companies within our 2 conservative because it faces less.

3 service areas'. So again, Ms. McShane, 3 MS. MCSHANE:

4 Piedmont is subject to more competition than 4 A. No, because you can’t look at just one factor.

5 Newfoundland Power, correct? 5 MR. JOHNSON:

6 MS. MCSHANE: 6 Q. wGL Holdings. It'smy page 10, but page 13,

7 A. Somewhat more, but | think you have to go on 7 for therecord, of the 10-K, and there's

8 and say that they believe that the consumer’s 8 references there to, "WGE Services competes

9 preference for natura gasis influenced by 9 with regulated utilities and other non-utility

10 such factors as price, value, availability, 10 third party marketers to sdll natural gas

11 environmental  attributes, comfort, 11 and/or electricity directly to residential,

12 convenience, reliability, and energy 12 commercial, and industrial customers in

13 efficiency, and that they believe that it's 13 Maryland, Virginia, Delaware, Pennsylvaniaand
14 the most efficient and cost effective use of 14 District of Columbia'. Again, Ms. McShane,

15 natural gas. 15 would your same comment apply, yes, it's more

16 MR. JOHNSON: 16 competition?

17 Q. Butthat'sthe- 17 MS. MCSHANE:

18 MS. MCSHANE: 18 . Yes.

19 A. So, yes, they do face alittle bit more 19 MR. JOHNSON:
20 competition, but it lookslike they’ve been 20 Q. Andthenext oneisWisconsin Energy.
21 fairly effectivein retaining and attracting 21 MS. MCSHANE:
22 customers. 22 . Yes.
23 MR. JOHNSON: 23 MR. JOHNSON:
24 Q. But bottom line, more competition than 24 Q. That'sat page 49 of 232 of that company’s 10-
25 Newfoundland Power? 25 K, and you see restructuring in the regul ated

Page 142 Page 144

1 MS. MCSHANE: 1 energy industry could have a negative impact
2 A. They do have somewhat more competition. 2 onour business, and they goon to mention
3 MR. JOHNSON: 3 some developments. "The regulated industry
4 Q. Southern Company, and thisis at page, roman 4 continues to experience significant structural

5 numeral 8, 18, | should say of the 10-K, and 5 changes, increased competition in the retail

6 again asl read, oneof the - the fifth 6 and wholesale markets which may result from
7 paragraph down, " Southern Power competes with | 7 restructuring effort, could have significant

8 investor owned utilities, 1PPs, and others for 8 adverse financial impact on us. It is

9 wholesale energy sales, primarily in the south 9 uncertain when retail access might be

10 eastern Us wholesale market. The needs of 10 implemented in Wisconsin. However, Michigan
11 this market are driven by the demands of end 11 has adopted retail choice which allows

12 users inthe southeast and the generation 12 customers to choose their own electric

13 available. Southern Power’s success in 13 generation supplier. Although competition in
14 wholesale energy is influenced by various 14 customers switching to alternate fuelsin our
15 factors, etc, including reliability and 15 service territories in Michigan has been

16 availability". Again, Ms. McShane, Southern 16 limited, the additional competitive pressure
17 Company is exposed to more competitionthan |17 resulting from retail access could lead to a

18 Newfoundland Power, isn’t it? 18 loss of customersand our incurring stranded
19 MS. MCSHANE: 19 costs'. So again with those dynamics, more
20 A. Itis, and Southern Company is considered to 20 competition than Newfoundland Power faces,
21 be one of the most conservative utility 21 correct?

22 investments in the United States, so I’m not 22 MS. MCSHANE:

23 sure how much impact the fact that it faces 23 A. Yeah,in Michigan, that would betrue. In
24 some competition makes. 24 Wisconsin, no, which isabout 80 percent of
25 MR. JOHNSON: 25 their business.
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1 MR. JOHNSON: 1 asthe most significant aspect of risk to
2 Q. Butaganthesethingsall start to add up? 2 which investors in the utility are exposed,
3 MS. MCSHANE: 3 correct?
4 A Wdl, were dill just talking about 4 MS. MCSHANE:
5 competition. We'retalking about the same 5 A. Yes
6 thing. 6 MR. JOHNSON:
7 MR. JOHNSON: 7 Q. Andyou agreethat it isregulation that has
8 Q. Okay. Thenext pageison Xcel Energy and it 8 the ability to either mitigate or enhance the
9 doesn't, in fact, deal with competition, but 9 fundamental risks that the utility faces?
10 it does refer, interestingly enough, to NSP 10 MS. MCSHANE:
11 Minnesota being subject to the risk of nuclear 11 A. Yes
12 generation, and | think that’s one of the 12 MR. JOHNSON:
13 companies that you indicated earlier had 13 Q. Andinterms of the ability of aregulator to
14 nuclear - 14 mitigate risks, what are the things that you
15 MS. MCSHANE: 15 have in mind there?
16  A. Correct. 16 MS. MCSHANE:
17 MR. JOHNSON: 17 A. Sorry, what can the regulator do?
18 Q. Ms. McShane, do you continue to agree that the |18 MR. JOHNSON:
19 regulator has the most influence on the 19 Q. Yes
20 utility’ s ability to earn afair return and 20 MS. MCSHANE:
21 achieve the return of capital? 21 A. Well, certainly they can provide for different
22 MS. MCSHANE: 22 types of supportive regulatory mechanisms.
23 A. Well, the regulator certainly is a very 23 Obvioudly, they can allow afair return. They
24 important influence on the ability to earn a 24 can - they have influence over depreciation
25 fair return and recover the capital, yes. 25 expense, what costsare alowed. They can
Page 146 Page 148
1 (:00P.M.) 1 have a pre-approval process for capital
2 MR. JOHNSON: 2 expenditures. They can ensure that the rate
3 Q. Wouldit befair to characterizeit as having 3 structure is such that there’s areasonable
4 the most influence, that the regulator has the 4 opportunity to earn the fair return. Those
5 most influence on the utility’s ability to 5 are the kinds of thingsthat | had in mind.
6 earn afair return and achieve the return of 6 MR. JOHNSON:
7 capital? 7 Q. Andin terms of the capital budget aspect
8 MS. MCSHANE: 8 that, as you know, gets pre-approved herein
9 A. Intheshort term, that'strue. In thelong 9 Newfoundland and Labrador, have you - you have
10 term, it realy depends on the fundamental s of 10 not studied whether your utilitiesin your
11 the utility. | mean, it may be that the 11 sample have the sametype of annual capital
12 utility - sorry, that the regulator no longer 12 budget approval, Ms. McShane, have you?
13 has the ahility to ensure the opportunity to 13 MS. MCSHANE:
14 earn a fair return, but generally speaking, 14 A. No, | haven't specifically donethat, but | am
15 yes, the regulator is the most important 15 aware that most utilities go through a
16 influence. 16 required resource plan for their regulators.
17 MR. JOHNSON: 17 Utilitiesare not going to undertake major
18 Q. And including on achieving the return of 18 projects without getting pre-approved.
19 capital, right? 19 MR. JOHNSON:
20 MS. MCSHANE: 20 Q. Butthat’'s not the same process as the annual
21 A. Yes 21 capital budget processthat applies in this
22 MR. JOHNSON: 22 jurisdiction?
23 Q. Right, and you continue to agree or hold the 23 MS. MCSHANE:
24 position that the regulatory framework in 24 A. No, it's not the same process, but the
25 which a utility operatesis frequently viewed 25 effective result -
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1 CHAIRMAN: 1 this document is the cover page. Do you see
2 Q. I'msorry, wewere going to take abreak at 1 2 the name, "W. Larry Hess, Team Managing
3 o'clock. How long are we breaking for? Oh, 3 Director", who'slisted on the cover page of
4 fifteen minutes, okay. 4 this document?
5 (RECESS- L.04AM. ) 5 MS. MCSHANE:
6 (RESUME - 1:24PM. ) 6 A. Yes
7 MR. JOHNSON: 7 MR. JOHNSON:
8 Q. Ms. McShane, you will acknowledge, | think, 8 Q. He's oneof the analystsfor Newfoundland
9 that Moody’s are still saying like they were 9 Power, is henot, and his name appears on
10 saying when we were last herein 2009, that 10 their credit opinion?
11 they consider Canada sregulatory and business |11 MS. MCSHANE:
12 environments to be supportive relative to 12 A. Hisname appeared on the last one. | don't
13 thosein other jurisdictions, including the 13 know if he till isor not. | remember Ms.
14 United States. Do you agree with that? 14 Perry saying that there' d been aturnover, so
15 MS. MCSHANE: 15 | don’t know whether he's one of those -
16  A. Yes, they have made comments of that naturein |16 because he'sfrom New York.| don't know
17 their June, 2010, report; one of the two that 17 whether he's affected by that changeover or
18 was filed in responseto - | think it was CA- 18 not.
19 NP-369 that we looked at earlier today. 19 MR. JOHNSON:
20 MR. JOHNSON: 20 Q. Okay, we can seethat exhibit on our own, but
21 Q. Uh-hm. 21 at page 6 on the bottom - page 6, Ms. McShane,
22 MS. MCSHANE: 22 at the bottom, this is the statement that I've
23 A. I’mnot going to be able to find it right now, 23 referred to, "Moody’s viewsthe regulatory
24 so rather than search through these documents, 24 risk of us utilitiesas being higher in most
25 I'll just paraphrase. They basically said 25 cases than that of utilities located in some
Page 150 Page 152
1 that they found Canadato be more supportive 1 other developed countries including Japan,
2 than many regulatory jurisdictionsin the Us, 2 Australia, and Canada. The difference in risk
3 which meansto me that there are regulatory 3 reflects our view that individual state
4 jurisdictions in the usthat they consider to 4 regulation isless predictable than national
5 be the same asthosein Canada. One example 5 regulation. A highly fragmented market in the
6 would be - one of the companies in my 6 us results in stronger competition in
7 testimony, Southern Company, which israted A 7 wholesale power markets. usfuel and power
8 on both of the regulatory factors by Moody’s, 8 markets are morevolatile. Thereis alow
9 just as Newfoundland Power is. 9 likelihood of extraordinary political action
10 MR. JOHNSON: 10 to support afailing company inthe United
11 Q. We€'ll cometo those factorsin a moment. If we 11 States. Holding company structures limit
12 could turn up cA-296. Thisis the most recent 12 regulatory oversight and overlapping or
13 Moody’s guidance document for regulated 13 unclear regulatory jurisdictions characterize
14 electric and gas utilities, isthat right, Ms. 14 the us market. As aresult, no us utility
15 McShane, on rating methodology? 15 except for transmission companies subject to
16 MS. MCSHANE: 16 federal regulation score higher than asingle
17 A. ltis, butthe -itisthemore recent than 17 Ainthisfactor", and that's what they were
18 the 2005 one, but the two reports that were 18 saying in that document. Y ou recall that from
19 issued in June, 2010, which wereincluded in 19 the last case?
20 CA-NP-369, | guess, arefollow ones tothis 20 MS. MCSHANE:
21 methodol ogy. 21  A. Yes, and there are no Canadian utilities that
22 MR. JOHNSON: 22 have over A in that category.
23 Q. Andthisdocument at thefirst page of it - 23 MR. JOHNSON:
24 can you scroll down? No, | guessit’s behind 24 Q. Now Ms. McShane, 9 of your 13 companies, as|
25 this document. The first thing I’ d note about 25 understand it, score - have an inferior score
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to Newfoundland Power when it comes to

Page 155
MR. JOHNSON:

1
2 regulatory support by Moody’s. Can you 2 Q. Would beIntegrys, AGL Resources, Atmos, and
3 confirm that? 3 Consolidated Edison would not be -
4 MS. MCSHANE: 4 MS. MCSHANE:
5 A. Therearefour that are A, like Newfoundland 5 A. Donot have - are BAA.
6 Power, and 9 that are BAA. 6 MR. JOHNSON:
7 (1:30P.M.) 7 Q. Lower than Newfoundland Power, and out of
8 MR. JOHNSON: 8 those four, which ones are your new companies?
9 Q. Andat cA-NP-296, if we could turn to that - 9 MS. MCSHANE:
10 that’swherewe are, I'm sorry. So 9 of your 10 A. Sorry, couldwe list themagain. That's
11 companies would score lower than Newfoundland |11 Integrys-
12 Power, so on page 7 under regulatory framework |12 MS. MCSHANE:
13 which they give 25 percent weighting to, "BAA 13 A. AGL.
14 would beregulatory framework that’s well 14 MS. MCSHANE:
15 developed, with evidence of someinconsistency (15 A. AGL.
16 or unpredictability in the way framework has 16 MR. JOHNSON:
17 been applied or framework isnew and untested, |17 Q. Atmos.
18 but based on well developed and established 18 MS. MCSHANE:
19 precedence, or (b) the jurisdiction has a 19 A. Atmos.
20 history of independent and transparent 20 MR. JOHNSON:
21 regulation in other sectors. Regulatory 21 Q. And Consolidated Ed.
22 environments may be sometimes challengingand |22 MS. MCSHANE:
23 politically charged". So9 of your 13 would 23 A. Two would be - so Atmos and Integrys.
24 fall under BAA, correct? 24 MR. JOHNSON:
25 MS. MCSHANE: 25 Q. Okay, and oneof the companiesthat joined
Page 154 Page 156
1 A. Yes, they do. 1 your group was Alliant Energy, as well,
2 MR. JOHNSON: 2 relative to the last GRA?
3 Q. Andas regards the ability tothe Moody’s 3 MS. MCSHANE:
4 rating factor in terms of the ability to 4 A Yes
5 recover cost and earn areturn, thereis four 5 MR. JOHNSON:
6 companies, | think you'll confirm, that do not 6 Q. And you'll confirm that up until late
7 get the rating that Newfoundland Power gets. 7 September of 2012, that company had a negative
8 Can you confirm that? 8 outlook, as did several of its subsidiaries,
9 MS. MCSHANE: 9 correct?
10 A. 9A and4BAA,I believe. 10 MS. MCSHANE:
11 MR. JOHNSON: 11  A. By Moody’s, that may betrue, and it was just
12 Q. Andthe companiesthat don't match Moody’'s |12 upgraded yesterday or the day beforeto A- by
13 assessment of Newfoundland Power’s ability to |13 S& P.
14 recover costs and earn return would be 14 MR. JOHNSON:
15 Integrys, correct - 15 Q. Now Ms. McShane, the graphs that | showed you
16 MS. MCSHANE: 16 earlier were downloaded by me, and | take it
17 A. ldon't havethem at my fingertips, but | 17 you'll confirm that you yourself used Zacks as
18 believethere's - 18 adata source, right?
19 MR. JOHNSON: 19 MS. MCSHANE:
20 Q. 342 20 A. | get apiece of datafrom Zacks.
21 MS. MCSHANE: 21 MR. JOHNSON:
22 A. Thankyou. You referinthis- 22 Q. Yes. Soyou trust Zacks as being reputable?
23 MS. MCSHANE: 23 MS. MCSHANE:
24 A. I’'msorry, | should have had better tabs. Go 24 A. | believe that they're capable of compiling
25 ahead. So, yes, Integrys. 25 analyst forecast.
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1 MR. JOHNSON: 1 volatility on aquarterly basis?
2 Q. Andthe graphsthat | showed you, do they 2 MS. MCSHANE:
3 appear to you to present quarterly - ROEon a 3 A. | think the way they report their earnings,
4 quarterly basis? 4 you'd still seethe volatility because | don’t
5 MS. MCSHANE: 5 think they make the adjustments until they do
6 A. If | had to guess what they were, that’s what 6 their audited financial statements. | could
7 | would say just because of how the lines 7 bewrong, but | believe that’sthe way it’'s
8 move. Otherwise, you know, if you were 8 done. So you would see the volatility if you
9 looking at 2004 to - well, let’slook at AGL, 9 just took numbersthat are taken out of
10 for example. 10 quarterly financial statements.
11 MS. GLYNN: 11 MR. JOHNSON:
12 Q. That'sInformation Item #16. 12 Q. Ms. McShane, regarding the automatic
13 MR. JOHNSON: 13 adjustment formula, you can confirm for us
14 Q. Yes 14 that you were an expert witness on behalf of
15 MS. MCSHANE: 15 Ontario Power Generation, and that back in the
16  A. Sothegraph showsthe vertical axis as, you 16 proceeding - | believeit wasin 2008, and you
17 know, a number of years written on it, but 17 at that point supported Ontario Power
18 looking at the line, there’d have to be many 18 Generation’ s request for the OEB’s automatic
19 more observations there than just the number 19 ROE adjustment formula, and that request was
20 of years. Sol don't know exactly what is 20 granted by the oeB in November, 2008, |
21 being presented here. As| said to you before 21 understand?
22 the break, | mean, if you look back at the 22 MS. MCSHANE:
23 valuesat thevery left of the chart up to 23 A. Right. So the testimony was prepared in 2007.
24 what looks to be 2005, my datafromS & P's 24 MR. JOHNSON:
25 research insight database show the returns for 25 Q. Right, and a that time | think you can
Page 158 Page 160
1 AGL to have been 14.9 percent in 2002, 16.4 1 confirm that the formula at that time adjusted
2 percent in 2003, 13.1 percent in 2004. So it 2 the ROE by 75 percent of the change in the
3 don’t show any pattern that looks like what’s 3 forecast long Canada bond yield, would that be
4 on this graph. 4 correct?
5 MR. JOHNSON: 5 MS. MCSHANE:
6 Q. Didyou check for quarterly volatility? 6 A ltdid.
7 MS, MCSHANE: 7 MR. JOHNSON:
8 A. No, becausel wouldn't normally calculate 8 Q. So that formulawas very similar to the
9 returns on equity based on quarterly data, and 9 Board’ s automatic adjustment formula in this
10 particularly for gas distribution utilities, 10 province?
11 the make very little sense because we all know 11 MS. MCSHANE:
12 that gas utilities have high seasonality in 12 A. Itwasn't that different.
13 their earnings. 13 MR. JOHNSON:
14 MR. JOHNSON: 14 Q. Ms. McShane, can you confirm that after
15 Q. And sothe high seasonality - | take it these 15 Newfoundland Power’s General Rate Application
16 - would thisappear to youto bereporting 16 heldin thefall of 2009, and, in fact, in
17 quarterly data? 17 2010, on behalf of Enbridge, you provided
18 MS. MCSHANE: 18 testimony to the National Energy Board in a
19 A. Asl said, that’swhat | would guess, but | 19 hearing onits Line 9 ail pipeline. Do you
20 didn’t do the charts. 20 recall that?
21 MR. JOHNSON: 21 MS. MCSHANE:
22 Q. If therewere - if there were - why would the 22 A. |do.
23 gas company have volatile quarterly returnsiif 23 MR. JOHNSON:
24 they’ re protected from these mechanismslike 24 Q. Andcanyou confirm that you recommended an
25 weather and - would you expect to see major 25 ROE adjustment formulato the Board and that
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1 the formula that you recommended adjusted the 1 was fair and reasonable that you were putting
2 ROE by 50 percent of the change in the 2 forward?
3 forecast long Canada bond yields, and b§0 3 MS. MCSHANE:
4 percent of the change in credit spreads. Is 4 A. Based on afair and reasonable point of
5 that afair - 5 departure, yes.
6 MS. MCSHANE: 6 MR. JOHNSON:
7 A. That'spartly right. | think I'd like to give 7 Q. Just expand on that, the point of departure.
8 alittle bit of perspective. EnbridgeLine 9 8 Y ou qualified the answer.
9 isavery small company, very small pipeline, 9 MS. MCSHANE:
10 and | was looking for away to set ratesfor 10 A. Wdl, sorry, it was just meant to say that the
11 an extended period of time without going back 11 -- there needs to be, to me, interna
12 to the National Energy Board. So what | did 12 consistency between aformula and the starting
13 was suggest that they go back to the very 13 point in the ROE. If you accept that the cost
14 beginning of when the National Energy Board |14 of equity for a utility only changes with long
15 had set the first return under the now 15 term government bond yields by about 50
16 rescinded RH294 formula, and essentially roll 16 percent and you proposea formulaon that
17 it forward based on theformula | proposed, 17 basis, it doesn’'t seem reasonable to meto at
18 which would have given them areturnin - the 18 the same time adopt a starting ROE that’s
19 formulareturn in 2010 would have been in the 19 premised on the assumption that over time the
20 mid 10s, | think. 20 cost of equity hasfallen at asignificantly
21 MR. JOHNSON: 21 higher rate.
22 Q. In 2010, you, | understand, presented 22 MR. JOHNSON:
23 testimony as well before the Regie? 23 Q. What do you regard as the changes sincethe
24 MS. MCSHANE: 24 proposal you made to the Regie that has caused
25 A. |l did. 25 you not to recommend a similar formulain this
Page 162 Page 164
1 MR. JOHNSON: 1 particular case?
2 Q. Andyou proposed a similar formulafor the 2 MS. MCSHANE:
3 Gazifere gas utility - 3 A. Badcdly the fact that we've seen a
4 MS. MCSHANE: 4 significant fall off in long term bond yields,
5 A Yes 5 both utility bond yields and long term
6 (L:45P.M.) 6 government bond yields and there doesn’t seem
7 MR. JOHNSON: 7 to have been any corresponding changein the
8 Q. Thesametype of formulaasyou put forward in 8 cost of equity that correlates with that.
9 theLine 9 case? 9 MR. JOHNSON:
10 MS. MCSHANE: 10 Q. Ms. McShane, the Regie, as| understand it,
11  A. Yes, that'strue, and again thiswas sort of a 11 aso heard evidence from Dr. Boothin that
12 - a hit of a special situation inasmuch as 12 proceeding and | think you' [l confirm that he
13 Gazifereis about a 65 million dollar company, 13 proposed a formula that was in fact an
14 and the large gas utility in the province, Gaz 14 aternative that he put forward. He put two
15 Metro, had just previously had a formula 15 aternatives forward, as | understand it. And
16 adopted for them and it was very clear that 16 the Regie decided to implement a formula that
17 come hell or high water the Regie was going to 17 he put forward. You're familiar with that?
18 adopt aformula, so | recommended at the time 18 MS. MCSHANE:
19 the best one | could think of, and don’t 19 . lam.
20 forget, | mean, in 2010, we were talking about 20 MR. JOHNSON:
21 aperiod of timewhich we expected long Canada (21 Q. And hisformula, the one that he put forward,
22 bond yields to be significantly more normal 22 and Dr. Booth can discuss in his own
23 than they are today. 23 testimony. Inthe aternative, he proposed an
24 MR. JOHNSON: 24 adjustment formulawhere the -- it would go
25 Q. But at the time, you thought that that formula 25 off 75 percent of the change in the Government
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1 of Canada 30-year bond yield compared withthe | 1 economic cycle, but they divergefrom the
2 initial rate and plus 50 percent of the change 2 alowed returns on an annual basis.”
3 intheyield on 30-year A rated bondsissued 3 And in paragraph 138, the Board said "in
4 by regulated Canadian companies, compared with | 4 the Regie’ s view, Dr. Booth’s formula makes it
5 the initial yield based on the Bloomberg 5 possible to adjust ROE on the basis of changes
6 Corporate Bond Index, which he referred to as 6 in the yield on 30-year bonds issued by
7 acredit spread, correct? 7 regulated Canadian companies, while keeping
8 MS. MCSHANE: 8 therate close to the alowed rates over an
9 A. That'swhat he proposed. 9 economic cycle. The Regie notes that
10 MR. JOHNSON: 10 according to the Bank of Canada study, the
11 Q. Andthat alternative suggestion that Dr. Booth 11 adjustment factor for credit spreadsisin the
12 put forward to the Regiewas accepted. | 12 order of .37."
13 think you’ll confirm? 13 And then continued at paragraph 139, "The
14 MS. MCSHANE: 14 Regieisof theview that while Dr. Booth's
15 A Lwill. 15 alternative formula would lead to increased
16 MR. JOHNSON: 16 volatility inallowed rates of return, it
17 Q. Okay. 17 would have produced more suitable allowed
18 MS. MCSHANE: 18 rates during the financial crisis. The Regie
19 A. And my understanding isthat it's now produced |19 finds that it would be appropriate to replace
20 such alow return for 2013 that Gaz Metro has 20 the current formula by Dr. Booth's formula for
21 gonein and asked the Board, the Regie, to 21 the purpose of establishing ROE as of 2012."
22 reconsider it. 22 And I'll undertake to file that, but that
23 MR. JOHNSON: 23 was the outcome of the case.
24 Q. That'sthe utility that you represented in 24 Ms. McShane, Dr. Booth, in providing an
25 that case? 25 AAF recommendation to this Board in this
Page 166 Page 168
1 MS. MCSHANE: 1 proceeding has suggested a floor of 3. 8
2 A. No. No, it'sthelarger gas utility. 2 percent on the long Canada, and you're
3 MR. JOHNSON: 3 familiar with his proposal in that regard?
4 Q. The Regie observed, | believe you would 4 MS. MCSHANE:
5 confirm, that the formulathat you proposed 5 A lam.
6 produced higher ratesof returnthan those 6 MR. JOHNSON:
7 that it had allowed in the past? 7 Q. Andwould you -- if there were to be afloor
8 MS. MCSHANE: 8 on the formula, would you be okay witha 3. 8
9 A. ldon't recal that, but maybe you have a 9 floor?
10 reference to show me. 10 MS. MCSHANE:
11 MR. JOHNSON: 11 A. lguess I'mjust very concerned that given
12 Q. | don'tknow if this decisionis on the 12 where we are in the -- with interest rates, |
13 record, the Regie. It may not beon the 13 don't have much confidence that a formula
14 record. Maybejust to facilitateit, we can 14 would work in these circumstances.
15 file the Regie decision. | think it might be 15 MR. JOHNSON:
16 helpful. But, for present purposes, if | 16 Q. But if there wasa floor, would that not
17 could just read a paragraph of what the Board 17 aleviate that?
18 stated in itsdecision. I'm citing from the 18 MS. MCSHANE:
19 English version of the Regie' sdecision at 19 A. Notto me, no.
20 paragraph 137. The Regie -- thisisadirect 20 MR. JOHNSON:
21 quote "The Regie observes that the formula 21 Q. | thought there was a Board question that was
22 proposed by Ms. McShane producesrates of 22 posed, PUB, on the formula. Let mejust see.
23 return higher than those allowed in the past. 23 MS. MCSHANE:
24 Dr. Booth’ s formula produces returns that are 24  A. Therewere severdl, as| recall.
25 similar to those allowed in the past over an 25 MR. JOHNSON:
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1 Q. Yeah, therewasonein particular. Yes, PUB- 1 A. No, | would think that you would have to have
2 NP-078. Inthis question, the Board staff 2 afloor. | don't think that 1 would want it
3 asked "are there any changes' -- asked you, 3 to operate the way his does because, you know,
4 "are there any changes to the current 4 my concern isthat theway hisformula is
5 automatic adjustment formulain your view that 5 constructed, there’' s only afloor on the long
6 could make it more reliable in determining a 6 term Canada bond and no floor or trigger, if
7 future return on equity for Newfoundland 7 you will, on the spread, which suggests to me
8 Power?' And your reply wasthat "if the long 8 that the most likely outcome for ROE for say
9 term government bond yields werewithin a 9 2014 would be areduction in ROE and that's
10 normal range, i.e. long term Canada bond 10 becauseif the ROE-- if you look at his
11 yields at or above four percent, Ms. McShane 11 formula as being two variables and you would
12 is of the view that a formula which 12 increase or decrease the ROE by 75 percent of
13 incorporates the change in both forecast long 13 the changein the long Canadabond yield as
14 term Government of Canada bond yieldsand the |14 long as thelong Canada bond yield isover
15 spread between A rated utility bonds, both 15 3.8, sowewouldn’'t get any change from that
16 with a sensitivity factor of 50 percent, would 16 variable until we get to 3.8 and we're now at
17 likely broadly capture both secular and 17 2.40-2.50. But if longterm Canada bond
18 cyclical changes in the utility cost of 18 yields start to rise towards that more normal
19 equity." 19 level, what you'll tend to seeisthe spread
20 Sointermsof that first part, there's 20 contract and so if the spread contracts from
21 seemingly not much of adifference between 3.8 |21 where the benchmark spread is, then the ROE
22 that Dr. Booth talks about as being afloor 22 will go down as long Canada bonds go up, which
23 and your four percent? 23 | think isabit inconsistent.
24 MS. MCSHANE: 24 MR. JOHNSON:
25 A. What | saidwas it would likely broadly 25 Q. | expect Dr. Booth will address that further
Page 170 Page 172
1 capture the changes, but there were caveats to 1 when hetestifies. | think those are my
2 that. 2 questions, Ms. McShane.
3 MR. JOHNSON: 3 MS. MCSHANE:
4 Q. Right. 4 A. Thank you.
5 MS. MCSHANE: 5 MR. JOHNSON:
6 A. And my recommendation was that we suspend the 6 Q. Thank you very much.
7 use of a formula until interest rates do 7 GREENE, Q.C.:
8 return to more normal levels and then 8 Q. Good afternoon, Ms. McShane.
9 reconsider, you know, how it should be put 9 MS. MCSHANE:
10 together. We don't know that these 10 A. Good afternoon.
11 relationships will returnto what they were 11 GREENE, Q.C.:
12 beforeand | just don't seeany particular 12 Q. I'dlikefirst to talk to you about risk and |
13 benefit in imposing a formula at this time 13 understand that when you assesstherisk for a
14 rather than a fixed rate for acouple of 14 utility, you look at the overall risk and that
15 years. 15 includes three categories, the business, the
16 MR. JOHNSON: 16 financial and the regulatory? Is that
17 Q. Butl guessthefollow-up question would be, 17 correct?
18 and | know you’ve stated your preference, but 18 MS. MCSHANE:
19 in the event this Board decides, having 19 A. Correct.
20 listened to all the evidence, that it does not 20 GREENE, Q.C.:
21 want to abandon aformula and wishes to have 21 Q. Andl wanttotalk toyou alittle bit about
22 some sort of formulain place, | takeit you 22 how you assess thefinancial risk, and this
23 would regard thefloor, like Dr. Booth has 23 arisesfrom a discussion you had with Mr.
24 suggested, as not being objectionable? 24 Johnson the first day that you appeared. So
25 MS. MCSHANE: 25 what do you take into account when you assess
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1 the financial risk for a company? 1 thefour criteriathat you've just outlined
2 MS. MCSHANE: 2 that you would consider under financial risk.
3 A, Primarily theequity ratio, the financial 3 MS. MCSHANE:
4 metrics, credit metrics, the debt ratings and 4 A It'shard to put themin any kind of rank
5 to some extent, | would consider size as -- | 5 order because, | mean, inasense, capital
6 mean, that’ s sort of financial risk, aswell 6 structure is a credit metric itself anditis
7 as businessrisk. It hasreally two elements, 7 capital structure that, in conjunction with
8 | guess. 8 ROE and other elements of cash flow, which
9 GREENE, Q.C.: 9 depreciation, sort of giverise to the credit
10 Q. Andthatissimilar to the answer you gave to 10 metrics, and then the credit metrics,
11 Mr. Johnson, and by including sizein your 11 including the capita structure, as well as
12 list of criteriathat you assess, | guess that 12 the businessrisk, give riseto the debt
13 was alittle bit of asurprise to me, that you 13 ratings, to the credit ratings. So, they’re
14 look at size and how do you look at size then 14 sort of interrelated.
15 in the business or the operating risk? 15 GREENE, Q.C.:
16 MS. MCSHANE: 16 Q. Butitisyour opinion that the Board should
17 A. Sorry, how do | look at sizein the - 17 consider all of those factors when assessing
18 GREENE, Q.C.: 18 the financial risk as part of the total risk
19 Q. Size, doesit fit under the business and 19 for a utility?
20 operating risk aswell? Because that’s where 20 MS. MCSHANE:
21 traditionally it’ s talked about. 21 A. Yes
22 MS. MCSHANE: 22 GREENE, Q.C.:
23 . Itdoes. | mean, therearetwo elementsto 23 Q. Looking a risk, your opinion is that
24 size. There'sa business risk component 24 Newfoundland Power continues to be an average
25 because smaller utilities don’t have the same 25 risk Canadian utility? Isthat correct?
Page 174 Page 176
1 ability to diversify their operations as large 1 MS. MCSHANE:
2 utilities. Sothat’s sort of the business 2 A. Yes
3 risk aspect of it. On thefinancia risk 3 GREENE, Q.C.:
4 side, it's really a question of smaller 4 Q. Toputit insome perspective for us, could
5 utilities having less access to capital 5 you outline who you believe -- what Canadian
6 because they don’'t need as much and so their 6 utility you believe would have a higher
7 securities tend to be less liquid. People are 7 overal risk than Newfoundland Power and why?
8 lessinterested. They have to pay more. So, 8 And I'm just talking about Canadian utilities.
9 oftentimes, as in the casein Newfoundland 9 MS. MCSHANE:
10 Power, you'd expect them to have asomewhat |10 A. Canl just give one?
1 more conservative capital structure than 11 GREENE, Q.C.:
12 larger companies which need more capital and 12 Q. Yes, onewould be -
13 whose securities are more liquid. 13 MS. MCSHANE:
14 (2:00 p.m.) 14 A. Okay. | can giveyou two actually that would
15 GREENE, Q.C.: 15 be easy. So, Nova ScotiaPower | would
16 Q. Ifyou hadto rank the four criteria that 16 consider to be higher overal risk than
17 you've just outlined that youlook at to 17 Newfoundland Power. Why? Partly because of
18 assess the financial risk, which would be the 18 the ownership of generation and it being coal
19 most significant? The capita structure, 19 generation that needs to bereplaced with
20 would that be the most significant? 20 renewable resources and so, | think there's
21 MS. MCSHANE: 21 some operating and environmental issues that
22 A. Sorry, so the four we discussed were capital 22 Newfoundland Power doesn’t faceto the same
23 structure, credit metrics - 23 extent, and they do have alower equity ratio,
24 GREENE, Q.C.: 24 considerably lower equity ratio. So I think
25 Q. - metrics, credit ratings and size, those are 25 those are probably the two major elements.
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1 The other one that | would definitely say 1 GREENE, Q.C:
2 isof higher risk isPacific Northern Gas, 2 Q. Soyoucan'tthink of anybody in Canadawith a
3 which is-- and | choose that because it did, 3 lower risk?
4 up until the time it was purchased by AltaGas 4 MS.MCSHANE:
5 last year, itwas a stand-alone publicly 5 A. Well, ’'mnot thinking right now of anybody
6 traded utility with debt ratings. It was very 6 that has -- where the business risk has been -
7 small; operated in a-- mostly in arelatively 7 - where the trade-off between business risk
8 low growth areaof BC; had lost -- at one 8 and financial risk hasbeen suchthat the
9 point, 70 percent of itsrevenues came from 9 overall risk isthat much lower.
10 one customer and lost that customer when it 10 GREENE, Q.C.:
11 closed up. So those are kind of the main 11 Q. Youhave based your recommended fair return
12 factorsthat | would say made it higher risk. 12 for Newfoundland Power on the fact that it is
13 GREENE, Q.C.: 13 an average risk with its current capital
14 Q. And they al relate to business risk for 14 structure. Would your recommendation have
15 Pacific Northern Gas, what you just outlined? 15 changed if the capital structure were reduced
16 MS. MCSHANE: 16 or changed to reduce the percentage of lower
17 A. No, not entirely. | guess| didn't really 17 common equity?
18 complete my response. They also had a 18 MS. MCSHANE:
19 relatively low common -- well, they had a 19 A. lwould, yes, and | think that | answered an
20 relatively low alowed common equity ratio. 20 information request on that or an RFI and |
21 They had arelatively high actual common 21 don’t know the number off the top of my head,
22 equity ratio because they were -- ther 22 but -
23 business risk was such that they couldn’t 23 GREENE, Q.C..
24 raise the amount of debt that they required to 24 Q. Andwhat would it have been? Can you remember
25 actually equate their regulated and actual 25 what -- you would have lowered it, but do you
Page 178 Page 180
1 capital structure. 1 have an opinion as to what your recommendation
2 GREENE, Q.C.: 2 would have been?
3 Q. Sothey also would have had a higher financial 3 MS. MCSHANE:
4 risk then, from your perspective, than 4 A Wdl,if it werelowered say by -
5 Newfoundland Power? 5 GREENE, Q.C.:
6 MS. MCSHANE: 6 Q. Five
7 A. Yes 7 MS, MCSHANE:
8 GREENE, Q.C.: 8 A. -fivepercentage points, and | would think
9 Q. Solet’sflipthequestion. Lower risk than 9 that the difference should be about 50 basis
10 Newfoundland Power in Canada? 10 points.
11 MS. MCSHANE: 11 GREENE, Q.C.:
12 A. Lower risk? So on an overall risk basis? 12 Q. Turning now very briefly tothe group of
13 GREENE, Q.C.: 13 American companies that you have chosen as
14 Q. Yes 14 comparables. Mr. Johnson reviewed with you
15 MS. MCSHANE: 15 this morning a number of factors where he was
16 A. That on€' sharder becauseto a large extent 16 illustrating, in his opinion, where there were
17 there’'s been sort of atrade-off with -- 17 differences on each of those. | think | made
18 between capital structure and businessrisk, 18 anoteof 13to 14 different criteria. 1'd
19 so | would say that, in principle, a utility 19 like your response as to how the Board should
20 like AltaLink would have lower business risk 20 view the criteria when they look at whether
21 but that’ s been reflected in a lower common 21 they’re comparable or not. Doyou look at
22 equity ratio by the Alberta Utilities 22 criteria-- how did you assess that they were
23 Commission, so I’'m not sure that when you look |23 comparable and whether the Board should look
24 a it on an overdl risk bass, it's 24 at these criteria each by the each?
25 necessarily that much lower risk. 25 MS. MCSHANE:

Page 177 - Page 180
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1 A. Wdl, I’'m not sure what Mr. Johnson was doing 1 various factors, it'sthetotal picture for

2 was looking at criteria necessarily, but 2 each company that must be reviewed to seeif
3 factors. We'll call them factors. 3 in total they are comparable, which at the end
4 GREENE, Q.C.: 4 of the day doesn’'t mean that there may not be
5 Q. Factors that could be different among the 5 differences between them, but it’sreally your
6 proxy group. 6 assessment and your opinion that there is

7 MS. MCSHANE: 7 enough similarities between them that they are
8 A. Yeah. Sol think that -- | guess what | would 8 a comparable group?

9 say toyou isit’sdifficult to sort of tick 9 MS. MCSHANE:

10 off little boxes and say higher, lower, 10 A. Mostly they’'re-- it’s not just that there are

11 higher, lower and you really need to look at 11 enough similarities per se. That's part of

12 the -- not only these business risk factors, 12 it, but also that when you look at the

13 but investment risk factorsaswell and the 13 totality of thesefactors that the overall

14 financia risk factors. Some of them do tend 14 investment risk level would not be viewed as
15 to be offsetting. | mean, if you look, for 15 significantly different.

16 example, at acompany like Southern Company, |16 GREENE, Q.C.:

17 which is one of the companiesin the sample, | 17 Q. Andindoing that assessment, what role do the
18 think you have to recognizethat yes, there 18 credit rating -- their credit ratings have?

19 are going to be some things that may suggest 19 MS. MCSHANE:

20 that Southern Company is higher risk than 20 A. Well, inthe case of Newfoundland Power, it
21 Newfoundland Power. It does have some 21 would have afairly significant role because
22 competitive risk that may be higher than 22 you'vegot to be ableto say -- well, you

23 Newfoundland Power’s, but it's a large 23 don’'t haveto, but it’s best to be able to say

24 company, very large company which meansthat |24 that there is something independent and
25 it has very liquid securities, which are 25 tangibleinterms of arelative risk factor

Page 182 Page 184

1 obviously of interest to an investor, which 1 that you can point to and say, you know, these
2 al other things equal, lowersan investor's 2 companiesthat |I've selected areviewed by
3 perception of risk. It has, you know, 3 other people as being of comparable risk,

4 relatively low percentage of unregulated 4 abeit from a debt rating agency’s

5 operations and the regulated operations that 5 perspective, but Newfoundland Power’s not
6 it has are related to its regulated 6 publicly traded. So, you know, it’s one thing
7 operations. It’sdiversified across a number 7 for me to say in my expert opinion aone that
8 of regulatory jurisdictions. It operates 8 these companiesare comparable, but | can
9 largely in regulatory jurisdictions that 9 point to, you know, a rating agency or two
10 haven’t restructured, thevery stable. Has 10 rating agencies who rate a whole spectrum of
11 very high -- not very high, but it has high 11 companies and Newfoundland Power sits, you
12 regulatory risk rankings. It has low BETA. 12 know, in the same range as the companies that
13 It has alow debt -- sorry, high debt ratings. 13 I’ ve selected.

14 So, on balance, | mean, thisis a company that 14 (2:15p.m.)

15 investorswould look at as avery conservative 15 GREENE, Q.C.:

16 investment. 16 Q. Now you mentionthat they’'relooking at it
17 So, | mean, I’m not sure that you can go 17 from a different perspective, the bond holder
18 through and tick these off, but | think you 18 versus the equity investor. Is there a

19 haveto consider -- you do have to consider 19 significant difference from the perspective of
20 al thefactors. 20 those two types of investors?
21 GREENE, Q.C.. 21 MS. MCSHANE:
22 Q. Soif I could summarize what | took from your 22 A. Theremay be. | mean, clearly bond investors
23 answer and to seeif | will capture it 23 are more -- they’re more concerned with
24 correctly. While each company may be unique |24 recovering theinterest on the debt and the
25 and each hasitsown unique profile on these 25 principal. And equity investors are clearly
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1 more interested in earning an equity return 1 decision, but in the -- well, your
2 and there are other things that, you know, a 2 recommendation in Albertawas that there be no
3 bond investor would look at and that would be 3 formula. Inthe aternative, did you make a
4 what kinds of covenants or protections that 4 recommendation that if the Board decided to
5 they have. So for example, so when we ook at 5 proceed with aformula that what changes there
6 Newfoundland -- when | look at Newfoundland | 6 would be?
7 Power’srating and try to see it from the 7 MS. MCSHANE:
8 perspective of an equity investor, | look at 8 A. That’'sagood question. | don't remember. In
9 the issuer rater because the issuer rating has 9 20117
10 to do with the company and how creditworthy |10 GREENE, Q.C.:
11 the company is. Whereas the debt rating has 11 Q. Thereference isto theinformation -- the
12 to do with the specific debt issue and what 12 2011 decision from the AuC. I'm just trying
13 covenantsthere arethat protect the first 13 to find my reference to the note. Information
14 mortgage bond holders. 14 Item No. 9. Youdon't recall that. Yes,
15 GREENE, Q.C.: 15 while your initial position was that there be
16 Q. Sowhilethose credit ratings may be helpful, 16 no formula, that you had an aternative
17 it's not the end of the analysis because 17 recommendation that if the Board decided to
18 there’ s different perspectives, and that’s why 18 proceed or the Commission decided to proceed
19 you do your overall analysis for the various 19 with the formulawhat the adjustments would
20 companies? 20 be. Do you recall that, Ms. McShane?
21 MS. MCSHANE: 21 MS. MCSHANE:
22 A. Yes, correct. 22 A. Not specificaly.
23 GREENE, Q.C.: 23 GREENE, Q.C.:
24 Q. My last areafor questioning was the formula 24 Q. Okay.
25 Mr. Johnson did cover some of the areas that | 25 MS. MCSHANE:
Page 186 Page 188
1 had wished to review with you, but there are 1 A, Butifldid, | mean, it would certainly have
2 till acouple of questionsthat | have about 2 been something along the lines of, you know,
3 the formula and your position. | understand 3 50 basis point changein -
4 your position to be that first 4 GREENE, Q.C.
5 philosophically, you' re not opposed to having 5 Q. If I couldtakeyouto paragraph 153 of this
6 aformula provided that the market conditions 6 decision.
7 are normal, whatever normal is, plusthat the 7 MS.MCSHANE:
8 inputsto the formula appropriately reflect 8 A. Okay.
9 the relationship between therisk freerate 9 GREENE, Q.C.:
10 and the cost of equity for the utility? 10 Q. Andtosummarize it, it would appear to me,
11 MS. MCSHANE: 11 having read the decision, that you proposed
12 A. Or any other variables that could be selected 12 the 50 percent for the coefficient adjustment
13 to be the adjusting variables. 13 and a 50 percent credit spread, similar to the
14 GREENE, Q.C.: 14 recommendation that Mr. MacDonald has made in
15 Q. And Mr. Johnson took you through a proposed or 15 this proceeding. So, if wecould go to
16 modificationsto theformula that you have 16 paragraph 153, please?
17 proposed in Ontario and in Quebec. We already 17 MS. MCSHANE:
18 went through that. He didn’t take you through 18 A. Ohyes, | havethat.
19 what | understand were your recommendationsin 19 GREENE, Q.C.:
20 Albertain the 2011 proceeding. 20 Q. Doyou have -- oh, Information Item No. 9.
21 MS. MCSHANE: 21 KELLY,Q.C:
22 A. | recommended the formula-- therenot bea 22 Q. We'remissing the electronic page again. You
23 formula. 23 can just read it out.
24 GREENE, Q.C. 24 GREENE, QC.
25 Q. Yes, but -- and| can take you to the 25 Q. Sorry about that. So, Ms. McShane, you have a
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1 hard copy there, do you? 1 since -
2 MS, MCSHANE: 2 MS, MCSHANE:
3 A ldo. 3 A. Ohyes.
4 GREENE, Q.C.: 4 GREENE, Q.C.:
5 Q. Okay. Soif we--ittalksabout -- and it's 5 . -thefall of 11 to -
6 very clear and | won't go through how 6 MS. MCSHANE:
7 obviously your position wasthat there be no 7 . It wasredlly in-- after August 2011, |
8 formula, as you have said in this proceeding. 8 think, that we saw a huge falloff in forecast
9 It then goes on, in paragraph 153, whichis 9 long term Canada bond yield.
10 utility’s, what their recommendation was, and 10 GREENE, Q.C.:
11 that’ sin paragraph 154, and the weightings, 11 Q. If you're philosophically not opposed to the
12 if you look at that, it says "however, the 12 formula, you believe that the timing is wrong
13 utility submitted that if the Commission 13 right now, given where we are?
14 determined that an automatic adjustment 14 MS. MCSHANE:
15 mechanism iswarranted for 2012, the formula 15 A. Yes
16 adopted by the OEB in itsreport” and then 16 GREENE, Q.C.:
17 they give the reference to the report, "should 17 Q. Do you haveany recommendations as to a
18 be used. Theformulaistheinitial ROE plus 18 process that should be followed to look at an
19 50 percent of the changein the forecast 19 appropriate formulain the future, if thisis
20 Government bond yield and the 50 percent 20 not theright proceeding, if the time is
21 changein the bond utility spread.” Y ou go on 21 wrong?
22 down below to "the utility has indicated that 22 MS. MCSHANE:
23 Ms. McShane' sindependent analysissupported (23 A. Wéll, it seems to me that, you know, we' ve got
24 the factors and weightings used in this 24 atwo-year test period. | know nobody likes
25 formula, based on historical relationships 25 to hear this stuff time after time, but |
Page 190 Page 192
1 among the utility cost of equity, long term 1 guess | would suggest that one take another
2 Government bond yields and corporate bond 2 look at it for the next, assuming that you're
3 yields." 3 going to approverates for atwo-year test
4 So, theway itisphrased here doesn’t 4 period, take another look at it and maybe just
5 say that Ms. McShane recommended it. It says 5 look at the formula part of it at the time of
6 that the utilities submitted a-- said that 6 the next GRA application.
7 that’s what the formula should be, based on 7 GREENE, Q.C.:
8 your analysis. So, | just wondered, it would 8 Q. Thank you, Ms. McShane that finishes my
9 appear from my reading of that decision, that 9 questions for you.
10 you would have supported those two adjustments |10 CHAIRMAN:
11 to the formulathat are proposed by Mr. 11 Q. ljustgotacoupleof quick things. If I'm
12 MacDonald in this particular proceeding. 12 an equity investor, | can look at earnings per
13 MS. MCSHANE: 13 share, but do bond ratings tell me anything, |
14 A |likely didandl canget back toyou if 14 mean if acompany hasa good bond rating, is
15 that’ s not true, because the evidence ison 15 there a co-relation between that bond rating
16 the record filed in response to aRFI. Again, 16 and its earnings per share? | mean, does one
17 | mean, we weretalking at that time about a 17 generally follow the other?
18 more normal level of interest rates and the 18 MS. MCSHANE:
19 forecast long term Canada bond yield at the 19 . | guesswhat the bond rating tellsyou is, to
20 timewas four and a quarter percent and it 20 some extent, is yeah, it does tell you
21 was, you know, after that that we really saw 21 something about the earnings or the earning
22 the huge slide in forecast long term Canada 22 stability at least.
23 bond yields. 23 CHAIRMAN:
24 GREENE, Q.C.: 24 Q. Tellsyou that they got secure earnings, they
25 Q. Soyouwould say that it has been significant 25 got agood cashflow.
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1 MS. MCSHANE: 1 have answered the question earlier, but | mean
2 A. Yeah, if you've got a-right, so if you have a 2 with the regulatory environment that we got
3 high bond rating can mean, it’'s simplistically 3 here now, the kinds of accountsthat we got
4 one of two things, it could mean low business 4 set up to minimize risk to the company, | mean
5 risk and you might have, you know, relatively 5 this-there’ s all sorts of things that we have
6 good or low financial risk, orit can mean 6 here to try and make sure there are no
7 you've got relatively high business risks, but 7 surprises, does that mean that interms of
8 it'soffset by low financial risks, a high 8 whether you use one approach or the other that
9 equity ratio. So, you know, investors are 9 it'srather mute whether you use a forward
10 going to look at the two pieces, they’ re going 10 test year or ahistoric test year? | mean, |-
11 to look at, you know, if they had two 11 -it seems to me to be a distinction without a
12 companies, let’s say they had a bit difference 12 difference. Wegot all thisdatathat we've
13 business risk, they could view them as being 13 generated, we've got all these accounts that
14 equivalent in total risk if their financial 14 we've established to assist the company and
15 risks were different. 15 there really should not be any surprises. So
16 CHAIRMAN: 16 what’sthe point of--what’s the meaning of
17 Q. So a good bond rating does provide some 17 distinction between the forward and a historic
18 assistance, some minimum guarantee to equity 18 test year?
19 investors. | mean, that’s not the sole thing 19 MS. MCSHANE:
20 you would use, but that would be agood--I 20 A. Welll think partly it's becauseyou don’t
21 mean in the absence of a, | mean, a poor bond 21 really have costs--sorry, deferral accounts or
22 rating you'd say, you know, no way, this 22 regulatory mechanismsthat address operating
23 doesn’'t look good. 23 costs, except for, | mean, you do have on
24 MS. MCSHANE: 24 pension expense, right and OPEBS, but the
25 A. Oryouwould at least say that | would want a 25 majority of operating costs and on the
Page 194 Page 196
1 higher equity return asan equity investor, 1 capital, the capital budget, soif you're
2 you know, in acompany that - 2 setting the return on coststhat are, let’s
3 CHAIRMAN: 3 say you're setting areturn on arate base as
4 Q. Yeah, you're getting into speculation. 4 of 2012 onwhereyou expect, you know, the
5 MS. MCSHANE: 5 rate base to be higher in 2013, you don’'t have
6 A. Right. 6 some kind of amechanism to pick up that
7 CHAIRMAN: 7 changein rate baseand if you expect your
8 Q. Veryfamiliar withthat. Bond ratings and 8 operating costs to be higher in 2013 than you
9 different operating environments, basically 9 doin 12, you don't have adeferral mechanism
10 what you' re saying, when you do the exercise, 10 to pick up that change, so aforward test year
11 when you run through all the aspects of the 11 till does give you abetter opportunity, |
12 company, no matter what the operating 12 think, to recover your costsand earn your
13 environment is when two companies got the same |13 allowed return in apurely historic test year.
14 bond rating they're pretty well at the same 14 CHAIRMAN:
15 level of risk from the perspective of abond 15 Q. Butl mean, you would adjust your historic
16 investor? 16 test year for an anticipated -
17 MS. MCSHANE: 17 MS. MCSHANE:
18 A. That'sright, that you have--all the factors 18 A. Yeah, | mean, if you say you'regoing to
19 tend to offset each other where they need to 19 adjust the historic test year for known and
20 be so that the overall total risk from abond 20 measurable changes, you may be into, you know,
21 investor’s perspective is similar. 21 what’s effectively aforward test year anyway.
22 CHAIRMAN: 22 CHAIRMAN:
23 Q. With respect to this business of historic test 23 Q. Yeah, | meanyou always start from your
24 years verses forward test years, | have a bit 24 actuals, don'tyou? That'syour starting
25 of trouble with that one and | think you may 25 point.
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1 MS. MCSHANE: 1 Q. | mean, what's going to happen with this, |
2 A. Yes, | mean you would start from your actuals 2 mean this vast infusion of--1 cal it
3 and then you would build into your, you know, 3 counterfeiting, into the money supply. |
4 your historic numbers, what you expect to 4 mean, how isthat going to be sorted out and
5 happen during your rate year. 5 get back to what you consider to be normal?
6 CHAIRMAN: 6 MS. MCSHANE:
7 Q. Now, where arewe with interest rates? Tell 7 A. | would say that there's still some work to do
8 me what isnormal. | don't want to take up a 8 interms of particularly inthe Us, there's
9 lot of your time now. 9 still some work to do to get out fiscal house
10 MS. MCSHANE: 10 inorder. | mean,| thinkit can be done,
11 A. It'sahard thing. 11 it'sjust going to take awhile.
12 CHAIRMAN: 12 CHAIRMAN:
13 Q. But you used the word "normal”. 13 Q. Wdl accordingto what | read today, | wish
14 MS. MCSHANE: 14 you good luck with that one.
15 A. | did usetheword "normal". 15 MS. MCSHANE:
16 CHAIRMAN: 16 A. Wdl thank you. Normal interest rates | would
17 Q. Youusedittwice. 17 say would be in Canada of 5 percent for the
18 MS. MCSHANE: 18 long Canadayield and that would be sort of
19 A. | probably used it morethan twice. | would 19 consistent with long term growth in the
20 say that over afull businesscycle, once we 20 economy and inflation of about two percent.
21 get out of this situation with governments 21 You know, youwould expect that to vary
22 trying to keep interest rates low and the 22 obviously over a business cycleand | would
23 economies of theworld - 23 think that if you gotinto thelow 4s you
24 CHAIRMAN: 24 could consider that you've gotten yourself
25 Q. Andhow’sthat going to happen? Excuse me, 25 back to the path to normal.

Page 198 Page 200
1 just stop you there, how’'sthat going to 1 CHAIRMAN:
2 happen? How are they going to get out of this 2 Q. Soyourrea returnswould be around two to
3 mess? 3 three percent, somewhere around there.
4 MS. MCSHANE: 4 MS. MCSHANE:
5 A. Wdlif I could find you the answer, 1'd be - 5 A. Sorry?
6 CHAIRMAN: 6 CHAIRMAN:
7 Q. Yeah, you'd be hove off insome Greek Isand 7 Q. Your real returnswould be around, depending
8 wouldn’t you. 8 on what date your inflation target is.
9 MS. MCSHANE: 9 MS. MCSHANE:
10 A. Ifl hadthecrysta ball, I'd berich. 10 A. That'sright, exactly.
11 CHAIRMAN: 11 CHAIRMAN:
12 Q. I mean, | read this stuff every day and | mean 12 Q. Soarising out of oneof the questions that
13 | read the Krugman, | mean everybody’'s 13 Ms. Greene asked you, | take it as a
14 favourite economist is saying well we're going 14 corollary, all companiesin Canadasay the
15 tomint atrillion dollar coin, deposit it 15 EMERA and Pacific North West are average.
16 into treasury and that’sgoing to solvethe 16 MS. MCSHANE:
17 American debt. 17 A. Becauseof the way regulators tend to set
18 MS. MCSHANE: 18 capital structure, they sort of set themupin
19 A. Sureitis, okay. 19 such away to be average. | mean, that’s kind
20 CHAIRMAN: 20 of the approach.
21 Q. I'mean, but he'sgot credibility with you 21 CHAIRMAN:
22 crowd in the states. 22 Q. Thereforeaverage doesn’'t realy helpus a
23 MS. MCSHANE: 23 lot, doesit? Weknow we got Pacific North
24 A. Yes, | know. 24 West and we got EMERA, other than that,
25 CHAIRMAN: 25 everybody seemsto bein the same boat.
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1 MS. MCSHANE: 1 factor. Youlook at thetotal assets, the
2 A. Becauseof theway the capital-- mean I'm 2 total assets give you asense of, | guessto
3 sure there are others that you could say are 3 state the obvious, size which | suggested to
4 somewhat different because there’snot been 4 Ms. Greene, does giveyou a sense of how
5 this offset, but that tends to be the way the 5 liquid the securities are going to be which is
6 regulatory approach to cost of capital has 6 important to aninvestor. Youlook at the
7 worked across different provinces. 7 percentage of assets in the regulated
8 CHAIRMAN: 8 operationswhich givesyou anideaof pure
9 Q. Thank you. 9 play, how much utility is there. Then you can
10 KELLY, Q.C.. 10 look at the customers by type to seeif there
11 Q. Mr.Charman, | havetwo questionson re- 11 isreally something that setsthis utility
12 direct, if | may. 12 apart in termsof its customer base. Very
13 CHAIRMAN: 13 important is all of thesefactorsthat are
14 Q. I'msorry, yes, of course. 14 related the regulatory environment. We look
15 KELLY, Q.C.: 15 at what kind of test year do these various
16 Q. Ms. McShane, the first comesback to the 16 operating subsidiaries have; what have their
17 discussion you were having with Mr. Johnson 17 allowed returns been; did they have any kind
18 but Ms. Greene covered alot of this isher 18 of earnings/sharing framework; what kind of
19 examination. You talked about the various 19 deferral mechanisms do their regulators allow?
20 operating factors as Mr. Johnson went through 20 Andthat’s not just deferral mechanisms on
21 with you and the unigueness of any individual 21 such things as employee pensions expenses, but
22 company from an operating perspective, yet 22 very important would be fuel and cost since
23 your sample ultimately has overall investment 23 that happensto be a very large component of
24 risk profile essentially comparable. Y ou have 24 most utilities costs. And then we have some
25 summarized that, | understand, in Exhibit B 25 indication of whether they do have protection
Page 202 Page 204
1 and I'veasked Mr. Wellsto bring you up on 1 on whether--or salesvolumes, and aso the
2 the screen the Southern Company one, which is 2 view of therating agenciesas far as the
3 the one you used when you were addressing Ms. 3 regulatory climate, and also with Moody’s, |
4 Greene. And very quickly can you just take us 4 mean, their view of the financial strength of
5 down through the left-hand side of this and 5 the company. In addition, on Schedule 13 of--
6 show to the Board where you'veincluded in 6 Schedule 13, page 1 of 2, for each of these
7 your anaysisthe consideration of al of 7 companies, if you look down at Southern
8 these factors that you've talked about? 8 Company, there’ s some additional risk related
9 Without going through it in great detail, just 9 information including a safety raking for the
10 show it to the Board theinclusion of these 10 company. In case of Southern Company, it's
11 factors? 11 one of the highest safety companies. It looks
12 MS. MCSHANE: 12 at the capita structure, what they’'re
13 A. Okay. And| havetosay that in addition to 13 expected to earn, look at the beta of a
14 what’sin Appendix B, per say, | mean there 14 company, you can see for example in Southern
15 are factors that are set out on Schedule 13 as 15 Company’s case it’s lower than the average for
16 well. 16 the sample. Also look at the businessrisk
17 KELLY, Q.C.. 17 profile that Moody’s-1I'm sorry, that S&P
18 Q. Exactly. 18 assigns to each of these companies and you can
19 MS. MCSHANE: 19 see, for example, that Southern Company is
20 A. So, if we look at Southern Company for 20 excellent, which isthe lowest business risk
21 example, start with the fact that you look, 21 profile category. And then again the debt
22 you know, what are the operations, where are 22 ratings for Southern Company, it's got a solid
23 they and immediately we seethat you’ve got 23 A rating by S&Pand the same rating on
24 operations that are diversified across a 24 Moody’s, for Moody’ s as Newfoundland Power.
25 number of states. So, that's a positive 25 KELLY, Q.C.:
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1 Q. Andyou vedonethat comparative anaysisfor 1 think the adjustments are made for that, you
2 each of the companies inyour comparative 2 know, in every quarter, if you understand what
3 group? 3 | am saying. | mean, | think they report what
4 MS. MCSHANE: 4 they actually sold and earned in the quarter
5 A. Absolutely, yes, | have. 5 and then the adjustments are done later. And
6 KELLY,Q.C. 6 so that’ swhy you really need to look at the
7 Q. Thelast question | had for you, Ms. McShane, 7 annual numbers.
8 was a technical one. You had adiscussion 8 MR. JOHNSON:
9 with Mr. Johnson about weather normalization 9 Q. Are yousuggesting that coupling obviates
10 and decoupling and it might be useful if you 10 variability from lack of weather
11 just explain for the Board what decoupling 11 normalization?
12 means. 12 MS. MCSHANE:
13 MS. MCSHANE: 13 A. Sorry, could you say that again?
14 A. Decoupling iswhere revenues and volumesare |14 MR. JOHNSON:
15 essentially delinked, so that if acompany has 15 Q. Are you suggesting that coupling fully
16 a certain revenuerequirement, it has an 16 obviates variations from lack of weather
17 opportunity to recover that full revenue 17 normalization?
18 requirement irrespective of how much it sells 18 MS. MCSHANE:
19 because there are adjustments for factors such 19 A. It depends on the decoupling mechanism. There
20 as weather and for, say, reduction in 20 are different decoupling mechanisms, some of
21 consumption dueto, it could be lower demand 21 them don’t necessarily address weather, some
22 because of conservation, for example. And 22 of them do. Full decoupling would address
23 decoupling has become a very common approach |23 both weather and changes in demand due to the
24 in regulatory jurisdiction inthe us and to 24 things other than weather.
25 some extent in Canada because, primarily 25 MR. JOHNSON:
Page 206 Page 208
1 because conservation has become such a big 1 Q. Thank you.
2 issue and utilities generally are not incented 2 CHAIRMAN:
3 to promote conservation because they make less 3 Q. Sol think you are free, thank you.
4 money, so decoupling makes, essentially makes 4 MS. MCSHANE:
5 utilitiesindifferent to whether they sell 5 A. Thank you very much.
6 more or |less gas or electricity. Soit’snot 6 CHAIRMAN:
7 putin place asarisk mitigator per se, but 7 Q. Okay, now what are we doing?
8 that' s effectively what is accomplished. 8 MS. GLYNN:
9 KELLY, Q.C: 9 Q. Wearefreeaswell.
10 Q. Thank you, Mr. Chair, those are my gquestions. 10 (2:45p.m.)
11 MR. JOHNSON: 11 CHAIRMAN:
12 Q. ljusthave onearising there regarding the 12 Q. Arewefinished for theday? Oh, okay, well
13 decoupling, if | could. Isthat permitted or 13 we are finished for the day then, ladies and
14 - 14 gentlemen.
15 CHAIRMAN: 15 MR. JOHNSON:
16 Q. Sure 16 Q. Ithink and | don't wantto stepinto it
17 MR. JOHNSON: 17 again, but I think -
18 Q. Intermsof the decoupling and the link with 18 CHAIRMAN:
19 weather normalization, Ms. McShane, if there 19 Q. Why areyou looking at her and not at me.
20 was pure decoupling which would totally take 20 KELLY, Q.C:
21 the place of, say, weather normalization, 21 Q. Inthe previousdiscussion we've asked the
22 would you expect to see variations quarterly 22 witness to stand down when placed -
23 in terms of earnings, would you? 23 GREENE, Q.C.:
24 MS. MCSHANE: 24 Q. No, and | think what--there have been some
25 A. See, | think you still would because | don't 25 discussion earlier, we had been somewhat
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1 optimistic and thought that we might finish 1 that’s particularly a useful function and
2 earlier and we had talked about that it would 2 we' ve proceeded accordingly.
3 be useful to hear Dr. Vander Weide's direct 3 CHAIRMAN:
4 today if that was based on finishing earlier, 4 Q. Weshal adjourn. Thank you.
5 but I think you would like--you’ re suggesting
6 westill go ahead with Dr. Vander Weide, is
7 it?
8 MR. JOHNSON:
9 Q. Itwould be preferable and I’'m being--entirely

10 personal reasons for this, and that is -

11 KELLY, Q.C.

12 Q. Ask thewitness to just stand down, he's

13 physically here, but we've proceeded on the

14 basis we'd put himon 9 o'clock in the

15 morning, as the previous discussion.

16 GREENE, Q.C.:

17 Q. Our discussion was based, we had thought that

18 we would finish Ms. McShane earlier, when we

19 had talked earlier and talked about this,

20 right.

21 CHAIRMAN:

22 Q. Sowegot adisagreement, you'd like to hear

23 him now and you' re saying 9 o’ clock.

24 KELLY,Q.C.

25 Q. That'swhat we had discussed earlier and had

Page 210 Page 212

1 agreed and have so advised the witness. 1 CERTIFICATE
2 CHAIRMAN: 2 I, Judy Moss, do hereby that the foregoing is
3 Q. Oh. 3 atrueand correct transcript of ahearing in the
4 MS. GLYNN: 4  matter of Newfoundland Power Inc.’s General Rate
5 Q. I'dasonotethat the later we proceed, the 5  Application heard on the 16th day of January, 2013
6 later the transcript will be out for review, 6 atthe officesof the Board of Commissioners of
7 so | don’t know if that would affect any other 7  Public Utilities, St. John's, Newfoundland and
8 considerations for the parties. 8  Labrador and was transcribed by me to the best of
9 MR. JOHNSON: 9  my ability by means of a sound apparatus.

10 Q. Wdl having it late thiseveningis better 10 Dated at St. John's, NL this

11 than hearing it tomorrow morning, from my 11 16th day of January, 2013

12 perspective. | guess from my perspective the 12 Judy Moss

13 issue, I’ve had some cross-examination split 13 Discoveries Unlimited Inc.

14 up aready which meant that I’ ve, you know, |

15 had to have two or three people in mind after

16 hours and it would be, it would be most

17 convenient if | could hear what Dr. Vander

18 Weide hasto say, particularly given the fact

19 that, you know, we've indicated that we would

20 be prepared to sit alittle -

21 KELLY,Q.C.

22 Q. And mindful, it's been along day, we' re going

23 to get into some more technical discussion and

24 at 10 to 3 in the afternoon, having sat since

25 9 o’clock this morning, I’'m not sure that
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