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1 (9:00 am.) 1 State University. 1I'm a member of the
2 CHAIRMAN: 2 National Society of Professional Engineers.
3 Q. Good morning everybody. 3 I’m also amember of the Pennsylvania Society
4 KELLY,Q.C.: 4 of Professional Engineers. I’'m acertified
5 Q. Good morning, Chairman. 5 depreciation professional which requiresfive
6 MR. JOHNSON: 6 years of work experience in depreciation
7 Q. Good morning. 7 matters, as well as passing a rigorous written
8 CHAIRMAN: 8 examination. | am amember of the Society of
9 Q. Now before we start with our first witness, | 9 Depreciation Professionals. In 2005, | was
10 understand that there are some preliminary 10 elected as the president of the Society of
11 matters. 11 Depreciation Professionals which is an
12 MS. GLYNN: 12 organizaetion -- it's an international
13 Q. Just some housekeeping items, Mr. Chair. 13 organization comprised of staff members from
14 Newfoundland Power has filed undertakings, 9, 14 the utility industry, gas, water, telephone,
15 11, 12 and 13 and Ms. Jocelyn Perry, in her 15 electric, aswell as consultants like myself,
16 evidence, had referred to an updated Moody’s 16 staff members from regulatory bodiesin the us
17 opinion and we do have that from Newfoundland |17 and Canada. There's members from both usand
18 Power and we'll enter that as J» No. 4. Those 18 Canada in the Society of Depreciation
19 are all the housekeeping matters, Mr. Chair. 19 Professionals.
20 We can get right into the depreciation 20 KELLY, Q.C:
21 evidence. 21 Q. Andyou've previoudly testified before this
22 CHAIRMAN: 22 Board as an expert witness in depreciation?
23 Q. Okay. | understand Mr. Wiedmayer, is that 23 MR. WIEDMAYER:
24 your name, sir? 24 A. Yes, | have. I've testified in Newfoundland
25 MR. WIEDMAYER: 25 in 2003.
Page 2 Page 4
1 A. Yesdr. 1 KELLY, Q.C.:
2 CHAIRMAN: 2 Q. Andcanyou tell the Board, please, what does
3 Q. Isthat pronounced withaW or aV? 3 Gannett Fleming do?
4 MR. WIEDMAYER: 4 MR. WIEDMAYER:
5 A, W. 5 A. Gannett Fleming isan international consulting
6 CHAIRMAN: 6 engineering firm that has been in existence
7 Q. W. I'll swearyouin, Sir. 7 since 1915. We have been conduct -- my
8 MR. JOHN WIEDMAYER, SWORN 8 division, the valuation and rate division, has
9 KELLY,Q.C. 9 been conducting depreciation and valuation
10 Q. Thank you, Mr. Chairman. Mr. WIEDMAYER, 10 studies since the firm'’ sinception. We also
11 perhaps we can begin by having you indicate 11 prepare cost of service studies, rate of
12 your position with Gannett Fleming. 12 return studies and we present expert testimony
13 MR. WIEDMAYER: 13 in support of such studies.
14  A. Yes. | amnthe Project Manager of Depreciation 14 KELLY, QC:
15 Studies for the Vauation and Rate Division of 15 Q. And | understand Gannett Fleming has done
16 Gannett Fleming Inc. 16 depreciation work for Newfoundland Power since
17 KELLY, Q.C.: 17 late 1995, early 1996. Isthat correct?
18 Q. Andwhat are your professional qualifications 18 MR. WIEDMAYER:
19 as the Project Manager of Depreciation 19 A. Yes Mr. Kdly, that iscorrect. We have
20 Studies? 20 prepared four different studies at five-year
21 MR.WIEDMAYER: 21 intervals for Newfoundland Power, starting in
22 A. | received my undergraduate degree in 22 December of 1995.
23 engineering from LaFayette College in eastern 23 KELLY,QC.
24 Pennsylvania. | also have received a Masters 24 Q. Okay. Now inyour capacity as Project Manager
25 in Business Administration from Pennsylvania 25 of Depreciation Studies with Gannett Fleming,
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1 did you actually prepare the depreciation 1 MR. WIEDMAYER:
2 study that we're going to talk about here for 2 A. Yes ltwasjust atypographical error.
3 Newfoundland Power, which was related to its 3 KELLY, Q.C:
4 electrical plant as of December 31st, 2010? 4 Q. Okay. Anything else?
5 MR. WIEDMAYER: 5 MR. WIEDMAYER:
6 A. Yes |did. 6 A. No, Mr.Kdly, that’s-
7 KELLY, QC: 7 KELLY, QC:
8 Q. And that 2010 depreciation study has been 8 Q. Thank you. And do you adopt the 2010
9 filed with the Board. It iscontained in 9 Depreciation Study and the expert rebuttal
10 Volume 3 of the application, correct? 10 evidence as your sworn testimony in this
11 MR. WIEDMAYER: 11 proceeding?
12 A. Yes, that'scorrect. 12 MR. WIEDMAYER;:
13 KELLY, Q.C.: 13  A. Yes, | do.
14 Q. Anddo you have any revisions tothe 2010 14 KELLY, Q.C.:
15 study at this point in time? 15 Q. Wdl, let's start with some basic concepts.
16 MR. WIEDMAYER: 16 Perhaps you can define the concept of
17 A. Wdl, asl was-- yes, | do. Asl was 17 depreciation.
18 perusing through the report, | found a couple 18 MR. WIEDMAYER:
19 of minor typographical errors that | would 19 A. Yes, certainly. Depreciation refers to the
20 like to correct in the depreciation study that 20 loss in service value, not restored by current
21 we' ve submitted. 21 maintenance, incurred in the connection with
22 KELLY, Q.C: 22 the consumption or prospective retirement of a
23 Q. Volume3. 23 utility plant in the course of service from
24 MR. WIEDMAYER: 24 which causes that can be reasonably
25 A. Volume3of theApplication. On pagell- 37 25 anticipated or contemplated and events which
Page 6 Page 8
1 there’ s three sets of formulas. 1 the company isnot protected by insurance.
2 KELLY, Q.C: 2 Among the causes to consider are wear and tear
3 Q. II-37? 3 of the assets, decay, action of the elements.
4 MR. WIEDMAYER: 4 Most of theplant is outside, so it’s, you
5 A. Yes, right. That describe the calculation of 5 know, in the elements. Inadequacy,
6 the composite remaining life for each of the 6 obsolescence, changesin the art, changesin
7 plan accounts. So, each one of those formulas 7 technology, changes in the demand and
8 have anumerator and denominator. What's 8 requirements of public authorities. So the -
9 missing in both the numerator and denominator 9 KELLY, Q.C:
10 for those three formulas -- it’ s being brought 10 Q. Andwhat do you mean -- sorry.
11 up on the screen. 11-37. 11 MR. WIEDMAYER:
12 KELLY, Q.C. 12 A. Go ahead.
13 Q. Bottom of the page? 13 KELLY, Q.C.:
14 MR. WIEDMAYER: 14 Q. What do you mean by service value?
15 A. Yes, bottom of the page, the very bottom 15 MR. WIEDMAYER:
16 formula, the numerator should have asummation {16 A. What | mean by service valueisthe original
17 symbol in front and the denominator should 17 cost of anasset less its estimated net
18 have asummation symbol. In addition, that 18 salvage. For example, apole may initially
19 bottom formula whereit saysbook cost and 19 cost a thousand dollars when it’sinstalled
20 calculated reserve, there should be aminus 20 but at the end of itslife, there’'s acost
21 sign in between book cost and calculated 21 that the company is responsible for to remove
22 reserve. 22 that pole from service. So that cost at the
23 KELLY, Q.C: 23 end of itslife needsto be recovered over the
24 Q. Okay. And perhapswe can, in due coursg, file 24 course of the asset and collected from
25 arevision for that page then. 25 customers that are benefitting from that
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1 asset. So thepole may initialy cost a 1 A Wdl, the first step is to define a
2 thousand dollars, but the removal cost for 2 depreciation system. Thisinvolves severa
3 that pole that will beretired 30, 40, 50 3 choices at the front end of the study where
4 years into the future also needs to be 4 you're defining a depreciation method
5 recovered over the course of itslife. So 5 procedure, a depreciation calculation
6 that cost at the end of its life may be 200, 6 procedure and a depreciation technique.
7 300, 400 dollars 40 yearsinto the future. 7 KELLY, Q.C:
8 KELLY, Q.C: 8 Q. Okay. Let'stake each of those three: method,
9 Q. Okay. Now what then isthe purpose of the 9 procedure and technique. What’s depreciation
10 depreciation study? 10 method?
11 MR. WIEDMAYER: 11 MR. WIEDMAYER:
12 A. Thepurpose of adepreciation study is to 12 A. A depreciation method is the method of
13 determine applicable depreciation rates for 13 alocating the service value of the asset over
14 each of the various depreciation categories 14 its servicelife. So the method of allocation
15 and we have broken the assets down into 15 includes some accelerated forms or accelerated
16 homaogenous groupings or categories of assets. 16 methods of decelerated and straight line
17 So we have a depreciable category for 17 methods. The most common method for
18 vehicles, which we depreciate over a life 18 depreciation -- the most common method of
19 appropriate for vehicles, and we also have a 19 depreciation of utility plant isthe straight
20 depreciation category for poles, which are 20 line method and Newfoundland Power usesthe
21 longer lived assets, and we have a specific 21 straight line method of depreciation.
22 life and net salvage estimate for that 22 KELLY, Q.C:
23 depreciation category.  The annua 23 Q. And could you just explain and describe
24 depreciation rates are based on reasonable 24 straight line depreciation method alittle bit
25 estimates of servicelivesof the company’s 25 further?

Page 10 Page 12
1 assets.  Revisions to the company’s 1 MR. WIEDMAYER:
2 depreciation rates are necessary to ensure 2 A Yes, certainly. The straight line method
3 that the rates currently reflect current 3 alocates the service value of the asset, the
4 information and recent changes experienced by 4 group of assets, equally over the life of the
5 the company in relation to the service life of 5 asset. So for example, that thousand dollar
6 the assets and the net salvage for the assets. 6 polethat | had indicated, we would try and
7 The depreciation ratesare not intended to 7 take that pole and depreciate it over itslife
8 remain unchanged. We update these studies 8 and assume that that lifeis 40 years, we
9 every five years. We takea look at the 9 would depreciate that at arate of two and a
10 company’s experience and what has occurred 10 half percent per year.
11 from an historical perspective in setting 11 KELLY, Q.C.
12 these depreciation rates that wefeel are 12 Q. Okay. Now what’s depreciation procedure?
13 appropriate and the lives and salvage 13 MR. WIEDMAYER:
14 reasonably estimated. It’s been the practice 14 A. Depreciation procedure refersto the grouping
15 of Newfoundland Power to complete these 15 of assets. Assetscan be depreciated either
16 studiesand submit these studies every five 16 on aunit or group basis. A unit basis would
17 yearsand that is consistent with industry 17 beif we had alife for every unit of property
18 practice. My firm has performed these studies 18 out there and the company has millions of
19 in all ten Canadian Provinces, three Canadian 19 units of property if we count up all the
20 territories and all 50 us States. 20 metersand all the polesand al the line
21 KELLY, Q.C:: 21 transformers, so most utilities, it's
22 Q. Now what’'sthe first step thenin doing the 22 challenging to use the unit basis, so they use
23 depreciation study? How doyou get this 23 agroup basis where they depreciate a group of
24 process started? 24 assets over its average service life. The two
25 MR. WIEDMAYER: 25 most common depreciation procedures are the
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1 equal life group procedure and the average 1 allocate the service value of the assets over

2 lifegroup procedure. For utilities, both 2 their reasonably estimated service lives. The
3 depreciation calculation procedures are 3 principal components of performing a

4 normally used with the straight line method of 4 depreciation study isto conduct a service

5 depreciation. The equal life group procedure 5 life study and a net salvage study. Both of

6 is adepreciation procedure approved by this 6 these require consideration of historical

7 Board for use by Newfoundland Power. 7 information that | receive from the company
8 KELLY, Q.C: 8 that allows me to see what has occurred at the
9 Q. Okay. 9 company froma historical perspective and
10 MR. WIEDMAYER: 10 based on the company’ s own data and experience
11 A. | will discuss these procedures more in detail 11 how long the assetsin Newfoundland last. |
12 later in my testimony. 12 also consider current conditions and future
13 KELLY, Q.C. 13 plans regarding the company’ s assets.

14 Q. Okay. Thelast of the two or the three items 14 KELLY, Q.C.:

15 we had, method, procedure and then 15 Q. Okay. Sowe got historical information,
16 depreciation technique. Just explain to the 16 current conditions and future plans, three
17 Board what depreciation technique is. 17 items. Let's talk about historical

18 MR. WIEDMAYER: 18 information. What historical information do
19 A. Yes. Thereare two depreciation techniques. 19 you consider when you're doing the
20 Oneisthe whole life technique and the other 20 depreciation study?
21 istheremaining lifetechnique. Under the 21 MR. WIEDMAYER:
22 remaining life technique, depreciation expense 22 A. Newfoundland Power maintains afixed asset
23 is adjusted so that the undepreciated service 23 database which isarecord fromthe timea
24 value of the assets are recovered over the 24 plant’s added to thetime plant isretired.
25 remaining life.  Under the whole life 25 The fixed asset database includes other plant

Page 14 Page 16

1 techniques, such adjustments are not. Most 1 accounting transactions, such as plant

2 utilities, including Newfoundland Power, use 2 acquisitions, transfers,  additions,

3 the remaining life technique.  The 3 retirements that have been recorded throughout
4 characteristics of the remaining life 4 the company’s history. It isasummation of
5 technique areto adjust -- it'sa method of 5 those plan additions and retirements and other
6 adjustment so that if there are errorsin the 6 transactionsthat result in an ending plant

7 lifeand salvage estimates in our forecast 7 balance as of the date of the calculation

8 that if depreciation from a-- if past levels 8 where we're trying to determine the

9 of depreciation have either been too high or 9 depreciation expense at a specific pointin

10 too low, it's away to kind of correct over 10 time. This depreciation study relates to

11 the remaining life, the undepreciated value of 11 plant in service asof December 31st, 2010.
12 those assets. Newfoundland Power has this 12 To theinformation on plant additions and
13 true-up adjustment that they maketo their 13 retirements | apply recognized analytical
14 depreciation expense for accounts that either 14 techniques to estimate an average servicelife
15 need to speed up the capital recovery process 15 for the various plan accounts.

16 or slow down the capital recovery process. 16 KELLY, Q.C.

17 KELLY, Q.C.: 17 Q. Okay. Now once you've looked at the
18 Q. Now thenextthing I'd likeyoutodo isto 18 historical data, what’s your next step?

19 take the Board through the process of 19 MR. WIEDMAYER:

20 conducting a depreciation study. How do you 20 A. Waéll, the historical indication provides --

21 actually go about it? 21 the historical analysis of life and salvage

22 MR. WIEDMAYER: 22 provides an indication of service life and net
23 A. Okay. Asl said earlier, the purpose of the 23 salvage, however when you're trying to
24 depreciation study isto ensure that the 24 forecast things into the future, you' d want to
25 company’s depreciation rates appropriately 25 make -- you wantto make sure that the
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1 depreciation rates adequately reflect recent 1 of the property. So this assessment helps me
2 and expected changes that may affect service 2 interpret the historical service life
3 lives. So | asointerview key engineering 3 indications provided by my analysis of
4 and operations staff from Newfoundland Power 4 historical data. It also provides a
5 and | alsotour anumber of the company’s 5 background for my discussions with the
6 facilities, such astheir hydro plants, the 6 company’s engineering and operations staff
7 service centres, office buildings, 7 because as we're travelling along two or three
8 substations, take alook at some of the 8 daysof a field trip, 'm inthecar alot
9 transmission lines that they may have recently 9 with the engineering staff and get to ask
10 worked on, sotry and get out and see the 10 questions that come up during these trips
11 property. 11 throughout Newfoundland.
12 KELLY, Q.C. 12 KELLY, Q.C.
13 Q. And over the past 15 years, can you just give 13 Q. Can | get you to elaborate then on your
14 the Board asense of the facilities you 14 discussions with the company’ s engineering and
15 visited? 15 operations staff? Like what do you get out of
16 MR. WIEDMAYER: 16 that process?
17 A. Yes. I'vementioned I’ve conducted four 17 MR. WIEDMAYER:
18 depreciation studies for Newfoundland Power. 18 A. Eachtimel conduct a depreciation study for
19 We conducted one in 1996, updated another one |19 Newfoundland Power, | meet with senior
20 in 2001, updated another onein 2006 and we 20 engineering and operations staff who have
21 updated this depreciation study in 2010. So 21 responsibility for asset replacement. They
22 in 1996, | saw mostly facilities on the Avalon 22 know the assets well. They’re responsible for
23 Peninsula. So, we toured service centres, 23 maintaining the assets. They’re responsible
24 office buildings, hydro facilitiesin 1996. 24 for the operations. They’re responsible for
25 In 2001, | toured some facilitiesin western 25 the replacement of the assets eventually when
Page 18 Page 20
1 Newfoundland, starting in Deer Lake, travelled 1 it gets to the point where it needsto be
2 down to Corner Brook, visited the new -- at 2 replaced. So my discussions with the
3 the time, the new hydro plant Rose Blanche, 3 engineering and operations staff help me
4 toured the Port aux Basques diesel plant, saw 4 understand the major causes of past
5 some substations along the way in Stephenville 5 retirements, like why have line transformers
6 and made our way back to the Avalon in 2001. 6 or meters or poles, why have they been retired
7 2006 and 2010, we' ve aso concentrated seeing 7 inthe past. So, thisdiscussion gives me
8 sites throughout the Avalon Peninsula. 8 insight into the past causes of retirements
9 KELLY, Q.C: 9 and then also, during these discussions, we
10 Q. Andwhy do you do that? What' s the purpose of |10 identify factors that are likely to influence
11 visiting the company’ s facilities? 11 future retirements. Like we discuss the
12 MR. WIEDMAYER: 12 probable future causes of retirement for the
13 A. Thepurpose of getting out and seeing the 13 plant assets. So the asset retirements can be
14 plants is to try and get a genera 14 influenced by a number of factors that are not
15 understanding of Newfoundland Power’s 15 necessarily evident inthe historical data.
16 electrical system and the service territory in 16 Historical datais only helpful if the past
17 which the company operates. The other key 17 causes of retirements are expected to bein
18 reason isto assess the condition of the 18 effect in the future to the same degree and
19 plant. The assessment helps me interpret the 19 magnitude. So it helps me make an assessment
20 historical datathat | have received from the 20 as to whether past causes of retirements that
21 company when I'm doing the analysis. | havea |21 have led to poles, meters, line transformers
22 better understanding of the property that | 22 to beretired, whether or not in the future
23 receivein termsof the numbersrelated to 23 those same causes of retirements are likely to
24 plant additions and plant retirements and | 24 bein existence.
25 actually see the property, seethe condition 25 KELLY, Q.C:
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1 Q. Probably you can give usacouple of examples? 1 Newfoundland, it's a significant problem.

2 MR. WIEDMAYER: 2 Corrosion of the steel ismore significant

3 A. Yes. Wdl, | mentioned meters. So, for 3 than it would be in Saskatchewan or somewhere
4 example, recent government regulations 4 inthe Prairies. So the historical datawas

5 mandating stricter meter testing has led to an 5 indicating a shorter life of about 30 years,

6 increasein meters. In addition, companies 6 30 or 35 yearsfor line transformers, based

7 such as Newfoundland Power haveinstalled AMR | 7 upon history which included retirements of

8 meters, automatic meter reading meters, which 8 line transformers that had mild steel tanks.

9 have a shorter -- tend to have a shorter life 9 So, the company, in the last ten years or so,

10 than the older style electromechanical meters. 10 has been using stainless steel for their line

11 I’ve seenthis in other jurisdictions for 11 transformers. The stainless steel tanks are

12 companies that have replaced their older style 12 more resistant to the corrosion problem that

13 electromechanical meters with AMR or AMI 13 have caused shorter service lives to be

14 meters, AMI meters being smart metersisthe 14 experienced in Newfoundland than | see

15 terminology that I've seenused. So on the 15 elsewhere. Sothisis achange in company

16 basis of my discussions with the company 16 policy that the company has embarked upon that
17 engineering staff for meters, based on the 17 | expect the future service life to be longer

18 fact that the historical data was not 18 than what I’ ve analyzed from a study of past

19 necessarily indicative of future conditions, | 19 retirements.
20 recommended a decrease in the service life of 20 Study of past retirements has indicated a
21 meters based on the fact that future 21 life of 30 to perhaps 35 years. I'm
22 conditions likely will be different than past 22 recommending, because the company has
23 history for meters because you' re changing out 23 gradually been installing over the past ten
24 older electromechanical meters and replacing 24 years stainless stedl tanks, I'm recommending
25 them with new electronic meters that will be 25 a40-year service life for these transformers.

Page 22 Page 24

1 subject to a higher degree or technical 1 Five years ago when | did this study, back in

2 obsolescence and generally get damaged more 2 2005, the company had approximately 15 to 20
3 frequently than the older style 3 percent stainless steel. Now it's closer to

4 electromechanical meters which could be 4 50 percent. So as that gradual increase, as

5 repaired. 5 the company replaces out the older steel tank

6 Another example of a change in the 6 line transformers, | would expect service

7 company practice that is expected to be 7 livesfor line transformersto increase. So |

8 different from the historical pattern of 8 have reflected that in my life estimate.

9 retirement that 1've analyzed is in line 9 KELLY, Q.C:

10 transformers which you would see the 10 Q. Okay. So welooked at the historical data.

11 cylindrical pieces of equipment up on the pole 11 Y ou've been at -- looked at the facilities and

12 topsthat are attached to the poles. These 12 you' ve had these discussions with engineering.
13 arewhat wecall linetransformers. These 13 Then what’ s the next thing you do to complete
14 line transformers reduce the current so that 14 the depreciation study?

15 the electricity into a residence or a 15 MR. WIEDMAYER:

16 commercial is at the appropriate voltage. The 16 A. Wdl, much along thelines of what I’ve just
17 line transformers, the company has, in the 17 explained with respect to the line

18 last ten yearsor so, has embarked upon 18 transformers and the meters, sowe gather

19 putting in a better line transformer for the 19 information collected from the historical

20 environment that's experienced in 20 analysis and through our discussions with the
21 Newfoundland. The coastal environment in 21 company’ s engineering and operations staff, we
22 Newfoundland is very corrosiveto the steel 22 combined the known past causes of retirements,
23 tankson thoseline transformersand those 23 the history, we combined that with expected
24 steel tanks corrode more rapidly in coastal 24 future conditions and outlook based upon
25 environments than elsewhere. So obvioudly in 25 management’s plans. Like | know that they're
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1 planning to continue to install stainless 1 and utility property had been retired. So it
2 stedl tanks on their line transformersand | 2 was based upon empirical studies of utility
3 combine that information and use professional 3 plant, industrial property, railroad property
4 judgment to prepare a servicelifeand net 4 to form abasis of here are thelife -- here
5 salvage estimate. 5 are ageneralized set of survivor curves that
6 KELLY,Q.C. 6 properly describes utility property.
7 Q. Okay now, how do you prepare the service life 7 SoI'd liketoask Mr. Wells, at this
8 estimate? Let'stake that component next. 8 point in time, to put up on the screen agraph
9 MR. WIEDMAYER: 9 of asurvivor curve, of an lowatype survivor
10 A. | base the service life estimate on 10 curve.
11 engineering judgment whichis based upon a 11 KELLY, Q.C.
12 consideration of anumber of factors. These 12 Q. Andthisisinthereport at page 2-4?
13 factorsinclude the statistical analysis of 13 MR. WIEDMAYER:
14 historical company experience data, current 14 A. Yes, itis, Mr. Kely. Can you shrink it just
15 company policies regarding operational or 15 alittle bit? Yes, thank you, Mr. Wells.
16 accounting policies and then future outlook as 16 Just moveit up alittle bit. Okay, okay. So
17 determined during my field reviewsof the 17 the survivor curvethat's being displayedis
18 property and my conversationswith company |18 labelled survivor curve. It starts out at 100
19 management and their engineering and 19 percent surviving age zero and then as you can
20 operations staff. | also, in addition, as 20 seg, it declines over time. The horizontal
21 kind of areasonableness check to see, oncell 21 axisislabelled theagein years. So aswe
22 do that and come up with an estimate, how does |22 progress through its age, property gets
23 this compare with previous estimates that I’ ve 23 retired and the survivor curve starts to
24 recommended and that have been approved by the |24 decline or decrease. So you can see at about
25 Board and | also conduct a reasonableness 25 age 15, the survivor curve is down to
Page 26 Page 28
1 check because Gannett Fleming has done alot 1 approximately 82 or 83 percent surviving.
2 of depreciation studies over the course of our 2 That’sjust an extrapolation on my part, based
3 firm's existencein every jurisdiction in 3 on thevisual. And if we go down to page 30,
4 Canada and the us that | compare full 4 the survivor curveindicates on the vertical
5 reasonableness check. | also consider the 5 axis a percent surviving of about 30 percent
6 survivor curve estimates used by other 6 surviving. And this survivor curve goes all
7 electric companiesin Canada and the us. 7 the way out to about age 60 where it ends at
8 KELLY, Q.C. 8 zero percent surviving. So thisisjust away
9 Q. You'regoingto haveto explain to us survivor 9 to describe the survivor characteristics of an
10 curves. What'sasurvivor curve? 10 asset.
11 MR. WIEDMAYER: 11 So the other point that I'd like to
12 A. Okay. Waél, the survivor curve is-- the 12 describe is that under the area of the
13 survivor curve graphically depicts the amount 13 survivor curve is how we determine the average
14 of property retiring at each age throughout 14 life of agroup of assets. We figure out the
15 the life of a group of assets. So from the 15 area underneath the curve. A computer does it
16 survivor curve, the average life of the group 16 thesedays. Andthat determineswhat the
17 can be calculated, as can the remaining life 17 averagelife would be. Now thisis justa
18 and the frequency curve can be calculated from 18 typical survivor curve. It doesn't --it's
19 the survivor curve. In utility depreciation 19 not for a specific depreciation category. So
20 studies, we use asystem of survivor curves 20 the other thing that you can derive from the
21 known asthe lowatype survivor curves. The 21 survivor curve is the remaining life
22 lowa curves were developed at the lowa State 22 expectancy or the remaining life of an asset
23 College Engineering Experiment Station through |23 atany pointintime. At any age, we can
24 an extensive process of observation and 24 determineits remaining life based upon the
25 classification of the ages at which industrial 25 area undernesth that survivor curve. So at
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1 age 30, you'll see an areathat’s been shaded. 1 retirements that happen out in the real world

2 If you figure out the area you can figure out 2 that cause Newfoundland Power and other

3 the -- you can determine the area underneath 3 electric utilitiesto retire property either

4 that survivor curve and that will give you the 4 before the average and some, you know,

5 remaining life at age 30 for that particular 5 property that gets retired after.

6 account. You could do it at any age. Figure 6 (9:45am.)

7 out the area at any age. 7 KELLY, Q.C..

8 Also we display on this chart the 8 Q. Sothat’sa survivor curve. Doyou do that

9 frequency curve. The frequency curve | 9 for each of the accounts?

10 believeis probably alittle bit more familiar 10 MR. WIEDMAYER:
11 to people with a background in statistics that 11  A. Yes. Of the 57 mass property accounts, |
12 may have seen abell-shaped curve. Sothe 12 recommend -- there’s approximately 57
13 frequency curve showsthe percent retired at 13 depreciation categories. For each of these
14 each age. So some frequency curves, it 14 depreciation categories, | recommend a
15 expressed really therange of servicelives 15 survivor curve and the survivor curve
16 that are expected to be incurred by a 16 describes an average service life. In
17 particular asset group. As you may imagine, 17 addition to that, | also estimate the net
18 an asset category or depreciation category 18 salvage percent. So in this particular
19 like meters or poles -- apole could be put in 19 depreciation study that I’ ve conducted, of the
20 last year and it could be run into by a snow 20 57 mass property accounts that I’ ve looked at,
21 plough and at age one, the company has to 21 I recommended anincrease for 27 of the
22 retirethe pole. Or ameter could bealso 22 accounts, areduction in service life for five
23 similarly damaged at age one. Now, |I’'m not 23 of the accounts and no change for the
24 saying there’'s alarge percentage of those 24 remaining 25.
25 early retirements but there are retirements 25 KELLY, Q.C.:

Page 30 Page 32

1 that occur for mass property such as meters, 1 Q. Okay. Sowehave57 of these mass accounts,

2 poles, line transformers that occur at various 2 in other words accounts with multipleitemsin

3 ages from age zero to whatever the maximum age | 3 them like poles, 27 have longer service lives

4 of aparticular depreciation category is. 4 in this study, five reduced and 25 the same,

5 So that’swhat the survivor curve is 5 correct?

6 trying to describe. So there’s-- what I'm 6 MR. WIEDMAYER:

7 trying to convey isthat there isarange of 7 A. Yes, correct.

8 service livestypically experienced by utility 8 KELLY, Q.C.

9 property and when wetalk about calculating a 9 Q. Okay. Now thenwegot to go to net salvage.
10 depreciation rate, we usually use asurvivor 10 What' s net salvage and how isit determined?
11 curve that indicates an average service life, 11 MR. WIEDMAYER:

12 but the average service life can -- an average 12 A. Net salvageisdetermined in asimilar manner
13 service lifeimpliesthat there are arange of 13 as | described with the life analysis. So the

14 livestypically experienced by a particular 14 net salvage first of all refersto the salvage

15 depreciation category, such as meters or poles 15 value for property retired lessits cost of

16 or line transformers that a substantial amount 16 removal. For some retired assets, such as
17 of those retirements don't occur at the 17 vehicles or automobiles, the salvage value
18 average. So you may have poles with an 18 upon retirement exceeds its removal cost. In
19 average service life of let’s just say 40 19 this case, we generaly refer to that as

20 years but only about maybe two percent of the 20 positive net salvage, when the salvage exceeds
21 population of polesretire exactly at age 40. 21 the removal cost. In this particular example
22 The other 98 percent occur at other ages. So 22 of a vehicle, we would reduce depreciation
23 we take into account that there is arange of 23 expense or not try and recover the full cost
24 service livestypically experienced for mass 24 of that vehicle because at the end of its

25 property because of the various causes of 25 live, we know thereis somevaue for that
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1 vehicle. So we'reonly tryingto collect 1 KELLY,Q.C:
2 through depreciation expense the original cost 2 Q. Okay. There'snumerous schedules which you
3 less the net salvage, that portion. 3 havein your report which deal with all of
4 For other assets, such as poles, removal 4 these. Let's just go to the ultimate
5 costs typically will exceed the salvage value. 5 conclusion, just so the Board can kind of see
6 Thisis known as negative net salvage and it 6 this. Chris, if wegoto pagel-4 and we'll
7 is a cost which is recovered through 7 have the key findings summarized there. There
8 depreciation over the life of the asset in the 8 you go. Stop probably about -- go up another
9 manner that I've described. So net -- 9 little bit there. Sorry, other direction,
10 previously for poles. So net salvage will 10 Chris. There yougo. That'sprobably a
11 increase depreciation expense because in the 11 pretty good place to start. Mr. Wiedmayer, if
12 example of thepolethat | gavethat wasa 12 you' d just summarize the results then of your
13 thousand dollars to instal, that's the 13 study.
14 initial cost, but then at the end of itslife, 14 MR. WIEDMAYER:
15 30, 40, 50 yearsinto thefuture, thereis 15 A. Yes. So, inthe second paragraph that’s being
16 going to be some expense that the utility 16 displayed there, the calculated accrued
17 incursto remove and dispose of that pole 17 depreciation as determined at a point in time,
18 which may be 300 or 400 dollars 40 years into 18 December 31st, 2010, is563 million. So the
19 the future and we express that end of life 19 calculated reserveis also referred to asthe
20 cost asa percent of the original cost. So 20 theoretical reserve and we compare the
21 $400 to remove it 40 or 50 yearsfrom now is 21 theoretical reserve with the company’s book
22 expressed as a percent of the original cost. 22 accumul ated depreciation of 553 million and
23 So $400 as a percent of the thousand dollars 23 there'sa difference of 9.9 millionor 1.8
24 would be 40 percent and we call this negative 24 percent. Sothe calculated reserve or the
25 net salvage and we say negative 40 percent net 25 theoretical reserve isused as abenchmark.
Page 34 Page 36
1 salvage. 1 It's notto bethought of asthe correct
2 So again, aswith thelife estimation 2 reserve, but it's a benchmark that the company
3 process, the net salvage is determined 3 adjust their past levels of depreciation which
4 individually for all depreciation categories 4 are recorded to book accumulated depreciation
5 for each of the company’s 57 mass property 5 and they truethose numbers up over the
6 accounts. Thefirst step in determining what 6 remaining life of the various plant assets.
7 the appropriate net salvage percent should be 7 So the 9.9 million dollar difference between
8 involves an analysis of historical net salvage 8 the theoretical reserve and the book reserve
9 data experienced by the company. So, in 9 is about a 1.8 percent difference.
10 addition to an analysis of past data that | 10 When | first started doing studiesfor
11 make, | also have discussionswith company 11 Newfoundland Power in 1996, the previous
12 engineering and operations staff to assess 12 consulting engineering firm that did the
13 whether past experience is indicative of 13 studies and presented those to the Board was
14 future expectations with respect to net 14 Montreal Engineering and they had a practice
15 salvage. 15 established with the Board that if the reserve
16 KELLY, Q.C.: 16 variance, the difference between the book and
17 Q. Whenyou get the servicelife and the net 17 theoretical, was lessthan five percent in
18 salvage estimates, how do you usethose to 18 total to make no adjustments to the
19 calculate depreciation? 19 depreciation expense. However, when Gannett
20 MR. WIEDMAYER: 20 Fleming started doing the -- and that’ s fine.
21 A. Theservicelifeand net salvage are used to 21 | understand why that was done. That's
22 calculate annual and accrued depreciation on 22 reasonabl e because you’ re always going to have
23 both an account basis, which we then sum up 23 some forecasting errors. Y ou're not going to
24 and determine the total depreciation for all 24 aways correctly estimate exactly what the
25 of the depreciation categories. 25 future holds. So, the Board and Montreal
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Page 37 Page 39
1 Engineering, when Montreal Engineering would 1 did you get down to the plant level - sorry,
2 do the studies, established afive percent 2 to the mass account level for reserve variance
3 threshold at the total company level. 3 5 percent?
4 When |, Gannett Fleming, started 4 MR. WIEDMAYER:
5 performing the studies, we recommended that we | 5 A. Could you repeat the question?
6 take the five percent threshold down to the 6 KELLY, Q.C:
7 depreciation category level, so that if there 7 Q. Wadll, you've talked about the 9.9 in total.
8 isany accounts that are starting to get out 8 MR. WIEDMAYER:
9 of line that we can recognize that quickly and 9 A Yes
10 once it exceeds five percent of that threshold 10 KELLY, Q.C.:
11 between the book reserve and the theoretical 11 Q. Ifltakeyou down to the bottom of page 4,
12 reserve, we'll correct any of that difference 12 you've explained the 5 percent tolerance.
13 over the remaining life of the assets. So if 13 MR. WIEDMAYER:
14 thereis, for any reason why our estimates are 14 A Yes
15 widely off, thereisa correcting mechanism 15 KELLY, Q.C..
16 under the remaining life technique that adjust 16 Q. How much of - how much doesthat 5 percent
17 depreciation expense either upwards or 17 tolerance actually work out to here?
18 downwards whether or not we've estimated 18 MR. WIEDMAYER:
19 service livesthat in the past weretoo high 19 A. Yes, okay. The 9.9 actualy isthe total
20 or too low. 20 difference between the book and theoretical.
21 The 1.8 percentis -- the 1.8 percent 21 However, when we drill down to the
22 differenceis extremely small, based upon my 22 depreciation category level and the plant
23 experience in performing these studiesand in 23 account level for poles and meters, the
24 the past, prior to Gannett Fleming doing the 24 reserve variance that exceedsthe 5 percent
25 studies starting in 1995, the Board would not 25 tolerance threshold at theindividual plant
Page 38 Page 40
1 adjust depreciation expense because it would 1 account level isactualy 2.6 million, and
2 have been within the five percent threshold. 2 that number is set forth on Schedule 2, Column
3 | understand that the reasoning for that. 3 7, Part 111 of my report.
4 That to me makes sense and | understand that 4 KELLY,Q.C.:
5 would mean that the Board recognizes that 5 Q. Andhow doesthat -
6 there will be some dlight variances from the 6 MR. WIEDMAYER:
7 model and that we've refined that in future 7 A. Soit’'san even smaller reserve variance when
8 studies, the four studies that Gannett Fleming 8 wejust look at the 5 percent threshold at the
9 has performed. We've taken it from the total 9 plant account level.
10 company level and we' ve actually looked at it 10 KELLY, Q.C..
11 at alower level. Like for each of the57 11 Q. Exactly. How then doesthat get recovered?
12 property -- mass property accounts, we make 12 Just elaborate on that for the Board.
13 this comparison at that level of detail. So 13 MR. WIEDMAYER:
14 for poles or meters or line transformers, we 14 A. Okay. So that gets recovered over the
15 compare what has been collected in accumulated |15 remaining life for each of those depreciation
16 depreciation with what the theoretical reserve 16 categories. So my recommendation that’s shown
17 would indicate and if it's abovethe five 17 in Schedule 2 in Part 111 of the report, |
18 percent threshold, we'll go ahead and amortize 18 recommend an additional increase to
19 -- we'll go ahead and adjust depreciation 19 depreciation of 51,541, and that’s shown, as |
20 expense up or down. 20 mentioned, in Schedule 2, Part 111 of the
21 (10:00 am.) 21 report, on page 111-14, Column 9.
22 KELLY,Q.C. 22 KELLY, Q.C.
23 Q. If wecome down that page a little further, 23 Q. Okay, do you want Christo bring that up just
24 and then go on to the next page - thereyou 24 to-
25 go, don’t go too far, Chris. How much of that 25 MR. WIEDMAYER:
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Page 41 Page 43
1 A. Yeah, hecan bring that up, yes, becauseit’s 1 KELLY,Q.C:
2 a very, very small adjustment because the 2 Q. Sorry, | didn't mean to cut you off.
3 reserve variance isvery small. So it's- 3 MR. WIEDMAYER:
4 yeah, as | mentioned, the total reserve 4 A That's okay, yes. So inaddition to this
5 variance of 9.9 million was 1.8. Y ou know, | 5 adjustment there’'s alsoon Schedule I, |
6 performed these studies for other companies. 6 recommend what the depreciation expense should
7 | usually see amuch larger difference than 7 befor each of the plant accounts. When |
8 1.8 percent. So some are 25 percent. Even 8 compare my recommendations in this study with
9 more than that for some companies. 9 the rates that have been approved by the Board
10 KELLY, Q.C.. 10 in previous studies, again the total increase
11 Q. Arewe ontheright Schedule here now, Mr. 11 based upon what I’ ve recommended, the rates
12 Wiedmayer? 12 that were approved inlast study versusthe
13 MR. WIEDMAYER: 13 rates that were approved - or that I'm
14 A. Yes weare. Sothat’'s Column 9 - 14 recommending in this study is approximately a
15 KELLY, Q.C.: 15 $97,000.00 increase, which again isa very
16 Q. Thelast column over on the right then? 16 small increase of less than- it's about
17 MR. WIEDMAYER: 17 2/10ths of 1 percent of the total depreciation
18 A. Right. Sowhat - yes. 18 expense.
19 KELLY, Q.C: 19 KELLY, Q.C:
20 Q. Andthe number you want to takeustoiswhich |20 Q. Okay.
21 one? 21 MR. WIEDMAYER:
22 MR. WIEDMAYER: 22 A. Whichisavery minor increase.
23 A. Atthevery bottom of Column 9, 51,541. 23 KELLY, Q.C::
24 KELLY, Q.C: 24 Q. Now the methods and procedures used to do this
25 Q. Okay, sothat’sthe addition to - just explain 25 study, the 2010 study, are those the same as
Page 42 Page 44
1 what that number means again? 1 used to do the 2005 depreciation study, the
2 MR. WIEDMAYER: 2 previous one?
3 A Yes thatis the additionto depreciation 3 MR. WIEDMAYER:
4 expense. Thisistheremaining life technique 4 A Yes they are.
5 adjustment to depreciation expense related to 5 KELLY, Q.C.
6 whether or not past recoveries of depreciation 6 Q. And are the methods and procedures used to do
7 expense were either too high or too low, and 7 this study in accordance with the Board's
8 thisis an adjustment mechanism that provides, 8 Orders relating to the calculation of
9 like, a feedback loop into the depreciation 9 depreciation for Newfoundland Power?
10 calculation that if past recoveries are either 10 MR. WIEDMAYER:
11 too high or too low, depreciation expense will 11 A. Yes, they are.
12 be adjusted so that the proper amount will be 12 KELLY, Q.C..
13 collected, and this adjustment is amortized 13 Q. Now
14 over the remaining life. That'swhat I'm 14 KELLY, Q.C.:
15 recommending. 15 Q. Now Mr. Wiedmayer, the next areal want to
16 KELLY, Q.C.: 16 turnto is the consumer advocate has made
17 Q. Okay, soa very small adjustment to be made 17 certain proposals in this proceeding relating
18 here? 18 to the company’ s depreciation, and the first
19 MR. WIEDMAYER: 19 proposal is to change the company’s
20 A. Very,very small. | mean, it's2/10thsof 1 20 depreciation procedure from theequal life
21 percent. 21 procedure to the average life procedure, and
22 KELLY, Q.C: 22 the first question then is do you agree with
23 Q. Now the methods and procedures used to - 23 that proposal or not?
24 MR. WIEDMAYER: 24 MR. WIEDMAYER:
25 A. Mr.Kdly, may | - 25 A. No, | don't.
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Page 45 Page 47
1 KELLY, QC. 1 Q. That should be on page 4, Chris. Areweon -
2 Q. Okay, canyou explainwhat thisisall about 2 alittle bit further back, Chris. Thereyou
3 and why you don’t agree with the proposal ? 3 go. Just go to the top of that page. Perhaps
4 MR. WIEDMAYER: 4 we need to go back even to page 3.
5 A. Okay, sure. First of al, both the equal life 5 MR. WIEDMAYER:
6 group and the average life group procedures 6 A. Page3, yes, page 3.
7 are accepted depreciation procedures in 7 KELLY,Q.C.:
8 utility rate making. | have conducted 8 Q. About half way up the page there. Thereyou
9 numerous studies for utility companies using 9 go, let’s start there.
10 both procedures. Equal life group procedure 10 MR. WIEDMAYER:
11 has been used in Newfoundland for Newfoundland 11 A. Okay. So herewe have asimple example where
12 Power for over 30 years. Equal life group 12 two assetswhich form agroup, each cost
13 procedureisused by amgjority of Canadian 13 $1,000.00, Unit A will bein service for five
14 electric and gas studies based upon my 14 years, and Unit B will be inservice for
15 knowledge of what other utilities are using, 15 fifteenyears. Sounder the average life
16 and we' ve provided alist of approximately 34 16 group procedure, what would be done for this
17 Canadian utilities inthe exhibitsthat we 17 two unit group iswewould take the service
18 filed, and aslight magjority usethe equal 18 lives for those two assets, and we would
19 life group procedure in Canada. | believe the 19 average the five and the fifteen together to
20 equal life group procedure providesa more 20 come up with ten years, and that would become
21 accurate estimate of the actual consumption of 21 the service life for the group - this two unit
22 the service value of the property. The major 22 group. So the annual depreciation rate would
23 advantage of equal life group procedure is 23 be based upon, you know, 1/10 or 10 percent
24 that it more closely matches the depreciation 24 rate under the average life group procedure.
25 charge with the service rendered during the 25 Even though neither one of the assets will
Page 46 Page 48
1 life of the property than doesthe average 1 live ten years, we're depreciating both of the
2 life group procedure. | think when this Board 2 assets over ten years. That's a
3 approved equal life group procedure back in 3 characteristic of the average life group
4 the early 80s, its order stated that it agreed 4 procedure. So for thefirst five years of the
5 that the rates of depreciation based on the 5 life of thisgroup, we're going to take 10
6 equal life group procedure is the best method 6 percent on $2,000.00. $2,000.00 is the two
7 of recovering invested capital over the useful 7 units, each costing $1,000.00, and then if we
8 life of the plant. What the Board had 8 depreciate that at a 10 percent rate, we
9 concluded was that deferring depreciation on 9 recover $200.00 a year in depreciation
10 short lived assets, that isthe assets that 10 expense. That'sshown by 2000 times 10
11 areretired prior to the average service life, 11 percent. Soat theend of year five, the
12 gives users incorrect information about the 12 total accruals that have been accumulated for
13 current cost of electric energy becauseit’s 13 thisgroup is $1,000.00, $200.00 a year for
14 deferring to future customers the under 14 fiveyears. So what happens at the end of age
15 collections of assetsthat get retired prior 15 fiveisthat Unit A isretired, which results
16 to the average servicelife. 16 in a deduction of $1,000.00 from the book
17 KELLY, Q.C.: 17 accumulated depreciation. So we've accrued
18 Q. Perhaps next you can describe the differences 18 $1,000.00, and now when we retire Unit A,
19 between the ELG procedure and the ALG 19 $1,000.00 is deducted from accumulate
20 procedure, and take your time and walk us 20 depreciation. So we' ve built up to $1,000.00,
21 through this a bit? 21 and then Unit A gets retired, and we take out
22 MR. WIEDMAYER: 22 $1,000.00. So we'releft with zero dollarsin
23 A. Okay. Socan wegoto page4 of the expert 23 accumulated  depreciation. Remember
24 rebuttal evidence. 24 accumulated depreciation isa deduction from
25 KELLY, Q.C.: 25 original cost, which that formsthe basis
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Page 49 Page 51
1 primarily of rate base; original cost less 1 years. So we're taking $200.00 for Unit A, and
2 accumulated depreciation. So at the start of 2 Unit B gets depreciated over its life of
3 year six, we have zero dollars in accumulated 3 fifteen years. So we're taking approximately
4 depreciation for Unit B. That's the asset that 4 $66.66 say $67.00. Let's just round that, so
5 lasts fifteen years. So we're one third 5 $67.00 for Unit B over fifteen years. So
6 through its life, and we have zero dollarsin 6 you' re recovering annually in years 1 through
7 accumulated depreciation for Unit B under the 7 5, $200.00 on Unit A, $67.00 on Unit B, or
8 ALG procedure. So now - can we get one more 8 $267.00 in total. So at the end of year five,
9 page, Chris. So for the next ten years, from 9 $267.00 a year if you add that up for five
10 year 6 to 15 under the averagelife group 10 years, you get $1,333.33. So what happens at
11 procedure, the annual depreciation expense of 11 the end of year five; well, Unit A gets
12 $100.00 is charged, sothat when Unit B is 12 retired. So $1,000.00 is debited to
13 retired at age 15, you've kind of built back 13 accumulated depreciation or subtracted from
14 upto $1,000.00, and at age 15 you retire, 14 the - what's gotten built up in accumulated
15 you're down to zero. Sothe under recovery 15 depreciation based onthe past depreciation
16 for Unit A ismade up by the over collection 16 expense charges of $1300.00 over the first
17 on Unit B, because Unit B, we've collected 17 fiveyears of itslife, at theend of year
18 $100.00 for 15 years, or $15,000.00. Because 18 five you havea retirement of $1,000.00,
19 we've under recovered on Unit A, we collected 19 leaving you with $333.33 and in accumulated
20 $500.00 for Unit A when it was retired after 20 depreciation. If you think about the fifteen
21 fiveyears. So that it was under recovered by 21 year service life of Unit B, at the end of
22 $500.00. So the under recovery of $500.00 on 22 five years, we're 1/3rd through itslife, and
23 Unit A is made up by the over collection of 23 we're 1/3rd through recovery. So we've
24 $500.00 for Unit B under the average life 24 matched - that’s why | say, and also Robley
25 group procedure. 25 Winfrey, who developed the survival curves
Page 50 Page 52
1 KELLY, Q.C: 1 back in the 20s and 30s - yeah, Chris, do you
2 Q. Soon the averagelife process, it didn't 2 want to go back to page 3. That paragraph
3 accrue enough accumulation in the early part 3 there, he referred to equa life group
4 of the period. Isthat essentially correct? 4 procedure as the only mathematically correct
5 MR. WIEDMAYER: 5 procedure, and that’swhat I’ ve just tried to
6 A. That'sessentially correct. 6 demonstrate. So, Chris, go back to 4. Robley
7 (10:15am.) 7 Winfrey called the equal life group procedure
8 KELLY, Q.C. 8 the unit summation procedure, andin early
9 Q. Okay. Continue. 9 Board ordersthat’'s theway it wasreferred
10 MR. WIEDMAYER: 10 to, unit summation, becauseit mirrors -
11 A. Sonow we€ll turnto - we'll contrast that 11 closely mirrors unit depreciation without the
12 with the equal life group procedure. So what 12 trouble of having to maintain property records
13 I've mentioned that the depreciation 13 for millions of - depreciation schedules for
14 determined using the equal life group 14 millions of units of property.
15 procedure, the pattern of cost recovery better 15 KELLY, Q.C..
16 matches the actual consumption of the service 16 Q. Okay. Now how does that relate to what
17 value of the assets because we know that not 17 happens with the company’ s rate base? Can you
18 every asset is going to retire exactly on its 18 just tough on that briefly?
19 average, and in this example, none of the two 19 MR. WIEDMAYER:
20 assets lived its average life. So let’s take 20 A. Yes. Chris, could you go to page 6, Figurell.
21 alook at what happens under the equal life 21 So the example that 1’ ve just described, what
22 group procedure. Unit A hasalife of five 22 we're graphically displaying hereisthistwo
23 years and Unit B has alife of fifteen years. 23 unit example, a comparison of the accumulated
24 So for the first five years, Unit A gets 24 depreciation, which is an offset to - which
25 depreciated over its service lifeof five 25 gets subtracted from the original cost of
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1 electric plant serviceand which forms the 1 average life group procedure can be combined
2 bulk of the rate base. So accumulated 2 with an accelerated method of depreciation,
3 depreciation, being that it’ s the depreciation 3 such asthe sum of the year’sdigits -it's
4 charges, as| think both parties have agreed 4 not typically used for utility rate making
5 is the most mathematically correct procedure 5 practices, but we use a straight line method
6 inthat it matchesthe consumption of the 6 under the equal life group procedure, as well
7 service value better than the average life 7 as I'vedso used the average life group
8 group procedure. Soif you look at age five 8 procedure using a straight line method. So
9 for the ELG procedure and the average life 9 each equal life group istreated as a unit of
10 group procedure, there is a difference between 10 property and its depreciation using a straight
11 where ELG and ALG iS. SO ALG, after five years 11 line method of allocation. As|’ve shownin
12 shows that there' s zero dollars in accumul ated 12 this two unit example, for each unit, the five
13 depreciation for Unit B, meaning that we're 13 and the fifteen year, the depreciation expense
14 1.3rd through its life and we haven't 14 isthe same amount for each year over its
15 recovered anything. So $1,000.00 would be 15 respective - over their respective service
16 gross plant subtracted by - you would subtract 16 lives for each of the two units.
17 accumulated depreciation of zero dollars, the 17 KELLY, Q.C.:
18 rate base would be $1,000.00 in this example. 18 Q. Now in the proposals that the consumer
19 Conversely, if you look at thered linefor 19 advocate has put forward, he's proposed that
20 the equal life group procedure, we're still 20 the service life estimates for seven of
21 left with Unit B, which is 1/3rd through its 21 Newfoundland Power’s plant accounts be
22 life, $1,000.00 cost unit, we're recovered 22 extended beyond your recommendations, and I'm
23 1/3rd of its service value, $333.00 after year 23 going to get you to comment on those proposals
24 five. Soit provides abetter indication of 24 and perhapsif we start by looking at Appendix
25 the depreciation charges that get credited to 25 B, page 1 of the expert rebuttal evidence.
Page 54 Page 56
1 accumulated depreciation as well, and that’s - 1 Bring up the tablethereonthat - there we
2 therefore, the rate base is calculated 2 go. Perhaps you can start, Mr. Wiedmayer, by
3 correctly. 3 explaining this table, what your proposals and
4 KELLY,Q.C.: 4 recommendations, why, and how that contrasts
5 Q. AnythingelseyouwanttoaddonELGand ALG? | 5 with those of the consumer advocate?
6 MR. WIEDMAYER: 6 MR. WIEDMAYER:
7 A. No, | think we've sufficiently covered it. 7 A. Okay. So as| mentioned, there is57 mass
8 KELLY, Q.C. 8 property groupsor depreciation categories
9 Q. Letmeask youthisquestion. There'ssome 9 that | studied aspart of my depreciation
10 discussion about whether ELG is an accel erated 10 study. 27, we extended the servicelives, 25
11 procedure of depreciation or not. Can | have 11 remained the same, five decreased. Of those
12 you address that issue? 12 57 mass property groups - and there are other
13 MR. WIEDMAYER: 13 depreciation categories that I'm not
14 A Yes | will addressit. No, itisnot an 14 classifying as mass property groups, such as
15 accelerated procedure, no. The equa life 15 the office buildings, and such. There are
16 group is agroup procedure that is used in 16 seven mass property groups that are being
17 conjunction with astraight line method of 17 contested in this proceeding, and that’s
18 depreciation, as we've gone through and 18 what’s shown onpage 1l of Appendix B. The
19 defined what a depreciation method, a 19 group of seven depreciation categories are
20 depreciation procedure, and depreciation 20 plant accounts, including things such as
21 technique are. Equal lifegroup and the 21 transmission poles, the overhead conductors
22 average life group are procedures that can be 22 which iswhat’ s labelled there as distribution
23 used in conjunction with amethod, and the 23 bare aluminum, the underground conductors,
24 method that we're using for this caseisthe 24 which is the distribution underground cables,
25 straight line method. Equal life group and 25 and there's two groups for the distribution
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1 poles, one depreciation category for poles 1 KELLY,Q.C:

2 under 35 feet, another category for poles 35 2 Q. Sothat would extend it out seven years?

3 feet and over, and the services overhead which 3 MR. WIEDMAYER:

4 Is the overhead wire that connects to a 4 A. Sevenyearsfrom the approved -

5 customer’s meter that drops down from the pole 5 KELLY, Q.C.

6 tothe customer’s connection at the meter, 6 Q. Fromwhat was previously approved?

7 that wireis called aserviceline. Sothe 7 MR. WIEDMAYER:

8 columns show the approved survival curvein 8 A. Fromwhat was previously approved, yes.

9 the first column after the account 9 KELLY, Q.C:
10 description. In the second columnwouldbemy (10 Q. Andcan | get you to comment on your views
11 recommendations, the Newfoundland Power |11 with respect to what you've proposed and the
12 survivor curves, and in the far right column 12 consumer advocate' s proposal ?
13 is the consumer advocate’s proposed survivor 13 MR. WIEDMAYER:
14 curves. The number in those columns, like, 14 A. Yes. Both the consumer advocate and | have
15 for example, under the approved survivor curve |15 recognized that the services livesfor these
16 for account 351 - 355.1, excuse me, the 16 accounts are lengthening. As can be seen
17 approved survivor curve is44R-2.5. The 44 17 under my recommendations is that | have
18 represents the average service life expected 18 extended the lives for the seven plant
19 for that depreciation category. 19 accounts at issuethat are being contested.
20 KELLY, Q.C:: 20 For each one of those accounts, there isa
21 Q. Soonthat particular one we're looking at, 21 reduction in depreciation expense that | show,
22 the 44 is the service life fromthe last 22 aswell asthe consumer advocate shows. So
23 study, correct? 23 thereis adifference between the consumer
24 MR. WIEDMAYER: 24 advocate’ s proposal and my proposal because of
25 A. Thatisthe last - that isthe servicelife 25 his extension of livesarelonger than what

Page 58 Page 60

1 from the last study, that is correct. 1 I’m proposing. So generally for these type of

2 KELLY, Q.C. 2 assets, we're looking at outside poles, wire,

3 Q. 2005? 3 the servicelines to the houses, overhead

4 MR. WIEDMAYER: 4 servicelines, sowe'redeaing with poles,

5 A. Right, from the 2005 study that was approved. 5 overhead wire and underground cable. These are

6 (10:30am.) 6 assets that typically have lives ranging from

7 KELLY, Q.C. 7 somewhere in the 30s to somewhere in the 50s.

8 Q. Okay. Soyour recommendation then is - walk us 8 So they'refairly long lived lives. The

9 through this. Y our recommendation is what? 9 company, when they retire these assets, they
10 MR. WIEDMAYER: 10 do iton agradua replacement. | mean,
11 A. My recommendation for account 355 transmission 11 there's no wholesale replacement of going out
12 poles isthe 47R-2; 47 being the average 12 and changing out the entire population of
13 servicelife for transmission poles. That is 13 poles because you have a layer of poles that
14 what I'm estimating. 14 some are one year old out there, some are ten
15 KELLY, Q.C: 15 years old, twenty - they’re good poles, so as
16 Q. Soyou'reextending that out three years? 16 you replace poles, you're only replacing poles
17 MR. WIEDMAYER: 17 or services or overhead conductor, you're only
18 A. Extending that out three years, that is 18 replacing one or two percent of the total
19 correct. 19 population each year. So evenif you were
20 KELLY, QC:: 20 making improvements to the system, usually
21 Q. Okay. 21 those improvements, from my experience, tend
22 MR.WIEDMAYER: 22 to show up gradually over time for these types
23 A. The consumer advocate has proposed a survivor 23 of assets without any wholesale changes
24 curve of 51 years for transmission poles, 24 planned by the company. For example, when |
25 using the survivor curve of 51S-0.5. 25 did learn about the line transformers, or even
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1 onthe meters, thereare some examples of 1 that performed these studies back in the 70s,
2 where you would maybe want to differ from the 2 80s, and early 90s. They did a study in 1990
3 history, but when we're into certain accounts 3 or 1991. Sowhat I'm seeingis similar to
4 where through my discussions with the 4 what | see elsewhere, and | think it'salso
5 engineering group that the past is reasonably 5 part of the total depreciation study that I’ve
6 representative of the future, that the causes 6 performed for all asset classes.
7 of past retirements will be similar to future 7 KELLY, Q.C:
8 retirements for these accounts, | typically 8 Q. Whatdo youthink of the magnitude of the
9 don’'t see when | do studies for other electric 9 change in these seven accounts that is being
10 utilities any substantial extensionsin lives 10 proposed here?
11 absent any information or plans from the 11 MR. WIEDMAYER:
12 company they tell me they’re going to make 12 A. I thinkit'sunreasonableto expect for mass
13 wholesale changes. So usually | see either 13 property assets such as poles, overhead
14 gradual shortening of the lives or lengthening 14 conductor, underground conductor services, to
15 of the lives, based upon the historical data, 15 change as significantly as what the consumer
16 especially for accounts where the operational 16 advocate is proposed for these types of assets
17 engineering staff haveindicated to me that 17 in one study over afive year period of time.
18 they don’t expect the causes of retirementsin 18 | believe there’'ssomerisk that his - are
19 the future to be materialy different than 19 maybe overstating the lives and in one study,
20 what has occurred in the past. 20 | typically don’t see that magnitude of change
21 KELLY, Q.C: 21 when | do studies for other utilities.
22 Q. Okay. Anythingelse youwant to add with 22 KELLY, Q.C:
23 respect to that, or can we moveto - 23 Q. Now the next area justto touch onis the
24 MR. WIEDMAYER: 24 consumer advocate has also proposed a change
25 A. Well, yes. These are the seven accounts where 25 in the net salvage estimate overhead services
Page 62 Page 64
1 there s differences between my proposal and 1 from negative 60 percent to negative 40
2 the consumer advocate' s proposal. However, 2 percent. I'll get youto comment on that
3 I’ve performed acomplete study where |'ve 3 proposal.
4 looked at all of the assets that are not 4 MR. WIEDMAYER:
5 listed onthis, and that makeup the 57 5 A. Yes. My recommendation of negative 60 is
6 different depreciation categories of mass 6 unchanged from the 2005 study for this
7 property groups, mass property accounts, and 7 particular account for overhead services. The
8 inthat context of performing afull blunt 8 negative 60 percent is based upon historical
9 study for all of the assets, not just six or 9 analysisthat I've included in my study, which
10 seven of the assets, |I've determined 10 includes both the overhead and underground
11 depreciation expense in total for the company, 11 services. The analysis reflects company
12 and my recommendations were that a slight 12 practices based upon my discussions with
13 increase was warranted, and | show that on 13 company staff. They'veindicated to me that
14 Schedule! and 2 of my depreciation study 14 they don't intend to change their practices,
15 report. 15 and | felt that the historical indications
16 KELLY, Q.C.: 16 were a sound basis for the net salvage
17 Q. Okay. 17 estimate that I’ ve recommended in this case.
18 MR. WIEDMAYER: 18 KELLY,Q.C:
19 A. In addition, I perform these studies 19 Q. Thank you, Mr. Wiedmayer. Doesthat conclude
20 periodically for Newfoundland Power every five |20 your testimony?
21 yearsin accordance with industry practice, 21 MR.WIEDMAYER:
22 and, you know, I’ ve gotten to - | have seen a 22 A. Yes,itdoes.
23 gradual lengthening of the servicelivesfor 23 KELLY, QC::
24 these accounts over time since taking over 24 Q. Thank you very much, Mr. Chairman.
25 from the Montreal engineering consulting firm 25 MR. JOHN WIEDMAYER - EXAMINATION BY MR. JOHNSON:
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1 MR. JOHNSON: 1 MR. JOHNSON:
2 Q. Good morning again, Mr. Wiedmayer. 2 Q. Youwould agree with me that your firm, Gannet
3 MR.WIEDMAYER: 3 Fleming, | take it that would be one of the
4 A. Good morning, Mr. Johnson. 4 bigger depreciation firmsin North America, |
5 MR. JOHNSON: 5 takeit?
6 Q. Mr. Wiedmayer, your home office is in 6 MR. WIEDMAYER:
7 Pennsylvania? 7 A. Yes, we havefour offices; onein Cagary, one
8 MR. WIEDMAYER: 8 in Valley Forge, my office, an office in
9 A. Yes, that is correct. 9 Nevada, and an office in- home office in
10 MR. JOHNSON: 10 Camphill, Pennsylvania, whichis asuburb in
11 Q. Andyouwork out of - isit Valley Forge? 11 Harrisburg.
12 MR. WIEDMAYER: 12 MR. JOHNSON:
13 A. Yes, that iscorrect. 13 Q. Andwould you accept that Gannet Fleming over
14 MR. JOHNSON: 14 the last ten years, your own estimate would be
15 Q. Thefirst thing | want to address with you is 15 that 80 percent of the depreciation studies
16 the predominance aspect of ELG and ALG. | 16 that Gannet Fleming has performed in the
17 understand that FERC which regulates electric 17 United States for utilities of all sorts, that
18 and gas wholesale transactions in the United 18 in 80 percent of those studies, the ALG
19 States, they have denied the use of equal life 19 procedure was used by Gannet Fleming?
20 group for electric and gas wholesalers, would 20 MR. WIEDMAYER:
21 that be correct? 21 A. That'sabout the right number. I'll agreeto
22 MR. WIEDMAYER: 22 that. Asl mentioned, we have four offices.
23 A. I’'mnot exactly aware of what FERC policy 23 I haven't precisely calculated that number.
24 would be. 24 MR. JOHNSON:
25 MR. JOHNSON: 25 Q. Itsoundsabout right, though?
Page 66 Page 68
1 Q. Okay. 1 MR. WIEDMAYER:
2 MR. WIEDMAYER: 2 A. Sounds about right.
3 A lwould- 3 (10:45am.)
4 MR. JOHNSON: 4 MR. JOHNSON:
5 Q. Youwould have to defer to Mr. Pous on that 5 Q. And in thesejurisdictions in the United
6 because he' s aware of it. 6 States where Gannet Fleming has performed
7 MR. WIEDMAYER: 7 depreciation studiesin which it has used the
8 A. Okay. 8 average life group procedure, the ALG, | take
9 MR. JOHNSON: 9 it youwould agreewith methat that was an
10 Q. And Mr. Wiedmayer, would you - 10 election made by the utility and that Gannet
11 MR. WIEDMAYER: 11 Fleming had no difficulty supporting and
12 A. Beforel - | mean, that policy from FERCIis 12 recommending the ALG procedure?
13 under review, frommy understanding. In 13 MR. WIEDMAYER:
14 addition, the utilities that FERC has 14 A. Our preference would be to recommend equal
15 jurisdiction over is just utilities that 15 life group procedure because we believe it to
16 engage in interstate commerce. So that would 16 be the most mathematically correct procedure,
17 be referring to, like, pipelines, transmission 17 and it properly matches the consumption of the
18 companies that transmit electricity across 18 service value of the asset over the life of
19 state boundaries. My understanding with FERC 19 the asset.
20 isthat the reasonwhy they’re opposed to 20 MR. JOHNSON:
21 equal life group back in the 90s was that they 21 Q. Soyou're putting forward studiesthat you
22 didn't have the software capable of 22 don’t prefer 80 percent of the time?
23 calculating equal life group depreciation 23 MR. WIEDMAYER:
24 rates, but I’'m not surewhat their current 24  A. Thereare certain jurisdictionsthat hadn’t
25 policies and practices are. 25 fully been open to a comparison of the two, so
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1 there are some difficulties in certain 1 office, | would say that they would recommend
2 jurisdictions in getting equal life group 2 alot more than 20 percent. | do work in Nova
3 procedure adopted, but the onesthat have 3 Scotia where ELG isused. | do work in
4 considered it, and considered it carefully, 4 Newfoundland where ELG procedure is used. So
5 have recognized that it better matches the 5 it depends on what office of Gannet Fleming
6 consumption of the service value of the asset, 6 you're looking at. My recommendation probably
7 and that the depreciation expenseis properly 7 would be higher than 20 percent from my
8 calculated to match the consumption of the 8 office. The 20 percentisthetotal of the
9 service value of the asset. For example, in 9 four offices.
10 Newfoundland Hydro, there are certain 10 MR. JOHNSON:
11 extenuating circumstances, the fact that they 11 Q. Andout of that 20 percent, | take it, that
12 were using the sinking fund, the change from a 12 would include not just - that would be water
13 decelerated method sinking fund to the equal 13 utilities and telecomms and things like that
14 life group procedure would have been 14 aswell?
15 significant, so even though we recommended 15 MR. WIEDMAYER:
16 that equal life group procedure be used, the 16 A. Water utilities, yes, telecomms - we don’'t
17 company choseto go adifferent route, with 17 have an extensive relationship with telecomms,
18 considerations of the rate impact on 18 athoughitis - equal life group procedure
19 customers. 19 was originally put forth by the telephone
20 MR. JOHNSON: 20 companies asa procedure to appropriately
21 Q. Soif Gannet Fleming is putting forward - 21 recover the cost of their assets. So it was
22 MR. WIEDMAYER: 22 very widely used inthe telephoneindustry,
23 A. It wasaready abig increase togo from 23 probably every state and province.
24 sinking fund to ALG. 24 MR. JOHNSON:
25 MR. JOHNSON: 25 Q. Andin terms of the number of - how many
Page 70 Page 72
1 Q. Yes In casesin the United States, for 1 studieswould you have done over, say, the
2 instance, where Gannet Fleming is putting 2 last ten years?
3 forward ALG on behalf of its client 80 percent 3 MR. WIEDMAYER:
4 of thetime, you’re not telling me that you're 4 A. lwould say probably it worksout to, say,
5 disagreeing with your client or not supporting 5 eight to twelve ayear.
6 the recommended use of ALG? 6 MR. JOHNSON:
7 MR. WIEDMAYER: 7 Q. About ahundred or so?
8 A. That'swhat I'm saying, yeah. 8 MR. WIEDMAYER:
9 CHAIRMAN: 9 A. About ahundred or so, yes.
10 Q. You'resayingthat if aclient wants an ALG 10 MR. JOHNSON:
11 study done, you'll doit, but it's not your 11 Q. Okay, and how many in Canada over that period?
12 preference? 12 MR. WIEDMAYER:
13 MR. WIEDMAYER: 13  A. Over the past ten years?
14 A. That'swhat I’'m saying, yes. 14 MR. WIEDMAYER:
15 MR. JOHNSON: 15 A. Yesh.
16 Q. And interms of - we talked about Gannet 16 MR. JOHNSON:
17 Fleming, but would that include your own 17 Q. | dowork in Newfoundland, Nova Scotia, PEI,
18 depreciation work that predominantly you're 18 so over ten years, let’s say three studies for
19 putting forward ALG, not just the firm, but 19 each -
20 yourself personally? 20 MR. JOHNSON:
21 MR. WIEDMAYER: 21 Q. About nine, and for Pel, that would have been
22 A. Well, asl’veexplained and we've presented, 22 ALG?
23 ELG ismore commonly accepted in Canadathan |23 MR WIEDMAYER:
24 the us. So our Calgary office has 24 A. Welooked at both. They went off of cost of
25 predominantly Canadian clients, and from that 25 service rate making back in the 90s.
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1 Currently, they’reusing ALG. 1 Q. Okay. | guesswe re coming up to five minutes
2 MR. JOHNSON: 2 to. It might be convenient to break now if the
3 Q. That would be Maritime Electric? 3 Chair is okay with that.
4 MR. WIEDMAYER: 4 (10:54am.)
5 A. Maritime Electric, yes. 5 CHAIRMAN:
6 MR. JOHNSON: 6 Q. Oh,yes
7 Q. Andturning back to, say, the United States, 7 (RECESS)
8 you’ ve mentioned some states where, | think, 8 (11:30am.)
9 ELG has been accepted in the United States, 9 CHAIRMAN:
10 but I think, to your knowledge, there would 10 Q. Now, gir.
11 only be about eight states where ELG has been 11 MR. JOHNSON:
12 accepted by autility coming under their 12 Q. Thank you, Mr. Chairman. If you want to seea
13 jurisdiction? 13 half hour go quickly, just know that at the
14 MR. WIEDMAYER: 14 end of it, you'regoing to haveto start
15 A. Ithink we've provided that information. | 15 cross-examining on depreciation. Y ou indicate
16 don't recall exactly how many states there 16 in your report, Mr. Wiedmayer, that in Canada
17 are. It was predominant in - 17 more utilities use the ELG than the ALG, and |
18 MR. JOHNSON: 18 take you'rereferring in that regard to the
19 Q. Justfor therecord, if we could bring up 618, 19 Newfoundland Power survey that was conducted?
20 CA-NP-618. If you see starting at line 15, 20 MR. WIEDMAYER:
21 Gannet Fleming estimates that approximately 25 |21 A. Yes, that's correct.
22 percent of depreciation studies performed in 22 MR. JOHNSON:
23 the United States in the past ten years, the 23 Q. Andif you can turn to the Newfoundland Power
24 ELG procedure was used. ELG has been accepted |24 Survey that’'s Exhibit R1 of their evidence.
25 in Pennsylvania, Texas, Oregon, Arkansas, 25 I'm sorry, the rebuttal evidence. Mr.
Page 74 Page 76
1 Louisiana, Alaska, Kentucky, and Indiana. So 1 Wiedmayer, in this exhibit R1 that
2 those would be the only states you’ d be aware 2 Newfoundland Power prepared, they indicate
3 of where ELG would have been accepted? 3 that in December of 2012, they conducted a
4 MR. WIEDMAYER: 4 survey of Canadian utilitiesto determine the
5 A. | believetothislist you would add Wyoming, 5 relative use of the ELG and ALG procedures,
6 | daho. 6 and they provided atable, Table1, which
7 MR. JOHNSON: 7 groupsthe utilitiesunder ELG and ALG and
8 Q. Didyou preparethislist? 8 other. You'refamiliar, obviously, with that
9 MR. WIEDMAYER: 9 survey, right?
10 A. Itwas prepared under my supervision. 10 MR. WIEDMAYER:
11 MR. JOHNSON: 11  A. Yes
12 Q. Andthefact that Texasislisted there, that 12 MR. JOHNSON:
13 would not be to imply that all of TexasiSELG 13 Q. Were you involved in any way in the
14 because, in fact, you're awarethat ALG is 14 development of the survey?
15 used in Texas aswell by the Public Utility 15 MR. WIEDMAYER:
16 Commission of Texas? 16 A. Yes. My firm assisted with this.
17 MR. WIEDMAYER: 17 MR. JOHNSON:
18 A. Yes, that's correct. 18 Q. Okay.
19 MR. JOHNSON: 19 MR. WIEDMAYER:
20 Q. Andthe companies inthe United States that 20 A. Because some of these are clients of ours.
21 are using ALG, they would have adopted USGAP? |21 MR. JOHNSON:
22 Would they be under Us GAP? 22 Q. Okay, andintermsof - did you have clients
23 MR. WIEDMAYER: 23 under the ALG list, for instance?
24 A. Yes. 24 MR. WIEDMAYER:
25 MR. JOHNSON: 25 A, Yes
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1 MR. JOHNSON: 1 A. I'm not certain - theutilities companies
2 Q. Who would be clients of Gannet Fleming? 2 change names frequently. | would say | believe
3 MR. WIEDMAYER: 3 they are.
4  A. Maritime Electric, Newfoundland and Labrador | 4 MR. JOHNSON:
5 Hydro, Fortis BC. Some of these our Calgary 5 Q. Nova ScotiaPower, you indicated was one,
6 office does, so I’'m not 100 percent familiar. 6 right, or is one?
7 MR. JOHNSON: 7 MR. WIEDMAYER:
8 Q. Terasen Gas islisted there. That's now a 8 A. Yes
9 Fortis company. Isthat aclient? 9 MR. JOHNSON:
10 MR. WIEDMAYER: 10 Q. And SaskEnergy?
1  A. Yes 11 MR. WIEDMAYER:
12 MR. JOHNSON: 12 A. I’'mnot certain of SaskEnergy. | don’t know
13 Q. Andintermsof this, Mr. Wiedmayer, | take it 13 if they’re aclient of ours or not.
14 that on the ELG column, there was clients over 14 MR. JOHNSON:
15 there aswell? 15 Q. How about thefinal two, TransCanada and
16 MR. WIEDMAYER: 16 Y ukon, do you know?
17 A. Yes, that is correct. 17 MR. WIEDMAYER:
18 MR. JOHNSON: 18 A. | believethey areclients of ours.
19 Q. Andwe seethat there' s quite a representation 19 MR. JOHNSON:
20 there from the Province of Alberta, with Alta 20 Q. Sothiswould not be, obviously, acomplete
21 Gas, Altalink, ATco Electric, etc, going all 21 survey of Canadian utilities operating in this
22 the way down to Fortis Alberta. Would there 22 country, you'll accept that?
23 be companies inthe Albertagroup that are 23 MR. WIEDMAYER:
24 clients of Gannet? 24 A. I'll accept that.
25 MR. WIEDMAYER: 25 MR. JOHNSON:

Page 78 Page 80
1 A Yes 1 Q. Okay. If youlook at - in terms of going back
2 MR. JOHNSON: 2 to the ALG list, you mentioned some were
3 Q. Wouldthey dl be clients of Gannet? 3 clients. Do you know if BC Hydro isaclient?
4 MR. WIEDMAYER: 4 MR. WIEDMAYER:
5 A. Yes | believe so. 5 A. Again Mr. Kennedy from our Calgary office
6 MR. JOHNSON: 6 conducts most of the studies in Canada.
7 Q. Andinterms of other companies listed on the 7 MR. JOHNSON:
8 ELGside, other than the Albertaones, for 8 Q. Maybeto short circuit it, | wonder if you
9 instance, Gaz Metro, would that be a client? 9 could provide an undertaking asto which of
10 MR. WIEDMAYER: 10 the companies under each column would be
11  A. Mr. Kennedy from our Calgary office doesthe 11 clients of Gannet Fleming, just for the
12 majority of work in Canada. | believe Gaz 12 record, just to make sure we're solid on it?
13 Metroisanew client, yes. 13 MR. WIEDMAYER:
14 MR. JOHNSON: 14 A. Yeah, sure.
15 Q. And New Brunswick Power, do you know if 15 MR. JOHNSON:
16 they’re aclient? 16 Q. Okay. Mr. Wiedmayer, | guess one thing that
17 MR. WIEDMAYER: 17 you do notethat even though the number of
18 A. New Brunswick Power, Mr. Kennedy from our 18 utilitieslisted in the ELG column would be
19 Cadgary office also performs studies for them, 19 numerically larger than the number of
20 and | think they are arecent client aswell. 20 utilitieslisted in the ALG column, it seems
21 MR. JOHNSON: 21 to methat the ALG column has some very big
22 Q. And Northland Utilities, North West 22 interests, and I’ d just invite you to comment
23 Territories, and Northland  Utilities, 23 as to whether you think based upon the
24 Y ellowknife, they're clients? 24 companiesin thislisting, that there’s, in
25 MR. WIEDMAYER: 25 fact, more customerswho ratesreflect ALG
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1 procedure on thislist than customerswhose 1 would tell us, as | think you indicated
2 rates reflect the ELG procedure. Would that 2 earlier this morning, the average servicelife
3 befair, in your view? 3 of each addition of property.
4 MR. WIEDMAYER: 4 MR. JOHNSON:
5 A. ldon't believel could comment on that at 5 Q. It represents therange of service lives
6 this particular point in time, since | don't - 6 experienced for an asset under using a 48R-1.5
7 they’re not clients of mine, and | don’t 7 survivor curve. Implicit under that 48 year
8 really know thenumber of customers each 8 average service life is a dispersion of
9 serves, so | could provide that as an 9 service lives ranging from age O to
10 undertaking, if perhaps that’s something that 10 approximately 95 or 96 years.
11 you're interested in. 11 MR. JOHNSON:
12 MR. JOHNSON: 12 Q. The48, though, doesrefer tothe average
13 Q. That would befine, thank you. Turning now to 13 servicelife. There'sno dispute about that
14 the ELG in terms of the mathematical approach 14 between yourself and ourselves, | take it?
15 of ELG and itsaccuracy for amoment, asl 15 MR. WIEDMAYER:
16 understand it, Mr. Wiedmayer, at the core of 16 A. That'scorrect.
17 the equal life group procedure is the 17 MR. JOHNSON:
18 segmentation of the retirement of plant based 18 Q. And, for instance, if this related to poles,
19 on one year increments. Would that be more or 19 this would tell us that for each dollar
20 |ess correct? 20 invested in poles, that the retirement of that
21 MR. WIEDMAYER: 21 investment will follow an annual retirement
22 A. Yes, moreor less correct, yes. 22 pattern which correspondsto the values on
23 MR. JOHNSON: 23 this graph, for instance. Would that be fair?
24 Q. Would it be more correct than less correct? 24 MR. WIEDMAYER:
25 MR. WIEDMAYER: 25 A. What would - theway | think of thisisthat
Page 82 Page 84
1 A. Itwould bemore correct, yes. You could 1 if you installed athousand polesin agiven
2 subdivideit - 2 year, this would lay out the number of
3 MR. JOHNSON: 3 retirements that would occur by age for this
4 Q. Allright. 4 particular survivor curve.
5 MR. WIEDMAYER: 5 MR. JOHNSON:
6 A. Infinite ways, but generally one year 6 Q. Okay.
7 increments is probably more correct. 7 MR. WIEDMAYER:
8 MR. JOHNSON: 8 A. Andit shows that thereisarange of lives
9 Q. Soifwe couldturnup your rebuttal report 9 experienced by utility property, not just
10 for illustrative purposes, Figure2, which 10 everything lasts exactly the average service
11 appearsat 8 of 30. I’'mgoing to ask you a 11 life.
12 number of questions around this to seeif we 12 MR. JOHNSON:
13 can understand how it works. As| understand 13 Q. Sotomakeit simpler for me, if no one elsg,
14 this figure, Figure 2, this graph is a 14 if we have over 100 years - let’ s say we have
15 presentation of what the equal life group 15 10,000 poles, okay, and they’ re $100.00 each,
16 procedure assumes will transpire by way of 16 and | know that'sunredlistic, butit's a
17 retirements for this account for every vintage 17 million dollars in polesthat we put into
18 addition. Would that be accurate so far? 18 operation, are used and useful, okay. This
19 MR. WIEDMAYER: 19 ELG method would tell us that you would
20 A. Yes, itwould - for every vintage, yes, there 20 predict, and I'm looking on theleft hand
21 is a dispersion of lives laid out in 21 column of your graph, and that's on the
22 accordance to this frequency curve. 22 vertical axis of percent retired, soinyear
23 MR. JOHNSON: 23 one, | take it, that what ELG would predict
24 Q. Andthe48in thetitle that we see, based on 24 would be something approximating 4/10ths of 1
25 the 48R-1.5 survivor curvein the title, that 25 percent of that value would retirein year
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1 one? 1 thereafter, okay.
2 MR. WIEDMAYER: 2 MR. WIEDMAYER:
3 A. Yes, that'scorrect. 3 A Okay.
4 MR. JOHNSON: 4 MR. JOHNSON:
5 Q. And so that would be 4/10ths of 1 percent of a 5 Q. And so onyear one when we'reretiring 4/10ths
6 million, would be $4,000.00 worth, subject to 6 of apercent or approximately $4,000.00, that
7 check? 7 $4,000.00 would need to be recovered over a
8 MR. WIEDMAYER: 8 one year sice, would that be right?
9 A Yes 9 MR. WIEDMAYER:
10 MR. JOHNSON: 10 A. Yes, overitsservicelife.
11 Q. Andinyear two, we see that the bar graphis 11 MR. JOHNSON:
12 going up just very dlightly above theinitial 12 Q. Overitsservicelife?
13 year. So that would be alittle smidge more, 13 MR. WIEDMAYER:
14 and by the time we get out all the way over to 14  A. Yes, that'sright.
15 the peak of the graph, by that time we're out 15 MR. JOHNSON:
16 around the mid 50 years, okay, and at that 16 Q. Andfor the next agelevel, thetwo year age
17 time when you get up to the peak of the graph 17 level, we talked about that extra smidge, a
18 or handy to it, you’ d be up around an expected 18 little bit above 4/10ths of a percent, and
19 retirement of approximately 2 percent of that 19 let’s say it’s about $100,00 more, would that
20 million dollarsto retire at that age. Would 20 be about right?
21 that be about right? 21 MR. WIEDMAYER:
22 MR. WIEDMAYER: 22 A. Yeah, okay.
23 A. Yes, that’'s about right. 23 MR. JOHNSON:
24 MR. JOHNSON: 24 Q. Inthe grand scheme of things - so that would
25 Q. And againlooking at the graph, by the time we 25 be about $4,100.00 that would need to be
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1 get out to year 90 or so, dmost al of the 1 recovered over itsassumed equal life group
2 entire origina investment would have been 2 which would be two years? Would that be
3 obviously retired and at year 90, we would be 3 right?
4 then retiring approximately 2/10ths of a 4 MR. WIEDMAYER:
5 percent on that account. Would that be about 5 A. Right, right. So you might have 41 poles out
6 right? 6 of 10,000 get retired at age two.
7 MR. WIEDMAYER: 7 MR. JOHNSON:
8 A. Yes Soif you added 10,000 poles, 2/10ths of 8 Q. Okay, or another way of putting it is
9 1 percent, you would be retiring about 20 9 $4100.00, which you divide by two, because
10 poles at age 90. 10 that would be your two year equal life group,
11 MR. JOHNSON: 1 and it would be $2050.00 in terms of expense
12 Q. So about $2,000.00 out of the million at that 12 for deprecation in year two?
13 stage? 13 MR. WIEDMAYER:
14 MR. WIEDMAYER;: 14 A. Yes, that'scorrect.
15 A. Subject to check, yes. 15 MR. JOHNSON:
16 (11:45am.) 16 Q. And that $2050.00, that would be the amount
17 MR. JOHNSON: 17 that we would need to recover annually for the
18 Q. Okay, and intermsof theELG procedurein 18 two years?
19 terms of the example that we're discussing 19 MR. WIEDMAYER:
20 here, I'm sort of interested in knowing what 20 A. Right.
21 we're going to charge, say, the customer for 21 MR. JOHNSON:
22 the depreciation expense under the ELG, okay, 22 Q. Okay, because again -
23 and so in - again for illustration, we' ve got 23 MR. WIEDMAYER:
24 the million dollars worth of poles, and let's 24 A. Soonceyou get to age two, the first equal
25 assume we didn't buy any more poles 25 life group drops off. So you've fully
Page 85 - Page 88
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1 recovered its cost in the first year. 1 A Yes
2 MR. JOHNSON: 2 MR. JOHNSON:
3 Q. Okay, thefull $4,000.00? 3 Q. Andcouldyou turnto C-58 and C-59 in that
4 MR. WIEDMAYER: 4 regard, and again not taking anything away
5 A. Yeah. 5 from theillustrative value of thefigure, if
6 MR. JOHNSON: 6 welook at this particular account, thisis
7 Q. Andagainjust for illustrative purposes, at 7 account 362.20 distribution poles, and you see
8 age three, we see that there's a further 8 the survivor curve, the lowa 48R-1.5, which
9 smidge up again, cal it another $100.00, so 9 corresponds to the figure that we've been
10 by now we're up to $4200.00 and we divide that |10 discussing, and over on page C-59, we're
11 number by three, three being again the age 11 seeing a net salvage percent of a negative 25,
12 bracket, and then the expense would be 12 and then we're seeing for 2010 arateof 3. 69
13 $1400.00, which is $4200.00 divided by three, 13 for that amount. So we take the salvage off
14 and so onit goes and it gets smaller over 14 your 3.69 and get something approximating 3
15 time? 15 percent for the annual depreciation rate as
16 MR. WIEDMAYER: 16 shown in the figure. That'sthe basisupon
17 A. Correct, because once you've fully recovered 17 which you're looking a it for aone year
18 the cost of the equal life group, one year, 18 vintage. Would that be fair?
19 then when that vintage is two yearsold, you 19 MR. WIEDMAYER:
20 don’t have to recover that. 20 A. Yeah, | understand the concept, yes. These
21 MR. JOHNSON: 21 rates are includethe salvage percent of
22 Q. Right. 22 negative 25.
23 MR. WIEDMAYER: 23 MR. JOHNSON:
24 A. Same when you get to year three, you've 24 Q. Right.
25 recovered the full cost of the first two equal 25 MR. WIEDMAYER:
Page 90 Page 92
1 life groups. So you're only recovering from 1 A. It makes the math a little bit less
2 age three to age 96 in year three. 2 straightforward.
3 MR. JOHNSON: 3 MR. JOHNSON:
4 Q. Now if you summed up - and | understand that 4 Q. Yes, okay. Sojust going back to our figure
5 thisfigure is representative of a3 percent 5 for asecond, | understand from Mr. Pous that
6 appreciation rate. Would that be about right, 6 aswe've been discussing, the depreciation
7 and the reason | say that is that this 48R-1.5 7 expense gets smaller over time, but if you
8 survivor curve isfound at C-58 and 59 of your 8 summed up the one year depreciation expense up
9 expert report, and by thetime you reduce - 9 tothe year 100, tothe far right of your
10 take out the salvagerate, you'redown to 10 graph, that it would total approximately
11 about 3 percent? That'swhy | suggested that 11 $30,000.00, assuming a million dollar initial
12 the depreciation rate here is about 3 percent. 12 investment, and again assuming a3 percent
13 MR. WIEDMAYER: 13 depreciation rate. Would that be fair?
14 A. Doyouwantto - 14 MR. WIEDMAYER:
15 MR. JOHNSON: 15 A. | would say subject to check, yes, that would
16 Q. Wecangoto C-58. 16 befair.
17 MR. WIEDMAYER: 17 MR. JOHNSON:
18 A. The"C"isthe actual company’sinvestments, 18 Q. Andagainthisisillustrative, and | know you
19 SO we're getting away from your example. 19 have identified real life accounts that we can
20 MR. JOHNSON: 20 talk to, but trying to get a sense of this.
21 Q. Okay. Let'sputitthisway. If you - this 21 MR. WIEDMAYER:
22 is the 48R-1.5 survivor curve, okay, and 22 A. | mean, thearithmetic isto do all these
23 there's company accounts that correlate to the 23 equal life groups, which there are
24 48R-1.5 survivor curve? 24 approximately 96 of and summed them up, so
25 MR. WIEDMAYER: 25 there's - | mean, the arithmetic isrelatively
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1 straightforward. It'sjust you'd haveto do 1 MR. JOHNSON:
2 96 calculations, which the computer does 2 Q. Andl understand that over that five year
3 readily, but - subject to check, 3 percent 3 period, again using the million dollar
4 I'll accept. 4 example, and assuming no retirementsin actual
5 MR. JOHNSON: 5 fact, that the total amount paid by way of
6 Q. Okay. 6 depreciation over the full five years would be
7 MR. WIEDMAYER: 7 about $150,000.00. Would that be fair?
8 A. Andthat’slot including salvage. 8 MR. WIEDMAYER:
9 MR. JOHNSON: 9 A. No, itwould not.
10 Q. Okay, and that again would be about $30,000.00 |10 MR. JOHNSON:
11 if youlook at thewhole piece, correct. 11 Q. Okay. Would it not be $30,000.00 - would it
12 Okay, and so in terms of the overall piece of 12 not be about $30,000.00 per year, timesthe
13 the $30,000.00, the initial piece, theinitia 13 five years?
14 $4,000.00 pieceis a- would bea fairly 14 MR. WIEDMAYER:
15 significant percentage of the $30,000.00 in 15 A. No, becauseif you look at the characteristic
16 the grand scheme of things, would it not? | 16 of equal lifegroup procedure, if you look
17 mean, it would be about 13 percent of the 17 asoon C-59, the annual accrual rates for
18 total $30,000.00 is in that first year, 18 each vintage as it ages decreases over time.
19 $4,000.00 charge. Would that be right? 19 MR. JOHNSON:
20 MR. WIEDMAYER: 20 Q. Sointerms-
21 A. Yes 21 MR. WIEDMAYER:
22 MR. JOHNSON: 22 A. And the theoretical reserve makes the
23 Q. Isthemath right? 23 assumption that you have fully collected that
24 MR. WIEDMAYER: 24 first equal life group amount. So that’s built
25 A, Yes 25 into the theoretical reserve. So -

Page 94 Page 96
1 MR. JOHNSON: 1 MR. JOHNSON:
2 Q. Okay. Agan going back to that table in 2 Q. So-sorry.
3 Figure 2, thisis - the depreciation rate that 3 MR. WIEDMAYER:
4 weare arriving at, that ispredicated or 4 A. So if theretirement did not occur, the
5 based very precisely on the assumed annual 5 theoretical reserve would aso reflect the
6 pattern of predicted retirements, right? 6 fact that it had lived through its first equal
7 MR. WIEDMAYER: 7 lifegroup and that the theoretical reserve
8 A. Yes, the rateis based on that curve, the 8 would recognize that.
9 Figure 2. 9 MR. JOHNSON:
10 MR. JOHNSON: 10 Q. If we werecollecting the full one million
11 Q. Okay. Soif the actua - and that’s the 11 over the scenario that we seein Figure 2,
12 mathematical piece. If the level of 12 over the first five yearswould wenot be
13 retirement that was predicted in age [on€], 13 collecting $150,000.00 based on 3 percent
14 that bracket being about 13 percent of the 14 rates?
15 total expense, did not, in fact, happen and 15 MR. WIEDMAYER:
16 none of the poles, infact, retired until, 16 A. The3percent ratethat you'reusing isthe
17 say, age [six], okay, then it would be fair to 17 rate for age one vintage, and now you're out
18 say, | takeit, that the depreciation rate 18 five or six years, sothe rate - as the
19 derived from the assumed pattern of 19 property ages, as you can see on page C-59, if
20 retirements would not be accurate. Infact, 20 you want to bring that up, the rate decreases
21 it would have over collected. Would that be 21 as the property moves through those equal life
22 correct? 22 groups, and the first - itsage one rateis
23 MR. WIEDMAYER: 23 different than its agetwo rate, and it's
24  A. For that first equal life group, that would be 24 different than its agethreerate. Wetake
25 correct. 25 al of those vintage rates, multiply it by a
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1 vintage balance to come up with accrual rate 1 Q. Right, right, the shape definitely comesinto
2 by vintage, and we sum up thetotal of those 2 play, but | take it that in the context of the
3 vintages to come up with a composite accrual 3 million dollar example, and in the context of
4 rate that we then apply to the total balance 4 the averagelife group procedure, that as
5 for book depreciation purposes. 5 opposed to the $30,000.00 that we spoke about
6 MR. JOHNSON: 6 in theELG, the ALG would be down around
7 Q. Butinthe context of therea world in terms 7 $20,833.00, and you can take that subject to
8 of what happens, we're only doing an 8 check, that $20,833.00 would be what you would
9 appreciation study every five years, right, 9 get by taking your - by dividing that figure
10 and so the rate that would be established for 10 by amillion, and then you get arateof 2. 08
11 the initial five year period under the 11 percent as adepreciation rate under the
12 scenario of amillion dollars at a 3 percent 12 average lifegroup. Would that be about
13 depreciation, that would collect the 13 right?
14 $150,000.00 in thefirst fiveyear period, 14 MR. WIEDMAYER:
15 would it not? 15 A. Yes
16 MR. WIEDMAYER: 16 MR. JOHNSON:
17 A. You'remixing apples and oranges becausefirst |17 Q. Okay, and again under this example, as opposed
18 you're talking about the 3 percent rate isthe 18 to collecting the $150,000.00 over five years
19 year one rate, okay, but the compositerate is 19 under ELG, you'd collect about $104,000. 00
20 not 3 percent. The composite rate is less than 20 under ALG, or the $20,800.00 per year. Are we
21 that because there's vintagesthat - if you 21 right so far on that?
22 were to go back a page, you could see - 22 MR. WIEDMAYER:
23 MR. JOHNSON: 23 A. Yes
24 Q. But in thisexample, we've just got one 24 MR. JOHNSON:
25 vintage. | think we' ve got one vintage, and so 25 Q. And the difference between the $150,000.00 and
Page 98 Page 100
1 that'swhat - I'm focusingin on this one 1 the $104,000.00, that difference arises, as |
2 vintage for that initial five year period, and 2 understand it, due to the equal life group’s
3 what I'm asking is whether under that scenario 3 assumed ability to make precise annua
4 the first fiveyears, $150,000.00 of the 4 expectations of retirements, and the recovery
5 million would be collected, on the assumption 5 of those amounts over the assumed precise one
6 of just one vintage? 6 year increments. Would that be the
7 MR. WIEDMAYER: 7 theoretical basis behind the difference?
8 A. Yes, ata 3 percent rate, that would be 8 MR. WIEDMAYER:
9 correct. 9 A. | believeyou have it backwards.
10 MR. JOHNSON: 10 MR. JOHNSON:
11 Q. Now looking at the ALG procedure for a moment, 11 Q. That could well be.
12 if welook again, say, at Figure 2, just to 12 MR. WIEDMAYER:
13 keep it up on the screen there, we again would 13 A. Youestimate the survivor curvefirst, and
14 be looking at a48R survivor curve, none of 14 then the survivor curve, you can determine the
15 that would change, but we would be 15 percent retired by age for particular account.
16 establishing the depreciation ratein that 16 So when you havethe survivor curve, this
17 instance by taking the million dollar 17 Figure 2, the curve that we show here
18 investment and dividing it by 48, the average 18 indicates the percent retired by age, which
19 servicelife, to arrive at the rate that you 19 you then givesyou away to determine the
20 would charge to collect depreciation expense, 20 equal life group rates for a particular
21 right? 21 vintage. A characteristic of the equa life
22 MR.WIEDMAYER: 22 group procedure is that the vintage - the
23  A. Yes thatis correct. Again, you know, the 23 rateswill vary by vintage. So onceyou've
24 shape of the survivor curve comesinto play. 24 aready collected for that age one equal life
25 MR. JOHNSON: 25 group, you're just left with ages two through
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1 90, and then once you're collected for that, 1 2009, and in termsof the size of this
2 you're left - soif you were to look at page 2 account, Mr. Wiedmayer, | think thisis a
3 C-59 and 58, you can determine that the rates 3 fairly sizeable account of Newfoundland Power,
4 by vintage are not the same asthey would be 4 about 22 million, I think.
5 under the average life group procedure. So 5 MR. WIEDMAYER:
6 the accrual rates, if we can go back one more 6 A. Yes, it'sunderground conductor cable, yes.
7 page, that are shown in Column 3, decrease as 7 MR. JOHNSON:
8 we collect fully for the equal life group 8 Q. Okay, and| guess-
9 unitsthat last one year. Aswe've indicated, 9 MR. WIEDMAYER:
10 avery small percent of poles, like, 4/10ths 10 A. Relativeto other jurisdictions, thisisnot
11 of 1 percent will beretiredin those early 11 that significant relative to other
12 years, 1 through 5 approximately. 12 jurisdictions.
13 MR. JOHNSON: 13 MR. JOHNSON:
14 Q. Right. 14 Q. Okay, but if wesee theretirements going
15 MR. WIEDMAYER: 15 aong there, | takeit that we'd have no
16 A. Sothe-what wedo for every vintage iswe 16 disagreement with each other than the reality
17 come up with a composite rate for that 17 of this particular account intermsof the
18 vintage, and then we composite al vintages 18 retirements does not correspond tothe ELG'S
19 down on page - C-9, we come up with a 19 assumed life curve combination. Would that be
20 depreciation rate applicable to al vintages. 20 pretty patent?
21 MR. JOHNSON: 21 MR. WIEDMAYER:
22 Q. Butinmy - 22 A. Well, thisisa particular account where what
23 MR. WIEDMAYER: 23 has occurred out in the field. For underground
24 A. Andthat’s shown here on - yeah, right there, 24 cable there has been retirements, and we've
25 the bottom line, composite annual accrual rate 25 answered this in some of the RFIS. The
Page 102 Page 104
1 is 3.02, and that includes salvage of 25 1 retirements that occurred in the field did not
2 percent negative. 2 get properly recorded back to accounting, and
3 MR. JOHNSON: 3 the company, based on my understanding, is
4 Q. Justcoming back to the examplethat we've 4 planning to correct for retirements that
5 been discussing, the difference between the 5 actually occurred but did not get booked, and
6 150 and the 104,000 that would have been 6 that’sone of the RFI responsesthat we've
7 collected in that example over thefive year 7 answered. 1’m not sure of the number. If you
8 period, does that not arise because of the 8 want to turn to the number - 70.
9 fact that the ELG' s assumed ability to make 9 MR. JOHNSON:
10 precise annual expectations of retirement, and 10 Q. Number 70.
11 the recovery of those amounts over the assumed |11 MR. WIEDMAYER:
12 precise one year increments, turned out to be 12 A. It'snot that theretirements didn't occur,
13 not accurate? 13 they did occur; it's just the accounting
14 MR. WIEDMAYER: 14 didn’t properly reflect. My understanding in
15 A. In your hypothetical example, I'll accept 15 discussions with the company isthat they're
16 that. 16 going to adjust that in the 2013.
17 MR. JOHNSON: 17 MR. POUS:
18 Q. AndI guesswhat we could doisturnto areal 18 Q. 7or70?
19 life account that Newfoundland Power has, and |19 MR. JOHNSON:
20 if 1 could direct youto Appendix B of your 20 Q. 70.
21 rebuttal at page 15 of 27, and I’m focusing 21 MR. WIEDMAYER:
22 specifically on Figure7 which gives the 22 A. Table 1. Yeah, there you go, underground cable
23 accounts numbers mentioned there for 23 retired by year. So for those years where we
24 underground cables and switches, and shows 24 had no retirementswas not reasonable to
25 annual retirements over the period 1969 to 25 expect underground cable not to be retired.
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1 MR. JOHNSON: 1 informed judgment to come up with a survivor
2 Q. Sothese retirements for underground cable, 2 curve estimate for underground cables.

3 they’re identified by meters, but not dollar 3 MR. JOHNSON:

4 amounts, but your graph, Figure 7, page 15 of 4 Q. So the information that you had at your

5 your Appendix B in your rebuttal, reports them 5 disposa when you did your life curve

6 by dollar amount? 6 analysis, etc, for these two accounts was

7 MR. WIEDMAYER: 7 based upon the retirement activity as set out

8 A Yes 8 in your Figure 7 of your rebuttal ?

9 MR. JOHNSON: 9 MR. WIEDMAYER:
10 Q. | wonder could we get - 10 A. Yes
11 MR. WIEDMAYER: 11 (12:15 p.m.)
12 A. Wadll, there's attachment A - 12 MR. JOHNSON:
13 MR. JOHNSON: 13 Q. Butyou're saying that that is not the correct
14 Q. Okay. Attachment A, that doesn't statethe 14 information?
15 retirements, that just states the investment, 15 MR. WIEDMAYER:
16 | understand. 16 A. Yes
17 MR. WIEDMAYER: 17 MR. JOHNSON:
18 A. Yes, yes, that's theinvestment by typeand 18 Q. Sothe rebuttal that you've put forward in
19 year. 19 relation to your discussion about Figure 7
20 MR. JOHNSON: 20 would not be correct, we should not regard it?
21 Q. Anddollar amount. Where do the - there’sno 21 MR. WIEDMAYER:
22 retirement dollars listed, would that be 22 A. Itrepresentswhat has occurred and what I'm
23 right, in CA-NP-70? 23 trying to say isthat from 1999 forward where
24 MR. WIEDMAYER: 24 there has been little or no retirementsis not
25 A. | believethereisan RFI response. I'm not 25 realistic. I1t'swhat has been recorded in the

Page 106 Page 108

1 recollecting the number. Perhaps thereisn't, 1 accounting database, and what | studied,

2 but the company hasinformed me that they have | 2 however; what has actually occurred is that

3 made the retirements - this RFI response, CA- 3 there has been retirementsfor underground
4 NP-070 indicates the metersof underground 4 cable. It just was not recorded properly.

5 cableretired for the years that the dollars 5 MR. JOHNSON:

6 that are missing from the fixed asset 6 Q. Doyounow havethe knowledge asto what the
7 database. The company should have made the 7 actual retirement should be in terms of dollar
8 retirements. 8 exposures for this account?

9 MR. JOHNSON: 9 MR. WIEDMAYER:

10 Q. But your study in relation to underground 10 A. I donot. Thecompany isworking on that.

11 cables and switches, | guess when you did your 11 MR. JOHNSON:

12 rebuttal testimony, you set out what your 12 Q. Sohave you been made aware of any further
13 knowledge was of what the retirements were, 13 inaccuracies in the company’ s books that would
14 and, | guess, the question | would have, is 14 fall under a category such asthe onewe've
15 your recommendation to the Board in terms of 15 been discussing, or any other category

16 the underground cables and switches, accounts 16 subsequent to your doing your depreciation
17 360.20 and 367.20, isthat reflective of the 17 report?

18 appropriate data or what you thought was the 18 MR. WIEDMAYER:

19 retirement situation? 19 A. That'stheonly onethat comesto mind, Mr.
20 MR. WIEDMAYER: 20 Johnson.
21 A. Thehistorical datathat | hadto basethe 21 MR. JOHNSON:
22 estimate on for that particular account was 22 Q. | wonder if you could undertake tofile a
23 relatively inconclusive. If you tried to fit 23 revised Figure 7 outlining what you now
24 the company’ s datapoints, they - | would say 24 believe to be the true retirement picture for
25 it didn't have enoughto fit, sowe used 25 underground cables and switches?
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1 MR. WIEDMAYER: 1 versus actua retirements that transpired for
2 A. Yes, we'll undertake that. 2 any account that Newfoundland Power has on its
3 MR. JOHNSON: 3 books? Would that be afair statement?
4 Q. Can we agree that whilst the retirement 4 MR. WIEDMAYER;
5 activity as put forward in Figure 7 isnot 5 A. Yeah, we've modelled - when asked, we' vetried
6 accurate, that to your knowledge the 6 to model equal life group procedure, andin
7 retirement activity for this account would not 7 doing so, we've used forecasted data.
8 in any way mirror what retirement activity as 8 MR. JOHNSON:
9 would be predicted under the ELG would be? 9 Q. Okay, but we- | guessto my point, we have no
10 MR. WIEDMAYER: 10 exampleto look to inyour evidenceas to
11 A. No. 11 whether what ELG predicted by way of
12 MR. JOHNSON: 12 retirement predictions actually stacked up to
13 Q. Pardon me? 13 the reality in any one of the dozens of
14 MR. WIEDMAYER: 14 accounts that Newfoundland Power has, and has
15 A. Areyou asking a hypothetical question? | 15 recorded retirement activity in, right?
16 mean, the survivor curve that we' ve estimated 16 MR. WIEDMAYER:
17 is the - does describe the survivor 17 A. No, we've provided RFI responses that we have
18 characteristics that | would expect to occur 18 provided you with the same data that | had to
19 for this account. 19 use, that indicates the age at which property
20 MR. JOHNSON: 20 isretired. Soif you had the same data that
21 Q. Butyou don't know whether it mirrors the 21 | used in performing the life analysis - so if
22 actual retirement activity, the - on an annua 22 you wanted to make acomparison of how it
23 vintage basis, would that be right? 23 stacked up, you had al the data necessary to
24 MR. WIEDMAYER: 24 do that because the company’s data provides
25 A. What's shown here on Figure 7 are the dollars 25 the age at which the property isretired. So
Page 110 Page 112
1 retired each year. It does not show the 1 if you wanted to make the comparison for each
2 dollars that are retired by vintage for each 2 equal life group, you have the information to
3 year. 3 do so.
4 MR. JOHNSON: 4 MR. JOHNSON:
5 Q. Okay. 5 Q. | guess you can provide us no further
6 MR. WIEDMAYER: 6 assistance or guidance asto whether the ELG
7  A. Soit'sdifferent than the other example that 7 predicted retirement patterns compared to the
8 we had for poles. 8 Newfoundland Power’s actual retirements as
9 MR. JOHNSON: 9 shown on its books. Would that be right?
10 Q. Doyoubelieve that thissort of pattern as 10 MR. WIEDMAYER:
11 set out herein Figure 7 could beindicative 11 A. No, that would not be right.
12 of any vintage investmentin termsof the 12 CHAIRMAN:
13 retirement - 13 Q. You'resayingyou got actuals, | mean, that
14 MR. WIEDMAYER: 14 you -
15 A. Yes 15 MR. WIEDMAYER:
16 MR. JOHNSON: 16 A. Yeah, the whole- yeah, | mean, thiswhole
17 Q. Mr. Wiedmayer, we thought we were dealing with 17 report has theage at which property is
18 area lifeexample in Figure 7 of actual 18 retired.
19 retirements on one of Newfoundland Power’s 19 MR. JOHNSON:
20 accounts in your testimony, but | guess we're 20 Q. Butjust to clarify, you have actuals, but
21 not because it’snot based on the accurate 21 that’ s not a comparison of how ELG predicted
22 information. Do you acknowledge that your 22 retirements versus what the company’s books
23 rebuttal evidence does not provide asingle 23 and accounts actual reflect as actual
24 example of actua historically based 24 retirements over this period of time, over the
25 comparisons of ELG retirement predictions 25 long period of time.
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1 MR. WIEDMAYER: 1 model than the onethat Mr. Henderson has

2 A. Wedidn't do that comparison becauseit’s not 2 provided to you where he includes the impact

3 necessary to do the study. The informationis 3 of taxes. Minewas more just focused on

4 availableto do that. If you would want to do 4 depreciation and thereductionin rate base

5 that comparison, that is available and has 5 and when | was considering the term "short

6 been provided. 6 lived" we have done similar calculationsin

7 MR. JOHNSON: 7 the past when the rate of return was higher

8 Q. Mr. Wiedmayer, you indicated that -- or in 8 and if the rateof return ishigher, the

9 fact, Mr. Ludlow indicated, as | recall in his 9 crossover period happens more rapidly.

10 opening statement to the Board when this 10 MR. JOHNSON:
11 hearing got underway, that by switchingto ALG |11 Q. Right. Soyouwould not regard, | takeit
12 you can get ashort term reduction today by 12 from your comments, 11 to 15 yearsasbeing a
13 reducing depreciation expense, but it comes at 13 short term issue?
14 the price of higher rates tomorrow and on into 14 MR. WIEDMAYER:
15 the future and the short term reduction was 15 A. 11to 15 years-- well, first of all, short
16 used, and Mr. Wiedmayer, you similarly state, 16 termisarelative term, but | would say 11 to
17 at page 11 of your rebuttal evidence, 11 of 17 15 yearsis more than | had calculated when |
18 30, you state that -- up towards the top of 18 did amore simple calculation of just looking
19 page 11 of 30, you say "further, while a 19 at the return and depreciation expense. Mr.
20 changein this proceeding to ALG depreciation 20 Henderson’ s calculation included other things
21 rates would provide a short term reduction in 21 with regard to taxesand the11to 15 years
22 rates, the impact would be short lived and 22 should spesak for itself.
23 customers would pay higher rates going forward |23 MR. JOHNSON:
24 once the short term effect is exhausted." And 24 Q. Pardon me?
25 you've indicated as well in your rebuttal that 25 MR. WIEDMAYER:
Page 114 Page 116

1 "Mr. Pous' proposal to use ALG can only result 1 A Thelltol5yearsisl1llto15years. That's

2 in anarrow short term benefit to customers.” 2 aquantification of -

3 But you don’t quantify anywhere in your 3 MR. JOHNSON:

4 evidence, either on direct or certainly more 4 Q. But certainly, in your discipline as a

5 particularly on rebuttal, what you are 5 depreciation expert, that would not be

6 quantifying to be anarrow and short time 6 considered by any definition ashort term

7 span. Youdon'tdo thatin your evidence, 7 amount of time, right?

8 right? 8 MR. WIEDMAYER:

9 MR. WIEDMAYER: 9 A. Yes | would say it waslonger than what | had
10 A. That'scorrect. | believe Mr. Ludlow had 10 originally thought. Sometimes when I’ ve done
11 addressed it. 11 that calculation, the crossover occurs
12 MR. JOHNSON: 12 somewhere in the seven-year time frame, and of
13 Q. Andwereyou meaning to indicate by a short 13 course it does depend on the assumptions as to
14 time span two, three, four years? What did 14 what thereturn is.

15 you have in mind by short? 15 MR. JOHNSON:

16 MR. WIEDMAYER: 16 Q. Right, and asyou understand it, the 11 to 15
17 A. Wdl, | was awareof the 11 to 15-year 17 years, that would be predicated on

18 crossover -- now, when | was considering short 18 Newfoundland Power’s request for return on
19 lived, | was not -- Mr. Lorne Henderson had 19 equity, for instance, of 10.4 percent, right?

20 prepared a schedule that detailed when the 20 (12:30 p.m.)

21 crossover would take effect and that crossover 21 MR. WIEDMAYER:

22 period varies based upon some assumptions as 22 A. Yes

23 regarding the rate of return that’s used. So 23 MR. JOHNSON:

24 there are some assumptions. When | wrote 24 Q. Right. And I takeit from your comments afew
25 short lived, it was based on amore simplistic 25 moments ago that if that rate of return was
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1 lessthan the assumed 10.4 percent that it 1 percent?

2 would elongate the period of 11 to 15 to 2 MR. WIEDMAYER:

3 something longer? 3 A. Yes | can confirm that.

4 MR. WIEDMAYER: 4 MR. JOHNSON:

5 A. Wdll, | think that’swhat the 15 -- yes, the 5 Q. What | understand would be correct?

6 15, the upper bound of that rangeis-- yes. 6 MR. WIEDMAYER:

7 MR. JOHNSON: 7 A. Yes

8 Q. Soyou think the 15 falsout of something 8 MR. JOHNSON:

9 lower than 10.4 being assumed? 9 Q. Okay. And so then to get back to my point, if
10 MR. WIEDMAYER: 10 the Board were not to approve 10.4 percent for
11  A. Youdhaveto ask Mr. Henderson on that. I'm 11 return on equity but something less than that,
12 not certain asto all the assumptions of the 12 that would tend to increasethe 11 to 15to
13 model. 13 something higher?

14 MR. JOHNSON: 14 MR. WIEDMAYER:
15 Q. | thoughtthat the 11 to 15 percent was 15 A. Yes
16 premised on the difference between the assumed |16 MR. JOHNSON:
17 growth rate in net plant from two percent to 17 Q. Okay. I'd liketoturntothe livesissue,
18 four percent. In other words, with two 18 Mr. Wiedmayer. Asyou outlinein your direct,
19 percent growthin net plant, it would be 11 19 Mr. Poushas commented on several of the
20 years, but at four percent growth it would be 20 accountsthat are part of your depreciation
21 15 years? 21 study and maybein that regard if I could
22 MR. WIEDMAYER: 22 bring you to 11 page 24 and 25.
23 A. Thereweretwo models calculated, yes, under 23 MR.HAYES:
24 two assumptions. 24 Q. Is that of the depreciation study, Mr.
25 MR. JOHNSON: 25 Johnson?
Page 118 Page 120

Q. No, my understanding it had nothing to do with
the change in return on equity. Maybe | could

1 1 MR. JOHNSON:

2 2 Q. Yes itis. Okay, andthat’spage 25. If you

3 get you to turn up CA-NP-620. This question 3 could come back to page 24? Okay. You start
4 asked "regarding the statements on page 11 of 4 by indicating that "for most of the mass plant
5 12 of the introduction to the rebuttal, that 5 accounts and subaccounts, the statistical

6 adoption of the ALG procedure would reduce 6 analysis resulted in good to excellent

7 revenue requirements over a transitional 7 indications of complete survivor patterns.

8 period, that over time the change would result 8 Generally, the information external to the

9 in overal revenue requirement increases. 9 statistics led to no significant departure

10 Please provide the number of years betweenthe |10 from the indicated survivor curvesfor the

11 change from ELG to ALG until the crossover to 11 accounts listed below." And then you provide
12 an increase in revenue requirements based on 12 the accountsunder various headings, like

13 the rate base requested in the current filing 13 hydro production, substation, transmission and
14 with the ALG rates held constant.” Areyou 14 distribution, and can you confirm for us that

15 familiar with this reply? 15 the accounts that Mr. Pous is commenting upon
16 MR. WIEDMAYER: 16 are within the transmission and distribution

17 A. Yes 17 section on page 25 that follow that statement
18 MR. JOHNSON: 18 wejust read? Isthat right?

19 Q. Okay. And canyou confirm for us, onceyou've |19 MR. WIEDMAYER:

20 had a chance to look at it, that the 20 A. Yes, | can confirm that, yes.

21 difference between 11 and 15 years, in terms 21 MR. JOHNSON:

22 of the crossover period, that has nothing to 22 Q. Okay. And at the bottom of page 11-25 where
23 do with areduced assumption for return on 23 you start the narrative of your report again,

24 equity, but that is dependent on the two net 24 you state "accounts 355.1 poles and 355.2 pole
25 plant growth scenarios of two percent and four 25 fixtures are used to illustrate the manner in

Page 117 - Page 120
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1 which the study was conducted for the group of 1 for the accounts listed below."
2 accounts in the preceding list. These 2 MR. WIEDMAYER:
3 depreciable groupswere combined for life 3 A Right
4 analysis purposes.” And isthere any other 4 MR. JOHNSON:
5 narrative explanation in your report filed 5 Q. Andthat’satrue statement, | take it?
6 with the Board to explain how you arrived at 6 MR. WIEDMAYER:
7 the servicelives for the accounts that Mr. 7 A. That's a true statement, yes, but | did
8 Pous has questioned in this proceeding? 8 consider, asl’ve outlined earlier today,
9 MR. WIEDMAYER: 9 several other factorsthat | considered.
10  A. There are numerous RFI responses. 10 MR. JOHNSON:
11 MR. JOHNSON: 11 Q. Butthose -- not to interrupt you.
12 Q. Okay. But notinthereport itself obvioudly. 12 MR. WIEDMAYER:
13 | takeit you'll agree? 13 A. Yes, okay, thank you. Thereisastatistical
14 MR. WIEDMAYER: 14 basis to the estimatesis what I’'m trying to
15 A. Yes 15 describehere. That | just didn't come up
16 MR. JOHNSON: 16 with it without relying on the history of the
17 Q. Okay. Now we'veadready read your statement |17 company’s accounting data. That the age at
18 on page I1-24 where you indicated that "for 18 which their property has been retired is
19 most of the mass plant accounts and 19 reflected in my servicelife estimates but |
20 subaccounts, the statistical analysis resulted 20 al so have confirmed with the engineering group
21 in good to excellent indications of complete 21 isit reasonableto use history to make a
22 survivor patterns' and you went on to say that 22 forecast in the future.
23 "information external to the statistics led to 23 MR. JOHNSON:
24 no significant departure from the estimated 24 Q. Butyoudo notresile from your statement in
25 survivor -- from the indicated survivor curves 25 your report that information -- "generally
Page 122 Page 124
1 for the accounts listed below.” So would it 1 information external to the statistics led to
2 be fair to say that the real driver for your 2 no significant departure from the indicated
3 life curve proposals for the accounts in issue 3 survivor curves." You don't resile from that
4 inthis caseis your interpretation of the 4 statement, do you?
5 actuarial analysis? 5 MR. WIEDMAYER:
6 MR. WIEDMAYER: 6 A. No.
7 A. Canyou repeat the question? 7 MR. JOHNSON:
8 MR. JOHNSON: 8 Q. And-
9 Q. Woulditbefairtosay thattherea driver 9 MR. WIEDMAYER:
10 for your life curve proposals for the accounts 10 A. Wdl, yeah, | mean, that'strue. Now that |
11 that areinissuein this proceeding isyour 11 know -- well, underground conductors, | would
12 interpretation of the actuarial analysis? 12 not include on thislist.
13 MR. WIEDMAYER: 13 MR. JOHNSON:
14 A. No. 14 Q. That would be the only one?
15 MR. JOHNSON: 15 MR. WIEDMAYER:
16 Q. That would not be fair? 16 A. Yes
17 MR. WIEDMAYER: 17 MR. JOHNSON:
18 A. Wdl, whenyou say "real driver" | would say 18 Q. Okay. And you referenced information requests
19 that I’ ve considered other -- you know, | have 19 that we have made and | wonder if you could
20 considered several factors. 20 turn up CA-NP-084?
21 MR. JOHNSON: 21 MR. HAYES:
22 Q. Butyour statement would indicate, at page I1- 22 Q. Mr. Chairman, the witnesswould like a break
23 24, that "generally the information external 23 for a couple of minutes.
24 to the statistics led to no significant 24 MR. JOHNSON:
25 departure from the indicated survivor curves 25 Q. Sure
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Page 125 Page 127
1 MR.HAYES: 1 togo further, yeah. A bit further still.
2 Q. If that'sal right? 2 There you go. Thank you. At the bottom here,
3 CHAIRMAN: 3 there’ sadiscussion of accounts which include
4 Q. Oh, absolutely. 4 the 365.1 overhead services account and the
5 MR. WIEDMAYER: 5 discussion continueson from 15 over to the
6 A. Thank you. 6 top of page 16 and | take itthat's the
7 (BREAK - 12:43p.m.) 7 narrative telling us how you arrived at your
8 (RESUME - 12:50 p.m.) 8 recommendations for that account? Would that
9 MR. JOHNSON: 9 be accurate?
10 Q. Mr. Wiedmayer, we had, just before the break, 10 MR. WIEDMAYER:
11 turned up CA-NP-084 and in this question, we 11  A. Yes that isaccurate. We would look at
12 asked that you "provide adetailed narrative 12 historical datato get a statistical basis for
13 for each account identifying what steps were 13 the estimate, as well as speak to the
14 undertaken to arrive at  the proposed average 14 engineering and operations group to assess
15 service life and corresponding dispersion 15 whether or not the indications from the
16 curve' and the question said "the response 16 historical analysis arein linewith their
17 should identify specifically what information 17 expectations for that particular asset and
18 was relied upon, what life analysis procedure 18 whether or not the future causes of retirement
19 was utilized, including clear identification 19 should be similar to the past causes of
20 of the experience band, placement band and 20 retirement. So -
21 intervalsand if the best fitting curve and 21 MR. JOHNSON:
22 life combination were not chosen, what other 22 Q. If1 could ask you specifically, you indicate
23 information was specifically relied upon to 23 at the bottom of page 15that the three
24 make modificationsin order to establish the 24 accounts that we're talking about were
25 actual proposed life parameters.” And it was 25 combined for life analysis, but you note that
Page 126 Page 128
1 asked, "please provide all work papers, 1 "the majority of the dollars in these accounts
2 assumptions, considerations, material reviewed 2 isin relation to overhead services." And you
3 and relied upon in sufficient detail to permit 3 state "the primary causes of retirements for
4 replication of the company’ s proposed average 4 services are similar to those of conductor and
5 service life and dispersion curve combination 5 include damage, ice storms, load growth and
6 by account.” 6 reliability reasons.” And | take it that what
7 And behind the cover page, there isan 7 causes these retirements to take place doesn’t
8 attachment which includes the detailed 8 let us know how you arrived at your particular
9 narrative for each account and then there's 9 44-year recommendation for depreciation rates
10 asoreference in the answer to Volume 3, 10 on that account, right?
11 which says "you can look to 11-19 through I1- 11 MR. WIEDMAYER:
12 29 aswell" of your report. And| guess my 12 A. No, | would say that that doesn’t.
13 question would be did the information that you 13 MR. JOHNSON:
14 provided in Attachment A provide the detailed 14 Q. Right. And you indicate aswell that bands --
15 narrative account that would tell us how you 15 in the second paragraph, "bands analyzed for
16 specificaly arrived at your proposals by 16 this account include the overall experience,
17 account? 17 aswell asthe most recent 30, 20 and 10 year
18 MR. WIEDMAYER: 18 bands. A band with placement since 1967 was
19 A. Generdly, yes, that istrue. 19 aso analyzed. Thelifeindication for the
20 MR. JOHNSON: 20 overall band are 42 to 47 years. Most recent
21 Q. Okay. And one of the accountsthat’sin issue 21 bands indicate longer average service lives."
22 in this case is the overhead services account 22 Is there anything there that tells us
23 and if you could turnto page 15 of the 23 specificaly how you arrived at your
24 attachment or the Attachment A, and you see 24 recommendation for overhead service lives?
25 towards the bottom of page 15 -- page 15, need 25 Like versus any other service life, for
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1 instance? 1 Q. Okay. And up at the top of your graph, under

2 MR. WIEDMAYER: 2 original curve, there sareference to 1948

3 A Wedll, asl explained the process, we anayze 3 2009 experience and 1933 to 2009 placements,

4 the historical data. Welook at the past 4 and so youwould have, | take it, analyzed

5 causes of retirements. We discuss with the 5 data in the company’s records for assets

6 engineers what are those past causes of 6 placed in service over the period 1933 to

7 retirements. Wealso ask about the future 7 2009. Would that be right?

8 causes -- expected future causes of 8 MR. WIEDMAYER:

9 retirements. If they'reto be similar to the 9 A. Yes, that'swhat that -- that’swhat the 1933
10 past, we generally feel comfortable relying on 10 to 2009 placement band indicates. These are
11 the results of the life analysis based upon -- 11 the installation years when services were
12 which shows the age at which property hasbeen |12 added during the observation period.

13 retired from a historical perspective. 13 MR. JOHNSON:
14 MR. JOHNSON: 14 Q. Okay.
15 Q. Butthere snothing specifically there to tell 15 MR. WIEDMAYER:
16 uswhy another average servicelife wasn’t 16 A. 1948to 20009.
17 appropriate? 17 MR. JOHNSON:
18 MR. WIEDMAYER: 18 Q. Okay. But I think you will agree with me that
19 A. That’scorrect. | mean, there' san infinite 19 thereis-- inrelation to this account, the
20 combination of curvesthat could be selected, 20 oldest plant that Newfoundland Power actually
21 survivor curvesthat could be, so | did not 21 has as of the date of your study that comes
22 make acomparison of why | didn't select 22 under the category of overhead services would
23 certain curves. 23 be 1968 onwards. So would that be accurate?
24 MR. JOHNSON: 24 MR. WIEDMAYER:
25 Q. Under your recommendation, you indicate"the |25 A. Canyou repeat the question, please?

Page 130 Page 132

1 dataindicates longer lives for this account” 1 MR. JOHNSON:

2 and then you say "the 44-R2 survivor curve 2 Q. In this particular account, the overhead

3 represents a very good fit of the significant 3 services account, the plant, the oldest plant

4 data points' and did you identify and justify 4 that Newfoundland Power has remaining on its

5 here what you consider to be the significant 5 booksisfrom 1968 onward. In that regard,

6 data points? 6 maybe you could turnto C-71. C-71 of your

7 MR. WIEDMAYER: 7 expert report.

8 A. InthisresponsetothisrFi, | did not. But 8 KELLY, Q.C:

9 the significant data points isaterm that 9 Q. Intheevidence, Chris.

10 depreciation professionalsuse and are aware 10 MR. JOHNSON:

11 of and would understand the meaning of that 11 Q. If you scroll up to the top of page C-71? Are
12 phrase. 12 you there now, Mr. Wiedmayer?

13 MR. JOHNSON: 13 MR. WIEDMAYER:

14 Q. You makethe comment, at the top of page 16, 14 A. Yes, | am.

15 that "the bands analyzed for this account 15 MR. JOHNSON:

16 included the overall experience.” And in that 16 Q. Okay. Can you confirm for usby looking at
17 regard, could | ask you to turn up page A-62 17 the 1968 line, we have no years prior to 1968?
18 of your study? And | takeit this would be 18 So you can confirm for us, can you, that we
19 the -- what would be known as the observed 19 have no plant in service under overhead
20 life table for this account, right, the 20 services that wasprior to 1968 vintage?
21 overhead services account? 21 Would that be right?

22 (1:00 p.m.) 22 MR. WIEDMAYER:

23 MR. WIEDMAYER: 23 A. Yes, asof December 31st, 2010.

24 A. Yes. 24 MR. JOHNSON:

25 MR. JOHNSON: 25 Q. Okay.
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1 MR. WIEDMAYER: 1 bands.

2 A. That would be correct. 2 MR. JOHNSON:

3 MR. JOHNSON: 3 Q. Yes you've provided the life tables, but what

4 Q. Okay. Sothelife indications, | think that 4 wasyour interpretation of thelife tables

5 you indicated that the overal life 5 from 67 to 2009 in terms of the longer life

6 indications for the overall band is from 42 to 6 expectancy?

7 47 years. Isthat right? 7 MR. WIEDMAYER:

8 MR. WIEDMAYER: 8 A. ldon't recall. Subject to check, | could

9 A. Couldyou repeat the question again, sir? 9 provide that.
10 MR. JOHNSON: 10 MR. JOHNSON:
11 Q. I think you indicated that the overall band of 11 Q. Maybeyou could provide what thelonger life
12 experience indicates alife experience -- a 12 expectancy would be for the 1967 to 2009 band?
13 life expectancy, to put it that way, from the 13 Okay.
14 overall band of about 42 to 47 years, in that 14 MR. WIEDMAYER:
15 range. 15 A. Butagain, all thedata that | had analyzed,
16 MR. WIEDMAYER: 16 that same data isavailableto the Consumer
17 A. Yes 17 Advocate. | can do the analysis of the more
18 MR. JOHNSON: 18 recent bands, but the sameinformation has
19 Q. Okay. But to be perfectly clear, that 19 been provided as an RFI response, and if the
20 includes 35 years of plant additions that no 20 Consumer Advocate would like to make that
21 longer exist on Newfoundland Power’s system? |21 analysis -
22 MR. WIEDMAYER: 22 MR. JOHNSON:
23 A. Yes, thevintages that were added between 1933 |23 Q. But we don’t have your interpretation of that
24 and 1967 - 24 band.
25 MR. JOHNSON: 25 MR. WIEDMAYER:

Page 134 Page 136

1 Q. Areadl gone. 1 A. Okay.

2 MR. WIEDMAYER: 2 MR. JOHNSON:

3 A. -haveall beenretired, yes. 3 Q. Right?

4 MR. JOHNSON: 4 MR. WIEDMAYER:

5 Q. Okay. Now I think you also indicated that the 5 A. Isthat what you want?

6 more recent bandsindicated alonger average 6 MR. JOHNSON:

7 service life, and by that you mean longer than 7 Q. Pardon me?

8 the 42 to 47 year life expectancy that you 8 MR. WIEDMAYER:

9 determined based on thefull 1933 to 2009 9 A. My interpretation?
10 record? Would that be right? 10 MR. JOHNSON:
11 MR. WIEDMAYER: 11 Q. Yes
12 A. | believe we provided this as an RFI response 12 MR. WIEDMAYER:
13 aswell. 13 A. Okay. Because that was not the band that |
14 MR. JOHNSON: 14 ended up relying uponin the report and we'd
15 Q. So areyou awareof what thelonger life 15 run multiple bands for each particular plant
16 expectancy would be for the more recent band, 16 account and we'd kind of look ata longer
17 just from 1967 to 20097 | didn’'t see itin 17 period of time and then we'd try to ook at
18 the answers. 18 maybe the more recent 30-year, more recent 20-
19 MR. WIEDMAYER: 19 year band, as well as look a maybe
20 A. |Imean, |'mawareof it, but | had - 20 information from the 60s forward.
21 MR. JOHNSON: 21 MR. JOHNSON:
22 Q. It'snotin CA-NP-084? 22 Q. Could! turn youto page40 of Mr. Pous
23 MR. WIEDMAYER: 23 report where he shows a graph for the
24 A. No,it's asaresponse to another RFI. We 24 distribution overhead services? And you might
25 provided the life tablesfor all of these 25 want to start actually at the bottom of page
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1 39. 1 Q. The1967 to 2009 band -

2 MR. WIEDMAYER: 2 MR. WIEDMAYER:

3 A. Thisisdirect testimony? 3 A Yes

4 MR. JOHNSON: 4 MR. JOHNSON:

5 Q. Thisisdirect testimony. 5 Q. -indicatesahigher average servicelife than

6 MR. WIEDMAYER: 6 the longer band, 1933 to 2009, right?

7 A. Page40? 7 MR. WIEDMAYER:

8 MR. JOHNSON: 8 A. | believeit does, yes.

9 Q. 39andthenwe'll goto40. Okay. Onthis 9 MR. JOHNSON:
10 page, he's discussing his basis for his 10 Q. Right. Can youindicate what the average
11 recommendations for the servicesoverhead and |11 service life asindicated by the more recent
12 he indicates that he relies on the results of 12 datawould beon thisaccount? Because |
13 -- and I’'m reading from line 18. He"relies 13 think you indicated, when we asked you for
14 on the results of historical actuaria 14 material in CA-NP-084, that the more recent
15 analysis. However, unlike Gannett Fleming's 15 band indicated a higher average servicelife.
16 presentation in its 2010 study, | base my 16 MR. WIEDMAYER:
17 analysis on more current information that 17 A. Yes
18 approximately reflects trends in the data. 18 MR. JOHNSON:
19 Gannett Fleming's proposal as set forth at 19 Q. Recdll that?
20 page A-62 of its study appearsto be agood 20 MR. WIEDMAYER:
21 fit of the data, however corresponds to a 1933 21 A. Yes.
22 to 2009 placement band and a 1948 td2009 22 MR. JOHNSON:
23 experience band. In other words, Gannett 23 Q. Okay. I'll just-- wanting you to confirm
24 Fleming's presentation depicts retirement 24 what the average service lifeis, indicated by
25 patterns over the past approximately 60 25 the more recent band.

Page 138 Page 140

1 years." And heindicates "turning thistime 1 MR. WIEDMAYER:

2 frame, the industry has experienced changesin 2 A. | mentioned that | would provide that to you.

3 design, installation and materialsand the 3 MR. JOHNSON:

4 proper analysis dictates review of additional 4 Q. Okay.

5 and more current placement and experience 5 MR. WIEDMAYER:

6 bands in order to determine whether there are 6 A. What my interpretation was, but | also

7 changesin life characteristics.” 7 indicated that the data to perform the

8 And then he goes over on the next page to 8 analysis has also been provided tothe ca,

9 actually show what the 1967 band, | take it, 9 Consumer Advocate.
10 demonstrates -- the 1967 to 2009 demonstrates 10 MR. JOHNSON:
11 on the survivor curve, if you will, and you'll 11 Q. Andyou know, thisgraph isbased upon the
12 note that using the 1967 to 2009 data, you are 12 data that we were provided. Mr. Pous got this
13 -- itwould indicate alife in excess of the 13 datafrom -- in the RFI process, right?
14 average that you found over the 1933 to 2009 14 MR. WIEDMAYER:
15 period, does it not? 15 A, Exactly right.
16 MR. WIEDMAYER: 16 MR. JOHNSON:
17 A. Areyou asking if this band indicates alonger 17 Q. Okay. But you would at least confirm that the
18 life than - 18 more recent data gives an average service life
19 MR. JOHNSON: 19 in excess of the 1933 to 2009, okay.
20 Q. A longer average servicelife thanthe 42 to 20 MR. WIEDMAYER:
21 47. It does. 21 A. Waél, when you say 1933, you're talking about
22 MR. WIEDMAYER: 22 the placement band.
23 A. The’48t0 20097 Are you asking doesthe more |23 MR. JOHNSON:
24 recent band - 24 Q. Placement band, okay.
25 MR. JOHNSON: 25 MR. WIEDMAYER:
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1 A. Now, youwant meto - 1 judgment. You called them dramatic, right?

2 MR. JOHNSON: 2 And they would al be dramatic to you, would

3 Q. And then the experience band would be 3 they?

4 different, but the experience band from 1948 4 MR. WIEDMAYER:

5 onward - 5 A. Well, theones that he agreed with me there

6 MR. WIEDMAYER: 6 would be no changes. The increases that Mr.

7 A. Okay. 7 Pous has prepared?

8 MR. JOHNSON: 8 MR. JOHNSON:

9 Q. -would pick up the 1933 material that doesn’t 9 Q. Yes, that'swhat I'm getting at.
10 exist any more. 10 MR. WIEDMAYER:
11 MR. WIEDMAYER: 11 A. Yes the ones that he has-- sevenor so
12 A. Okay.So youwant acomparison between the |12 accounts where he' s recommended changes, they
13 1948 to 2009 experience band compared with the |13 have increased somewhere between 15 and 40
14 '67 to 2009 experience band? 14 percent and | think for one, for afive-year
15 MR. JOHNSON: 15 study that to me seems to be asubstantia
16 Q. Yes, that'll be fine. Placement and the 16 change absent any substantial evidence to the
17 experience band for 1967 to 2009. 17 contrary, other than the historical data.
18 MR. WIEDMAYER: 18 MR. JOHNSON:
19 A. Okay. So all servicesthat have been added 19 Q. Andin terms of you've indicated that Mr.
20 since’ 69. 20 Pous' recommendations would have to be
21 MR. JOHNSON: 21 supported by overwhelming evidence, | think is
22 Q. Right. "67. 22 the way you put it in your report, right?
23 MR. WIEDMAYER: 23 MR. WIEDMAYER:
24 A. '67,I’'msorry. 24 A. Whenyou want to make a change from 40 years
25 MR. JOHNSON: 25 asan average -- or I'm sorry, from 39 years

Page 142 Page 144

1 Q. Sotherange you went to, you indicate that 1 to 51 yearsfor services, since we're talking

2 the range on the overall was 42 to 47 and you 2 about overhead services, that’s a 30.8 percent

3 went to the middle of the range? Would that 3 increase and to me, that doesn’'t seem

4 be right? 4 reasonable given the nature of the account

5 MR. WIEDMAYER: 5 that we're talking about for overhead

6 A. Yes. 6 services, which is thewireto the customer

7 MR. JOHNSON: 7 home, al12-year increase ora 30 percent

8 Q. Okay. Sohow did you reflect the more recent 8 increase in the service life of that

9 experience in your recommendation? 9 particular account over afive-year course of
10 MR. WIEDMAYER: 10 study seemsto be unreasonable, based on my
11  A. Wepreviously wereusing an average service 11 experience in doing these studies. Mr. Pous
12 life of 39 years that was approved by the 12 has found a curve that fits a different band,
13 Board. So theindications were that the lives 13 like when -- the reason why we run multiple
14 were lengthening and we reflected that change 14 bandsisto seeif thereare any particular
15 from 39 to 44 years. Discussions with 15 trendsin the data and I’ vereflected that
16 engineering did not indicate that there would 16 myself inincreasing thelife from 39 to 44
17 be any significant changesin the future so 17 years for this overhead -- for overhead
18 that | felt that the historical data provided 18 service wire.
19 reasonable basis for making an estimate for 19 MR. JOHNSON:
20 this particular account. 20 Q. And wouldyou consider that what you put
21 (1:15p.m.) 21 forward to the Board in terms of your
22 MR. JOHNSON: 22 recommendations, whether they’re a bit above
23 Q. Mr. Wiedmayer, inyour rebuttal evidenceto 23 your last study or abit below your last study
24 Mr. Pous' report, you made certain statements 24 or the same as your last study, would that be
25 about Mr. Pous, his recommendations in your 25 subject to the need for overwhelming evidence
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1 like your report seems to suggest that Mr. 1 MR. JOHNSON:
2 Pousisheld to? 2 Q. Wherewould you have discussed them?
3 MR. WIEDMAYER: 3 MR. WIEDMAYER:
4 A, If I were making a40 percent changeor a30 4 A. Innumerous RFI responses.
5 percent change, | would be held to the same 5 MR. JOHNSON:
6 standard of providing a solid reason for 6 Q. Oh,I'm talking about your report that you
7 making a change other than having one of the 7 filed.
8 periods of time that you look at support your 8 MR. WIEDMAYER:
9 recommendation. So, yes, if | were making a 9 A. Ifyougo topagell-27 of the depreciation
10 substantial change in the magnitude of 30 to 10 study report, we can go down tothe last
11 40 percent increase or decrease, there should 11 paragraph, Chris, where it starts with
12 be reasonsto why that is occurring for mass 12 "another plan account” and I’'m reading from
13 property. 13 this. Areyou there, Mr. Johnson?
14 MR. JOHNSON: 14 MR. JOHNSON:
15 Q. Soyour position isthat you' re not making any 15 Q. Yes lam. | am.
16 major changes in anything you're doing? Would |16 MR. WIEDMAYER:
17 that be right? 17 A. Okay. "Another plan account where the future
18 MR. WIEDMAYER: 18 service life expectations differ from the
19 A. No. 19 historical life indication is pole-top line
20 MR. JOHNSON: 20 transformers. One of the primary causes of
21 Q. Isthat not right or right? 21 retirement for line transformerswas due to
22 MR. WIEDMAYER: 22 rust on the steel tank of the line
23 A. That'snot right. 23 transformer. In coastal areas, the corrosion
24 MR. JOHNSON: 24 of the steel tank was so significant that some
25 Q. Okay. How am | wrong? 25 of the line transformers needed to be replaced
Page 146 Page 148
1 MR. WIEDMAYER: 1 after ten yearsor less. Typicaly aline
2 A Wdll, if you want to look at the line 2 transformer can expect to live -- can expect
3 transformers, the indications for line 3 tobe inservice 35to0 40 years." That's
4 transformersis 30 years and | ve recommended 4 based on other jurisdictions in my experience
5 a40-year average servicelife. 5 indoing these studies. That'san aside.
6 MR. JOHNSON: 6 "The historical life indications for line
7 Q. And so that would be major, and | takeit - 7 transformers at Newfoundland Power were 30 to
8 MR. WIEDMAYER: 8 35 years. Engineering management expects the
9 A. And metersisanother example. 9 service lives of line transformers to increase
10 MR. JOHNSON: 10 based upon changes that they have implemented
11 Q. Andwould that be something that you would 11 in the past ten years or so. Since 2001, the
12 have had to put forward overwhelming evidence |12 company has been installing line transformers
13 on, to satisfy your standard? 13 with stainless steel tanks and has
14 MR. WIEDMAYER: 14 concentrated the installation of line
15 A. Substantial evidence. 15 transformers with stainless steel tanks in
16 MR. JOHNSON: 16 areas where the corrosion effect is the
17 Q. Substantial? 17 greatest, mostly in coastal areas.”
18 MR. WIEDMAYER: 18 MR. JOHNSON:
19 A. Yes 19 Q. And-
20 MR. JOHNSON: 20 MR. WIEDMAYER:
21 Q. Okay. Did you discussthose accountswhere 21 A. | couldgoon.
22 you've made those major changes in your 22 MR. JOHNSON:
23 depreciation study at all? 23 Q. Andthat would constitute your substantial
24 MR. WIEDMAYER: 24 evidence for an elongation of the average
25 A, Yes 25 service lives for that account?
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Page 149
1 MR. WIEDMAYER:

Page 151
1 CERTIFICATE

1 Q. Okay. And -- arewe shutting at 1:30?
2 MS.GLYNN:

3 Q. Yes, weae.

4 MR. JOHNSON:

5 Q. I'mabout togo onto another areaand it
6 might be -- I’'m not going to conclude itin
7 five minutes.
8 CHAIRMAN:
9 Q. Okay. We shall adjourn until tomorrow morning
10 ao9.
11 MS. GLYNN:
12 Q. 9:00.
13 (ADJOURNED AT 1:24 p.m.)

2 A, Wadll, if youwant meto read further, what | 2 1, Judy Moss, hereby certify that the foregoing is atrue
3 had mentioned wasin the previous study, 3 and correct transcript of Newfoundland Power Inc.’s 2013
4 approximately 20 percent of the transformers 4 General Rate Application, heard on the 23rd day of
5 had stainless steel tanks. Now 50 percent of 5 January, A.D., 2013 before the Newfoundland and L abrador
6 the line transformers attached to the poles 6 Board of Commissioners of Public Utilities, 120 Torbay
7 have stainless steel tanks and the expectation 7 Road, St. John’s, Newfoundland and Labrador and was
8 of the engineering group, asthey’ vetold me, 8 transcribed by me to the best of my ability by means of
9 they would expect to see a significant 9 asound apparatus.

10 increase, especially for those tanks that were 10 Dated at St. John's, Newfoundland and L abrador

11 being replaced much earlier than 30 years, to 11 this 23rd day of January, A.D., 2013

12 lengthen. 12 Judy Moss

13 MR. JOHNSON:

14 Q. Mr. Wiedmayer, you stated at page11-24 of

15 your report that -- starting at the line "for

16 most", that "for most of the plant accounts

17 and subaccounts, the statistical analysis

18 resulted in good to excellent indications of

19 complete survivor patterns.” Again, would

20 this statement apply to the seven accounts

21 that we are questioning in this case?

22 MR. WIEDMAYER:

23 A. As | mentioned, with the exception of

24 underground cable.

25 MR. JOHNSON:

Page 150
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