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1 January 24, 2013 1 service life were.
2 (9:05am.) 2 MR. JOHNSON:
3 CHAIRMAN: 3 Q. Okay, that'sfine.
4 Q. Beforewecommence, | understand thereisone 4 MR. WIEDMAYER:
5 - 5 A. Wouldyouliketo -
6 MS. CLYNN: 6 MR. JOHNSON:
7 Q. Thereé'sone small filing, Mr. Chair. Mr. 7 Q. No, that'sfine, it's not necessary. Now part
8 Wiedmayer has provided the revised sheet to 8 of the statement | just referred you to made
9 his expert report, page1-37. We'll enter 9 reference to the datistica anaysis
10 that into the Board record asa revision to 10 resulting in good to excellent indications of
11 hisinitia report. 11 complete survivor patterns, and Mr. Wiedmayer,
12 CHAIRMAN: 12 would you agree with me that noneof the
13 Q. Allright. Sol think we're back to our 13 accounts that are at issue in this proceeding
14 cross-examination. 14 with yourself and Mr. Pous, none of them, even
15 MR. JOHN WIEDMAYER - EXAMINATION BY MR. JOHNSON: 15 including the underground cable account,
16 MR. JOHNSON: 16 actually produced a good or excellent
17 Q. Good morning, Mr. Wiedmayer. 17 indication of a complete survivor pattern.
18 MR. WIEDMAYER: 18 Would you agree with me on that?
19 A. Good morning, Mr. Johnson. 19 MR. WIEDMAYER:
20 MR. JOHNSON: 20 A. No, | would not.
21 Q. Weleft off yesterday talking about page 2-24, 21 MR. JOHNSON:
22 roman numeral 11-24 of your report, and before 22 Q. Wouldn't acomplete survivor pattern decline
23 we broke yesterday, you had indicated that, 23 from 100 percent surviving down to just about
24 "The underground cables and switches account 24 almost zero percent surviving, or at least a
25 would not fall under your genera statement 25 small percentage surviving?
Page 2 Page 4
1 made at page 224 of your report, and just to 1 MR. WIEDMAYER:
2 refresh, the general statement made on 224 was 2 A. Thedatistical analysisresulted in good to
3 that for most of the mass plant accounts, the 3 excellent indications of the stub-survivor
4 sub-accounts, the dtatistical analysis 4 curve that we had to analyze.
5 resulted in good to excellent indications of 5 MR. JOHNSON:
6 complete survivor patterns, and generally the 6 Q. Okay, so- but your report talks about good to
7 information external to the statistics led to 7 excellent indications of complete survivor
8 no significant departure from the indicated 8 patterns. A complete survivor pattern is not
9 survivor curves for the accounts listed 9 astub-curve, right?
10 below", and then yougo on tolist those 10 MR. WIEDMAYER:
11 accounts, and Mr. Wiedmayer, canyou confirm (11 A. That is correct.
12 or reconfirm, | suppose, that the reason you 12 MR. JOHNSON:
13 removed the underground cables from the list 13 Q. Right, and, infact, to talk about what
14 yesterday was because input from management |14 percentage were surviving, could | ask you to
15 did have animpact on your proposal compared |15 turn up page 27, Table 1 of Mr. Pous
16 to the actuarial results? 16 surrebuttal.
17 MR. WIEDMAYER: 17 MR. WIEDMAYER:
18 A. Notonly input from engineering management, (18 A. 31?
19 but also other input from estimates other 19 MR. JOHNSON:
20 electric utility companies used for their 20 Q. Yes, page 27, Tablel.
21 underground conductor. I’ ve also done studies 21 MS.GLYNN:
22 for other utilities and I'm aware of what they 22 Q. It'savailable on the website too, Mr. Hayes
23 use. In an RFI response, we' ve also provided 23 and Mr. Wells.
24 to you what the manufacturer had elaborated on |24 MR. HAYES:
25 with respect towhat their expectations of 25 Q. What'sthat?
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1 MS. GLYNN: 1 stub-survivor curve, but in addition to
2 Q. It'savailable on the website. 2 fitting the known portion of the curve, you
3 MR. JOHNSON: 3 also have to make judgments asto what the
4 Q. | think you might want to first click on 4 future retirement ratios will bewhen you
5 consumer advocate under "By Party" up there, 5 estimate the survivor curve.
6 yeah, and then a complete chronological 6 MR. JOHNSON:
7 listing, and then go all theway down. The 7 Q. Okay, and in turning then to the best fitting
8 next one below, yeah, yeah. So that’sthe 8 from the actuarial analysis, do you agree that
9 table Mr. Wiedmayer that showsthe lowest 9 different weighting should be given to
10 percent surviving. So those accounts, aswe 10 different data pointson the observed life
11 can see, have - you know, range from 49 11 table? In other words, not all points on the
12 percent surviving up to 83 percent surviving, 12 observed life table are significant or
13 and some reportages inthemiddle. So that 13 necessarily should be considered? Would that
14 statement in your report about excellent 14 be correct?
15 indications of complete survivor patterns, 15 MR. WIEDMAYER:
16 that would be incorrect? 16 A. Whenyou look at the lifetable, thereare
17 MR. WIEDMAYER: 17 some data points that are at the very tail end
18 A. What | meant by the complete survivor curve - 18 of the curve that contain very small dollars
19 the wording may bealittle awkward where 19 that were exposed to retirements. So, for
20 used it. Therealized portion of the curve 20 example, if a pole cost $100.00, and if you
21 that | hadto fit, and thisisvery, very 21 look at the age interval, 80 or 90 years old,
22 often the case, and the consumer advocate' s 22 and there is only $1,000.00 exposed to
23 expert can verify this, very often do you get 23 retirements, the sample size of that
24 down to zero percent surviving. Very seldom 24 particular data point would represent only a
25 do you get down to zero percent surviving for 25 few number of poles, perhaps a half a dozen or
Page 6 Page 8
1 accounts that are long-lived, such as overhead 1 adozen poles. So there are data points that
2 conductor that have an average service life of 2 depreciation professionals like myself would
3 50 years. Theaverage implies50 yearson 3 consider insignificant and we would not want
4 average, but there isarange of lives. It 4 to include that into our analysis.
5 may go out - asMr. Pous' curve select, some 5 MR. JOHNSON:
6 of theselives go out beyond 100 years. So 6 Q. Okay, and, infact, in your rebuttal evidence
7 since we don’'t have 100 years worth of 7 at page 19 of 30, and | think that’s Appendix
8 experience, we haven't completed afull life 8 - | think that'sthe main body of your
9 cycle. 9 evidence. Yourefer to the fact that Gannet
10 MR. JOHNSON: 10 Fleming has aruleof thumb. You indicate
11 Q. Okay. 11 therein that paragraph that we're seeing on
12 MR. WIEDMAYER: 12 the screen, "There’'s some validity to Mr.
13 A. Thedatadoesn't contain over 100 years worth. 13 Pous’' claim that dollar level of exposures
14 So almost in every company that | do these 14 have importance in the analysis. However, the
15 studies for, including Newfoundland Power, 15 dollar level of exposure should not be given
16 does the data points go down to zero percent 16 so much emphasis as to ignore the most
17 surviving. So what you'retrying to fit from 17 relevant portion of the curve. More proper
18 the historical data isthe known portion of 18 weighting, such as is presented in the
19 the curve. 19 depreciation studies to generally exclude data
20 MR. JOHNSON: 20 points once they reach alevel of exposure, is
21 Q. Okay, andthat’'s - 21 not to be considered to be significant. An
22 MR. WIEDMAYER: 22 accepted rule of thumbis to exclude data
23 A. Sothat'scalled the stub-survivor curve. So 23 points where the level of exposures isless
24 perhaps | should have better phrased it that 24 than 1 percent of the largest dollar level of
25 it was good and excellent indications of the 25 exposures for the account. This is the
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Page 9 Page 11
1 criteria Gannet Fleming's software uses. 1 the graph presented on page 26 of Mr. Pous
2 However, thisis not afirm rule. There can be 2 testimony does not show all the data points.
3 cases where data points past the threshold 3 Instead, it only shows the survivor curve
4 should be considered, and also cases where 4 estimates through H-46.5, and shows no
5 data points prior to the 1 percent should not 5 information for surviving below 50 percent".
6 be considered”. Now in terms of Gannet 6 Now Mr. Wiedmayer, can you confirm for us that
7 Fleming's computer setup, it's set up to 7 Mr Pous, in ignoring what you have termed
8 implement the 1 percent? 8 significant data points, in fact, followed the
9 (9:15am.) 9 1 percent rule of thumb, and you could -
10 MR. WIEDMAYER: 10 MR. WIEDMAYER:
11 A, It'sset up todothat, yes, but however we 11  A. Well, wecan certainly gotothe lifetable
12 aso havethe flexibility tofit as many 12 for that account.
13 points as we' ve considered significant. So if 13 MR. JOHNSON:
14 the threshold is 5 percent or O percent, we 14 Q. If you could confirm that by looking at page
15 could fit al the points, and we have that 15 A-54 and A-55 of your depreciation study. Now
16 flexibility and capability. 16 can you confirm for usthat, in fact, stopping
17 MR. JOHNSON: 17 at age 46.5 like Mr. Pous did, would, in fact,
18 Q. Andwhat’sthe criteriafor departing from the 18 be consistent with the 1 percent rule in terms
19 1 percent rule? 19 of the level of exposures?
20 MR. WIEDMAYER: 20 MR. WIEDMAYER:
21 A. Thatvaries by account. Youwould haveto 21 A. Okay, the largest exposurein this particular
22 look at each account. Each account is unique, 22 lifetable -
23 each of the life tables that we look at are 23 MR. JOHNSON:
24 unique. If you have a specific account that 24 Q. Yes.
25 you'd liketogoto - 25 MR. WIEDMAYER:
Page 10 Page 12
1 MR. JOHNSON: 1 A, Typicalyisthe first ageinterval. So 59
2 Q. Wadl, let'sput it thisway, Mr. Wiedmayer - 2 million dollars are exposed at thefirst age
3 MR. WIEDMAYER: 3 interval.
4 A. | mean, that'sadifficult question to answer 4 MR. JOHNSON:
5 ingeneral. | mean, I'll be happy togotoa 5 Q. | think we have to go up the screen to the top
6 specific account. 6 of page A-54 for that.
7 MR. JOHNSON: 7 MR. WIEDMAYER:
8 Q. Wadll, I'dliketotake you to your criticism 8 A Yes
9 of Mr. Pous at page 2 of 27 of your Appendix 9 MR. JOHNSON:
10 B, for instance, which highlights the 1 10 Q. Okay. Nearly 60 million?
11 percent rule. Page2 of 27, in connection 11 MR. WIEDMAYER:
12 with histreatment of transmission poles and 12 A. Right. So we go down to the next page -
13 fixtures, at the bottom you say, "First, Mr. 13 MR. JOHNSON:
14 Pous' estimate does not represent a better fit 14 Q. A-55, yeah.
15 of the data, nor doesit represent similar 15 MR. WIEDMAYER:
16 fit, as his testimony implies. Curvefitting 16 A. Yes. Okay, these are dl the data points that
17 for this account was presented in detail in 17 go al the way down to age 58.5.
18 the curve fitting section of the expert 18 MR. JOHNSON:
19 rebuttal evidence. Asdiscussed, in order to 19 Q. Okay, we need the page to go up alittle bit.
20 make a presentation that his estimate 20 MR. WIEDMAYER:
21 represents asgood a fit asthat in the 21 A. Okay, keep going. Okay, right there. Sothe 1
22 depreciation study, Mr. Pous must ignore 22 percent threshold would actually occur when
23 significant data points that provide important 23 the exposures get below 590,000, which occurs
24 information about the dispersion pattern for 24 at the beginning of the interval, 47.5, okay.
25 transmission poles. It should be noted that 25 So now what these dollars represent are
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Page 13 Page 15
1 transmission poles. So assuming that the 1 MR. JOHNSON:
2 transmission poles are put into service for 2 Q. Nowto avoiddoing thisexercise onthe -
3 something around $2,000.00 or thereabouts 3 because you indicated that the rule of thumb
4 today, 50 years ago we could extrapolate that 4 was not one that you followed for the
5 they went in for aunit cost much lessthan 5 transmission, but to avoid doing this exercise
6 $2,000.00. Let'sjust say - to make the math 6 for the remaining accounts that are at issue,
7 easy in our heads, $500.00 apole 50 years 7 would you also take, subject to check, and |
8 ago, probably less than that, but - so of the 8 can give you the references, that for the
9 $430,000.00, thisiswhere| would vary from 9 remaining accounts you likewise did not adhere
10 the 1 percent threshold rule, as I've 10 to the 1 percent Gannet Fleming rule of thumb.
11 explained in my rebuttal testimony. There are 11 Inrelation to the overhead conductors bare
12 certain reasons when you do vary from the 1 12 auminum, would you agree with methat you
13 percent threshold. So now | look at these 13 didn’'t adhere to therule of thumb on that
14 dollarsand $430,000.00 represents a fairly 14 one?
15 significant number of poles, and we probably 15 MR. WIEDMAYER:
16 could go down and use all the data points; 16 A. Wecanturntothat lifetableif you'd like.
17 however, the retirements start to look - they 17 MR. JOHNSON:
18 start to behave alittle erratically around, | 18 Q. Okay. That'sA-65. Thetable isat 65, and
19 would say, maybe somewhere between 50 and 60 19 then the - the graph is at 65.
20 years. So | cut it off at 47 or 48 years, and 20 MR. WIEDMAYER:
21 Mr. Pous cut his off at 46 years. 21 A. 66and67?
22 MR. JOHNSON: 22 MR. JOHNSON:
23 Q. And cutting it off at 46.5 would be consistent 23 Q. Rignht.
24 with Gannet Fleming' s rule of thumb? 24 MR. WIEDMAYER:
25 MR. WIEDMAYER: 25 A. Okay.
Page 14 Page 16
1 A. Itwould be consistent with our general rule 1 MR. JOHNSON:
2 of thumb, but | explained there are other 2 Q. | think my understanding is that the 1 percent
3 situations where you’d want to vary, and one 3 would have had you cutting off at 43.5, but
4 of the thingsyou’'d want to consider is what 4 you went out to 44.5?
5 am | studying, andif you're studying poles 5 MR. WIEDMAYER:
6 and you redly want to have the sample size 6 A. | would have been down one more point.
7 large enough so that the data points are 7 MR. JOHNSON:
8 statistically significant, that’s one of the 8 Q. Okay.
9 considerations that you might want to 9 MR. WIEDMAYER:
10 consider. You aso might want to consider, 10 A. 445, and that's what we show on A-65. The
11 you know, does the retirement pattern at those 11 data points on page A-65go downtothe 1
12 age look reasonable. Sometimesyou have older |12 percent threshold.
13 dollarsthat for whatever reason are onthe 13 MR. JOHNSON:
14 books, but probably have been taken out of 14 Q. Yougo below it, infact, don't you?
15 service. 15 MR. WIEDMAYER:
16 MR. JOHNSON: 16 A. No.
17 Q. Andl guess- 17 MR. JOHNSON:
18 MR. WIEDMAYER: 18 Q. Yougoto44.5, not 43.5?
19 A. | see thisinother utilities, and I’m not 19 MR. WIEDMAYER:
20 certain, but when the lifetable starts to 20 A. Thisisthe beginning of the age interval, so
21 behave alittle bit erratically that can’t be 21 you haveto - the 43.5, where there’'sa- I'll
22 explained by engineering judgment, or when | 22 stop until Chris getsit. Canyou go down,
23 talk to the operationsfolks, |1 would not 23 Chris? The 43.5, wherethere's 1.1 million
24 expect retirement rates to be zero for poles 24 dollars of exposure, that’s what’ s exposed at
25 that are 70 years old. 25 the beginning of the ageinterval, between
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Page 17 Page 19

1 43.5 and 44.5. So that point is significant. 1 A. Becausethere are other extenuating reasonsin

2 MR. JOHNSON: 2 this particular account, and it just so

3 Q. Butyouwent to44.5, right? 3 happensto be that the retirement ratios - if

4 MR. WIEDMAYER: 4 we could go back to A-73. Between ages -

5 A. 445is based upon multiplying the survivor 5 like, 25 and 35 tend to become more erratic

6 ratio by the percent surviving at the 6 than | would anticipate for this particular

7 beginning of that age interval. So you haveto 7 account, and we've answered an RFl with

8 make the multiplication of what the survivor 8 respect to this account from the manufacturer

9 ratio is for that data point at 43.5, and you 9 of underground conductor, indicating that the
10 multiply that by the percent surviving at the 10 cross-linked polyethylene cable - do you want
11 beginning of that age interval to get you down 11 to go to that RFI?

12 to the next percent surviving. 12 MR. JOHNSON:
13 MR. JOHNSON: 13 Q. That'sfine, you can continue on.
14 Q. Soyou used the next percent surviving. That 14 MR. WIEDMAYER:
15 would not be the rule of thumb of 1 percent? 15 A. Has anexpected lifeof 25 yearsfor the
16 MR. WIEDMAYER: 16 earlier underground cables that were put in
17 A. Thenext percent surviving isbased on the 17 before the, let’ s say, 90s, and then there’'sa
18 dollars that are exposed at age 43.5. 18 newer type of cable that’s expected to have a
19 MR. JOHNSON: 19 service life of 40 years or more. My
20 Q. Let'sputit thisway, Mr. Wiedmayer, let's 20 understanding isthe company has aboutO
21 cut tothe chase. If the Gannet Fleming 21 percent of the older stylecable, and 60
22 computer program that's set up todo thel 22 percent of the newer style underground
23 percent, it wouldn’t have used that last 23 conductor.
24 point, right? 24 MR. JOHNSON:
25 MR. WIEDMAYER: 25 Q. Sothe-

Page 18 Page 20

1 A. No, that’sincorrect. 1 MR. WIEDMAYER:

2 MR. JOHNSON: 2 A. Sothat’swhat - thiswas an account that |

3 Q. Okay, youtake exception to that. Underground 3 did not necessarily - did not necessarily rely

4 cables, thisis another onethat’sat A-72 to 4 onthe resultsof historical analysis, but

5 A-74, and can you confirm for usthat if you 5 there was other considerations that | used in

6 had adhered to the 1 percent rule, you would 6 determining my estimate, which | increased

7 have gone to 40.5 years surviving, but you 7 from an average of 40 yearsto 45 years.

8 only went to 38.5 years surviving? 8 MR. JOHNSON:

9 MR. WIEDMAYER: 9 Q. Right. Similarly, and beforeleaving the
10 A. lwould agreethat thechart onpage A-72 10 topic, the rule of thumb was not followed for
11 displays data points through age 38.5. 11 the poles under 35 feet and the poles over 35
12 MR. JOHNSON: 12 feet either, wasit, and that’s at A-59 to A-

13 Q. Whichwould be lessthanthe 1 percent rule 13 61? | think you went to 40.5 years, whereas
14 that we' ve been talking about? 14 the rule of thumb would have called for 38.5,
15 MR. WIEDMAYER: 15 would that be right?

16 A. Yes 16 MR. WIEDMAYER:

17 (9:30am.) 17 A. Therule of thumb would have gone down one
18 MR. JOHNSON: 18 more point, as you had indicated, down to
19 Q. Nowintermsof - 19 39.5, but againit'sarule of thumb, and as
20 MR. WIEDMAYER: 20 I've aready explained that we sometimes
21 A. Weéll, the opposite, when you say less. 21 differ from that 1 percent rule of thumb, and
22 MR. JOHNSON: 22 one of the considerationsis the dollars that
23 Q. I’'m sorry, itwould be greater than the 23 are in some of these additional age intervals.
24 significant, yeah. Now - 24 So 395 percent, there's dtill some

25 MR. WIEDMAYER: 25 significant dollarsrelative to poles. So if
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Page 21 Page 23
1 you would assume a pole that we' re looking at 1 best representation of future expectations’,
2 for distribution that went in - 40 or 50 years 2 and then you make the sentence, "This isin
3 ago went inservice at about $200.00, 3 3 contrast to Mr. Pous' estimate, which is shown
4 million dollars exposed to retirements is 4 in Figure 10, isbased primarily on fitting
5 dtill significant, and probably should be 5 the 1967 to 2009 data’. Mr. Wiedmayer,
6 considered on that, but then | would also take 6 doesn’t this criticism of the use of this band
7 alook at the retirement ratios for those age 7 by Mr. Pous, isn't that completely
8 intervalsand determine whether or not they 8 contradicted by what you said about this band
9 are behaving like you would expect a pole to 9 in your answer to CA-NP-084, and if we could
10 behave at age 40. If | saw O percent retired 10 turn up CA-NP-084, and particularly page 15,
11 for that particular group of exposures at 11 and if we go to the bottom of page 14 first,
12 those ages from 39 to 42,1 may consider - | 12 it puts itin abit of context that we're
13 may make the judgment not to include that in 13 talking about -
14 my analysis. 14 MR. WIEDMAYER:
15 MR. JOHNSON: 15  A. I’'mthere, Mr. Johnson.
16 Q. Let's turn todiscussion more broadly of 16 MR. JOHNSON:
17 distribution poles account. Asyou’re aware, 17 Q. Okay.
18 Mr. Pous has utilized a57-R1 observed life 18 MR. WIEDMAYER:
19 table recommendation, and | believeyouwould |19 A. What page?
20 agree with me that in doing so, Mr. Pous, in 20 MR. JOHNSON:
21 arriving at that recommendation relied upon 21 Q. Thebottom of page 14 of CA-NP-084. First of
22 actuarial results for the experienced band 22 al, we see thisis under the topic of
23 from 1967 to 2009, right, and aswell the 23 distribution, and one of the accounts is
24 second thing that he relied upon were 24 poles, and the first couple of lines on the
25 improvements in treatments of wood poles that 25 bottom of page 14 - just scroll down alittle
Page 22 Page 24
1 has occurred over the years, and the third 1 bit more, please. Thefirst couple of lines
2 thing that he relied upon was theinitiation 2 talking about the bare copper conductor, and
3 of inspection programs by Newfoundland Power. | 3 then if we go to thetop of page 15, please,
4 Would that beright, those threethings he 4 first of al you indicate in the first
5 relied on? 5 paragraph that, "Newfoundland Power primarily
6 MR. WIEDMAYER: 6 uses wood polesin the system. 35, 40, and 45
7 A. | believe hedid, yes. However, | think he 7 foot poles are standard. 30 foot polesare
8 made some statements in his surrebuttal 8 occasionally used as service poles. The
9 testimony that were inaccurate. 9 primary causes of retirement for poles are
10 MR. JOHNSON: 10 decay. Polesare also retired for relocations
11 Q. Okay,well, let’s just go down through each 11 and damage dueto ice storms, woodpeckers,
12 oneat atime. 12 cribbing, etc. Polesaretreated with CCA.
13 MR. WIEDMAYER: 13 Some poles are pentatreated. Distribution
14 A, Okay. 14 poles are inspected every seven years. The
15 MR. JOHNSON: 15 inspection program started in 1997, and then
16 Q. Thefirst factor that he looked at was the use 16 we get into the band issue, "Bands analyzed
17 of the experience band from 1967 to 2009. Now |17 include the overall experience aswell asthe
18 you have, as| understand it, criticized Mr. 18 most recent 10, 20, 30 year bands.
19 Pousin your rebuttal, and if we could goto 19 Additionally, bands including data before and
20 your Appendix B, page 22 of 27, the paragraph 20 after the 2004 accounting change were
21 starting with, "The 48-R1 survivor curve 21 examined, as well as bandswith placements
22 estimate takes into account that while some 22 1967 and subsequent, and one with placements
23 level of increase in average service life may 23 in 1980 and subsequent”. Then the statement
24 be warranted, the historical datafrom the 24 ismade, and thisisthe very band that Mr.
25 period 2004 through 2009 does not provide the 25 Pousrelies upon. "The 1967 to 2009 band
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Page 25 Page 27
1 represents the data since the merger of 1 (9:45am.)
2 Newfoundland Power’s predecessor utilitiesand | 2 MR. JOHNSON:
3 is considered the most representative of 3  Q Wadl, I don'tthink we needit, but you're
4 futurelife expectationsfor this account". 4 saying that the statement, the 1967 to 2009
5 Now Mr. Wiedmayer, are you not precisely 5 band representing - being considered the most
6 criticizing Mr. Pousfor using the 1967 to 6 representative of future life expectations for
7 2009 band, which this document statesisthe 7 this account. You can’'t take that as atrue
8 most representative of future life 8 statement?
9 expectations for this account? 9 MR. WIEDMAYER:
10 MR. WIEDMAYER: 10 A. I’'msayingit’ssupport for metoincrease it
11 A. W€ veran about eight or nine different bands 11 above and beyond what the overall band had
12 for thisaccount. So we've studied different 12 indicated. The overall band, which studied a
13 periods of time. This statement herein 84 is 13 period of time from 1948 to 2009, indicated a
14 in response to an RFI that Mr. Pous asked in 14 shorter life than | was recommending. So when
15 hisinitial set of datarequest or RFIs. The 15 | did - when | also analyzed the 1967 to 2009
16 wording in thisisto indicate that we had an 16 band, it indicated alonger lifethan the
17 overall band that we could have studied that 17 overall band.
18 indicated a shorter lifefor poles, shorter 18 MR. JOHNSON:
19 than what | had estimated of 48 years. So my 19 Q. Theoveral band would have takenin what
20 statement in here was to justify not using 44 20 period?
21 or 45 yearsfrom using the overall band, but 21 MR. WIEDMAYER:
22 the reason for why | selected a longer life 22 A. 1948to 2009.
23 wasthat the - we just looked at the poles 23 MR. JOHNSON:
24 that were added inthelast 42 years, there 24 Q. Soanything retired in that period?
25 was an increasein service lifethat | was 25 MR. WIEDMAYER:
Page 26 Page 28
1 trying to reflect a trend away from the 1 A. Correct.
2 overall band. Sothe overall band from 1948 2 MR. JOHNSON:
3 to 2009, the best fit was somewhere in the mid 3 Q. Andthat would have included a plant that was
4 40s. So the context of thisbeing the most 4 put inin the 30s, the 40s, etc?
5 representative is in comparison to the overall 5 MR. WIEDMAYER:
6 band, which indicates a shorter life 6 A. It'slisted. We can - we provided that in RFI
7 expectation, but wealso had provided in 7 responses. | cantell you all the - eight or
8 response to an RFI, Mr. Pous, the eight or ten 8 ten different band periods we analyzed.
9 different experience and placement band 9 MR. JOHNSON:
10 combinationsfor this account, including a 10 Q. Wdl, I guess, thissort of leads me to the
11 band that only went up through 2003, which if 11 next basis that Mr. Poustalked about, and
12 you read the - if you continue to read on this 12 that was the concept of there being
13 page 15, where we say at the very last couple 13 improvements in treatments of wood poles over
14 of sentences, "Conversely, the experience band 14 the years, and in thisregard, if | could take
15 through 2003 indicates an average service life 15 you to page 23 of 27 of your Appendix B.
16 of lessthan 40 years'. So when we studied 16 MR. WIEDMAYER:
17 the data through 2003 - 17 A. Inmy rebuttal testimony?
18 MR. JOHNSON: 18 MR. JOHNSON:
19 Q. Butthat’sasix year band, isit not? 19 Q. Yes, dir, and specifically the paragraph that
20 MR. WIEDMAYER: 20 starts off, "In addition to the historical
21 A. No,it'snot. | cantell you - we've already 21 data, Mr. Pous bases his estimate on
22 addressed this in RFI. All the different 22 "improvements in treatment of wood poles and
23 experience bands and placement band 23 initiation of inspection programs"*, and we'll
24 combinations, we' ve provided inresponsetoan |24 come to inspection programsin afew minutes.
25 RFI. 1 could take you to that RFI. 25 "However, aswas discussed in the section on
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Page 29 Page 31
1 transmission poles, neither of these factors 1 not certain.
2 are actually supportive of alonger life. With 2 MR. JOHNSON:
3 regard to pole treatment due to environmental 3 Q. Okay, but would you not accept that the impact
4 and other concerns, the company hashad to 4 of the retirements of those untreated poles
5 more frequently treat poles with cca, and cca 5 has reduced the average service life obtained
6 treated poles have a shorter service life than 6 from your actuarial analysis?
7 pentatreated poles, which are more common 7 MR. WIEDMAYER:
8 historically. Asaresult, thetrend arising 8 A. Untreated polesareincluded in my analysis.
9 from poletreatment practices is actualy 9 MR. JOHNSON:
10 towards a shorter life going forward". Now 10 Q. Andthey would have the effect of reducing the
11 first of al, let’s go back to basics for a 11 expected average servicelife obtained from
12 little bit. Y ou do accept that treated poles, 12 your analysis, right?
13 al other things being equal, last longer than 13 MR. WIEDMAYER:
14 untreated poles, right? 14 A. Thecompany does not maintain a database that
15 MR. WIEDMAYER: 15 segregates treated poles from untreated poles
16 A. Yes 16 in the manner that | can analyze. | make the
17 MR. JOHNSON: 17 assumption that the untreated poleshave a
18 Q. Okay, and that would be the reason that we 18 shorter life than treated poles.
19 would treat them, | suppose. 19 MR. JOHNSON:
20 MR. WIEDMAYER: 20 Q. Right, and if we make that assumption, which |
21  A. | mean, thereis some caveats there, but I’ 21 think isimminently reasonable, would we not
22 accept that. 22 aso have to conclude that because your data
23 MR. JOHNSON: 23 includesthe retirement of untreated poles,
24 Q. Okay. The retirement of untreated poles, 24 that that has the effect of reducing the
25 they're actually reflected in the actuarial 25 average service life obtained from your
Page 30 Page 32
1 analysis aswell, right? 1 actuarial results, that's all I’m asking?
2 MR. WIEDMAYER: 2 MR. WIEDMAYER:
3 A Yes my understanding the company has- 2 3 A. Right, and I’'mtrying to - and as | mentioned,
4 percent of the pole population are untreated 4 there are some caveats that | would think Mr.
5 poles. 5 Smith would be better able to answer. Some of
6 MR. JOHNSON: 6 the company’ s untreated polesinstead of being
7 Q. Two percent presently out there inthefield 7 - it might be a species like Western Red Cedar
8 now-? 8 that’ s untreated that may last longer than |
9 MR. WIEDMAYER: 9 have knowledge of in this part of the country.
10 A. Two percent presently, and | also believe 10 MR. JOHNSON:
11 historically that has been about the relative 11 Q. Now there's-
12 proportion of the total population. 12 MR. WIEDMAYER:
13 MR. JOHNSON: 13 A. I wouldthink that that would be aquestion
14 Q. Butat some point, you know, they probably 14 better asked to the Vice President of
15 weren't treating them, so there were a bigger 15 Engineering and Operations.
16 portion, right? 16 MR. JOHNSON:
17 MR. WIEDMAYER: 17 Q. Okay.
18 A. | believe- 18 MR. WIEDMAYER:
19 MR. JOHNSON: 19 A. And thecompany <till maintains untreated
20 Q. Like, from 1933 on? 20 poles especially near waterways and has
21 MR. WIEDMAYER: 21 historically.
22 A. | believetomorrow you'll get the opportunity 22 MR. JOHNSON:
23 to discuss with the Vice President of 23 Q. Butl takeit, as adepreciation expert, you
24 Engineering and Operations, Mr. Gary Smith, 24 would, based upon your experience in working
25 probably raisethat question with him. I'm 25 with utilities, you would expect that the
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1 presence of the retirement of untreated poles 1 Q. CA-NP-547. Do you have that, Mr. Wiedmayer?
2 in acompany’s database would actually bring 2 MR. WIEDMAYER:
3 down the average life expectancy? 3 A Yes | haveit, yes.
4 MR. WIEDMAYER: 4 MR. JOHNSON:
5 A. ldon't-1 can'tsay for certainty with that. 5 Q. Inthis question we asked to identify the
6 MR. JOHNSON: 6 number of poles treated with ccA versus those
7 Q. That would be your expectation, though? 7 treated with penta, and when these treatments
8 MR. WIEDMAYER: 8 were first initiated as apples to distribution
9 A. | redly have never done a study of untreated 9 poles, and we were told that Newfoundland
10 poles separately to understand - poles last 10 Power doesn't maintain records on pole
11 differently in different parts of the world, 11 treatments and is unable to provide the number
12 especially wood poles being a natural product. 12 of poles in service by treatment type,
13 I’ve done studiesin Florida and other parts 13 specific dates as to when the treatments were
14 of the us,in the Gulf Coast region where 14 firstinitiated are also not available. Is
15 poles may only last on average 25 years. What 15 that your understanding as well?
16 we're estimating up here is 48 years on 16 MR. WIEDMAYER:
17 average. 17 A. Canwe go down to the footnotes.
18 MR. JOHNSON: 18 MR. JOHNSON:
19 Q. Thisdiscussion then about the ccA poles and 19 Q. Havinglooked at that now, Mr. Wiedmayer, can
20 the penta poles, areyou aware of what the 20 you now confirm that neither you nor the
21 lifeis of apentapoleversus thelife of a 21 company know the answer to this question?
22 CCA pole? 22 MR. WIEDMAYER:
23 MR. WIEDMAYER: 23 A. Thespecific number of poles that are cca
24 A. Not specifically, | do not. However, based on 24 poles versus penta polesis not -
25 my discussions with Engineering, and thisisa 25 MR. JOHNSON:
Page 34 Page 36
1 question you could probably addressto Mr. 1 Q. Youdon't-
2 Smith tomorrow better, the CCA poles are more 2 MR. WIEDMAYER:
3 environmentaly friendlier than the penta 3 A. No, but I believe based upon theyears in
4 poles. However, the expectation isthat they 4 which the company has historically used cca
5 won't - | don't know if they have a 5 poles and penta poles, an estimate can be made
6 significantly different life, but my - the 6 and Mr. Smith can probably talk about that at
7 indication that | heard was that the cca poles 7 length as to what that should be.
8 may not last as long as the penta poles, but | 8 MR. JOHNSON:
9 have no datato support that other than my 9 Q. Going to turn now to the area of the impact of
10 discussions with the company’s engineering 10 inspectionson the average service life of
11 group, aswell as some experience with some 11 these poles. Mr. Wiedmayer, Mr. Pous
12 other Canadian - with the other engineering 12 indicated that with inspections you would
13 group talking to other engineering groupsin 13 expect service livesto increase, albeit after
14 other Canadian companies that have aso had 14 perhaps an initial wave of early retirements
15 similar - had issues with CcCA treated polesin 15 that would be associated with the
16 Canada. 16 implementation of inspections and | understand
17 MR. JOHNSON: 17 that the question of inspectionsis in fact
18 Q. Finadly, onthis point, Mr. Wiedmayer, | take 18 relevant to a depreciation expert such as
19 it you can confirm that neither you nor the 19 yourself in the sensethat that’s one of the
20 company can tell us how many pentaversusCCA |20 questionsthat your firm would ask utility
21 polesthat are out there installedin the 21 clientsin terms of its inspection practices.
22 field, correct, and | think that was - 22 Would that be correct, Mr. Wiedmayer?
23 MR. WIEDMAYER: 23 MR. WIEDMAYER:
24 A. No, that'snot correct. We responded to an - 24 A. Yes, that would be correct for every account.
25 MR. JOHNSON: 25 We would like to know more about what is
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1 likely to occur in the future. We would like 1 the go over adozen years and but you -- so,
2 to discusswhat causes retirementsfrom a 2 but you don't agree that due to the
3 historical perspective and what will be likely 3 reliability program that Newfoundland Power
4 to cause retirements of poles in the future. 4 has ingtituted that the polesin service will
5 So we do have those discussions regarding what 5 generally have, for instance, less decay and
6 future causes of retirements are likely to be 6 will be stronger structuraly, et cetera, and
7 and if they will be materially different from 7 will lead to alonger life? Do you not accept
8 those past causes of retirements. 8 that?
9 MR. JOHNSON: 9 MR. WIEDMAYER:
10 Q. Andinspectionswould aso give indication of 10 A. My testimony isthat pole inspectionsdon’t
11 opportunities for maintenance? Would that be 11 lead to longer lives. The polesthat -- poles
12 fair? 12 that are identified if they have aproblem,
13 MR. WIEDMAYER: 13 they’ re removed.
14  A. That would befair, yes. They go out and do 14 MR. JOHNSON:
15 an inspection, visual inspection, to see what 15 Q. Could I ask youtoturn up page9 of 27 of
16 type of condition the poleisin and again, | 16 your Appendix B? Starting with the word
17 believe Mr. Smith can addressiit better. 17 "further", keep going up, going up. Yeah.
18 MR. JOHNSON: 18 You indicate in this paragraph, you say
19 Q. | understand that, but you' veindicated to us 19 "further the impact that reliability program
20 in one of the data replies that the knowledge 20 will have on poles will, if anything, aso
21 that you’ ve gained was that transmission lines 21 tend to shorten the lives of overhead cables"
22 were inspected annually using acombination of |22 and then you say "since due to the reliability
23 visual and acoustic inspections and core tests 23 program, the polesin service will generally
24 performed onthe poles that appear to be 24 have less decay and will be stronger
25 deteriorating and that -- | think you report 25 structurally, the impact of the elements such
Page 38 Page 40
1 aswell that the testing program has allowed 1 as storms and wind will have less of an effect
2 the company to better target replacements and 2 onpoles." And | mean, it seemsto me that
3 maintenance. Do you recall telling usthat? 3 you're acknowledging that the impact of the
4 CA-NP-084 again, page 13. That paragraph 4 reliability program will improve the decay
5 thereiswhat I've just basically put to you 5 situation, will improve the stronger
6 where it starts "transmission lines are 6 structural components of the polesso that
7 inspected annually". 7 they’'d beless subject to failure and hence
8 MR. WIEDMAYER: 8 provide alonger life. I’'m just seeing a bit
9 A. Areyou on page 137 9 of adisconnect.
10 MR. JOHNSON: 10 (10:00 am.)
11 Q. Yes, sir. This isthe transmission line 11 MR. WIEDMAYER:
12 section and if you flip over then you see, at 12 A. What I'msaying is theinspection program
13 page 15, the statement is made, | think we 13 identifies poles that need to be either |eft
14 already touched on it, "distribution poles are 14 inservice or replaced. Soif it's apole
15 inspected every seven years. Inspection 15 that needs to be replaced because thereisan
16 program startedin 1997." You see that? 16 inspection program, it will be removed in the
17 Correct? 17 short term. Before the inspection program,
18 MR. WIEDMAYER: 18 the polewould remainin place until it did
19 A Um-hm. 19 comedown in anice stormor ahigh wind
20 MR. JOHNSON: 20 storm. So the inspection program in and of
21 Q. Okay. Now soin relation to the distribution 21 itself has not led to longer livesisal I'm
22 poles account, either under 35 or over 35 22 trying to convey.
23 feet, that inspection program has been on the 23 CHAIRMAN:
24 go, you know, relative to the time of the cut- 24 Q. Soyou'resaying that's based on -- that’s an
25 off date for your study, that program was on 25 empirical fact?
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1 MR. WIEDMAYER: 1 little bit further. Thisisabout routine
2 A I'm saying that's based on, yeah, the 2 inspections. Now thispage, just for the
3 company’s operation that they have an 3 record, comes from a document that has
4 inspection program now, they go out and see if 4 "Newfoundland Power Depreciation Study 2010,
5 there' s aproblem with the pole. Beforethe 5 Distribution™ on the cover and thisisthree
6 inspection program, the pole would be replaced 6 or four pages in. At thetop of the page,
7 when it failed. So, you know, they're kind of 7 you'll seeaTable4. Areyou there now?
8 getting to the pole beforeit fails, sol’'m 8 MR. WIEDMAYER:
9 saying that | don’t think the inspection 9 A. I'mtryingto just get alittle bit of context
10 program in and of itself will lengthen the 10 to what this report isthat I’m looking at.
11 life. Now, | have lengthened the lifefor 11 MR. JOHNSON:
12 this account because maybe they’ re putting -- 12 Q. Okay.
13 the company is putting in alarger class pole 13 MR. WIEDMAYER:
14 in certain areas that’ s exposed to high winds 14 A. Okay, |'mthere.
15 and perhaps iceloading. That part of the 15 MR. JOHNSON:
16 reliability program will lengthen the life, as 16 Q. Okay.
17 what I’'ve reflected of Iengthening the life. 17 MR. WIEDMAYER:
18 But the visual inspection programin and of 18 A. Table4, right? Yeah, okay.
19 itself doesn’t lengthen the life. 19 MR. JOHNSON:
20 MR. JOHNSON: 20 Q. Below Table 4, I'mlooking at the routine
21 Q. Butthat’'s compartmentalizing just going out 21 inspections rebuild distribution lines. It
22 and looking at the pole. But wouldn’t 22 indicates "since 1998, Newfoundland Power has
23 inspection as well give an opportunity to the 23 had aformal distribution line inspection
24 utility to see if there’s polesthat can be 24 program whereby distribution feeders are
25 shored up, for instance, or something doneto 25 inspected on a seven-year rotation.
Page 42 Page 44
1 -- you know, by way of maintenance? Wouldn't | 1 Inspections are intended to identify and
2 that be part of what drivesinspections as 2 address deficiencies that are arisk to public
3 well or part of thereason for inspections 3 or employee safety or that are likely to
4 that might prevent apole fromfalling or 4 result in imminent failure of astructure or
5 failing? 5 hardware. This is based on established
6 MR. WIEDMAYER: 6 inspection standard. This work is scheduled
7 A. My understanding from talking to the 7 as soon as practical after the inspection has
8 engineering group is that if the pole isin 8 been completed to ensure the risk to public or
9 need of replacement, itis replaced. If it, 9 employee safety is addressed.” And then it
10 the company -- my understanding also about the |10 goes on "itemsor issues that have been
11 company’s maintenance program is that 11 determined from past experience to be a
12 currently they do not do any type of shoring 12 reliability or safety concern but can wait to
13 up the pole as you mentioned. 13 be addressed in a systematic fashion in the
14 MR. JOHNSON: 14 following construction season" and then they
15 Q. Mr. Wiedmayer, could | turnyou to CA-NP-88 15 give some examples of lightning arrest
16 and particularly Attachment B, the 2010 - 16 reviews, et cetera. And are you -- and then
17 MR. WIEDMAYER: 17 it goeson tosay "the program has shown
18  A. Attachment what? 18 positive results and has become the primary
19 MR. JOHNSON: 19 method for reviewing and upgrading the
20 Q. Attachment B, yeah, and I’m going to locate 20 distribution system.” And | guess, areyou
21 the page here now inasecond. Page is not 21 indicating to us that from your knowledge
22 numbered, but if | -- if you scroll down a 22 Newfoundland Power, you know, these positive
23 bit, I'll identify it when | get -- when | see 23 results would not include lengthening the life
24 it. Kegpgoing. Keepgoing. Keep going. 24 of the assets and that in fact Newfoundland
25 Okay, that’s the page there. Scroll down a 25 Power doesn'’t try to shore up assets when they
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1 go through as part of their inspection 1 Q. Butitcanlengthen lives?
2 programs? 2 MR. WIEDMAYER:
3 MR. WIEDMAYER: 3 A Wdl,ifit's in connection with doing some
4 A. I’'mnot trying to say that, Mr. Johnson. What 4 other type of work.
5 I’'mtrying to say isyou were talking about 5 MR. JOHNSON:
6 poles and now you're onto distribution lines 6 Q. Toyour knowledge, would pole manufacturers
7 which includes the overhead wire and the pole. 7 suggest maintenance in order to try to
8 So, this document that you' ve brought me to 8 elongate the lives of the poles?
9 where item 2A talks about installation of 9 MR. WIEDMAYER:
10 lightning arrestors, replacement of 10 A. I’'mnot familiar with what pole manufacturers
11 insulators, installation of current limiting 11 would recommend.
12 fuses. What I'mindicating isthat for the 12 MR. JOHNSON:
13 pole inspection, the company does avisual on 13 Q. Regarding thetopic of net salvage, and this
14 the pole and determines whether or not it 14 relates to the overhead services, which isthe
15 needs to bereplaced. So | think in context 15 -- Mr. Wiedmayer, this -- if we could turn up
16 of your earlier question, does the pole 16 -7 of your report? I'm sorry, |
17 inspection program lengthen service lives, I'm 17 misdirected on that. If we could -- yeah, no,
18 saying not necessarily becausein the past, 18 I-7isright actualy. No, that’sright.
19 before the inspection program was implemented, |19 If we could makeit alittle bigger? Okay.
20 that polewould stay inservice until it 20 If we scroll down we see 365.1 on the left-
21 failled. Andthatto me, it seems likethe 21 hand side, services overhead, and then we see
22 pole inspection program is not necessarily the 22 the net salvage percent column is over at the
23 reason for lengthening the lives. | would 23 fourth column andit'sa -60in this case,
24 agree that if you're putting in a better pole 24 right?
25 than its predecessor, that would be areason 25 MR. WIEDMAYER:

Page 46 Page 48
1 for increasing the life, as| have for both 1 A. Yes, Mr. Johnson.
2 transmission and distribution plant accounts. 2 MR. JOHNSON:
3 However, just as we taked 3 Q. Okay. Andl think asyou referred yesterday
4 about yesterday with the stainless 4 inyour direct withmy friend, Mr. Kelly,
5 steed tanks on the line 5 essentially the concept is that for every
6 transformers, there was indication 6 dollar ininvestment made by Newfoundland
7 from the engineering group that told 7 Power in servicesoverhead that they are
8 me what the relative percent of the 8 proposing to recover $1.60 through
9 line transformers now have the 9 depreciation on the rationale that you need to
10 better material, the stainless steel 10 recover the cost of removal of these overhead
11 tanks that last -- that are 11 serviceswhen the plant retires, whenever it
12 resistant to corrosion, that last 12 is. Isthat right?
13 longer than the steel tanks. So 13 (10:15am.)
14 from that, | adjusted the service 14 MR. WIEDMAYER:
15 life from what has been historically 15 A. Yes, that would be correct.
16 experienced of 30 years upwards to 16 MR. JOHNSON:
17 an estimate of 40years. All I'm 17 Q. Okay. Now wesee hereinthe fifth column
18 saying about this pole inspection 18 that the overall account contains 76.5 million
19 program is that it'snot areason 19 dollarsin terms of that wasthe original
20 for lengthening lives. 20 cost. So essentially the cost of removal
21 MR. JOHNSON: 21 would be about 46 million dollars in addition
22 Q. Butitcan? 22 to that figure to come up with the negative
23 MR. WIEDMAYER: 23 net salvage figure? Would that beright, in
24 A. Pardon? 24 that vicinity?
25 MR. JOHNSON: 25 MR. WIEDMAYER:
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1 A. Subject --yes, | wouldsay that's about 1 there’sjust as much labour associated with

2 right. 2 removal of aservice as putting the servicein

3 MR. JOHNSON: 3 in thefirst place?

4 Q. Okay. Now | understand that the proposal of 4 MR. WIEDMAYER:

5 the company here is on the assumption th&0 5 A. Yes. Andthe 60 percent negative for overhead

6 percent of the labour costsincurred when 6 servicesis quite typical for that particular

7 retiring and replacing a service to a customer 7 plant account.

8 isallocated to the cost of removal with 50 8 MR. JOHNSON:

9 percent being alocated to the labour with 9 Q. Inyour experience, does Gannett Fleming also
10 actually installing the replacement service? 10 propose lower negative net salvage figures
11 Isthat your understanding? 11 than 60 percent for that category?

12 MR. WIEDMAYER: 12 MR. WIEDMAYER:

13 A. Yes, that’s my understanding. 13 A. | believewedo. | mean, subject to check, |

14 MR. JOHNSON: 14 can provide. | mean we do hundreds of studies

15 Q. Andyou've stated that -- | believe you've 15 that I'm sure there are some that are higher

16 stated that that is a reasonabl e breakdown of 16 and I’ m sure there are some that are lower. |

17 the labour. Would that be right? 17 would say that, yes, we would propose lower.

18 MR. WIEDMAYER: 18 However, you know, every company is somewhat

19 A. My understanding is just smply that isthe 19 unique with regards -- | mean, just the travel

20 company’s allocation. 20 time to get to some customer locations varies

21 MR. JOHNSON: 21 if you're in ahigh dense population area

22 Q. Okay. Soyou'renot able to say whether that 22 versus a population areathat’ s less than. So

23 alocation is reasonable? 23 just the travel time getting to a customer

24 MR. WIEDMAYER: 24 location could vary from utility to utility.

25 A. We responded to an RFI that specifically 25 So I'm hesitant to make -- just rely solely on
Page 50 Page 52

1 addressed the detailed work task related to 1 that, but to answer your question, yes, we

2 thisin 6 -- RFI 670. 2 estimate higher and lower. | would think that

3 KELLY,Q.C.: 3 that would be true, not having the numbersin

4 Q. Ithink it may be 680. 4 front of me, yes. But|'ve seen companies

5 MR. WIEDMAYER: 5 that also use negative 100 percent or higher.

6 A. 680, thank you. 6 MR. JOHNSON:

7 MR. JOHNSON: 7 Q. And some companies that would use considerably

8 Q. Mr. Wiedmayer, | think thisis where the 8 |lower than the 60? Yes?

9 company provided a breakdown of the tasks 9 MR. WIEDMAYER:

10 associated, travel to the customer residence, 10 A. Yes

11 discuss with the customer, et cetera, et 11 MR. JOHNSON:

12 cetera. I'm familiar with the response. But 12 Q. Those are my questions. Thank you, Mr.
13 what I’'m asking you isdo you have any basis 13 Wiedmayer.

14 to say that their responseis reasonable or 14 CHAIRMAN:

15 did you just rely on it? 15 Q. Madame.

16 MR. WIEDMAYER: 16 GREENE, Q.C.:

17 A. Reading through this response and 17 Q. Good morning, Mr. Wiedmayer.

18 understanding that that is their company 18 MR. WIEDMAYER:

19 policy, | could say that | believethat itis 19 A. Good morning, Ms. Greene.

20 reasonable, based upon this detailed list of 20 GREENE, Q.C.:

21 the tasks involved in replacing an overhead 21 Q. Couldwe bring up Exhibit R-1, please, in the
22 service, yes. 22 company’ s rebuttal evidence? So it’s Exhibit
23 MR. JOHNSON: 23 R-1 in the Newfoundland Power Corporate
24 Q. Sotherewould be just as much -- you think it 24 Rebuttal Evidence. Itisthe Table 1 whichis
25 would be just as reasonable to say that 25 the survey for Canadian -- thank you. And
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1 we've aready talked or you have aready 1 understanding, wasusing the sinking fund

2 talked with Mr. Johnson with respect to the 2 method, which isa methodology that is not

3 practice in Canada and | just wanted to bring 3 seen frequently in utility rate making, so the

4 this up on the screen to remind people of what 4 change to amore commonly used procedure was

5 that evidence had been. From looking at Table 5 adopted.

6 1, would you agree that at least in Canada the 6 GREENE, Q.C.:

7 use of the average life group procedure and 7 Q. And itwas adopted in conjunction with a

8 the equal life procedure, both procedures have 8 changein method aswell. Is that correct?

9 been accepted and used by utilitiesin Canada? 9 They moved from the sinking fund method to the
10 Would you agree with that? 10 straight line method, so they were looking at
11 MR. WIEDMAYER: 11 a significant change in how they were
12 A. Yes, | would. 12 approaching depreciation? Isthat correct?

13 GREENE, Q.C.: 13 MR. WIEDMAYER:

14 Q. And regulators have also approved the use of 14 A. Yes, that iscorrect.

15 both ELG and ALG as a depreciation procedure 15 GREENE, Q.C.:

16 here in Canada? 16 Q. What -- can you think of other factorsin your

17 MR. WIEDMAYER: 17 experience that would motivate a utility first

18 A. Yes, | would agree with that and as you can 18 to apply for a change in procedure, such aswe

19 tell from the companies listed in both 19 have in this circumstance?

20 columns, which province, which jurisdiction, 20 MR. WIEDMAYER:

21 each of these procedures have been affirmed. 21 A. | would believe, you know, it does -- it would

22 GREENE, Q.C.: 22 take careful consideration as to which

23 Q. Okay. In this particular proceeding, 23 procedureis the one that best matches the

24 Newfoundland Power hasbeenusing theequal |24 consumption in the service value of the asset.

25 lifegroup procedurefor several years, in 25 And the equal life group procedure has been
Page 54 Page 56

1 excess of 30 years. I'm sorry, the equal life 1 demonstrated and discussed in authoritative

2 group procedure for at least 30 years. And 2 text as being that procedure. Robley Winfrey,

3 based on your experience, is it common or 3 who developed the lowatype survivor curves

4 frequent for a utility firstto apply to 4 back in the 1920s and ’ 30s, indicated that it

5 change from one procedure to another, and then 5 was the mathematically correct procedure to

6 if itis, | wanted you to tell uswhy that -- 6 use. However, it wasn't adopted prior to the

7 why would autility dothat? Wecan tak 7 advent of computers because it required alot

8 about Hydro if you like, because we just saw 8 of numerous calculationsto figure out what

9 that asan example. So firgt,is it a 9 the rate would be that a computer can handle
10 frequent occurrence for autility, onethat 10 very quickly. And it'samatter of -- yes, so
11 has been using an approved procedure for 11 | would say that'swhat kind of slowed its
12 several years, to apply to change the 12 adoption was the fact that it required --

13 procedure, in your experience? 13 before computers, it required a lot of

14 MR. WIEDMAYER: 14 numerous calculationsthat a computer can
15 A. It is not a frequent occurrence in my 15 handletoday very rapidly. It'samost a

16 experience. 16 toggle on toggle off switch now, that if you

17 GREENE, Q.C.: 17 want to select a different procedure, you can.
18 Q. Wadl, let’'s talk about what might drive a 18 GREENE, Q.C.:

19 utility first to apply to change an accepted 19 Q. | justwanted to follow up onthat. |

20 procedure for depreciation and we can talk 20 understood from your answer and from your
21 about Newfoundland Hydro, which asyou know, 21 previoustestimony that in your opinion the
22 was just approved to usethe ALG procedure. 22 equal life group procedure isa more-- a

23 That wasn't a change per se. 23 better match, asyou’ve just described, with
24 MR.WIEDMAYER: 24 the service life asset. In your view, would

25 A. Yes. Newfoundland Hydro, based on my 25 you say it isamore appropriate methodology?
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1 MR. WIEDMAYER: 1 higher depreciation expense that the equal
2 A Yes 2 life group procedure calculatesrelative to
3 GREENE, Q.C.: 3 other procedures.
4 Q. However, you also seethat the averagelife 4 GREENE, Q.C.:
5 group procedure has been accepted in Canadaby | 5 Q. So obviously your recommendation to the Board
6 utilities and by regulators? Is that correct? 6 would not be to consider a changein the
7 MR. WIEDMAYER: 7 procedure at thistime?
8 A. Yes 8 (10:30 am.)
9 GREENE, Q.C.: 9 MR. WIEDMAYER:
10 Q. Would you suggest that the utilities using the 10 A. Yes, that iscorrect.
11 average life group procedure for a number of 11 GREENE, Q.C.:
12 years, as shown in that table, should apply to 12 Q. Thepurpose of depreciation isto recover the
13 change their procedure to the equal life group 13 appropriate depreciation expense over the life
14 procedure? 14 of the asset. So, in theory, the same amount
15 MR. WIEDMAYER: 15 of money should be recovered, whether you use
16 A. My answer is, absent all other factors, not 16 the averagelife group or the equal life
17 knowing exactly where the company is with 17 group. Isthat correct, Mr. Wiedmayer?
18 regard to recovery and future plans of capital 18 MR. WIEDMAYER:
19 expenditures, my recommendation would be, yes, (19 A. Yes, that iscorrect. Under both procedures,
20 that | believe that they should adopt the 20 no more or no lessthan the original cost of
21 equal life group procedure, absent all other 21 the asset will be collected over itslife.
22 external information. 22 GREENE, Q.C.:
23 GREENE, Q.C.: 23 Q. Sowhat we're talking about is the time period
24 Q. Andwhat would bethetypesof factorsthat 24 over which the expense gets collected? That's
25 could influence them to not so apply? 25 one of the main reasons driving the
Page 58 Page 60
1 MR. WIEDMAYER: 1 consideration of the questions on service
2 A, Wdll, | believe the case that you had before 2 livesin this particular proceeding, isn't it?
3 you here with Newfoundland Hydro, | wouldsay | 3 MR. WIEDMAYER:
4 we recommended it, however | believe the 4 A. Yes. Savicelivesdo have an effect on the
5 change from a decel erated sinking fund method 5 rate of recovery of theorigina cost of an
6 to theequa life group procedure in one 6 asset.
7 conversion may have been -- may have caused 7 GREENE, Q.C.:
8 too large of ashock to -- too large of an 8 Q. Ifwecould look at your rebuttal evidence,
9 increaseto the customers. Sol would say 9 Appendix B, page 1 of 27?
10 there are some extenuating circumstances. 10 MR. HAYES:
11 GREENE, Q.C.: 11 Q. Excuseme justa second, Mr. Chair. He's
12 Q. Canyou think of others besides the impact on 12 having a problem with the sun.
13 customer rates arising from the change that 13 GREENE, Q.C.:
14 would prevent a utility from going to the 14 Q. Oh, sorry.
15 equal life group procedure, if it is a 15 MR. WIEDMAYER:
16 superior method? 16 A. There'sglare coming off of that right in my
17 MR. WIEDMAYER: 17 eyes.
18 A. Wdl, there's the time and expense of 18 MR. HAYES:
19 convincing regulators to adopt a methodology 19 Q. Isthat better?
20 that would increase depreciation in the short 20 MR. WIEDMAYER:
21 term. But in this province, Newfoundland 21 A. Canyou pull the shade down?
22 Power has been using 30 years-- using the 22 MR.HAYES:
23 equal life group procedure for 30 years that 23 Q. Okay. Well, I'll leave that to you, Jackie.
24 the rate base, as we' ve discussed before, has 24 CHAIRMAN:
25 been reduced significantly because of the 25 Q. We'renot used to the sun around herein the
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1 winter, you know. Want everything wide open. 1 Q. Okay. And in thisparticular case, your
2 MR. WIEDMAYER: 2 recommendation related to the 57 property
3 A | thought it wasintentional, getting a third 3 groups. Now Mr. Pous has only taken exception
4 degree. 4 to seven of those groups. Isthat correct?
5 GREENE, Q.C.: 5 MR. WIEDMAYER:
6 Q. Andit'snot that I’'m bathed in the glow here 6 A. Yes
7 either. 7 GREENE, Q.C.:
8 CHAIRMAN: 8 Q. So obviously -- I'll ask Mr. Pous this
9 Q. That'samatter of opinion. 9 question, but at least he did not object to 50
10 GREENE, Q.C.: 10 of them, so when looking at thisinformation,
11 Q. Okay. And theonly reason for looking at this 11 isit correct to say that an expert, looking
12 particular table that you see there, it helps 12 at the data that you have explained and all of
13 illustrate some of the -- a couple of 13 the factors, may cometo different opinions
14 questions that | have. First, | believe 14 with respect to the appropriate service life
15 you've already testified that you looked at 57 15 for a particular group?
16 property groups and made recommendations with |16 MR. WIEDMAYER:
17 respect to the appropriate service livesfor 17 A. Yes, that'safair statement.
18 57 groups. Isthat correct? 18 GREENE, Q.C.:
19 MR. WIEDMAYER: 19 Q. Becauseobviously againif it wasas simple as
20 A. Yes, that's correct. 57 mass property groups. 20 looking at it and all coming tothe same
21 GREENE, Q.C.: 21 conclusion, it would not be quite as
22 Q. And| aso understood from your evidence that 22 complicated as what we' ve heard, and you would
23 when you look at what is the appropriate 23 not need to be necessarily an expert to do
24 survivor curve and what isthe appropriate 24 that. Isthat correct?
25 servicelife, it isaquestion of judgment and 25 MR. WIEDMAYER:
Page 62 Page 64
1 | think at one stage you called it informed 1 A. That'scorrect. It doesrequirejudgment and
2 judgment. Isthat correct? 2 experience in performing these studies.
3 MR. WIEDMAYER: 3 GREENE, QC::
4  A. Yes, that would be correct. Y ou would want to 4 Q. Andwhy | asked that we go to this particular
5 consider all of the relevant and important 5 table, this lists the seven accounts where Mr.
6 factors. 6 Pous has made arecommendation for alonger
7 GREENE, Q.C.: 7 service life and of course, the longer service
8 Q. AndI think to summarize, you have outlined 8 life means the depreciation expense is spread
9 that historical experienceis very important 9 over a longer period of time, soit would
10 and that's why you look at the experience 10 lower the revenue requirement in this
11 bands. Input from the company with respect to 11 particular proceeding, and | will pursue with
12 their experience in placing and maintaining 12 Mr. Pous why obviously he didn’t recommend any
13 the asset is very important. Industry 13 reductions in servicelives, but in this
14 comparisonsis also important with respect to 14 particular case, the seven are longer service
15 that. And also, you'relooking at industry 15 lives. | know there was some discussion in
16 practices to see whether the past experience 16 your evidence with Mr. Johnson asto why you
17 isrepresentative of thefuture. Arethere 17 believe that some of Mr. Pous' recommendations
18 other factors that you take into account when 18 were too dramatic, too significant, and | just
19 you come up with what the servicelifeisfor 19 wanted to -- for you to summarize that for us.
20 aparticular group that | have not mentioned? 20 For example, when you look at the very first
21 MR. WIEDMAYER: 21 one, transmission poles, your recommendation
22 A. Youcovered most of them. Theonethat | 22 is 47, up from 44 before, and we see that Mr.
23 would add is the previously approved estimate 23 Pous and the Consumer Advocate is recommending
24 that the company is using. 24 an increase to 51. Now when you look at it on
25 GREENE, Q.C.: 25 the surface, being if you’ re not an expert and
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1 you'renot used toreading any -- knowing 1 looking at how do they determine whether it is
2 about depreciation, an increasefrom47to 51 2 adramatic or too dramatic and too significant
3 wouldn't appear to be material, unless of 3 to impose in one particular study?
4 course we'retalking about age, because | 4 MR. WIEDMAYER:
5 would much rather be 47 than 51. So can you 5 A. Wdl, in performing these studies for
6 just summarize why -- how the Commissioners, 6 companies both in Canada and the usfor 26 or
7 inlooking at this, should look at how they 7 7 yearsfor clientsthat I’ ve performed these
8 judge the materiality of your recommendations 8 studies for repeatedly over multiple five-year
9 versus Mr. Pous' recommendations and why they | 9 intervals, | usually don’'t see, for these
10 really -- you view Mr. Pous' recommendations |10 particular accounts, mass property accounts
11 as too significant and dramatic to be 11 such as transmission poles, distribution
12 accepted? 12 overhead conductor, a significant change from
13 MR. WIEDMAYER: 13 the previous study.
14 A. Okay. Yes, my recommendations for this 14 GREENE, Q.C.:
15 particular account shows an increase of 15 Q. Andof course, thispage doesn’'t have the
16 approximately -- an increase in percentage of 16 current approved service life for the asset,
17 about 6.8 percent while Mr. Pous is 17 which iswhy | had goneto your table.
18 recommending about approximately a 15. 9 |18 MR. WIEDMAYER:
19 percent increase. Thisistheincreasein the 19 A. Yes, that'scorrect.
20 servicelife. Now | believe in Mr. Pous 20 GREENE, Q.C.:
21 testimony, he's quantified theimpact, the 21 Q. Sooneimportant factor obviously is, in your
22 dollar impact of those changes on depreciation 22 view, you have to consider what the current
23 expense. I’'m not sureif you'd liketo turn 23 approved service lifeis versus what’'s being
24 to where he has made that quantification. 24 recommended, as opposed to, as| said, in this
25 GREENE, Q.C.: 25 particular one, you're only going from your
Page 66 Page 68
1 Q. If youwanttodoit. 1 recommendation to Mr. Pous'.
2 MR. WIEDMAYER: 2 MR. WIEDMAYER:
3 A I mean,it's something that we could either 3 A Yes yes. | would consider what the
4 provide or it’s been provided. 4 previously approved survivor curve to be a
5 GREENE, Q.C.: 5 factor that you would want to consider.
6 Q. | believefor the first one it's roughly 6 GREENE, Q.C.:
7 $175,000 reduction. Isthat correct? 7 Q. Andinyour -- based on your experience and in
8 MR. WIEDMAYER: 8 your expert opinion, that isto be doneon a
9 A. Do you havethe page? 9 gradual basis as you get experience you
10 GREENE, Q.C.: 10 continually change the service life to reflect
11 Q. Page 20 of Mr. Pous' evidence. You see all of 11 your actual experience? Isthat correct?
12 them with respect to what the impact would be 12 MR. WIEDMAYER:
13 on depreciation expense. 13 A. Wdl, gradua would be absent any externa
14 MR. WIEDMAYER: 14 information.
15 A. Justasecond. My binder cameloose. Okay, 15 GREENE, Q.C.:
16 yes, page 20, yes. Thefirst one, yes, his 16 Q. Yes
17 recommended adjustment for account 355.1 17 MR. WIEDMAYER:
18 Transmission Polesis $175,000 reduction. 18  A. If theengineers have told usthat they would
19 GREENE, Q.C.: 19 expect the past to be representative of the
20 Q. Andwhat | wanted you to explainat avery 20 future, I would not expect for these
21 high general level, without going into each 21 particular accounts any dramatic changes, such
22 account, is his recommendation is only afour- 22 as the ones that Mr. Pous has proposed. Now |
23 year increase from what you have recommended |23 have made some changes myself that have
24 and what are the guiding factorsthat the 24 differed from the historical indications, as |
25 Commissioners should take into account in 25 indicated with the line transformers that
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1 indicated a service lifeinthelow 30sand 1 you go after the worst areas first, you know,
2 we'veincreased thelife to 40 years based 2 with a better product that’s more corrosive
3 upon the input as to what the company’s plans 3 resistant. So the tanks that normally -- that
4 are with respect to replacing the older steel 4 previously were being replaced after 10 or 15
5 transformers with the stainless steel 5 or 20 years, you know, now you would expect a
6 transformersthat should be more corrosive 6 longer life, so the justification of spending
7 resistant. 7 more on the better tank, the stainless steel
8 GREENE, Q.C.: 8 material, isjustified in those areas.
9 Q. Okay. Thank you, Mr. Wiedmayer. That 9 CHAIRMAN:
10 concludes my questions. Thank you. 10 Q. Andwhen you're doing your estimates like for
11 COMMISSIONER NEWMAN: 11 -- you know, forthe -- like the seven
12 Q. Noquestions. 12 accountsthat arein, | guess, in dispute, |
13 CHAIRMAN: 13 mean, you'rebasing your estimatesof the
14 Q. Anything? 14 service life on your observations, your work
15 COMMISSIONER OXFORD: 15 with Light and Power over an extended period
16 Q. No. 16 of time, but you also got a database of
17 CHAIRMAN: 17 similar -- the same assets operating in
18 Q. Justaquick question. Areyou finding when 18 different circumstances. | mean, there'sjust
19 you're doing these depreciation studies and 19 -- it would seem to me there' s avast amount
20 looking at replacement, are you finding any 20 of information availablethat you use in
21 deflation in prices? Like I'm thinking like 21 reaching a conclusion as to what you think is
22 in cars, like car dealers will tell you, you 22 areasonable servicelife?
23 know, if you spend 40 grand on a car these 23 MR. WIEDMAYER:
24 days, you're going to get alot more bang for 24 A. Yes. That lendsitself to Gannett Fleming’s
25 your buck, | guess because of the, you know, 25 experience in performing these studiesin, as
Page 70 Page 72
1 increased presence of electronicsand stuff 1 | mentioned, all 50 states and ten Canadian
2 like that. Butis that happeningin the 2 provinces. Yes, we have adatabase of what
3 utility business as well? Have you noticed in 3 othersare using. | don’'t necessarily like to
4 your what, 26 years of experience? 4 substitute the average service life of what an
5 MR. WIEDMAYER: 5 electric utility in BC or Nova Scotiafor the
6 A. | wouldsay -- | mean deflation in the sense 6 company’s experience. | would liketo use
7 of - 7 what the company has experienced as the basis
8 CHAIRMAN: 8 for the estimate initially beforel tak to
9 Q. Wadll, you're getting better bang for your buck 9 theengineers. Sol don't -- | usually like
10 or pricesare dropping. Like you mentioned 10 tojust usethat as kind of areasonableness
11 this switch from, you know, from a 11 check. Like at theend of the day, when |
12 conventional to a stainless steel extends the 12 make the estimates, how doesthat estimate
13 servicelife. 13 compare with other electric utilities, just so
14 MR. WIEDMAYER: 14 that I’'m not misled by the company’ s data.
15 A. Yeah. 15 CHAIRMAN:
16 CHAIRMAN: 16 Q. Andthat’syour informed judgment?
17 Q. Butisstainless steel more expensive per unit 17 (10:45am.)
18 than regular? 18 MR. WIEDMAYER:
19 MR. WIEDMAYER: 19 A. That'smy informed judgment.
20 A. Well,yes, it is. Itismore expensive per 20 CHAIRMAN:
21 unit, but the areas that the company was 21 Q. And you're telling us now, so that we
22 initially going after were in some of the more 22 understand, that in terms of the
23 high -- were in the coastal areas where the 23 intergenerational equity and matching service
24 corrosion was extensive, where the steel tanks 24 lives with retirements, assets, yada yada
25 were -- had alife shorter than 30 years. So 25 yada, that the system that we have developed
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1 here over the last 30 yearsis-- it'sfair 1 A. Thequestion waswhen does the cross -- when
2 and it’s equitable. It doesn'timpose an 2 would a crossover take place, meaning when
3 unreasonable penalty on current consumers or 3 doesthereturn on rate base -- we modelled
4 future -- current users of electricity, 4 when the revenue requirement would be more --
5 current consumers or future consumers? You're 5 at what pointin time would the revenue
6 satisfied with that? 6 requirement be more beneficial under the ELG
7 MR. WIEDMAYER: 7 approach versus the ALG approach because
8 A. Yes, dir. 8 initially depreciation -- well, depreciation
9 CHAIRMAN: 9 expenseis higher under ELG than ALG, but
10 Q. Doyou got any further - 10 thereisan effect ontherate base because
11 KELLY, Q.C.: 1 accumulated depreciation is subtracted from
12 Q. | haveoneareaof redirect. Mr. Wiedmayer, 12 the original cost of property. So, in context
13 my friend, Mr. Johnson, asked you some 13 of when that cross -- we were asked an RFI in
14 questions about the crossover period if you 14 CA-NP-620 where we said for -- so we tried to
15 were to revert to ALG and he took you to CA- 15 model it using one account because to model
16 NP-620 and you had a discussion with him about |16 al of the accountswith all the assumptions
17 short term and you made the observation that 17 is an enormous undertaking, so for one
18 that’s a relative concept, and in order to 18 particular account that we used bare aluminum
19 give that some context for the Board, can | 19 conductor, which is one of the largest
20 take you down to thisRFI to down to around 20 accounts the company hasand it istypical of
21 line 24? 21 where most -- like it’s a distribution account
22 MR. WIEDMAYER: 22 that had a55-year average service life.
23  A. Yes 23 We're saying relative to that 55-year average
24 KELLY,Q.C: 24 servicelife, an11to 15 year period isa
25 Q. 23. Or I'll goback to 22. "The company has 25 relatively short term, relative to the 55.
Page 74 Page 76
1 performed an anaysis to estimate the 1 CHAIRMAN:
2 potential range of time during which the 2 Q. | guesswe'refinished with this witness, are
3 crossover point is likely to occur. This 3 we?
4 constituted an analysisfor asingle plant 4 KELLY, Q.C.
5 account" and then there’s some other factors 5 Q. Yes, Mr. Charman.
6 and if you go down to the footnote, the plant 6 CHAIRMAN:
7 account chosen was bare aluminum conductor for | 7 Q. Well, we'll break now. Thisis probably a
8 estimating the crossover point which back on 8 good appropriate time.
9 line 35is11 to 15 years. So to put that 11 9 (BREAK - 10:49 a.m.)
10 to 15 yearsin context, what’'sthe estimated 10 (RESUME - 11:25a.m.)
11 service life for bare aluminum conductor? 11 CHAIRMAN:
12 MR. WIEDMAYER: 12 Q. Sowenow have your witness, Mr. Johnson.
13 A. A bare aluminum conductor, I’m estimating it 13 MR. JOHNSON:
14 to have a 55-year average service life. Soin 14 Q. Yes, sr.
15 context to the account that was modelled in 15 CHAIRMAN:
16 this analysis of when the crossover will 16 Q. Sir, | understand you wish to be swornin.
17 occur, 11to 15yearsisshort, relativeto 17 MR. POUS:
18 the lifeof a55-year asset such as bare 18 A. That'sfine.
19 aluminum conductor. 19 MR. JACK POUS, SWORN
20 KELLY,Q.C. 20 MR. JOHNSON:
21 Q. Thank you, Mr. Wiedmayer. 21 Q. Thank you, Mr. Chairman. Just by way of
22 CHAIRMAN: 22 introduction, your nameis Mr. Jacob Pous, you
23 Q. Sojust, what doesthat mean? | didn’t quite 23 go by Jack, and | understand that you are the
24 -- just tell me what it means. 24 principal of Diversified Utility Consultants
25 MR. WIEDMAYER: 25 out of Austin, Texas?
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1 MR. POUS: 1 KELLY,Q.C:
2 A. That'scorrect. 2 Q. Whatlineisit?
3 MR. JOHNSON: 3 MR. JOHNSON:
4 Q. Andcan youtell us, Mr. Pous, about your 4 Q. Linels.
5 education background and experience? 5 MR. POUS:
6 MR. POUS: 6 A. And thenturning to the surrebuttal, page
7 A. | graduated in, long time ago, 1972 with a 7 eight, line 26. It says "the company selected
8 degree - 8 a42-R3." That should be"a45-R3".
9 CHAIRMAN: 9 MR. JOHNSON:
10 Q. That'snot long. 10 Q. Okay.
11 MR. POUS: 11 MR. POUS:
12 A. | agree withyou, okay. Withadegree of 12 A. Let'ssee. Thenext change, it's alittle
13 engineering and | was hired directly out of 13 longer. This is on page 29 of the
14 college with an electric utility company in 14 surrebuttal, the last two lines, line 29 and
15 their rate department for the sole -- not the 15 30. Online 29, it says"provided was that"
16 sole, one of the main purposeswasto bea 16 and after the word "that" the rest of the line
17 depreciation analyst for them, and | went on 17 and the following line need to be stricken and
18 to get a Masters degree, Masters of Sciencein 18 the first word on the top of page 30 needsto
19 Management and I’ve been in the utility rate 19 be stricken and replaced with "thereis a
20 making business for basically 40 years. |I've 20 capital budget to replace sections of lines
21 been in approximately over 400 rate cases, 21 and that there is an inspection program.”
22 done over 200 depreciation studies, maybe over |22 MR. JOHNSON:
23 300. I'veworked for -- testified on behalf 23 Q. Perhaps what we could do is just file
24 of six regulators, one of which was a Canadian 24 something in writing, just to confirm for sure
25 provincial entity, five state regulatory 25 what he meant to say in that page.
Page 78 Page 80
1 bodies, hundreds of municipal regulators, 1 MR. POUS:
2 attorney generals offices, industrial 2 A. Okay. Thereare till, | think, two more
3 customers, a whole school of customers over 3 changes.
4 the time period, also wholesale electric 4 MR. JOHNSON:
5 utilities themselves, and I've testified up 5 Q. Okay.
6 here or submitted testimony in the Hydro 6 MR. POUS:
7 proceeding hereand this proceeding. I've 7 A. Page 33, line 21, the middle of the sentence
8 testified in four jurisdictionsin Canada and 8 after the comma, it says "which represents’.
9 dozens in the United States. 9 It should say "and" instead of "that" and then
10 MR. JOHNSON: 10 continue on "40 percent of the investment"
11 Q. Mr. Pous, inthisGRA, you have filed direct 11 strike "at issue" and put in "has been added
12 testimony dated November 28, 2012, aswell as 12 in the past decade.”
13 surrebuttal testimony dated January 18th, 13 And| believe there'sone more change.
14 2013, and are there any errors or omissions 14 Yes. Page 52, line 25, sentence says "yet in
15 that you have spotted? 15 spite of hisfuture," the word "future" should
16 MR. POUS: 16 be "failure.”
17  A. Yes, there are probably a handful. 17 MR. JOHNSON:
18 MR. JOHNSON: 18 Q. Okay.
19 Q. Okay. Could youtell uswhat they are? 19 MR. POUS:
20 MR. POUS: 20 A. Withthose changes, those are all the ones
21 A. I'll try and find them al. Thefirst oneis 21 I’veidentified at this point.
22 on the original evidence on page 42, line 13, 22 MR. JOHNSON:
23 in the middle of the sentence. It says "given 23 Q. Okay. Subjectto those amendments, do you
24 the company’ s proposed AsL of four years'. It 24 adopt the evidence you have filed, Mr. Pous?
25 should be "44 years." 25 (11:30am.)

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

Page 77 - Page 80




January 24, 2013

Multi-Page™

NL Power Inc. 2013 GRA

Page 81 Page 83
1 MR. POUS: 1 Now turning to Canada, we have a survey
2 A Yes |do. 2 that’s been presented by the company that
3 MR. JOHNSON: 3 indicates that approximately 50 percent of the
4 Q. Okay. I'm going toask you anumber of 4 utilities surveyed utilize ELG, where less
5 questions now about ELG and ALG. First 5 than that, but till closeto half utilize
6 question, is the adoption of ELGor ALG an 6 ALG. Thesurvey isincomplete. That was
7 election or isit mandatory to select ELG? 7 admitted to. And the thing to recognize about
8 MR. POUS: 8 Canadian acceptance isthat the mgority of
9 A. The selection process, it is a selection 9 Canadian utilitieslisted on the survey come
10 process with the exception of two 10 from Alberta, whereit is mandatory to file on
11 jurisdictionsthat I'm aware of currently. 11 an ELG basis, and whether that stems from
12 Alberta province requires filing with ELG and 12 chairman of the commission, decade ago or so,
13 the Railroad Commission of Texas requires 13 alittle longer than that, who came from the
14 filing with ELG at this point. Other than 14 telephone industry asa depreciation analyst
15 that, it's a selection process by the utility 15 and believed strongly in ELG depreciation.
16 and it becomes a contested issue. 16 So | think 1I’ve covered FERC, US. Oh,
17 MR. JOHNSON: 17 last one, Gannett Fleming itself. Gannett
18 Q. Mr. Pous, can you address the level of 18 Fleming itself has admitted that -- or Mr.
19 acceptance of ELG depreciation calculation 19 Wiedmayer has admitted on behalf of Gannett
20 proceduresin the energy industry in North 20 Fleming that about 80 percent of itsfilings
21 America? 21 are ALG, not ELG based and that 80/20 split
22 MR. POUS: 22 was indicated to be subject to the weighting
23 A. Yes Firdt, starting with the Federal Energy 23 of the Canadian impact. Soif you take out
24 Regulatory Commission in the United States, it 24 the Alberta impact from that, it would
25 denies, does not accept, ELG. It acceptsALG 25 probably be -- it would be north of 80 percent
Page 82 Page 84
1 calculation procedure. The FERC regulates at 1 associated with the acceptance or filing their
2 a wholesale level gas and pipeline and 2 recommendation on an ALG basis.
3 electric system sales and it's not just 3 MR. JOHNSON:
4 interstate or intrastate. I1t'sboth. It's 4 Q. Mr. Pous, youare aware that this Board
5 any wholesale transaction, other than one 5 adopted ELGfor Newfoundland Power in the
6 electric reliability council in Texas, which 6 early 1980s. Do you believethat the Board
7 is an idand to itself. All other 7 wasin error at that time to have adopted ELG?
8 jurisdictions in the United States are subject 8 MR. POUS:
9 to FERC regulation. That’s FERC. 9 A. Atthattime, | probably would have adopted
10 Thenwegoto state. The United States 10 ELG aso. ELG hadjust come out of the
11 Commissions. The vast, vast mgjority utilize 11 genesis of the telephone industry and was not
12 ALG. Thelisting of ELG by Mr. Wiedmayer 12 awell-analyzed issue. It was, in academic
13 yesterday, | think it wasseven -- six or 13 aspects, known for 50 yearsor so, but it
14 seven states. He added the State of Wyoming 14 hadn’t been pushed. Telephone industry pushed
15 and Idaho. I'm not familiar with Wyoming. | 15 itin the’70s. | wasdoing depreciation
16 cantell youinldaho, | did the ldaho Power 16 analysisinthe’70sand at that time, based
17 case, which isthe major company in Idaho, 17 on the knowledge | had at that time, |
18 thispast year with Gannett Fleming on the 18 probably would not have argued with ELG. |
19 other side. Itwas an ALG filing. | did 19 now have the benefit of knowing how it works
20 review their 2005 filing aspart of that 20 in greater detail in the real world of utility
21 process. They originadly filed the caseon 21 operations and recognize that it is
22 behalf of Idaho Power in 2005 based onELGand |22 inappropriate.
23 the company asked them to refile -- the 23 MR. JOHNSON:
24 company asked them to refile on an ALG basis. 24 Q. Inlight of the fact, Mr. Pous, that the Board
25 So to my knowledge, Idaho is not an ELG state. 25 did approve ELG about 30 years ago or so and
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1 has approved depreciation studies since based 1 think it's 1.4 percent. If you compound 1.4

2 ONELG, why areyou recommending that the 2 percent for 11 to 15 years, you get about a

3 Board revisit the ELG issue in this 3 change of atleast a20 percent change in

4 proceeding? 4 customer base during that time period. So |

5 MR. POUS: 5 don’t think that’s considered short term from

6 A. It'saconcept of changed circumstances. We 6 arelative standpoint, even from the customer

7 learn, we grow, especially when you have 7 base standpoint.

8 what’s considered a relatively new issue 8 MR. JOHNSON:

9 before you, and in the '70swhen it was 9 Q. Mr. Pous, why is the average life group
10 adopted, it wasa relatively new issue and 10 procedure for calculating depreciation expense
11 people didn’t have any great knowledge. | can 11 the more appropriate expense from the
12 tell you with my experience across the United 12 standpoint of the matching principle and
13 States and in Canada, thereare very few 13 intergenerational equity?

14 people who understand ELG versus ALG or would |14 MR. POUS:

15 even want to talk about it. So, I'm one of 15 A. There'sacouplewaysto look at this. First

16 those strange people who understand it, have 16 of al, theactual development of the life

17 looked at it, have analyzed it and thisis the 17 characteristicsin the first place is abroad

18 type of information that | provide to 18 brush average of analysing various vintages,

19 commissions who are interested in seeing the 19 various band analysis, various items of

20 relationship between the theoretical 20 information, various types of data within the

21 correctness of ELG, and | don’'t deny that, 21 same account, that these items don’t have the

22 versus the real world application and how it 22 same useful life but they’ re banded together

23 works for utility operations and it does not 23 for accounting purposes. Soyou developed

24 work anywhere near the relationship that you 24 everything on an average basisand then you

25 would think of from a mathematical standpoint. |25 want to use atotaly different basis for
Page 86 Page 88

1 MR. JOHNSON: 1 alocating the cost to customers.

2 Q. Mr.Pous, do youagree withthe company’s 2 Now, the other aspect -- which you

3 position that the proposal to adopt ALG or to 3 shouldn't do. To be consistent, if you

4 keep ALG is a short-term benefit to present -- 4 developit onan average basis, you should

5 I’'m sorry. Do you agree with the company’s 5 implement it on an average basis. Now from an

6 position that the proposal to adopt ELG -- or 6 intergenerational and matching principle

7 ALG would be a short-term benefit to present 7 standpoint, if we could obtain the

8 or current customers that would come at the 8 mathematical precision that isimplied by Mr.

9 expense of future customers? 9 Winfrey, and | agree with him, if you can do
10 MR. POUS: 10 it, fine, but I'm here tosay thatto be
11 A. Wdl, to the extent | agree with Mr. 11 precise, you would have to have the ability to
12 Wiedmayer, it'sthat it is-- short termisa 12 dlice history or the future transactions for
13 relative term, but | placeit toyouinthis 13 every vintage of edition that’s from let’'s say
14 case, when somebody tellsme 11 to 15 years, 14 1933 through the present and every new
15 that’sa pretty good chunk of my life and | 15 addition that’s added, you'd haveto dlice
16 don’t consider that short term. Second of 16 that into 50 to 100 year slices and precisely
17 al, evenif placed in the context of the bare 17 estimate how that would retire -- each one of
18 auminum wire category, 55 year average 18 those would retire each year. If anyone can
19 servicelife, 11 years isapproximately 22 19 even come close to doing that, they should be
20 percent. 15 years| think would be about 27 20 in LasVegas betting at thetables. In
21 percent. That's about afourth of the life of 21 reality, you just cannot doit. And if you
22 the expected service for that investment. To 22 look at the actual data of the company, it
23 claimthat that'sshort term, | just don't 23 does not follow those patterns. And when you
24 think so. And put it another way, the 24 don't follow the patterns, you magnify the
25 customer growth as projected by the company, | |25 degree of error which hasto betrued upin
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1 the remaining life calculation or the reserve 1 depreciation, | can't emphasize this enough,
2 variance calculation. And so, in order to 2 if it's higher in earlier periods and lower in
3 minimize the error over time, the averageis 3 later periods, it's not straight line. You
4 the best approach. 4 can cal -- | can concoct just about any set
5 Second of all, the concept of accelerated 5 of rule -- aset of rules that will make sum
6 depreciation comes into play. Now, the 6 of yearsdigits look like straight line, if
7 classic definition for accelerated 7 you want meto, you know, play with words.
8 depreciation is higher depreciation in earlier 8 But the basic concept is if it’s accepted --
9 years and later depreciation in later years -- 9 if it'shigher in earlier periods and lower in
10 lower depreciation in later years. What we've 10 later periods, it's accelerated.
11 taken, Mr. Wiedmayer putsin histestimony and 11 The other way of looking at it isno one
12 even stated, either today or yesterday or 12 disagrees that the ALG process is astraight
13 maybe both, that ELG does produce a higher 13 line process. We do have disagreement whether
14 revenue requirement in earlier years and 14 ELG isa straight line process. We have
15 tapers off in later years. That'sthe classic 15 agreement yet again that ELG produces higher
16 definition of accelerated depreciation, which 16 rates than ALG on acurrent period. How can
17 then goes to intergenerational inequity. 17 you have one that's straight line that
18 Customers have overpaid their fair share. 18 everybody agrees to, another one that somebody
19 Current customers are receiving the benefit 19 saysisstraight lineand yet it'ssloped in
20 currently of the overpayments historically by 20 comparison to the straight annual level of
21 customers from 1978 through the present. 21 depreciation that the ALG processhas? I'm
22 Future customerswill continue to receive 22 just saying that if we -- | can changethe
23 additional benefits if you continue the ELG 23 index by which you measure it to try and make
24 because current customers now will pay too 24 you believe that sum of yearsdigitsiseven a
25 much compared to what they should be paying. 25 straight line method if you allow me to change
Page 90 Page 92
1 However, in order to get the 1 theindex by which we measure it. If you
2 situation back to whereit should 2 believe that the standard class definition of
3 be, thereis that crossover and 3 constant depreciation expense over the life of
4 we'vetalked about 11 to 15 years. 4 the asset is straight line, then ELG isnot
5 Sofor an 11to 15year period, 5 the straight line basis. It's aform of
6 there will be a lower revenue 6 accel erated depreciation.
7 requirement for customers that will 7 MR. JOHNSON:
8 taper away during that period in 8 Q. You mentioned that ELG procedure isthe most
9 order to put the company back to 9 mathematically accurate procedure. Could you
10 where it should have been all along 10 addressthat and also address inthe real
11 from arate base standpoint. So 11 world whether annual levels of plant
12 customers will then start paying 12 retirements by age occur on a consistent
13 what they should have been paying 13 basis?
14 al aong. They veunderpaid -- 14 MR. POUS:
15 they’ve overpaid historically so 15  A. | think I’ve addressed that already, but just
16 that current customers underpay now. 16 to reemphasize. Mathematically, in the
17 To right the ship, there hasto be a 17 academic world, ELGis fine, whereyou can
18 Crossover process yet again going 18 assume anything you want. Intherea world
19 the other direction. 19 where we have to look a what realy
20 MR. JOHNSON: 20 transpiresfrom year toyear, it does not
21 Q. Youveindicated that ELGis an accelerated 21 work. It does not follow the pattern. That’s
22 form of depreciation and again, the basis for 22 why we use smooth survivor curves to smooth
23 that statement? 23 out theirregularitiesin the data pointson
24 MR. POUS: 24 the origina lifetables that we've been
25 A. The classic definition of accelerated 25 looking at for the last two days. Because red
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1 world retirements go up, go down, and not 1 date by thetimeyou changeitin the next
2 consistently go up, don’t consistently go 2 rate case.
3 down. They vary by year to year and that’s 3 (11:45am.)
4 not that smooth retirement frequency curve we 4 MR. JOHNSON:
5 looked at yesterday. That has a nice 5 Q. What would have to happen in actual reality on
6 incremental pattern then anice decrimental 6 the ground say in order for the mathematical
7 pattern after you get past the peak. You 7 precision and the reality to match up? What
8 can't have that smooth pattern of expected 8 would the reality then look like?
9 retirements and then look at the pattern of 9 MR. POUS:
10 actual retirements and see it al over the 10 A. Wdl, you couldn't have redlity, but the
11 place. They just don’'t correspond. 11 closest you could get would be annua
12 MR. JOHNSON: 12 depreciation studies and annual rate cases and
13 Q. Mr. Pous, isthe ELG calculation procedure 13 that way you would capture that first year
14 more time sensitive than the ALG calculation 14 falling off and be able to change the
15 procedure? 15 depreciation rate to reflect the new plant
16 MR. POUS: 16 additionsand the retirementsthat actually
17 A. Absolutely. Again, remember that graph, that 17 occurred and the collection of money under the
18 bell shaped curve that we werelooking at 18 old parameters. But in redlity, you can't do
19 yesterday that had annual slices of retirement 19 adepreciation study every year and even if
20 activity, and | believe Mr. Wiedmayer stated 20 you did, it would be out of date by thetime
21 yesterday that, you know, after the one year 21 you could get it in the annual rate case. We
22 where you recovered the $4,000 we weretalking |22 just don’'t have that type of operationsin the
23 about for the first year, first age bracket, 23 real world.
24 that would fall off. Well, in reality, it 24 MR. JOHNSON:
25 doesn't fall off. 25 Q. Mr.Pous, Mr.Wiedmayer indicated yesterday
Page 94 Page 96
1 In the real world, take for example 1 that the theoretical reserve and the actual
2 what’s going on here, in 2009, the study was 2 book reserve were within 1.8 percent of each
3 the basis for the current depreciation study. 3 other. Is thisanindication as to whether
4 Herewe are in2013. We're approximately 4 the past approved depreciation rates, as put
5 three years after that analysis was performed. 5 forward by Gannett Fleming, were in fact
6 So the first three slices are aready history, 6 accurate?
7 but they’re still reflected in the rate. Now 7 MR. POUS:
8 we'regoing to put theminrates charged to 8 A. No, for tworeasons. Oneisthat the best
9 customers and we' re not going to have another 9 measure of whether the historic rates were
10 depreciation study for five years. So 10 inaccurate or not ishow many have changed,
11 effectively, we're talking about possibly 11 either up or down, sincethelast case. As
12 eight annual slices at the beginning of the 12 admitted to by Mr. Wiedmayer, he increased 27
13 curve, and remember, under ELG, those slices 13 of the57 in afive-year period. That'san
14 at the beginning of the curve have the highest 14 indication that maybe hedidn’t capture the
15 depreciation expense impact. 15 right life characteristics previously. That's
16 In theory, they’ re supposed to drop off. 16 asignificant number of increases, even by the
17 In reality, every year you're going to 17 same consultant doing it under, in theory, the
18 recollect the samefirst eight years which 18 same basis. But the other aspectis the
19 have the higher impact that in theory were 19 theoretical reserveisafunction of thelife
20 supposed to drop off, but in reality are still 20 and salvage parameters proposed and the
21 built in the same rate that are going to be 21 calculation procedure. So that 1.8 percent
22 charged to customersfor afiveto eight-year 22 increases dramatically if you go to ALG,
23 period. So ELGisvery time sensitive. It's 23 increases significantly if you change thelife
24 aready out of date by the time you can put it 24 or the salvage parametersas | proposed. It
25 into arate case and it’s tremendously out of 25 would no longer be 1.8 percent differential.
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1 It would be -- and | haven't done the 1 what is the best estimate -- smooth lowa curve
2 calculation, but 1'm going to guess, 10-15 2 estimator of the limited number of data
3 percent differential. Soit’'s afunction of 3 points. Obviously the more data points you
4 the parameters being proposed in the case and 4 have, the less you have to guess. If you have
5 actually adopted. 5 60, 70, 80 percent, you still got to guess at
6 MR. JOHNSON: 6 40, 50, 60 percent of the remaining table, the
7 Q. Mr. Pous, turningto life analysis. In 7 curve, which means there’'s a lot of
8 developing life characteristics for plant, 8 possibilities. But it gives you some
9 what are the important considerations? 9 definition of what you’'re looking at.
10 MR. POUS: 10 Now one other consideration in thelife
11 A Wdl, there are several important 11 characteristic analysis, even if the survivor
12 considerations but you can kind of break them 12 curveonly drops let'ssay 10 or 15 percent
13 down into two categories: the statistical 13 and you'rein the 85 percent range, you need
14 analysis, which inthis caseare actuarial 14 to look at how long that’s been -- how long it
15 analysis, and then all of the other factors 15 took it to get there. If it'sat 85 percent
16 which include any non-statistical basis. 16 after tenyears, you can't draw too much
17 MR. JOHNSON: 17 conclusions. But if it only dips to 85
18 Q. Turning to thefirst important consideration 18 percent over 40 years, you can say We' re not
19 in developing life characteristics, the 19 talking about a 20-year life asset or a 30-
20 actuarial analysis in this case, please 20 year lifeasset. Weknow it's goingto bea
21 explain how actuarial analysisis performed. 21 long life asset that’s barely declined from
22 MR. POUS: 22 its original investment over a four-year
23 A. You haveto have age datawhich simply means |23 period which should tell you it’s going to be
24 when aretirement occurs you know how old the |24 50, 60, maybe 70 years before it dies,
25 retirement was, just like with people, if 25 completesafull life cycle.
Page 98 Page 100
1 somebody passes away, you know he's 55 years 1 So that’ s some of the technical aspects,
2 old, 75 years old or whatever, and you can do 2 which you probably didn't want to hear that
3 mortality tables. Sounds terrible, but it's 3 much, of the lifeanalysisand it doestake
4 done. Thenyou have different bands of 4 interpretation of the results but also
5 analysesthat you look at. You can look at 5 interpretation of which results you’'re looking
6 the full band going back to -- let’ s say with 6 at and thelogic underpinning which set of
7 people, if you have actuaria data back to the 7 analysis you look at, and you look at
8 1700s, you could do an actuarial analysis 8 different bands also to get trends in the data
9 based on 19 -- or 1776 through the present or 9 and that would go back to the concept that we
10 you could say, welook at bandsthat are 10 were talking about before. If you had data on
11 shorter or more realistic in date and time. 11 people going back to the 1700s, you might find
12 Even now, you wouldn’t normally look at alife 12 the average life expectancy was 45 years of
13 insurance table that was based on people born 13 age. We know now it’sin the upper 70s. You
14 from let’ssay 1900 forward because we know 14 can see the trends as you move forward and you
15 that there’' s been significant lengthening of 15 can say that as medicine, prescription,
16 life expectations due to life, exercise, 16 exercise, if welisten to our doctors, were to
17 prescription drugs, medicine and so forth. To 17 be followed, you can expect even longer life
18 get a good picture of what the life 18 expectancies. Soif you'repredicting the
19 characteristics are now, you would probably 19 future and if you’ re an insurance company and
20 look at the last 30 years of mortality 20 goingto set premiumson that, you want to
21 characteristics. 21 know what's goingto happen inthe future.
22 So you have age data, you have different 22 You redly don't care asmuch about what
23 bands. Y ou got to decide what type of bands 23 happened in the past. So you' re going to look
24 and thenyou've got to interpret, because 24 at trendsin the datato see how you should
25 you're till not going to get a smooth curve, 25 Sset your premiumes.
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1 MR. JOHNSON: 1 going afew points maybe before or after, but

2 Q. Please explain the different weightings given 2 if you deviate from your rule of thumb, you

3 to different data pointsin the curve fitting 3 really need to explain it and not leaveit to

4 process. 4 the guesswork of somebody who may stumble

5 MR. POUS: 5 acrossthat you actually didn't follow your

6 A. Okay. Let'sputitthis way, every pointin 6 own rule of thumb.

7 the datais generally given adifferent weight 7 But yes, different points haveto be

8 because it’ s based on statistical stability of 8 given different considerations. You don't

9 the dollars exposed to retirements and let me 9 want to sacrifice the curve fitting process at
10 put thisto alevel that may bealittle bit 10 thetail -- by matching thetail end of the
11 easier to understand. If you had athousand 11 curveto sacrifice good fit at the middle and
12 marbles and you pulled one marble out of the 12 upper portions of the curve and this 80/20
13 bag andit was black, you could make an 13 percent rule that has been put out thereisa
14 assumption that all the marbles are black, al 14 generalized statement. You haveto look at
15 but one of the marbles are black, half the 15 theindividual amountsthat arethere. In
16 marbles are black, but youwouldn’t bet the 16 fact, very few of the curves in this case go
17 farm on it because of the statistical 17 down to 20 percent surviving. So wecan't
18 instability of that one sample. If you pulled 18 have a generalized arrangement. Y ou haveto
19 ahundred marbles out of that same bag and 19 look at what your presented with, what’s the
20 they were al black, you might become a 20 exposures that are going on and look at it on
21 betting man at that point and say I'm willing 21 an individual basis.
22 to bet that all the marblesin the bag are 22 MR. JOHNSON:
23 black. 23 Q. Mr.Pous, you mentioned that there were a
24 That’ s the type of statistical stability 24 second category of important considerations
25 that you get at different points on the curve 25 other than actuaria anaysis in the

Page 102 Page 104

1 because each one of those points as you work 1 development of these life characteristics, and

2 your way down is based on less dollars and it 2 would you please elaborate on that?

3 works two ways. As time passes, the exposures 3 MR. POUS:

4 in higher age brackets works their way down. 4 A Let'sputitthisway. Sometimes statistics

5 So what might be based on a $30,000 exposure 5 lie. Soyou want to try and get a better feel

6 now, five years may be $200,000 as additional 6 of what you'relooking at, isit reasonable,

7 data moves down the curve. The $200,000 would | 7 isit-- can you confirmit. That isinput

8 give you more stability so it wouldn’t change 8 from management, but it can't be taken

9 over time compared to that $30,000 exposure. 9 blindly. For example, management sees a pole
10 That's again probably more than you wanted to 10 break after fiveyears and they say our
11 know, butit's afunction of asyou move 11 experienceiswe' ve got afive-year problem.
12 further down the curve, you cannot put the 12 We got a problem with poles starting at five
13 same level of statistical credibility onto the 13 years. From a dtatistical standpoint, you
14 tail end of the points. 14 would expect poles, some poles, to break after
15 Now it is subjective as to where you 15 three years, five years, seven years, because
16 choose the cut-off point, but Gannett Fleming, 16 that’ sthe distribution. But to a company
17 inthis case, at least admitted there’'saone 17 management person who may not be schooled in
18 percent cut-off rule. 1 will tell you last 18 depreciation theory, hejust seesthe pole
19 year we had a heated discussionin Alberta 19 breaking.
20 where Gannett Fleming said thereisno one 20 Now the other reason why you can't
21 percent rule. So, this iswhy | ask these 21 necessarily look blindly, even at just what
22 type of questions, trying to pin down where do 22 management says, is because when you look at a
23 you cut it off so | can analyze what they’ve 23 pole, it may look fine and five minutes later
24 done. I've always used the one percent level 24 it breaks after you leave. You don’'t know.
25 and there can be differencesasto opinion 25 You can't tell by looking. Other poles that
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1 look somewhat bent over, come back 20 years 1 the impact on the life characteristics of
2 later and it’ s the same pole that’ s still bent 2 those assets?
3 over, but it lasted. But you still take what 3 (12:00 p.m.)
4 management says into account, but you look for 4 MR. POUS:
5 underlying support and justification for it. 5 A. I'mactualy very surprised when | heard the
6 Isthere abasisfor it? 6 company’ s answer that their inspection -- they
7 Second of all, you look at industry 7 do have inspection programs, annual inspection
8 information for confirmational purposes. Are 8 for transmission, seven-year cycle for
9 youway outsidethe range? Andif you're 9 distribution poles. Having said that, 1 am
10 outside the range you need to say what’ s going 10 surprised that | heard that they don’t get any
11 onhere. Youwant tolook at changes in 11 life extension benefits from inspection
12 technology. For example, we talked earlier 12 programs. Thisisthefirst utility I’ve run
13 today about underground cable and that the 13 across who've said there isn’t benefits. You
14 company had some of the old bad stuff. Well, 14 do have aninitial wave of early retirements
15 yeah, | believe they had some of the old bad 15 when you have an inspection program because
16 stuff, but all the other utilitiesthat I’ve 16 you've gone out and looked and said "oh my
17 dealt with, the old bad stuff was put in the 17 God, this pole needsto bereplaced” and |
18 early ’ 70sto the late ' 70s, not up until * 90. 18 wouldn’t have found it for a couple years had
19 So I'd be alittle surprised the company stuck 19 | not done the inspection program. Soyou
20 to the claim that their bad stuff was put in 20 have aninitial level of polesthat have to be
21 al theway up t01990. If it is, it would 21 removed because you found it. But what you
22 raise other series of questions why that was 22 also have isyou find out "well, gee, the
23 the case. But for underground cable, that’s 23 Penta poles aren’t holding the Penta chemical
24 one of thethings. You need to look outside 24 well enough and we're going to have some
25 the statistical box because if you had a 25 problems, and you talk with the manufacturer
Page 106 Page 108
1 utility that did have that high percentage of 1 and the manufacturer will say "that’s an easy
2 bad cableinitsinvestment, you would get a 2 fix. Wecanretreat it." And therefore you
3 shorter average servicelifelooking at the 3 will have extended the life expectancy for
4 statistics when you know that’s not going to 4 that series of poles.
5 be the case in the future because the 5 Second of all, you may find poles that
6 replacement rateto the better cable that 6 you' re concerned about structurally don’t need
7 doesn’t have the same problems. So that’s 7 to bereplaced. They're still in reasonable
8 some of the technological aspects you look for 8 condition, but if you don’t take action, they
9 inthe analysis. 9 will break in the next five years. If you put
10 So you got industry, technology, 10 a stub pole next toit and band the two
11 management input, anything else that can give 11 together, you add additional strength and
12 you a feel, and this is a judgmental 12 stability and additional life. And in that
13 arrangement. When you take in statistics and 13 aspect, even Mr. Wiedmayer, in the case about
14 the combination of other information, you have |14 ayear ago in Nova Scotiathat we were both
15 awide -- somewhat wide range. You want to 15 in, said that the banding process can lengthen
16 feel comfortable that you're in the middle of 16 the life expectancy of those poles by 10 to 15
17 that grey arearather than to the far right or 17 years.
18 the far left of the grey areawhen you make 18 So if you did nothing with an inspection
19 your estimate and that’s where you take into 19 program, it might die after fiveyears. If
20 account the other information to try and get 20 you do an inspection program, you can identify
21 you to the middle of the grey area. 21 polesthat may be at risk but don’t need to be
22 MR. JOHNSON: 22 taken out and you take corrective action, you
23 Q. Mr.Pous, doesthe company have inspection 23 can extend the life for that polefor 10to 15
24 programs for its transmission and distribution 24 years. That'salife lengthening aspect. The
25 poles, and if so, what do you perceive to be 25 maintenance recognition is alife lengthening
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1 aspect after the initial wave of early 1 direct testimony.

2 retirements. 2 MR. JOHNSON:

3 MR. JOHNSON: 3 Q Okay. And that's -- we've seen that

4 Q. Mr.Pous, I think you aswell referenced the 4 previously and the Board will have that. And

5 Nova Scotia example in your surrebuttal 5 finally, Mr. Pous, have you made any

6 testimony, just for the record. | won't bring 6 adjustments in the area of net salvage?

7 you to that. 7 MR. POUS:

8 Mr. Pous, in making your recommendations, 8 A. Yes | have. | made one adjustment and let me

9 did you analyze all of the company’s plant 9 add one thing. If youread my very last
10 accounts? 10 question and answer in my testimony isthat do
11 MR. POUS: 11 | agree with -- does this conclude my
12 A. Yes, | looked at all the company plant 12 testimony and the answer isyes. However, to
13 accounts, but -- how do | put thisnicely? 13 the extent | don’t address an account or an
14 The schedule you have here would not permit 14 issue doesn’'t mean that I’ m in agreement with
15 even a person with my capabilitiesin this 15 it. Again, it'sthe screening process. |
16 area to analyze al the accounts, write 16 don’'t look at all of it. | don't disagree. |
17 testimony on all the accounts, write rebuttal 17 didn't have a basis to disagree maybe on
18 testimony on all the accounts, ask the data 18 certain things. Remember, it's ajudgmental
19 reguests on all the accounts. Y ou haveto be 19 thing and if | don’t have a good set of facts
20 selective. Y ou have to do a screening process. 20 or areasonable set of factsin order to make
21 And | go for the larger plant dollar accounts, 21 an adjustment, there’s no reason to make an
22 but having said that, did | -- would | make a 22 adjustment.
23 changeif | recognized that | believe that Mr. 23 So, inthiscase, | looked at salvage. |
24 Wiedmayer’s life estimate was too long? Would |24 made one adjustment, account 365.1, overhead
25 | make it too short? The answer isyesand | 25 services. The company proposed a negative 60

Page 110 Page 112

1 actually did that in Albertain the last case 1 percent net salvage. | proposed a negative 40

2 withinthelast year. Sol do it both ways. 2 for several reasons, but oneof the main

3 | don’t pick and choose for whether it goes up 3 reasonswas | was extremely concerned -- and

4 or down. | pick and choose based on the 4 thisisone of thosethings| said that you

5 screening process of what hasthe greatest 5 look for things that are unusual. When the

6 potential impact and if there's anything 6 company said most of their retirements are

7 unusual that | see when | do an initia 7 associated with trouble callsfor services,

8 cursory review. If | were to see poles at 30 8 that meansyou get acall at any time, usually

9 yearsor 25years, | would say something's 9 emergency situation, you have to handle it
10 wrong here, and evenif it was a small 10 quickly, youdon't even know for surewhere
11 account, | might look alittle closer. 11 thetroubleis. You spend timelooking. So
12 So, there isa screening process. It 12 you got an emergency Situation which we
13 cannot al be done at onetime. It would be 13 normally end up with costing more per unit to
14 exceptionally costly alsoif | wereto do it 14 fix the problem than you would expect for the
15 al at one time. Butthe concept that | 15 vast magjority of the investment at issue. You
16 cherry pick or pick and choose, | do cherry 16 hopethat all services aren't retired over

17 pick from the standpoint of those that may 17 their life on an emergency basis. At some
18 have the greatest magnitude. Do | cherry pick 18 point when you start having too many

19 only in one direction? Answer: no. 19 emergencies in the same area, you' re going to
20 MR. JOHNSON: 20 do a planned replacement process.
21 Q. Mr. Pous, have you developed a summary of your 21 Second of all, when | asked about how do
22 adjustments and the impacts by account for 22 you allocate costs in the replacement process
23 your life recommendationsin this case? 23 between the new installation and the old
24 MR. POUS: 24 installation, when | heard 50 percent, | was
25 A. Yes, that was set forth onpage 20 of my 25 taken aback. | have not seen another utility
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1 that allocates 50 percent of the labour cost 1 in those numbers that 1" ve indicated.
2 tothe cost of removal inthe replacement 2 KELLY, Q.C:
3 process situation. And when | asked for the 3 Q. Sothe reportsthat you ve done elsewhere,
4 studies, | got no studies. | got it was 4 they’re the type of reports that you've done
5 reasonable.” | got a listing of activities. 5 here as opposed to starting from scratch and
6 But if you look at the listing of activities, 6 doing a depreciation study?
7 they seem to place the same level of degree of 7 MR. POUS:
8 time consumption to cutting aservice and 8 A. Oh,if you're talking about megoing inand
9 dropping it to the ground, in other words, you 9 recreating the data, no, | don’t do that.
10 cut thewireand let it fall, asto stringing 10 KELLY, Q.C..
11 the new wire, anchoring it together, getting 11 Q. Okay.
12 the proper sag in the line and then splicing 12 MR. POUS:
13 it together. If you believeit takesjust as 13 A. That'sthe company’s data and the company -- |
14 long to do those activities as it does to cut 14 asked for that already on an electronic basis,
15 thewireand drop it to the ground, they're 15 so | don't have to spend and waste time
16 right. 1 don't believethat. Andto the 16 recreating the wheel.
17 extent that | can recall dealing with other 17 KELLY, Q.C.:
18 utilities, no other utility has indicated that 18 Q. Let me put it this way. You haven't
19 time and cost allocation is reasonable. 19 traditionally done depreciation studies for
20 MR. JOHNSON: 20 utilities using their data and developed, as
21 Q. Thank you, Mr. Pous, very much. 21 Gannett Fleming has done, a depreciation study
22 MR. POUS: 22 like the 2010 study?
23 A. You'rewelcome. 23 MR. POUS:
24 KELLY,Q.C: 24 A. No, | don't normally work for utility
25 Q. Thank you, Mr. Chairman. Mr. Pous, I'd like 25 companies.
Page 114 Page 116
1 to start by just looking at the scope of what 1 KELLY,Q.C:
2 you actually did here and seeif we agree on a 2 Q. Okay.
3 few things. | takeit that you did not do a 3 MR. POUS:
4 depreciation study per se. 4 A Orlet'sput it thisway, they don't hire me.
5 MR. POUS: 5 KELLY, QC.
6 A. Yes, | did do adepreciation study. 6 Q. Okay. Sointermsof what you ve done here,
7 KELLY, Q.C.. 7 you' ve addressed the question of methodol ogy
8 Q. Butyoudidn't doafull blown depreciation 8 and then you'’ ve gone through and looked at the
9 study of Newfoundland Power’s assets and 9 accounts and then you focused on these seven?
10 depreciation expense? 10 Isthat pretty fair?
11 MR. POUS: 11 MR. POUS:
12 A. | did not develop individual life and salvage 12 A. | may have focused on more, but ended up with
13 account parameters for every account. 13 Seven.
14 KELLY,Q.C. 14 KELLY,Q.C.
15 Q. Okay. Now inyour testimony in chief, you 15 Q. Okay. Sowould you agree with me that one of
16 referred to al the cases that you've done a 16 the purposes of doing an overall depreciation
17 depreciation study and you referred to several 17 study is to come to a balanced approach
18 hundred. Inthose several hundred, are they 18 overall to the depreciation expense?
19 the type of kind of analysis you’ ve done here 19 MR. POUS:
20 or have you actually done depreciation 20 A. |think theconceptis to alwayscome to a
21 studies, what I'll call afull-blown study? 21 balanced approach, but thereal answer isin
22 MR. POUS: 22 doing the study you’ re indicating, you have to
23 A. | won't necessarily characterize what you say 23 come up with aset of parameters for every
24 asfull blown asbeing full blown, but I've 24 account. It doesn't necessarily mean it's
25 analyzed accounts, usually not all accounts, 25 balanced. It may be the goal, but doesn’t
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1 mean the results are. 1 Q. Soyou hadn’'t done any kind of survey -

2 KELLY, Q.C.: 2 MR. POUS:

3 Q. Okay. Now I took it from your testimony that 3 A. | had not done the survey, no.

4 you have afair degree of familiarity with the 4 KELLY, Q.C.

5 United States, but | didn’t get the sense that 5 Q. No. And so asyou were goinginto this

6 you had the same familiarity with Canadian 6 process, al you really knew was ALG was used

7 utilities and systems in Canada. Isthat fair 7 by Newfoundland Hydro?

8 for meto draw that conclusion? 8 MR. POUS:

9 MR. POUS: 9 A. No, | knew there were others. | just couldn’t
10 A. No, | wouldactualy --if youwantto -- 10 have told you who they were without going and
11 depending how you want to look at it, I’ve 11 confirming it and that would have taken the
12 probably done 10to 15 different utilities, 12 time to do asurvey, so | gave the knowledge |
13 maybe 20 different utilitiesin Canada and on 13 was familiar with at the moment.

14 apercent basis, it’s probably more utilities 14 KELLY, Q.C.

15 in Canada than in the United States. 15 Q. Okay. Because-- well, the reason | kind of

16 KELLY, Q.C.. 16 pick you up onthisisbecause you complain

17 Q. Let'sjust goover to PUB-CA-003and start 17 the company survey was incomplete, but it was

18 there. This wasthe Board staff asking you 18 much more complete -

19 how many depreciation studies you'd performed |19 MR. POUS:

20 and your answer began at line5with"Mr. Pous (20 A. Oh, absolutely.

21 has not performed asurvey of each Canadian 21 KELLY, Q.C:

22 regulated utility.” So | take it you really -- 22 Q. -thanthe answer to the questions that you

23 starting off this process, really didn’t have 23 provided? Isthat not correct?

24 agood sense of what processes were used in 24 MR. POUS:

25 Canada. Can | not draw that conclusion? 25 A. Absolutely, it's more complete than what |
Page 118 Page 120

1 MR. POUS: 1 did. Absolutely itismore complete, but |

2 A. | didn't have asense of what all utilitiesin 2 was just pointing out that not to leave the

3 Canada utilize and | can tell you, 1 still 3 impression that the company survey was a

4 don’'t because the survey that was performed by 4 complete survey either. Mine was not,

5 the company, as been admitted to, is not a 5 absolutely not.

6 complete survey either. 6 KELLY,Q.C.

7 KELLY,QC. 7 Q. Now you referred to Hydro and | take it you

8 Q. Allright. Well then, let me take you over to 8 realizethat -- let me just try with this,

9 NP-CA-037 in whichyou were asked simply 9 that Newfoundland Power has been aregulated
10 "pleaselist all the Canadian utilities that 10 utility in thisjurisdiction ever sincethe
11 to Mr. Pous’ knowledge use the ALG procedure 11 Public Utilities Act cameinto effect, which |
12 aswell asthose that use the ELG procedure.” 12 think is back about 1951. Did you know that?

13 The only answer you could provide was that you 13 MR. POUS:

14 were aware Newfoundland and Labrador Hydro 14  A. | believethat came up in the Hydro case.

15 relies on the ALG procedure. 15 KELLY, Q.C.:

16 MR. POUS: 16 Q. Right. And Hydro isa Crown corporation which
17  A. That'swhat | provided. 17 was unregulated until the late 1990s.

18 KELLY,Q.C: 18 MR. POUS:

19 Q. Butl takeit that'sthe only answer you could 19 A. |thought it was 1996.

20 provide. 20 KELLY, Q.C.

21 MR.POUS: 21 Q. Okay. Andthey arenow inthe process of

22 A. No, | could have spent alot of time going 22 becoming regulated, moving from sinking fund
23 through and doing a survey. | knew there were 23 depreciation, et cetera. You're familiar with

24 some others, | just didn’t know who they were. 24 that?

25 KELLY,Q.C: 25 MR. POUS:
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1 A. That they moved from sinking fund to average 1 Exhibit R-1 which is the company’ s survey and

2 life group? 2 if we look at that, obviously thereare a

3 KELLY,Q.C.: 3 large number of companiesin Canada which use

4 Q. Yes 4 the ELG method of depreciation, ELG procedure?

5 MR. POUS: 5 MR. POUS:

6 A. Yes | amfamiliar with that. 6 A. There's17 listed here, two of which at least

7 KELLY, Q.C.: 7 are not companies, but cities.

8 Q. Right,okay. So they’'reina transitional 8 KELLY,Q.C:

9 regulatory period. Are you generally aware of 9 Q. Okay. And onthe ALG, there are some that use
10 that? 10 the ALG procedure?

11 MR. POUS: 11 MR.POUS:
12 A. | think they aready transferred from sinking 12 A. Yes
13 fund to ALG, so that’s compl ete. 13 KELLY, Q.C:
14 KELLY, Q.C: 14 Q. I notice, for example, Manitoba Hydro appears
15 Q. | was kind of curious because there are a 15 to be transitioning to ELG. Are you familiar
16 couple of references to Hydro in your 16 with that?
17 testimony. For example, if | take you over to 17 MR. POUS:
18 page 10, line 20, this isin your origina 18 A. | readthe footnote. I'mnot familiar with
19 testimony - 19 that.
20 MR. POUS: 20 KELLY, QC::
21 A. Page10, line 20? 21 Q. Okay. Doyouknow any companies in Canada
22 KELLY,Q.C.: 22 that are transitioning from ALG to -- sorry,
23 Q. Page 10, that oneisline 20. 23 from ELG to ALG?
24 MR. POUS: 24 MR. POUS:
25 A. We'retaking -- okay. 25 A. Notthat I'mawareof. | will tell youina
Page 122 Page 124

1 KELLY, Q.C: 1 recent Altalink case in Alberta, the

2 Q. "Theintent of the depreciation processisto 2 Commission indicated it was interested in any

3 allow Hydro to recover 100 percent of the 3 form of adjustment that might ease the rate

4 investment.” 4 shock that’s coming with the building of major

5 MR. POUS: 5 transmission lines and they mentioned ELG as

6 A. Yes that'satypo that | did not catch. 6 one of the considerations they may be looking

7 KELLY, QC: 7 at.

8 Q. Oh,that'sjust -- oh, | see, that’s picked up 8 KELLY, Q.C.

9 from your testimony in Hydro? 9 Q. Sowould you consider rate impact factors to
10 MR. POUS: 10 be something for the Board to be aware of in
11 A. Yes, correct. 11 the long run?

12 KELLY, Q.C. 12 MR. POUS:

13 Q. Andthere may be other references like that. 13 A. Ithink rateimpact factorsis oneof the

14 So you're not really talking about 14 considerations that should aways be

15 Newfoundland Power? 15 considered, but you have to look at the
16 MR. POUS: 16 underlying basis as to what causes the rate
17 A. No, not there. Well, the example being 17 impacts.

18 utilized therewould be applicableto any 18 KELLY, Q.C..

19 utility. 19 Q. Now looking at this particular exhibit, will
20 KELLY, Q.C: 20 you agree with me that the use of the ELG
21 Q. Okay. So, it'sageneral observation? 21 procedure in Canada to calculate depreciation
22 MR. POUS: 22 expenseisagenerally accepted sound public
23  A. Yes 23 utility practice herein Canada?

24 KELLY,Q.C. 24 MR. POUS:

25 Q. Okay, gotcha. Now let's go over then to 25 A. I's a generaly accepted practice
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1 predominantly in Alberta. 1 KELLY,Q.C:

2 KELLY, Q.C: 2 Q. Andwith effect from January 1, 1983. So do

3 Q. Butit'susedin Canada? 3 you interpret this asthe company could come

4 MR. POUS: 4 back every year and do something different?

5 A. Yes 5 MR. POUS:

6 KELLY,Q.C. 6 A. They could request a difference form and have

7 Q. Anditissound public utility practice? 7 it litigated.

8 MR. POUS: 8 KELLY, QC:.

9 A It'sutilized. My personal opinionisitis 9 Q. Exactly, butwe'd have togo through the
10 not sound utility practice. 10 process of having the Board re-open the issue,
11 KELLY, Q.C. 11 ask for change, make change, etc?

12 Q. Is that simply your view, but it's not 12 MR. POUS:

13 reflected in termsof what utilities and 13 A. Yes, youcouldn't doit unilaterally.

14 regulators have done and allowed in Canada? 14 KELLY, Q.C.:

15 Itisin Canada, you haveto acknowledge by 15 Q. Exactly my point, you couldn’'t do this

16 looking at the exhibit, that thisis utilized 16 unilaterally.

17 in Canada? 17 MR. POUS:

18 MR. POUS: 18 A. Oryou shouldn’t do it unilaterally.

19 A. Andl said it was utilized. You said sound 19 KELLY, Q.C.:

20 utility practices. That’swhat we disagreed 20 Q. Infact, we couldn’t doit unilaterally, it's

21 with. 21 not elective.

22 (12:15p.m.) 22 MR. POUS:

23 KELLY, Q.C: 23 A. | have seen utilities do things that were not

24 Q. Allright. Now one of the points that you 24 ordered by a Commission and, in fact, directly

25 made in your report was that ELG for 25 contrary to what a Commission had ordered in
Page 126 Page 128

1 Newfoundland Power is somehow an elective 1 different proceedings. They shouldn't do it.

2 procedure. Do you still believe that? 2 It's not they couldn’t do it.

3 MR. POUS: 3 KELLY, QC:

4 A Yes 4 Q. I’'mnot asking you about other jurisdictions.

5 KELLY, Q.C. 5 I’'m asking youin Newfoundland with this

6 Q. Now you know that the Board ordered this back 6 order, with thislanguage, do you believe we

7 with Order PU-47in 1982. 7 could do it electively at our own choice?

8 MR. POUS: 8 MR. POUS:

9 A. That’'smy recollection. 9 A. No, not outside of a rate proceeding, but in
10 KELLY, Q.C.. 10 this rate proceeding, you have the election of
11 Q. Didyou read the order? 11 coming in and seeking ALG based rates or ELG
12 MR. POUS: 12 based rates. Y ou made the choice to retain
13 A. | think I read the excerptsin the testimony. 13 the ELG based rates.

14 KELLY,Q.C. 14 KELLY,Q.C.

15 Q. Let metakeyou to NP-CA-35 and you'll seein 15 Q. Now canwe agreethat the procedure usedis
16 the question and it'sset out in the quote, 16 one that continues - it's a continuing

17 "The Board ordered that Newfoundland Power |17 process, whether it'S ALG or ELG?

18 shall use the unit summation procedure”, which (18 MR. POUS:

19 ISELG, "to calculate rates of depreciation 19 A. Itwaswhat hasbeen in place for the last 30
20 for al of Newfoundland Power’splant and 20 years.

21 service with effect from January 1, 1983". 21 KELLY, Q.C.:

22 So, sir, that mandates Newfoundland Power to 22 Q. And depreciation methodology is not something
23 USe ELG, does it not? 23 you shift back and forth on, isit?

24 MR. POUS: 24 MR. POUS:

25 A. Inthat case, yes. 25  A. It can bedone, but you would want basis, and
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1 | believe what I’'m providing the Commission or 1 depreciation charge. A policy which increases
2 the Board is basis for making that shift, and 2 the reserve will decrease the cost of
3 hopefully if they made that shift, they would 3 maintaining the percentage rate of return at
4 retain the ALG process. 4 some authorized fixed level". So would you
5 KELLY, Q.C. 5 agree that depreciation affects rate base?
6 Q. Becausewhatever procedureyou use, it's a 6 MR. POUS:
7 long run application, isn’t it? 7 A. Absolutely.
8 MR. POUS: 8 KELLY, QC:.
9 A. Not necessarily, but it’s subject to changing 9 Q. Becauseif depreciation is reduced, rate base
10 circumstances and facts. 10 increases?
11 KELLY, Q.C. 11 MR. POUS:
12 Q. Andonthisquestion of elective versus not, 12 A. Faster than it would have otherwise.
13 let’sjust have aquick look at NP-CA-32, and 13 KELLY, Q.C.
14 downin - if we go down to line 8, "However, 14 Q. Faster thanit otherwise would. So that if
15 in certain instances where regulatory bodies 15 you reduce depreciation over time, rate base
16 mandate the use of ELG depreciation, for 16 will be higher and the return on that rate
17 example, Alberta, Mr. Pous presented his 17 base, simply becauseit islarger, will be
18 testimony in theformat requested by the 18 more?
19 regulatory authority, i.e. ELG". Soyou are 19 MR. POUS:
20 aware that there are jurisdictionsin Canada 20 A. Innomina dollars.
21 that mandate one process versus the other? 21 KELLY, Q.C.:
22 MR. POUS: 22 Q. Andthat's what people pay inrates, don't
23 A. | think | said that already. 23 they, nominal dollars?
24 KELLY,Q.C. 24 MR. POUS:
25 Q. Okay. Now let’sturn next to what the Board 25 A. Well, if people pay in current dollars, but if
Page 130 Page 132
1 looked at when they were moving to ELG in the 1 you' re talking about future periods, you would
2 late 1970s, early 1980s. Let's goto the 2 haveto inform the customer that a dollar
3 company’s rebuttal evidence at page 4. 3 today is not equivalent of adollar tomorrow.
4 MR. POUS: 4 KELLY,Q.C.
5 A. Isthisthe 12 page - 5 Q. Now just-
6 KELLY, QC. 6 MR. POUS:
7 Q. The shorter document there onthe screen. 7 A. Andthen he has animbedded cost of capital
8 Firstin 1977 at line 7, the Board pointed 8 himself.
9 out, "There' s merit in amortizing the cost of 9 KELLY, Q.C:
10 both short lifeand long life units during 10 Q. Okay, just come over to page 5, Chris. Just
11 their respective service lives asis done with 11 come down alittle bit further to the next
12 the ELG procedure’. Then canl get you to 12 paragraph, and at lines4 and 5in 1979, the
13 scroll down there, Chris, towards the bottom 13 observation by the Board was, "Deferring
14 of the page, to the bottom quote. Then the 14 depreciation on short life property unitsto
15 Board retained an expert and pointed out at 15 future years gives usersincorrect information
16 line 22, "From the viewpoint of utility 16 on the current cost of electric energy”. Would
17 customers, it’s evident that adoption of the 17 you agree or disagree with that statement?
18 ELG method would under certain circumstances |18 MR. POUS:
19 most likely to apply in the foreseeable future 19 A. Asit appliesto ELG, | disagree with that
20 imply higher depreciation charges. However, 20 statement.
21 there is an offsetting consideration. 21 KELLY, Q.C.:
22 Neglecting some minor items not affected by 22 Q. Okay, but that would bea factor that the
23 the choice of depreciation method, therate 23 Board should appropriately consider?
24 base is also acost of serviceand, in fact, a 24 MR. POUS:
25 larger item of cost than the annual 25 A. Absolutely, and if they thought that you could
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1 estimate the short life property in one year 1 will betrue applying straight line to some
2 dlices, then | would suggest that the Board go 2 extent, correct?
3 ahead and do ELG, but again if you have that 3 MR. POUS:
4 problem of believing that you cannot predict 4 A. Theopposite. The opposite meaning it would be
5 the future with that kind of degree of 5 constant over time versus being higher in
6 accuracy, then | tell you ALG isthe process 6 earlier years and lower in later years, which
7 to go with. Otherwise, you create deferring 7 ELGis. So one, you have a constant rate; the
8 even greater because you have the catch up on 8 other one you have a doping rate, and the two
9 the remaining life calculation to recapture 9 cannot be straight line if you have the same
10 the over accrual that ELG estimated was going 10 index of measurement.
11 to occur, or the ELG depreciation expense 11 KELLY, Q.C.
12 which is based on the estimates, that did not 12 Q. Measured one against the other, ELG
13 transpire. So you’'ve got an error between 13 depreciates faster, but ALG, inyour view,
14 actual and future events that hasto be trued 14 would depreciate slower. So visavis ELG,
15 up, and that magnitude of error is greater 15 it's deferred depreciation?
16 under ELG. 16 MR. POUS:
17 KELLY, Q.C.. 17 A. That isthe argument that the ELG proponents
18 Q. Now Mr. Pous, | take it from your testimony, 18 say is that ALGis deferred, but then they
19 and I'’vehad Mr. Wiedmayer, and I’ve read a 19 recommend ALG as a straight line method.
20 bit on this, there seems to be a debate which 20 KELLY, Q.C:
21 you espouse the ALG process asto whichis 21 Q. Inother words, aren't we simply - inthis
22 most appropriate. Isthat fair? 22 debate over isit accelerated or deferred, are
23 MR. POUS: 23 we not simply engaged in the semantic
24 A. Yes. 24 discussion over which is faster versus which
25 KELLY, Q.C.: 25 isslower at the end of the day?
Page 134 Page 136
1 Q. Okay, and if we simply recognize that there's 1 MR. POUS:
2 a debate there as to which is most 2 A. lsn't that the classic definition of
3 appropriate, then both of them are straight 3 accelerate depreciation?
4 line methodol ogies, correct? 4 KELLY,Q.C.:
5 MR. POUS: 5 Q. Okay, butif we'recomparing one against the
6 A. No. 6 other, oneis faster, oneis slower, but
7 KELLY, Q.C.. 7 that’sonly in acomparison one against the
8 Q. Okay. Let meputittoyouthisway. If ELG, 8 other.
9 just assume for the moment that ELG isthe 9 MR. POUS:
10 correct procedure or the most appropriate 10 A. Theclassic definition ison all comparisons,
11 procedure - take the other side of the coin. 11 whether it’ s unit summation, ELG, ALG, sum of
12 MR. POUS: 12 year digits, double declining balance, you
13 A. Youdowant meto use ahypothetical? 13 haveto have some measure against which to
14 KELLY, Q.C. 14 determine whether something is accelerated or
15 Q. | wantyou to use a hypothetical. 15 deferred. The standard in the industry iSALG
16 MR. POUS: 16 isastraight line and that’ s the standard. If
17 A. Okay. 17 something else equalsit, it’s straight line.
18 KELLY, Q.C.. 18 If something else like sinking fund, it’'s
19 Q. Andyou apply straight line methodology to it, 19 deferred. If something elseis accelerated,
20 and then you get a particular result. 20 such asELG, it’s an accelerated form.
21 MR. POUS: 21 KELLY,Q.C.
22 A. Ahigher rateinearlier yearsand alower 22 Q. Soadlyouresaying isif weset ALG up as
23 ratein later years. 23 the standard, and measure accelerate or
24 KELLY, Q.C: 24 deferred from that, then we come up with
25 Q. Andif you take the ALG approach, the opposite |25 whatever label you want to put onit, but
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1 that’ s simply semantics. 1 MR. POUS:
2 MR. POUS: 2 A. Customerswill be paying the rates they should
3 A Wadll, let'sgo back up asecond. It could be 3 have been paying al aong after the
4 taken in that format, but then you go back to 4 correction period.
5 the classic definition of accelerated 5 (12:30 p.m.)
6 depreciation, and it says something is 6 KELLY,Q.C.
7 accelerated if it'shigher in earlier years 7 Q. Becausewe'll go through what you would call
8 and lower in later years. That takes ALG out 8 an 11 to 15 year correction period, and 11 to
9 of the picture asbeing the standard. The 9 15 yearsout, then customerswill be paying
10 standard is the definition, and ELG is 10 higher rates than they would have been if we
11 accel erated based on the classic standard. 11 had stayed on ELG?
12 KELLY, Q.C. 12 MR. POUS:
13 Q. Now | wantto comeback tothe discussion 13 A. Yes, the subsidy will have gone away.
14 about rate base, and let metake you to 14 KELLY, Q.C.:
15 Exhibit R-2 from the company’ stestimony. Now |15 Q. Sowhat you're-if | can kind of boail it
16 the company went back and looked at what would |16 down, what you'rekind of sayingis, well,
17 the result be if we had stayed on ALG, where 17 gee, our fathers paid too much, we' re going to
18 would webe interms of ratestoday, and 18 take a benefit, and we' re going to make higher
19 depreciation expense would be 3.7/3.8 million 19 rates for our children. Isthat what it boils
20 dollars less, but because rate base would be 20 down to, Mr. Pous?
21 higher, the revenue requirement isfor the 21 MR. POUS:
22 return in income tax consequencesisabout 7. 4 |22 A. No, we're going to capture the most
23 million dollars more. So if we had stayed on 23 representative group of customers possible,
24 ALG, today customer’srateswould beabout 3. 7 |24 which are the current customers, and correct
25 million dollars higher. 25 the situation with them, so that future
Page 138 Page 140
1 MR. POUS: 1 customers do not have the benefit of having
2 A. Yes, because historic customers wouldn’t have 2 the subsidy paid by historical customers.
3 overpaid. Depreciationis the recovering of 3 KELLY, Q.C.
4 100 percent. The intention isnot recover 4 Q. That pretty much boils back to the same thing.
5 110/120, it’ s what the company spends. So if 5 We're going to take the benefit that is being
6 you pay faster or higher amounts in earlier 6 paid, put it in that sense, we're going to get
7 years, you're going to pay lower amountsin 7 an 11 to 15 year, and I’'m goingtocall ita
8 later years. 8 short term benefit, and then rates will go up
9 KELLY, Q.C. 9 because rate base is goingto be higher.
10 Q. Sotoday because the Board adopted ELG in 10 That' s the net effect of moving to ALG?
11 1982, Newfoundland Power customerspaid 3.7 |11 MR. POUS:
12 million dollars less because we are on the ELG 12 A. Yes
13 methodol ogy? 13 KELLY, Q.C.
14 MR. POUS: 14 Q. Yes, right. Okay, now let’s move then to the
15 A. Because historic customers have subsidized 15 process of looking at these servicelives, and
16 current and future customers, that is correct. 16 | takeit thereiscommon agreement between
17 KELLY, Q.C.. 17 yourself and Mr. Wiedmayer that there's a
18 Q. That's your view, okay. Now that's the 18 judgmental processinvolved in that?
19 retrospective view. Let's look at the 19 MR. POUS:
20 prospective view, and that’s what takes usto 20 A. Absolutely.
21 CA-NP-620, and this 11 to 15 year crossover, 21 KELLY, Q.C.:
22 because | take it you agree that if we 22 Q. In fact, | went through your surrebuttal
23 converted to ALG, in another 11to 15 years 23 evidence, and | find phraseslike, "It's a
24 customerswould be back paying higher rates 24 matter of interpretation”, "people gave
25 again? 25 different pointsof information, different
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1 weightings', and at one stage you were talking 1 MR. POUS:
2 about your judgmental analysis. So there's 2 A. ldidn't count them.
3 judgment to be applied in coming to a service 3 KELLY, Q.C.
4 life? 4 Q. Youdidn't count them, okay. Now in terms of
5 MR. POUS: 5 the changes that you are proposing for these
6 A. Andjust let meremind you there’'s something 6 seven groups, in each of those cases Gannet
7 called good judgment and something called bad 7 Fleming hasalready proposed increases in
8 judgment. 8 those service lives, correct?
9 KELLY, QC: 9 MR. POUS:
10 Q. Andthere's also something called informed 10 A. Correct.
11 judgment. 11 KELLY, Q.C.
12 MR. POUS: 12 Q. Applying their judgment and their analysis?
13 A. You would hope that would fall under the 13 MR. POUS:
14 category of good judgment. 14 A. Applying whatever they applied.
15 KELLY, Q.C.. 15 KELLY, Q.C..
16 Q. Andin order to haveinformed judgment, you'd (16 Q. So the difference between you and Gannet
17 be ina better positionto have informed 17 Fleming in terms of servicelivesisrealy a
18 judgment if you had along term experience 18 question of how much should we do?
19 with the company’s assets. Would you agree 19 MR. POUS:
20 with that? 20 A. It'saquestion, as| told you before, it'sa
21 MR. POUS: 21 gray area and that’s ajudgmental aspect. You
22 A. No. 22 should be shooting for the centre of the gray
23 KELLY, Q.C: 23 area, not the left or right, and you figure
24 Q. Youdon't agree with that, okay. | just want 24 out where the middleis based on the facts
25 to see what you agree with. Would you agree 25 that you try to support your judgment with. So
Page 142 Page 144
1 that you'd beina better position to have 1 you look at what is factual, what can be
2 informed judgment if you’ d actually over time 2 defended, not just statements. Statements may
3 had an opportunity to go out and look at the 3 be the ultimate reliance because there may not
4 company’ s assets? 4 be any specific facts that support it, but you
5 MR. POUS: 5 look at the overall picture of what is being
6 A. Couldbe. 6 stated, what is the support for the statement,
7 KELLY, Q.C.. 7 and try and draw your conclusion from that;
8 Q. Would you agree that you'd have better 8 who’sin the middle and who's at the far |eft
9 informed judgment if you had the opportunity 9 or far right.
10 to sit down with company’ s engineering staff 10 KELLY, Q.C..
11 and have discussions with them? 11 Q. Andif | looked at the proposals between - in
12 MR. POUS: 12 fact, maybe it’ s worth putting this up on the
13 A. Or ask numerous datarequeststo obtain the 13 screen. It'sin the Gannet Fleming rebuttal,
14 most meaningful and significant items of 14 Chris, a page 1, that table. | think it’'s
15 information. 15 Appendix -
16 KELLY,Q.C. 16 MR. POUS:
17 Q. Okay, and significant itemsof information 17  A. B.
18 were provided to you. 18 KELLY, Q.C..
19 MR. POUS: 19 Q. Thank you, Mr. Pous.
20 A. What the company thought was significant items |20 MR. POUS:
21 of information. 21 A. You'rewelcome.
22 KELLY,Q.C. 22 KELLY, Q.C.
23 Q. Wecounted it up as 1,497 double sided pages 23 Q. Intermsof what'sin the middle from where we
24 over three - about 3,000 pages of data in 24 are now which is on the left, Gannet Fleming's
25 total. 25 proposals which are in the middle, and your
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1 proposals which areon theright, the ones 1 A Yes

2 that are both in the middle, both graphically 2 KELLY, Q.C.

3 and in terms of servicelives, are the Gannet 3 Q. Solet's assume that that would, therefore,

4 Fleming proposals, correct? 4 mean depreciation expense goes up. So if you
5 MR. POUS: 5 turn out to be wrong, five years out in that

6 A. If youwant to say that what Gannet Fleming 6 depreciation study will take isto 2015, 2016,
7 proposed without an opposing depreciation 7 2017, will be about the pointin timewhen
8 expert looking at it, isthe one hinging 8 customersin Newfoundland and Labrador are
9 point, and that should be a significant aspect 9 also looking at increased purchase power
10 of the facts that determine whether the 10 expense. So is there not some real benefit in
11 resulting factor isin the middle, then, yes, 11 taking a consistent gradual approach here and
12 but if you want to look at factual basisasto 12 seeing what happensas opposed to taking
13 what is currently going on with the current 13 large percentage increases?
14 information, more current information, more 14 MR. POUS:
15 superior information than wasin existence 15 A, Wadl, 1 think | have taken a limited step.
16 fiveyears ago, then what was adopted five 16 There are several of the accountswhere |
17 yearsago should be given relatively little 17 indicated you could have chosen a higher
18 credence as far asbeing amajor impact on 18 average service lifeand | didn’t do that. So
19 determining the validity of current proposals. 19 thereis already alimitation of the level of
20 KELLY, Q.C: 20 increase that | put into the process also.
21 Q. Okay, let's assumefor the moment that the 21 KELLY, Q.C.:
22 Board adopted your view of the world and 22 Q. Okay.
23 extended out these service lives as you 23 MR. POUS:
24 proposed, and let's say that the next 24 A. Sofrom your standpoint, I'm not sure -
25 depreciation study would be five years out, so 25 KELLY, Q.C:

Page 146 Page 148

1 that would be 2015, and let’s assume that five 1 Q. That doesn'ttotally answer - address the

2 yearsout it turned out that you were wrong 2 question that | put to you.

3 and the service lives didn’t extend out as you 3 MR. POUS:

4 had thought they might, what would be the 4 A. AndI’m going to continue on. First of all, |

5 consequences of that? 5 don't know for surewhat - is this the

6 MR. POUS: 6 Churchill Falls Project that’s coming onin
7 A. If the next depreciation study and the 7 2017 or something?

8 analysisand review by parties resulted in, 8 KELLY, Q.C.

9 let’s say, instead of going to a51 year life 9 Q. Whetherit'sthe-
10 for atransmission pole, it should have been 10 MR. POUS:
11 50 years, then depending on the dollar level 11 A. Soit may beacurrent plan five years out to
12 of investment inthe asset during the next 12 spend alot of money to increase revenue
13 five years, the rates could either go up or 13 requirementsis what you're saying?

14 down. 14 KELLY, Q.C.:

15 KELLY, Q.C.. 15 Q. No, I'm simply saying that in the next fiveto
16 Q. Andif thelife had to get shortened up, the 16 seven years therewill behigher increased
17 depreciation expense would rise, wouldn’t it? 17 purchase power expense for the company, and
18 MR. POUS: 18 hence for customers. So as you' re looking at
19 A. Depending on the level of additions and 19 the implications of what you'redoing here
20 retirements during the next five years. 20 with depreciation, should not the Board take
21 KELLY, Q.C: 21 into account the big picture?
22 Q. Andasyou told us, you took the ones that are 22 MR. POUS:
23 the biggest dollar values because they’re the 23 A. Indeveloping the correct depreciation rates,
24 ones with the biggest impact? 24 | think they should look at depreciation
25 MR. POUS: 25 rates. If thereis an overriding compelling
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1 consideration for the future and you want to 1 dealing with this whole inspection program
2 subsidize any required increasein purchase 2 that you’' ve talked about. | know you haven't
3 power costs in the future through customers 3 had an opportunity to go around and look at
4 currently paying higher rates, | guess you can 4 Newfoundland Power’ s facilities per se and its
5 do that if you want to, but again that creates 5 pole lines, etc, have you?
6 inter-generational inequity. 6 MR. POUS:
7 KELLY, Q.C: 7 A. I'veridden around some before the snow hit,
8 Q. Now come back to the discussion again that we 8 and then after the snow hit, so | saw less of
9 had some time ago about al therate base 9 it.
10 effects. Areyou aware in this province that 10 KELLY, Q.C..
11 the electrical - the provisions of the 11 Q. Fair enough. Because Gannet Fleming, for
12 Electrical Power Control Act? Haveyou read 12 example, has - the company’s had experience
13 that statute? 13 here for decades, decades, and decades,
14 MR. POUS: 14 obviously. Gannet Fleming has had experience
15 A. IntheHydro case, I've read afew statutes. 15 here since 1995. Your experience with
16 | can't tell you which oneiswhich. 16 Newfoundland conditions per se is rather
17 KELLY, Q.C.: 17 limited, isn't it, Mr. Pous?
18 Q. Right, but you know there’ s a power policy in 18 MR. POUS:
19 this province for theleast cost power over 19 A. Physical onthe ground walking it, yes, but
20 the long run? 20 I’ve walked many systems - let me just say the
21 MR. POUS: 21 amount of beneficial information you get in
22 A. | would think that would be commonsenseeven |22 developing depreciation parameters from
23 if it wasn't a statute. 23 inspecting utility plant isnot as great as
24 KELLY,Q.C: 24 you might anticipate by actually putting feet
25 Q. Soone of the factors, obviously, that the 25 on the ground, and | have looked at alot of
Page 150 Page 152
1 Board needsto consider isthe rate base 1 plantsin different areas.
2 effects as they did back in 1982 when they 2 KELLY, Q.C.
3 first looked at thisissue? 3 Q. Let metakeyou over to your rebuttal evidence
4 MR. POUS: 4 to page 35. Thisgetsinto adiscussion here
5 A. Well, by adopting ELG, they would not be 5 of poles, poletreatments, andthe effect.
6 proposing the least cost power. You would 6 You've suggested, for example, that an
7 look at it from that standpoint currently. So 7 inspection program, you would do things that
8 that would be, in theory, aviolation of that 8 would somehow extend the life of poles aready
9 provision that you'realluding to. In the 9 in place.
10 future, it would have that impact, but 10 MR. POUS:
11 currently you would be asking customerstopay (11 A. Yes.
12 more than their fair share, so you would not 12 KELLY, Q.C.:
13 be giving them the least cost power under a 13 Q. That'sthethrust.
14 logical and straightforward and reasonable 14 MR. POUS:
15 approach. 15 A. Andit'snot just my suggestion. Thisisme
16 KELLY, Q.C. 16 dealing with other utilities, and they suggest
17 Q. Soyour position isleast cost power should be 17 it also.
18 viewed at only in an 11 to 15 year time frame, 18 KELLY, Q.C..
19 not in the long term? 19 Q. And you reference here, for example,
20 MR. POUS: 20 wolmanized poles, and they’re backed by a50
21 A. No, I think it'sgot to be currently and as 21 year warranty against damage from termites and
22 long as - every current rate case you need to 22 fungal decay. | takeit you're awarethere's
23 look at the least cost power that’s available. 23 no termitesin Newfoundland?
24 KELLY,Q.C. 24 MR. POUS:
25 Q. Now let meturnto asdlightly narrower issue 25 A. | would have hoped they would have died off
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1 long ago. 1 | don't understand why Newfoundland Power
2 KELLY, Q.C: 2 cannot do similar activities that will extend
3 Q. Right,and fungal decay, not aproblem in 3 livesthat are logical and seem to be done by
4 Newfoundland? 4 other utilities.
5 MR. POUS: 5 KELLY, QC.
6 A. Thatl can't tell you with any certainty. 6 Q. Are you suggesting, for example, that
7 KELLY, Q.C.. 7 Newfoundland Power’s reliability program is
8 Q. Wadll, if the company says, for example, yeah, 8 somehow not as good as Nova Scotia's, because
9 but that requires an extended period of time 9 we'd put ours up against their’s pretty much
10 over which the ground temperature reaches a 10 any day?
11 certain level for it to be warranted, to 11 MR. POUS:
12 really have an impact, you wouldn’t take any 12 A lcan'ttell you. All | heard - to tell the
13 issue with that? Y ou're not in a position to 13 truth, we have a situation where we have
14 know. 14 statements made by company personnel, meaning
15 MR. POUS: 15 Mr. Wiedmayer, or through data requests, that
16 A. No, | would not. 16 say they don't see any life improvement
17 KELLY, Q.C.. 17 aspects. They may actually be doing things
18 Q. Okay. So the particular circumstances, 18 that do improve the expected life of a plant.
19 especially as you've cometo an environment 19 So your practices may be good, but the
20 like we have outside today, the best 20 presentation in this caseis not adequate to
21 methodologiesto control costs inthe long 21 demonstrate that’ s the case, in fact, because
22 term, what to do with an inspection program, 22 you're actually saying there is no beneficial
23 you' d have to agree with me the company would |23 aspect, which seems to be contrary to logic
24 bein abetter positionto judgethe most 24 and what other utilities do.
25 effective methodol ogies? 25 KELLY, Q.C.:
Page 154 Page 156
1 MR. POUS: 1 Q. Now let me take you to another area because
2 A. They would bein abetter position than | am. 2 we're moving along here quite nicely. In your
3 I’'mnot sure they’rein the best position 3 evidence in Chief at Appendix B, or inyour
4 because they may view things that others may 4 main report, you put forward testimony - turn
5 find necessary or appropriate, and not be 5 it up here - in January, 1997, as one of this
6 doing. 6 basisfor using ALG.
7 KELLY, QC: 7 MR. POUS:
8 Q. Okay, wedl, you- | takeit you don’t have any 8 A. | put ininformation that | pulled out of
9 basis to suggest that Newfoundland Power, its 9 testimony from 1997.
10 management, its engineersin this environment, 10 KELLY, Q.C..
11 are not following best practices? 11 Q. Right, okay, and if we go to RFI NP-CA-49, you
12 MR. POUS: 12 were asked the question - sorry, get it on the
13 A. I don't know they are; | don't know they’'re 13 screen here. "Please confirm that the final
14 not. 14 Railroad Commission of Texas Order related to
15 (12:45 p.m.) 15 the interim proceeding in which the testimony
16 KELLY, Q.C. 16 excerpt attached as Appendix B to Mr. Pous
17 Q. Okay, that’sgood, you don’t know they’re not, 17 evidence wasfiled", and it gives the docket
18 okay. Now let metakeyouto - 18 number, "provided that the ELG depreciation
19 MR. POUS: 19 method used by Lone Star was reasonable and
20 A. Well, let me back up. From the extent of what 20 should beretained”, and you denied the answer
21 I’ve heard that there isnolife extension 21 or denied the question, and then you went into
22 benefits due to inspection programs, I'm 22 adiscussion of what the Administrative Law
23 having difficulty taking that in and thinking 23 Judges proposed, and that’ s kind of a process
24 that’ s the best practice. Y ou know, if Nova 24 that makes a recommendation to the Commission,
25 Scotia can be doing things that extend lives, 25 isn'tit?
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1 MR. POUS: 1 A. Thank you.
2 A. Thatiscorrect. 2 KELLY,Q.C.:
3 KELLY, Q.C. 3 Q. And, Chris, doyou have - sorry, you don’'t
4 Q. Right, and then you attached that, and then 4 havethat onthesystem. Mr. Chairman, if
5 you came down at line 12 to say, "ELG was 5 everybody has the written text. | take you -
6 adopted, but not retained, with oneof the 6 they'rejust seeingif they got iton the
7 three Commissioners still objecting”. So at 7 system. |I’'m going to take you, Mr. Pous, over
8 the end of the process, ELG was adopted, was 8 to page 8 of the final decision of the
9 it not? 9 Railroad Commission of Texas. Over to page 8,
10 MR. POUS: 10 paragraph 92, and the final decision provided,
11 A. My recollection of the situation was that the 11 "Because it provides' at paragraph 92,
12 Administrative Law Judge recommended ALG. The 12 "Because it provides a more accurate estimate
13 Commission, onitsfirst day of final order, 13 of the actual consumption of property, the ELG
14 adopted ALG and denied ELG, came back on the 14 depreciation procedure regquested by Lone Star
15 second day of itsfinal order, recognized that 15 isreasonable”.
16 the level of rate rollback was more 16 MR. POUS:
17 significant than apparently they were willing 17  A. Yes.
18 to do, and reversed the two largest 18 KELLY, Q.C:
19 adjustments they had made theday beforeto 19 Q. Andat 93, "Theservice livesand salvage
20 come up with arevenue requirement rollback 20 values proposed by Lone Star are reasonable”.
21 that was not as massive. 21 MR. POUS:
22 KELLY, Q.C. 22  A. Yes
23 Q. Okay. Now you attached as the attachment to 23 KELLY, Q.C.:
24 this, if | follow it correctly, the 24 Q. Soat the end of the day, the Texas Commission
25 recommendation of the Administrative Law 25 determined that both the ELG procedure and the
Page 158 Page 160
1 Judge, not the final decision of the 1 service lives proposed by the utility were
2 Commission? 2 reasonable and adopted them?
3 MR. POUS: 3 MR. POUS:
4 A. Correct. 4 A. Ontheir second final order vote.
5 KELLY, QC. 5 KELLY, QC.
6 Q. Soyoudidn't attach the final decision. Just 6 Q. Right, okay. Why wouldn’t you have just said
7 let me stay with this for a second. Just come 7 that and attached this decision in response to
8 over to page Iv-47 towardsthetop, Item 7, 8 the question?
9 and this wasfrom the Administrative Law 9 MR. POUS:
10 Judge, "Although the ELG procedure is not an 10 A. ldon'trecal thelogic going down at this
11 accelerate depreciation method, it does 11 point in time.
12 recover more expense in the early yearsthan 12 KELLY, Q.C..
13 the ALG procedure’. So the AdministrativeLaw (13 Q. Okay. Thank you, Mr. Pous, those are my
14 Judges took issue with your position that ELG 14 questions.
15 is an accelerated depreciation procedure? 15 MR. POUS:
16 MR. POUS: 16 A. Thank you.
17 A. Based on that statement, yes. 17 MR. JACK POUS - EXAMINATION BY GREENE, Q.C.:
18 KELLY, Q.C. 18 GREENE, Q.C.:
19 Q. Now wewent out and got the Commission’'s (19 Q. | havejust acouple of questionsfor you, Mr.
20 decision which has been provided to you. 20 Pous.
21 MS.GLYNN: 21 MR. POUS:
22 Q. That will be entered as Information Item #22. 22 A. Then| have only acouple answers.
23 KELLY, Q.C. 23 GREENE, Q.C.:
24 Q. ltem22. 24 Q. Thefirst arearelatesto the basic question
25 MR. POUS: 25 of why the Commissioner should at this point
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1 intime consider achangein procedure from 1 retirements or the pattern of expected
2 the equal life group to the average life group 2 additions over time, and as such you have
3 as you have recommended, and before | do that, 3 changed circumstances that demonstrate that it
4 because we have - that ground has been gone 4 is not as indicated probably back in 1978, the
5 over, and as| understand it, the evidence 5 mathematically most - it is the mathematically
6 would, I think without argument, demonstrate 6 most correct, but the actual practice of the
7 that you are a proponent of the average life 7 utility does not follow the mathematical
8 group. Mr. Wiedmayer isaproponent of the 8 expectations, and to think that it will start
9 equal lifegroup from apure depreciation 9 following the mathematical expectationsin the
10 expert perspective. Isthat correct? 10 futurefor 50to 100 yearsare just sSimply
11 MR. POUS: 11 outside the realm of possibility. So |
12 A. Yes 12 believe in order to minimize inter-
13 GREENE, Q.C.: 13 generationa inequity, minimizethe true-up
14 Q. | think the evidence also clearly demonstrates 14 that is going to be required, minimize the
15 that both procedures are an approved 15 subsidy, and continue to chart - not continue
16 regulatory practice in Canada, is that 16 - to establish the charges of depreciation on
17 correct? 17 aconsistent basiswith the method of life
18 MR. POUS: 18 estimate, whichis on an average basis, and
19 A. Yes 19 asoto keep thereserve - remember inthe
20 GREENE, Q.C. 20 depreciation formula, you have the original
21 Q. Ithink, and as| understood your answer to 21 cogt, lessthe reserve, less net salvage. Net
22 Mr. Kelly's question, when you have a 22 salvage iskept on an AlG basis, the reserve
23 methodology such as the average life or the 23 iskept on anALG basis, and so todo a
24 equal lifein place, it'snot something you 24 calculation procedure that violates the
25 switch back and forth between. Did | 25 formula, invaluates logic, creates inter-
Page 162 Page 164
1 understand you correctly when you said, no, 1 generational equity, forces subsides on -
2 that is not - you do not switch back and forth 2 well, not forces, presents subsidiesto future
3 between them on aregular basis? 3 customers at the cost of current customers, |
4 MR. POUS: 4 don't seeany benefit that’ s there for that
5 A. Onaregular basis, | would not expect. 5 situation and it doesn’'t seemto follow any
6 GREENE, Q.C.: 6 regulatory principle that I’m familiar with.
7 Q. However, you did point out that in unusual 7 GREENE, Q.C.:
8 circumstances or in exceptional circumstances, 8 Q. | believethat you also agreed in discussion
9 I’'m not quite sure of your adjective, it 9 with Mr. Kelly that a valid factor for the
10 should be considered and it should be 10 Commissioners to consider is whether there's
11 appropriate. What, inyour view, arethose 11 going to be significant increase inratesin
12 circumstances that would lead the 12 the future. Mr. Kelly referred to significant
13 Commissioners at this point in time to 13 increasesin power purchase cost. Is that
14 consider the actual change in procedure? 14 correct, did | understand you correctly?
15 MR. POUS: 15 MR. POUS:
16 . It'sthe concept of, asl said earlier, | 16 A. Ithink | said that you have to consider the
17 won't go over too much more, inter- 17 future, but you also have to consider the
18 generationa inequity in matching principle. 18 lowest power cost today.
19 If ELG followed the actua retirement pattern 19 GREENE, Q.C.:
20 and planned addition patterns that the company 20 Q. Okay.
21 is actually experienced and most likely will 21 MR. POUS:
22 continue to experiencein the future, then | 22 A. So,you know, you could - if you wanted to
23 would tell you then go ahead and keep ELG, but 23 reduce future costs right now, take
24 what we know today isthat the ELG predictions |24 depreciation, throw it out the window, take
25 have not followed the actual pattern of 25 al capital additions and expense them in this
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1 year, and you'll have alower rate basein the 1 consuming, too massive, and it may have had
2 future. If that’s the regulatory principle, 2 some dollar impact, but you got to look at
3 it'samuch easier way of doing it, but if the 3 reality of the schedulesthat you allow for
4 regulatory principleis to try and charge 4 intervening investigation and testimony. So
5 customers their fair share of costs on 5 it’stime constraints, it’ s data constraints,
6 depreciation, then you need to consider 6 it's cost constraints, it’s bang for the buck
7 today’ sfair share of costsand implement a 7 you might say also.
8 system that captures that. 8 (1:00 p.m.)
9 GREENE, Q.C.: 9 GREENE, Q.C.:
10 Q. However, | alsounderstand based on your 10 Q. Isitfair that that’s the primary screening
11 statement that you can’t ignore the future, 11 criteria you used, it's the size of the
12 and that would be avalid consideration for 12 account?
13 the Commissioners as well? 13 MR. POUS:
14 MR. POUS: 14 A. Generdly, but not consistently. Like | said,
15 . I 'think you have tolook attoday and the 15 on decommissioning there may have been a
16 future. | don’t think you can be blind to 16 dollar impact, but when | realized the amount
17 both, but you can’t be blind to the current 17 of effort that would have been required, it
18 situation either. 18 just wasn't worth the effort.
19 GREENE, Q.C.: 19 GREENE, Q.C.:
20 Q. Somoving to the next areais with respect to 20 Q. | believein direct-examination, you also
21 your recommendations on the average services |21 mentioned that you look at the estimated - the
22 lives for the seven accounts, and you 22 recommended service life, and based on your
23 mentioned in discussion with Mr. Johnsonin 23 judgment as to what's reasonable from your
24 your direct evidence this morning that you use 24 experience with other rate cases, if something
25 ascreening processto look at - to determine 25 pops at you that is unusual, that could also
Page 166 Page 168
1 which accounts require more scrutiny, isthe 1 be another screening criteria, did |
2 way that | would say it, and | think you also 2 understand you correctly?
3 discussed with Mr. Kelly that you haven’t done 3 MR. POUS:
4 a- hecaledit afull blown depreciation 4 A. Yes. If I would have seen some 200 negative
5 study, and you explained why not, and what | 5 net salvage percentages, | would have looked
6 want to explore with you was what your 6 at those even if they were mid size accounts,
7 screening criteriawere to be used in that? | 7 because the resulting bang for the buck would
8 know one criteria you said wasthe dollar 8 have been much greater.
9 value of the account, is that correct? 9 GREENE, Q.C.:
10 MR. POUS: 10 Q. Socoming to the 57 accounts that Newfoundland
11 A. Yes, becauseif | make adjustments in certain 11 Power did include in its depreciation study, |
12 accounts and it comes out to be a $10,000.00 12 take it then that of the 50 accounts where you
13 or a $5,000.00 adjustment and it costs 13 did not make any recommendation, there was
14 $15,000.00 to analyze it and creates 14 nothing unusual about it, or the size of the
15 $30,000.00 worth of litigation costs in the 15 investment considering both of those factors,
16 hearing, that’ s foolish. There has to be some 16 you believe that there was nothing there that
17 reasonable basisfor making surethat the 17 would even suggest that there was anything
18 effort is - the bang for the buck, you might 18 unreasonable with respect to the
19 say, and whether that goes up or down, you 19 recommendations provided?
20 look at the bigger accounts. You aso look at 20 MR. POUS:
21 what facts may be facing you, and the level of 21 A. | wouldn't say | didn’'t find anything
22 detail of analysis. For example, | did have 22 unreasonable. It'sacombination of didn't
23 problems with the company’ s decommission cost |23 have maybe asgood a basisas!| would have
24 estimates, but in order to analyze that and 24 felt comfortable going forward making
25 come up with any adjustments, just too time 25 adjustment, but thereare - some of the
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1 combined accounts where | made an - out of the 1 MR. POUS:
2 seven accounts | made adjustment, there were 2 A. lread -there's ahistory of them, and |
3 some that were combined that | didn’'t make the 3 actually read it. A fascinating crowd. It's
4 corresponding adjustments to the smaller 4 their opinion that the ELG is the best way to
5 components of the combined account, and again 5 go, Mr. Wiedmayer said the ELG is the best way
6 because of dollar impact. That doesn’t mean | 6 to go, Light and Power saysit’s the best way
7 agree with what they did. 7 to go, and you say it's not the best way to
8 GREENE, Q.C.: 8 go. All of you, it seemsto me are very well
9 Q. No. 9 informed people, would you not agree? Do you
10 MR. POUS: 10 think you' re well informed?
11 A. |justdidn't chalengeit. 11 MR. POUS:
12 GREENE, Q.C.: 12 A. |think I'm well informed.
13 Q. Andthat’sthe point that | wastrying to make 13 CHAIRMAN:
14 that you are quite happy with the - 14 Q. Do you have any reason to think Mr. Wiedmayer
15 MR. POUS: 15 or Light and Power is not well informed?
16 A. | wouldn't usethe word "quite happy". 16 MR. POUS:
17 GREENE, Q.C.: 17  A. No, | agreethey are-
18 Q. What word would you use? 18 CHAIRMAN:
19 MR. POUS: 19 Q. Or the Texas Railroad Commission is not
20 A. Didn't chalenge. 20 informed on these or other issues -
21 GREENE, Q.C.. 21 MR. POUS:
22 Q. Thank you, Mr. Pous. That's all the questions 22 A. | cannot speak on the Railroad Commission. |
23 that | have. 23 will say the company’s probably -
24 MR. POUS: 24 CHAIRMAN:
25 A. Thank you. 25 Q. Youdon't think their decision was founded,
Page 170 Page 172
1 MR.JACK POUS - EXAMINATION BY CHAIRMAN: 1 well founded in that case?
2 CHAIRMAN: 2 MR. POUS:
3 Q. SotheLone Star decision was rendered in - 3 A. | canonly tell you they voted one way on one
4 MR. POUS: 4 day with no changein evidence, and voted
5 A. 1997, 1 believe. 5 another way thevery next day when they
6 CHAIRMAN: 6 weren’t supposed to take up the issue again.
7 Q. Andtothe best of your knowledge, arethey 7 CHAIRMAN:
8 till using ELG? 8 Q. Wadll, at theend of the day, it all resolves
9 MR. POUS: 9 around, is the decison or is the
10 A. Absolutely. 10 recommendation, is the position that is in
11 CHAIRMAN: 11 issue, isit based on what one can reasonably
12 Q. Sothey haven't changed? 12 assume to be well founded, reasonable
13 MR. POUS: 13 judgment? That's at the end of the day. This
14 A. No. 14 is how this stuff kind of shakesitself out.
15 CHAIRMAN: 15 It's not like, as| call it, a quadratic
16 Q. Soit’'stheir opinion, and the opinion of the 16 equation, you just don’t fill in the gaps and
17 Texas Railroad Commission - that's an 17 get the answer, you bring - thereis some
18 interesting organization. | just read a 18 subjectivity here and as long as the
19 biography - 19 individual or organization bringing that
20 MR. POUS: 20 subjectivity to the issue has reasonably, you
21 A. You have noidea how interesting. 21 know, informed itself and made reasonable
22 CHAIRMAN: 22 decisions, there's- it's very difficult for
23 Q. What? 23 anybody to go behind and find fault.
24 MR. POUS: 24 MR. POUS:
25  A. You have noidea how interesting. 25 A. They madetheir decision. | have no option
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1 other than to accept it, and | do accept it
2 when | filecasesat the Railroad Commission
3 now.
4 CHAIRMAN:
5 Q. Doyou haveanre-direct, Mr. Johnson?
6 MR. JOHNSON:
7 Q. No, Mr. Chairman, thank you.
8 (1:03p.m.)
9 CHAIRMAN:
10 Q. I guesswe're - arewegoing to adjourn now
11 for the rest of theday. We're adjourned
12 until 9:30 tomorrow morning. Thank you.
13 (HEARING CONCLUDED)
Page 174

1 CERTIFICATE
2 1, Judy Moss, hereby certify that the foregoing is atrue
3 and correct transcript of Newfoundland Power Inc.’s 2013
4 Genera Rate Application, heard on the 24th day of
5 January, A.D., 2013, before the Newfoundland and Labrador
6 Board of Commissioners of Public Utilities, 120 Torbay
7 Road, St. John's, Newfoundland and Labrador and was
8 transcribed by me to the best of my ability by means of
9 asound apparatus.

10 Dated at St. John's, Newfoundland and L abrador
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