October 22, 2007

Multi-Page™ NL Power 2008 General Rate Application

Page 1 Page 2
1 (10:00 A.M.) 1 chair and chief executive officer of the
2 CHAIRMAN: 2 Public Utilities Board and for this public
3 Q. Thank you and good morning everybody. | was 3 hearing, I'll serve as chair of the panel of,
4 just sitting in my office at my desk enjoying 4 again, two souls, which have been delegated
5 the sunshine beating through the window and 5 with the responsibility to hear this
6 had the curtains open, so should probably open 6 particular rate application. My colleague
7 the curtains here. It was quite enjoyable. 7 joining me on the panel is Commissioner
8 First time we' ve seenit in about threeor 8 Darlene Whalen and Darleneis also Vice-Chair
9 four days. Maybe it'sa good omento the 9 of the Board. I'd also liketo introduce to
10 start of the hearing. | realize, as well, how 10 my immediate left, Cheryl Blundon, who'sthe
11 important rain isto utilitiesaswell, so 11 Board secretary, and Dwanda Newman, who' s the
12 never let me said that the Public Utilities 12 Board counsel, and I’d aso liketo ask, at
13 Board was favouring one type of weather over 13 this point, the persons seated at the table
14 the other. 14 with name tags representing the applicant and
15 Anyway, good morning. | would liketo 15 each of theregistered intervenorsto please
16 welcome everybody here for the start of this 16 introduce yourself and indicate in what
17 hearing into what's now, | guess, Newfoundland 17 capacity you're here, and therewill be an
18 Power’s Revised 2008 Rate Application. To all 18 opportunity for opening statements. I'm just
19 participants, including the applicant, 19 simply asking for an introduction a this
20 intervenors, respective counsels and their 20 point in time. We'll begin with the
21 support staff, dlong with any public that 21 applicant, Newfoundland Power.
22 might be here aswell, | extend to each of you 22 KELLY,QC.
23 awarm welcome. | look forward to, indeed, a 23 Q. Thank you, Mr. Chairman. My nameis lan
24 productive and fair public hearing. 24 Kelly. I'll berepresenting the company and
25 My nameis Robert Noseworthy and I'm 25 with me at the counsel table is Gerard Hayes,
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1 Senior Counse!l at Newfoundland Power. 1 Q. | surewill.
2 CHAIRMAN: 2 CHAIRMAN:
3 Q. Good morning and welcome. 3 Q. -intendto come, so wewon't -
4 MR. JOHNSON: 4 MR. YOUNG:
5 Q. Good morning, Chair and Vice-Chair. Tom 5 Q. Bewaiting for me
6 Johnson, Consumer Advocate appointed to 6 CHAIRMAN:
7 intervene in these proceedings and with meis 7 Q. -we won't delay proceedings inany event
8 my co-counsel, Stephen Willar. 8 waiting for you.
9 CHAIRMAN: 9 MR. YOUNG:
10 Q. Good morning, Mr. Johnson, Mr. Willar. 10 Q. Understood.
11 MR. YOUNG: 11 CHAIRMAN:
12 Q. Good morning, Mr. Chair. Geoffrey Youngon 12 Q. Thanksamillion. I normally, at this point
13 behalf of Newfoundland and Labrador Hydro. 13 in time, review the Public Utilities Board and
14 CHAIRMAN: 14 what we're all about. Isthere anybody here
15 Q. Thank you. Mr. Young, just for clarification 15 that’s not associated with the utilities?
16 purposes, | understand that you will only be 16 Because you' d know what you' re here about this
17 here at certain times. Isthat - 17 morning without having to listen to me. Okay,
18 MR. YOUNG: 18 well, that’s fair enough. | will provide,
19 Q. | expect tobehere throughout most of the 19 however, alittle bit of a background from the
20 week, but | may not be here throughout every 20 Board's perspectiveon the receipt of the
21 single session. 21 application and the processto date and I'll
22 CHAIRMAN: 22 leave it in Newfoundland Power to specifically
23 Q. | wonder if you could just perhaps notify the 23 introduce the application itself.
24 Board Secretary when you don't - 24 The original General Rate Application
25 MR. YOUNG: 25 from Newfoundland Power was received by the
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1 CHAIRMAN: 1 with the Board on October the 12th, 2007 and
2 Board on May the 10th, 2007. The Board held a 2 both Newfoundland Power and the Consumer
3 pre-hearing conference on June the 12th to 3 Advocate announced the results of the
4 identify registered intervenors and set the 4 agreement publicly around that time, and a
5 procedures and schedule for the public 5 presentation on the agreement itself will, |
6 hearing.  Following the pre-hearing 6 understand, be thefirst order of business
7 conference, time was alowed for intervenors 7 later on here this morning.
8 and the Board to request information from the 8 We have arrived at this pointin the
9 applicant, allow the applicant sufficient time 9 process with significant work therefore
10 to respond to these requests and also for the 10 aready completed by the utility and
11 partiesto retain expertsas appropriate to 11 intervenors in reaching agreement on many of
12 assist them. Also in advance of the hearing, 12 the issues contained in the origina
13 the Board requested the parties to participate 13 application. There are, however, severd
14 in a Board-facilitated settlement process and 14 issues which remain outstanding and upon which
15 the purpose of this settlement process wasto 15 agreement has not been reached. This public
16 require parties to commence negotiations on 16 hearing will now focus on the amended
17 the host of issues contained in Newfoundland 17 application containing both issues agreed
18 Power’ s original application. The objective 18 upon, as well as submission of evidence on
19 of the settlement process established by the 19 issues unresolved. | would observe, however,
20 Board was to reduce the length of the public 20 that the Board is not bound by any or all of
21 hearing, in the hope of improving regulatory 21 the Settlement Agreement, but | will indicate
22 efficiency, and indeed, reducing hearing 22 the Board is not--if the Board does not concur
23 costs. 23 on aparticular issue, we will have indeed our
24 This negotiation process began in August 24 precise reasons for not doing so and these
25 and aresulting Settlement Agreement was filed 25 will be clearly stated in the eventual
Page 7 Page 8
1 decision and order made by the Board. 1 retrieving of evidence referenced by counsel,
2 Before concluding my remarks--well, 2 and this will be displayed on the table
3 again, | think I normally deal with the 3 monitors and indeed the larger monitors on the
4 process and what happens here over the next 4 side, so that all in the room will be ableto
5 week or so and again, if everybody is here, 5 follow the evidence and I'll thank Mr. Wells
6 I’m sure you know what you're here for and 6 again for agreeing to this assignment. |
7 I'll dispense withthat intheinterest of 7 think thisis your second time, isit? Mr.
8 time here this morning. 8 WEélls, thanks.
9 There are, however, a number of 9 The binders you see next to Ms. Blundon
10 housekeeping items and preliminary itemswhich |10 contain the official version of the evidence
11 I normally go through and | will deal with 11 for this hearing. Thesewill beused for
12 these for purposes of record. In addition to 12 reference purposesas need throughout the
13 the paper documentation filed in relation to 13 hearing, in theevent evidence cannot be
14 this application, which islocated on one or 14 displayed electronically or some discrepancy
15 two trolleys, I'm not sure which, over there 15 exists between the electronic and the paper
16 next to Ms. Blundon, the Board secretary, the 16 record.
17 Board has also posted the entire set of 17 Parties who have any particular concerns
18 documentation on the web site and other 18 or issues about the creature comfortsin this
19 documentation which may be presented during 19 room, or indeed require any type of assistance
20 the public hearing, including daily 20 with anything, just please advise Ms. Blundon
21 transcripts, will aso be posted on the 21 and we'll try to do what we can to assist you.
22 Board’ sweb site, and in addition, |I'd like to 22 These proceedings, once again, are being
23 welcome back Mr. ChrisWells, an employeeof |23 recorded by Discoveries Unlimited. Good
24 Newfoundland Power, who will be assisting 24 morning, Ms. Judy Mossis here with
25 during the hearing with our electronic 25 Discoveries Unlimited, and this will be done
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1 CHAIRMAN: 1 follow that as closely aswe possibly can.
2 under the supervision of the Board secretary, 2 Counsels and others representing the
3 Ms. Blundon, and we will have the proceedings 3 parties have designated seating arrangements
4 transcribed throughout the afternoon and the 4 and I'd ask the witnessesto take assigned
5 evening and these transcriptions will be e- 5 seating to my right here unless making a
6 mailed to the parties immediately upon 6 presentation or indeed referring to a display.
7 completion, with a paper copy available by the 7 Board hearings are not Court trials, however
8 commencement of the hearing on the following 8 evidence is given under oath and the
9 day. So in this way, we'll be able to 9 procedures governing conduct are somewhat
10 maintain some continuity indeed up-to-date and 10 similar to the Court and the Board’ s main goal
11 current record of the proceedingsas they 11 hereisto get thefactson therecord ina
12 unfold. 12 way that is convenient to the partiesand in
13 Persons addressing the panel may, for the 13 the public interest.
14 benefit of the transcription again, simply 14 A witness may swear an oath on the Bible
15 refer to Commissioner Whalen, and myself as 15 or a solemn affirmation may be administered
16 the Chair. With the exception of today, | 16 and I'd ask counsels introducing the witness
17 think our normal daily sitting time will be 17 toindicate thelatter preference, whereit
18 from nine to 1:30, with ahalf hour break from 18 may be applicable. Also some other non-
19 11 t011:30, and | think thismorning or 19 Christian oath isappropriate and may be
20 today, that will be changed by virtue of our 20 administered, but I’'ll again ask the counsel
21 10:00 start. We'll be looking at opening 21 for advance notice so that necessary
22 statementsin a short while and it looks like 22 arrangements may be madein this particular
23 they might conclude for a noon time break, and 23 instances.
24 then we'll belooking at testimony from 1:30 24 | would also ask counsel to refrain from
25 to four this afternoon. So we'll try to 25 reading long passages of pre-filed evidence
Page 11 Page 12
1 into the record. | appreciate the need to 1 Mr. Chairman, in line with your comments about
2 recite certain evidence during cross- 2 the fact that we're dealing with aroom full
3 examination for clarity or emphasis, but | 3 of individuals well informed about this
4 would ask for your cooperation in keeping that 4 matter, | will likely shorten my comments as
5 to aminimum. 5 well, especialy given your comments with
6 In summary, I'd ask that the parties 6 respect to what has happened to date.
7 throughout these proceedings adhereto the 7 I can confirm that the Board did receive
8 rulesand procedures as established, and | 8 an application from Newfoundland Power on May
9 want to acknowledge all parties for the 9 10th, 2007 and notice of this application was
10 tremendous amount of work indeed you have all 10 published in newspapers throughout the
11 expended in reaching this stage of the 11 Province, beginning May 19th, 2007. A revised
12 proceeding here today, and I’'m hopeful that 12 application and Settlement Agreement was filed
13 thiswork will now position usto go forward 13 with the Board on October 11th, 2007, and
14 ina productive, efficient and expeditious 14 notice of the start date of the hearing was
15 manner throughout the course of the week. 15 published in newspapers throughout the
16 | think that'sthe conclusion of my 16 Province beginning on October 10th, 2007. |
17 introductory remarks, shortened, I'm sure 17 can confirmthat this application and the
18 thankfully for most of you, but good morning, 18 revised applicationis duly filed and the
19 Ms. Newman, and I'll ask you to enter the 19 Board has authority to hear this application
20 matter and confirm the issuance of the public 20 today.
21 notice and any other preliminary items, 21 And there are no other preliminary
22 please. 22 matters that I’ ve been made aware of.
23 MS. NEWMAN: 23 CHAIRMAN:
24 Q. Good morning, Mr. Chairman, Madame Chairman, 24 Q. Thankyou, Ms. Newman. Just briefly, the
25 Madame Vice-Chairman and othersin attendance. 25 schedule that | have here calls for opening
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1 CHAIRMAN: 1 know, a Settlement Agreement has been reached
2 statements now, with a presentation to follow, 2 with the Consumer Advocate with the assistance
3 and then testimony to begin this afternoon. 3 of the Board' sfacilitator, Mr. Kennedy. The
4 Isthat still the agenda, the agreed upon 4 Company has filed an amended application
5 agenda? 5 flowing from that agreement. | will review
6 MS.NEWMAN: 6 the terms of that Settlement Agreement with
7 Q. Yes | believethat it would be convenient for 7 you in afew moments.
8 the parties to make their opening statements 8 First, | would like to thank the Consumer
9 and then to have a brief break before we start 9 Advocate and Mr. Kennedy for their
10 testimony. 10 participation in the negotiation process. All
11 KELLY, Q.C. 11 parties were committed to constructive
12 Q. That'sfine, Mr. Chairman. We can probably 12 negotiation with a genuine desireto find
13 see where we are at that point in time, asto 13 solutions that fairly balance the interest of
14 where the lunch break fitsin. 14 customersand theinterestsof the utility.
15 MS. NEWMAN: 15 The result has been an agreement that resolves
16 Q. Yes 16 virtually all of the monetary issues and
17 CHAIRMAN: 17 provides for a complete review of Newfoundland
18 Q. Okay, thank you. That being the case, we'll 18 Power’ s rate structures over the next severa
19 start with the opening statements. Once 19 years. There are some remaining issues that
20 again, good morning, Mr. Kelly. 20 have been raised by the Consumer Advocate. |
21 (10:12AM.) 21 will speak to those issues after | review the
22 KELLY, QC.: 22 terms of the Settlement Agreement with you.
23 Q. Thank you, Mr. Chairman. Mr. Chairman, Vice- 23 The success of the negotiation process
24 Chair, I’'m pleased to introduce Newfoundland 24 for Newfoundland Power's General Rate
25 Power’s 2008 General Rate Application. Asyou 25 Application demonstrates the improved
Page 15 Page 16
1 efficiency of the regulatory processin this 1 follows: Mr. Earl Ludlow, the President and
2 jurisdiction. The negotiated settlement 2 Chief Executive Officer of Newfoundland Power
3 process is in keeping with the process 3 will testify, along with Ms. Joselyn Perry,
4 employed in other Canadian jurisdictions. Of 4 the vP Finance and Chief Financial Officer.
5 course, negotiated settlements must be 5 They will testify asa panel together. They
6 approved by the Board after due scrutiny and 6 will befollowed by Mr. Phonse Delaney, the
7 oversight. 7 Vice-President of Engineering and Operations,
8 Newfoundland Power hasfiled an amended 8 and then finally, you will hear from Mr. Lorne
9 application and supplemental evidence to give 9 Henderson, the Director of Regulatory Affairs.
10 effect tothe Settlement Agreement and to 10 Mr. Ludlow will provide you with an
11 incorporate updated forecastsfor operating 11 overview of the Company’s operations, both
12 costs, finance charges and demand and energy 12 currently and with aview to the future. Ms.
13 requirements. The amended application 13 Perry will address financial matters, in
14 provides for an average 2.8 percent rate 14 particular the Company’s credit worthiness and
15 increase with a differential application 15 the financial effects of the Settlement
16 across the various rate classes as aresult of 16 Agreement and the Amended Application. She
17 the new Cost of Service Study. The rate 17 will also addressthe issues relating to
18 change for the domestic classis, on average, 18 inter-corporate relationships raised by the
19 approximately 3.9 percent. On average, rates 19 Consumer Advocate, and finally, Ms. Perry will
20 will be approximately the same asrates in 20 explain the developments with respect to the
21 effect on January 1, 2007. Domestic rates 21 transition to International Financial
22 will have increased by only one percent since 22 Reportings standards and Newfoundland Power’s
23 January 1, 2007. 23 plansto manage that transition, and let me
24 The company witnesses who will testify in 24 say, Mr. Chairman, I’'m glad Ms. Perry will be
25 relation to the Amended Application will be as 25 speaking to IFRs and it’s not my

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

Page 13 - Page 16




October 22, 2007

Multi-Page™ NL Power 2008 General Rate Application

Page 17 Page 18
1 KELLY,Q.C: 1 power reflects the cost of Holyrood
2 responsibility. 2 production. However, electricity issoldto
3 Mr. Delaney will address customer 3 customersat apricewhich reflects average
4 operations, including most of the other issues 4 costs. The Company’s marginal revenueis now
5 raised by the Consumer Advocate. And finaly, 5 less than marginal cost. Asaresult, inthe
6 Mr. Henderson, will deal with rate issues, 6 absence of an adjustment mechanism, any
7 including the Retaill Rate Study and the 7 customer growth beyond the test year would
8 Domestic Basic Customer Charge. 8 result in the Company not recovering its full
9 Mr. Chairman, before | turn to the 9 purchase power expense. That cost dynamic has
10 Settlement Agreement itself, let me briefly 10 influenced both the content and the structure
11 comment on one other matter. The current cost 11 of the Settlement Agreement.
12 dynamics on thelsland Interconnected System 12 Mr. Chairman, with that background, let’s
13 have important implications both for the 13 now look at the Agreement itself, and Mr.
14 Company and for the Board. Inthe past, 14 Wellshasput it onthescreenforus. You
15 Newfoundland Power sold electricity to its 15 will note from paragraph two and paragraph
16 customers at a price which was higher than its 16 three that the Settlement Agreement represents
17 marginal cost of purchasing power from 17 areasoned consensus of the parties and its
18 Newfoundland Hydro. It'smarginal revenue 18 provisions are not intended to be severable.
19 exceeded its marginal purchase power expense. 19 In several important respects, compromises
20 That previous cost dynamic combined with Board |20 were made by each of the parties, bearing in
21 regulatory mechanisms such asthe Automatic 21 mind concessions made by the others. The
22 Adjustment Formula permitted a three to four 22 whole represents an integrated agreement that
23 year interval between General Rate 23 hasresolved virtually all of the financial
24 proceedings. That cost dynamic has changed. 24 issues in this proceeding.
25 The Company’s marginal cost of purchase 25 Paragraph five reflects the intention of
Page 19 Page 20
1 the partiesthat the new rates should be 1 energy charge, and that change isreflected in
2 effective January 1, 2008. Paragraph six then 2 the Amended Application which has been filed.
3 containsalist of the various matters upon 3 With respect to the Domestic Basic
4 which agreement has been reached. | won't go 4 Customer Charge, the Company proposes to
5 down through it line by line with you, but a 5 maintainit a current levelsand apply the
6 quick review will indicate that the list 6 rate increase of approximately 3.9 percent to
7 covers all of the key componentsat issuein 7 the energy charge. The Consumer Advocate
8 the GRA. 8 proposes to reduce the basic customer charge
9 Paragraphs seven to 29 then provide the 9 by one dollar and apply the amount of that
10 terms of the agreement inrelationto each 10 reduction plus the rate increase to the energy
11 item. | will review each one with you, 11 charge. The Company believes that the
12 focusing my commentson the most important 12 appropriate level of the basic customer charge
13 items. 13 should be considered as part of the Rate
14 Paragraphs seven to 11 deal with Cost of 14 Design Study to be undertaken in 2008.
15 Service Methodology and Rate Design. Thereis 15 Paragraph 11 and the provisions of
16 agreement on all of theseissues, with the 16 Attachment A deal with that process for retail
17 exception of the Domestic Basic Customer 17 rate review. Newfoundland Power believes that
18 Charge. For al of the other classes, the 18 the time is now right for athorough review of
19 rate changes will be determined as proposed in 19 retail rate structures. The Marginal Cost
20 the original application, with the exception 20 Study was completed in early 2007. If we just
21 of the Gs2.1 class. That classwill now be 21 goover to page 11, the Attachment A sets
22 receiving approximately a 1.2 percent average 22 forth the schedule of what the parties
23 reduction in rates and this will be 23 contemplate. By theend of this year, the
24 implemented by holding the basic customer 24 Conservation Potential Study, which isbeing
25 chargeat current levels and adjusting the 25 undertaken jointly by Newfoundland Hydro and
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1 KELLY, Q.C. 1 Bond Yields and the Consensus Forecasts, the
2 Newfoundland Power, will be completed. The 2 parties reached areasoned consensus on the
3 Retail Rate Study will then be undertakenin 3 risk free rate first of 4.60 percent for 2008.
4 2008 with a Rate Design Report to be prepared 4 Then aswe go to page four, you'll see
5 by Newfoundland Power. A Technical Conference 5 that using the parametersas established in
6 will be held in 2009, then with the objective 6 Order P.U. 19 (2003), the equity risk premium
7 to have revised rate designs for the various 7 was calculated at 4.35 percent at arisk free
8 rate classes for inclusionin Newfoundland 8 rate of 4.60 percent, and that gave an ROE of
9 Power’s next general rate application. 9 8.95 percent. So the same principles as used
10 Thisstudy will entail a comprehensive 10 in Order P.U. 19 (2003) were used to establish
11 examination of retail rate designs. We 11 the equity risk premium.
12 believe that rate structures should not be 12 At paragraph 15, you'll notethat the
13 changed piece meal in advance of the Rate 13 parties have agree that Newfoundland Power’s
14 Design Report. That is an important 14 capital structure should be approved as
15 consideration favouring maintaining the 15 proposed in the application. That is
16 domestic basic customer charge at current 16 consistent with the capital structure as
17 levels at thistime. 17 previously approved by the Board.
18 Now if we go back to page three and go to 18 Paragraph 16 deals with the Automatic
19 paragraphs 12to 15, start at paragraph 12. 19 Adjustment Formula. It will continue to apply
20 Paragraphs 12 through 14 deal with the Rate of 20 for years after the 2008 Test Year in
21 Return on Common Equity for rate making 21 accordance with the Board’'s existing
22 purposes. The parties reached agreement on an 22 methodology, but reflecting the adoption of
23 ROE of 8.95 percent using a principled 23 the asset rate base method as proposed in the
24 approach. Having due regard to all available 24 application. This maintains the Board's
25 financial information, including Long Canada 25 previously approved 10-day methodology for the
Page 23 Page 24
1 use in the Automatic Adjustment Formula. 1 inthe original application. The reserves
2 Youwill notein paragraph 16 that it 2 will now be amortized over threeyears, with
3 expressly provides that the Automatic 3 the exception of the balance attributable to
4 Adjustment Formulawill be used to set rates 4 the degree day component of the Weather
5 for not more than three years following the 5 Normalization Reserve. The three-year
6 2008 Test Year. Thisgivesthe option, but 6 amortization helps minimize customer rate
7 not the requirement, to set rate using the 7 impacts. The degreeday component of the
8 Formulafor 2009, 2010 and 2011. It's an 8 Weather Normalization Reserve will be
9 option, not arequirement. Thisisin keeping 9 amortized over five years.
10 with past Board orders and provides for timing 10 Paragraphs 20 to 23 deal with other post-
11 flexibility for a general rate application in 11 employment benefits or OPEBS and pension
12 either 2010 or 2011, and I'll come back to 12 costs. In its initial application,
13 that point a bit later as well. 13 Newfoundland Power brought forward a proposal
14 Paragraph 17 deals with asset rate base 14 to begin the movement to the accrua
15 matters. This application completes the full 15 accounting methodology for OPEBS, in
16 implementation of the Asset Rate Base 16 accordance with P.U. 19 (2003). However, the
17 Methodology. The parties are agreed with 17 parties have agreedto maintain the cash
18 Newfoundland Power’simplementation of the |18 accounting treatment for OPEBS until the next
19 asset rate base method as set forth in the 19 general rate application, considering the rate
20 application. 20 impacts arising from this application, as well
21 Goto pagefive, paragraphs18and 19 21 as therate impacts of previous increases
22 deal with the various regulatory deferrals and 22 driven primarily by the high price of oil for
23 reserves. The treatment of the various 23 Holyrood.
24 deferrals and reserves has been modified 24 This matter will be further considered by
25 somewhat from the initial proposals contained 25 the Board at the next general rate
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1 KELLY,Q.C: 1 Paragraph 25 deals with the purchase
2 application. Ms. Perry will explain to you 2 power unit cost variance reserve and the
3 the effect of deferring consideration of the 3 parties have agreed that that reserve should
4 matter to the next general rate application. 4 be replaced with the new Demand Management
5 I will say that Newfoundland Power is 5 Incentive Account as proposed in the
6 satisfied that the deferral of this item to 6 Application.
7 the next genera rate application will not 7 Paragraphs 26 to 28 deal with the Energy
8 impair its credit worthiness, assuming that 8 Supply Cost Variance clause. The parties have
9 the Amended Application is approved, giving 9 agreed that the Energy Supply Cost Variance
10 effect to the average 2.8 percent rate 10 clause should be added to the Rate
11 increase. 11 Stabilization clause as proposed in the
12 (10:30 A.M.) 12 Application. This clause will ensure that
13 If we go to page six, you will see, at 13 Newfoundland Power recovers its actua
14 paragraph 23, that Newfoundland Power will 14 purchase power expensein yearsbeyond the
15 commence the tax effect with respect to 15 test year.
16 pension costs commencing in 2008, as set forth 16 Mr. Chairman, you’ll note in paragraph 27
17 inthe Application. That'sinfact asmall 17 that this clause will apply to energy supply
18 step forward at thistime, and Ms. Perry will 18 costsincurred through to the end of 2010.
19 explain that to you in more detail . 19 Paragraph 28 requires that aBoard order is
20 Paragraph 24 deals with depreciation. 20 required to extend the operation of the clause
21 The partieshave agreed that depreciation 21 beyond 2010. It specifically contemplates
22 rates, depreciation expense for the test year, 22 that thiscan bedone either at the next
23 and the amortization of the depreciation 23 general rate application or on an application
24 variance should be approved asfiled inthe 24 tothe Board. Canbe atthe GRA or on a
25 Application. 25 separate application, and that provision
Page 27 Page 28
1 provides the timing flexibility for aGRA in 1 inter-corporate transactions contained in the
2 either 2010 or 2011, but an application would 2 report on inter-corporate charges filed with
3 have to come back for that clause to be 3 the Board on March 31st, 2004. Newfoundland
4 extended. 4 Power’s relationshipswith Fortis and its
5 Next to the rule amendments in paragraph 5 affiliated companies result in demonstrable
6 29, I'll simply say the parties have agreed to 6 and tangible benefits for Newfoundland Power’s
7 the various rule amendments as requested in 7 customers. The benefits to Newfoundland
8 the Application. 8 Power’ s customers are difficult to quantify
9 Mr. Chairman, you'll note that thereis 9 with absolute precision, but are clearly
10 no paragraph 30, due to a numbering error, and 10 substantial. The savings from group insurance
11 counsel collectively have to take 11 alone, one item, isapproximately $600,000
12 responsibility for that glitch. 12 annually.
13 Paragraph 31 arethe mattersthat are 13 Many of these issues deal with the charge
14 unresolved. Some matters raised by the 14 out rate for Newfoundland Power’s executives
15 Consumer Advocate are matters on which the 15 and senior management. The charge out rate
16 parties simply respectfully agree to differ. 16 for Newfoundland Power’ s executives and senior
17 These are dedlt with in paragraph 31 and the 17 management represents fully loaded costs plus
18 language used reflects the statement of the 18 a20 percent mark up. Thisis the highest
19 principle or the issue by the Consumer 19 charge out rate for a utility in Canada. That
20 Advocate. Whilethereare 14 items on the 20 approach isin accordance with accepted, sound
21 list, some can usefully be grouped together. 21 public utility practice.
22 Thefirst four items, A toD, all ded 22 You will hear inthe evidence that the
23 with Inter-corporate  transactions. 23 level of inter-corporate activity by
24 Newfoundland Power hasfollowed and applied |24 executives and senior management has been
25 the policies and guidelineswith respect to 25 significantly reduced and is expected to be
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1 KELLY, Q.C: 1 being formatted in such manner as the Board

2 less than $100,000 inclusive of the mark up in 2 deems most appropriate.

3 both 2007 and 2008. 3 Item E relates to reliability standards,

4 Youwill notein paragraph A that the 4 and | think we will hear much of thisduring

5 Consumer Advocate proposes a standby charge. 5 the next few days. Newfoundland Power does

6 The standby charge proposed by the Consumer 6 not believe that there is any need for

7 Advocate for Fortis and its affiliates is not 7 Distribution Reliability and Service

8 in accordance with sound public utility 8 Standards, nor any benefit to customers from

9 practice. Thecorollary of astandby charge 9 creating and maintaining such standards.
10 isthat Newfoundland Power’ s executives and 10 Reliability standards have been implemented in
11 senior managers must have an obligation to 11 some jurisdictions where the utility’s
12 provide service to Fortiswhen called upon. 12 performance and existing regulatory mechanisms
13 To date, any services which have been provided 13 have not met customers service requirements
14 have been on adiscretionary basis, subject 14 and expectations, usually flowing from
15 first to the fulfilment of all of Newfoundland 15 deregulation or a movement to performance-
16 Power’ s needs and requirements. An obligation 16 based regulation or PBR. In those cases, the
17 to serve Fortis on request is at variance with 17 standards have been implemented to address the
18 the stand-al one status of Newfoundland Power. 18 problem of under investment in those
19 Item D dealswith a proposed Inter- 19 electrical systems, and that is simply not the
20 Affiliate Code of Conduct for Newfoundland 20 Newfoundland experience.
21 Power. The report on inter-corporate charges 21 Newfoundland Power’'s current capital
22 filed in March 2004 contains the policies and 22 expenditure and maintenance practices,
23 guidelines relating to inter-corporate 23 together with the current Board oversight and
24 transactions. Newfoundland Power has no 24 regulatory mechanisms, have been effectivein
25 objection to those policiesand guidelines 25 ensuring reliable service and meeting customer

Page 31 Page 32

1 expectations. 1 by reliability performance, but by a

2 Creating and maintaining reliability 2 consideration of many factors, primarily

3 standards raises many questions. Let me just 3 involving the assessment of asset condition

4 give you some by way of example. What 4 and the exercise of engineering judgment.

5 standard would be used? Would the standard be 5 Mr. Chairman, Vice-Chair, in considering

6 arequirement or atarget? Isit aminimum 6 this issue, the Board should ask itself

7 service standard or a maximum service 7 whether thereisareal problem which requires

8 standard? Is the reliability standard an 8 fixing. Complex and potentially costly

9 overall system standard or astandard that 9 regulatory mechanisms should not be
10 appliestoindividual feeders? Will different 10 implemented if customers requirements are
11 standards apply to rural feeders versus urban 11 aready being reasonably fulfilled, and the
12 feeders? Will adifferent standard apply if a 12 evidence is clear that customers requirements
13 line has a sensitive installation, such asa 13 are being met. Put very simply, Mr. Chairman,
14 hospital, afish plant, anindustrial plant, 14 if thereisn’t aproblem, you don’'t need to
15 an old age home, a residential customer with 15 find a solution.
16 an electrically powered medical device? On 16 | move next, Mr. Chairman, to Iltem F,
17 what policy grounds will different standards 17 which is the Basic Customer Charge for
18 bejustified for customers paying the same 18 domestic customers. You may recall that the
19 electricity rates? What consequences will 19 parameters for the Basic Customer Charge were
20 apply if astandard isnot met? And what 20 established by the mediated agreement at the
21 capital and operational expenditures will be 21 2003 Genera Rate Application and approved by
22 required to administer the standards and to 22 the Board in Order P.U. 7 (2003). The maximum
23 ensure compliance with the standards? 23 basic customer charge under the mediated
24 Maintenance practices and capital 24 agreement recovers customer specific costs and
25 expenditure requirements are not driven simply 25 50 percent of allocated distribution costs.
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1 KELLY,Q.C: 1 involved in implementing financial incentives
2 The current basic customer charge is below the 2 that don’t apply to all customers across the

3 maximum and recovers approximately 75 percent 3 board. In addition, there are policy issues

4 of those costs. 4 which arise if some customers receive

5 Newfoundland Power does not believe that 5 discounts for electronic billing which would

6 the Basic Customer Charge should be reduced. 6 be unavailable to customers without that

7 Rather, we propose applying the 3.9 percent 7 necessary technology. Newfoundland Power does
8 domestic increase to the energy charge, 8 not believe that it is appropriate to provide

9 leaving the Basic Customer Charge unchanged. 9 financial incentives for electronic billing.
10 Andas| said earlier, the rate design 10 (10:45A.M.)
11 for al of the classeswill be studied in 11 Item H deals with the productivity
12 2008. The Domestic Basic Customer Charge will 12 dlowance. And| note, Mr. Chairman, this
13 be considered aspart of that overall Rate 13 points to the success of the negotiation
14 Design process. The Basic Customer Charge 14 process, the proposed productivity allowance
15 should not be dealt withinisolation, but 15 isthe only challenge to Newfoundland Power’s
16 should be considered as part of that study. 16 2008 operating. Mr. Todd, awitness who will
17 And Mr. Henderson will addressthis issue 17 be called by the Consumer Advocate, has
18 further in his evidence. 18 proposed that the Board approvealevel of
19 Now, Item G deas with electronic 19 2008 operating costs for rate setting purposes
20 billing. Newfoundland Power currently has the 20 that is equal to the 2007 forecast of
21 highest electronic hilling usagein Canada, 21 operating costs. That would amount to an
22 the highest in Canada. The current practice 22 operating cost reduction of $284,000 based
23 resultsin cost savings which accrue to the 23 upon the amended Application. Newfoundland
24 benefit of al customers. There are 24 Power has already included forecast efficiency
25 administrative and cost considerations 25 gains of $531,000 in preparing its best

Page 35 Page 36

1 estimate of 2008 operating expenses. Thisis 1 Public Utilities Act, and it would not bein

2 explained in cA-NP-47 and will be further 2 accordance with generally accepted sound

3 addressed by Mr. Delaney when he testifies. 3 public utility practice.

4 In addition, Newfoundland Power’'s customers 4 Item | deals with vacancies.

5 will benefit from productivity gains achieved 5 Newfoundland Power doesnot have a fixed

6 by the Company since thelast General Rate 6 organizational structure. Rather, it usesa

7 Application. The Board has adopted a policy 7 flexible approach, matching its workforce to

8 of incenting (sic.) Newfoundland Power to seek 8 the work requirements. It manages employees,

9 efficiencies between rate hearings which can 9 not positions. Itslabour requirements are

10 then be passed onto customersat the next 10 forecast based on full-time equivalents or

11 General Rate Application. The Board's policy 11 FTES, not in a forecast of employment

12 isexplainedin P. U. 19 (2003) at page 76, 12 positions with vacancy deductions.

13 and that policy isin accordance with practice 13 Newfoundland Power moved to its existing

14 elsawhere. Productivity allowances are not 14 flexible work system years agoto capture

15 imposed unlessthere is demonstrated poor 15 efficienciesand productivity gains. These

16 performance by the utility, and that is not 16 efficiencies and productivity gains have

17 the case with Newfoundland Power, which has 17 resulted in substantial savings to customers

18 demonstrated astrong record of operating 18 over the past decade.

19 efficiency over the past decade. Regulatory 19 Item J relates to safety communications.
20 boards do not impose a productivity allowance 20 Newfoundland Power and Newfoundland Hydro
21 in an attempt to capture, in advance, 21 aready coordinate their efforts with respect
22 productivity gainsthat have not yet been 22 to safety communications. However, the
23 achieved. To do so would be to deny 23 purpose, the purpose of coordination is better
24 Newfoundland Power recovery of its just and 24 communication of safety messaging, not the
25 reasonable operating expenses, contrary to the 25 realization of cost savings. Safety concerns
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1 KELLY, Q.C. 1 operating expenses should be increased to
2 are a high priority for both utilities. 2 provide for additional conservation
3 Newfoundland Power does not intend to reduce 3 communications. Thefirst step is getting the
4 its expenditures on safety messaging. 4 Conservation Potential Study.
5 Item K deals with used poles. Used pole 5 And, Mr. Chairman, that deals with 12 of
6 repurchasing is one component of an integrated 6 the 14 points. Thelast two points, Items M
7 approach to pole management. The Pole 7 and N, we understand that those were inserted
8 Management System has resulted in material 8 sothat to givethe Consumer Advocate the
9 cost savings which have benefitted customers 9 opportunity to review the amended Application.
10 while at the same time addressing 10 Newfoundland Power is not aware of any issues
11 environmental concernsby reusing existing 11 specifically arising from the amended
12 pole assets wherever feasible. Mr. Delaney 12 Application. So there are 12 issuesin total,
13 will explainthis in moredetail when he 13 thefirst four deal with intercorporate, and
14 testifies. 14 then we have eight other issueswhich will
15 With respect to Item L, the Conservation 15 have to be addressed during the hearing.
16 Potential Study being conducted by 16 Mr. Chairman and Vice-Chair, with respect
17 Newfoundland Power and Newfoundland Hydro will 17 to the Consumer Advocate’s issues generally,
18 be completed later thisyear. Newfoundland 18 let me make two final observations which you
19 Power and Newfoundland Hydro will continue 19 may wish to keep in mind as you listen to the
20 their efforts to determine the most cost 20 evidence in this proceeding. First, in many
21 effective approaches to conservation and 21 of these cases Ms. Johnson is asking you to
22 conservation messaging should be addressed as 22 examine one small component of an integrated
23 one component of a cost effective conservation 23 system or integrated systems. Let me give you
24 program. So a this point in time 24 some examples. The Pole Management System,
25 Newfoundland Power does not believe that its 25 when you look at used poles, vacanciesin the
Page 39 Page 40
1 Workforce Management System and electronic 1 CHAIRMAN:
2 billing in the Customer Billing System. With 2 Q. Commissioner Whalen, do you have any
3 respect, operating systems cannot simply be 3 questions?
4 broken down into individua components. 4 VICE-CHAIR WHALEN:
5 Efficiencies are gained by management 5 Q. No,thank you.
6 practices and proceduresthat create overal 6 CHAIRMAN:
7 system savings. The current systems have 7 Q. No, | haveno questions. Thank you, very
8 achieved demonstrable and tangible benefits 8 much, Mr. Kelly. Good morning.
9 for customers. And the second point isthis, 9 (10:54 A.M.)
10 the Consumer Advocate is asking this Board to 10 MR. JOHNSON:
11 examine various management decisions. 11 Q. Good morning. | thought for a moment we were
12 Newfoundland Power isawell-run company. It 12 in closing argument. But, let me--1 won't,
13 manages its overall costswell. For the past 13 perhaps, get into all the minutia this
14 decade it has improved customer service while 14 morning. There'll be time for that. 1 would
15 maintaining stable operating costs. The 15 like to provide this opening statement to you,
16 Company has a proven record of cost-effective 16 obviously despite the fact that there remain a
17 operations that have materially benefitted its 17 number of important contested issues that will
18 customers. No cause has been demonstrated by 18 be put forward by ourselvesin this hearing
19 the Consumer Advocate to require the Board to 19 for your determination, which | will address
20 intervene in the management of the Company to |20 briefly, shortly, | would first wish to make
21 ensure cost-effective service for Newfoundland 21 some comments to the Board in relation to the
22 Power’ s customers. 22 amended Application filed by Newfoundland
23 Mr. Chairman, Vice-Chair, those are my 23 Power on October 11th.
24 opening comments, unless you have any 24 Therevised Application, asMr. Kelly
25 questions. 25 noted, isinstead of the original General Rate
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1 MR. JOHNSON: 1 thoroughly discussed and where possible
2 Application filed by Newfoundland Power on May 2 resolved on mutually acceptable termsin the
3 10th and reflects certain issuesthat were 3 context of an overall agreement. Itisonly
4 agreed upon in the Settlement Agreement which 4 appropriate that | too acknowledge
5 isbefore you for your consideration. Mr. 5 Newfoundland Power’s commitment to partaking
6 Kelly has already brought the Board through 6 in these negotiations in a constructive
7 the Settlement Agreement in detail so | only 7 manner.
8 intend to address afew matters. 8 As the Boardis aware, the original
9 The Settlement Agreement was reached, of 9 application filed in May sought an overal
10 course, as aresult of aBoard facilitated 10 average rate increase of 5.3 percent on the
11 negotiation process. And | wish to 11 rates that were in then in effect. Of course,
12 acknowledge both the Board's and Mr. Mark 12 as is stated in Newfoundland Power’'s
13 Kennedy's very valuable support to the 13 supplemental evidence, asof July 1st, 2007
14 process. Though important contested issues 14 customer rates were reduced by 2.9 percent by
15 remain which were not resolved and where you 15 reason of the operation of the RSP mechanism.
16 could say we agreed to disagree, the process 16 Therefore, in order to raise the same revenue
17 did lead to the resolution of several issues 17 asthe proposed 5.3 percent increase on the
18 which are reflected in the revised Application 18 old rateswould haveyielded, a 5.5 percent
19 and the reduced rate request contained 19 increase would have been needed on the rates
20 therein. | should say that negotiationsin 20 that we have today. On top of that, updated
21 such matters are never easy, but they were 21 forecast costs and sales revisions would have
22 quite useful in this instance, as they 22 required another .3 percent so asto pay for
23 provided a means for the Parties to get at the 23 forecast higher finance chargesand higher
24 heart of severa key issues after the file 24 purchase power expense. Even with the revised
25 record was on the table so that they could be 25 application that reflects the issues that were
Page 43 Page 44
1 agreed upon in the Settlement Agreement the 1 meant that therates customers would pay
2 proposed overall average increase to current 2 starting in January, ’08 would be on average
3 ratesis 2.8 percent across all rate classes. 3 2.4 percent higher than they paid last winter
4 Of coursg, that is an average, so for 4 with domestic customers on average paying
5 instance, 2.1 genera service and 2.2 genera 5 three and a haf percent more, again,
6 service customers will see dlight decreases 6 forgetting the updates. The revised
7 again on average on the basis of the amended 7 Application proposes rates in January of 2008
8 Application. On average, domestic customers 8 that will be on average comparable with those
9 will see arate increase of 3.9 percent 9 in January, '07, actually on averagea . 1
10 compared to current rates should the Board 10 percent decrease with certain commercia
11 grant the revised Application asfiled. 11 customers seeing modest decreases to
12 Though there are certain issues that 12 residential customers on average seeing aone
13 affect revenue requirement that must be 13 percent net change over last January’ s rates.
14 resolved by the Board and which may bear upon |14 For consumers,in my judgment, it is
15 the rateswhich the Board approves, | would 15 necessary to place the originally filed
16 observe that due to the rate decrease of July 16 Application and the Settlement Agreement and
17 1st and the provisions of the Settlement 17 indeed the revised Application ina larger
18 Agreement, Newfoundland Power’s revised 18 context. Part of that larger context is that
19 Application as compared to the origina 19 Newfoundland Power’s original Application had
20 Application does mark a considerable 20 the proposed rates been approved as filed,
21 improvement vis-a-vis where consumers rates 21 again, forgetting the updates, would have
22 will be come January amatter of obvious 22 meant that customer rates would have increased
23 significance as we head into another winter. 23 29 percent since 2002 as of January 1st, 2008.
24 Newfoundland Power’s original rate 24 The referencefor that would be CA-NP-16.
25 request, leaving aside the updates, would have 25 That’s on acompound basis. Indeed, Table 11
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1 MR. JOHNSON: 1 might be permitted to look upon a $230 million

2 of Newfoundland Power’ s supplemental evidence | 2 approved power purchase expense, as wasthe

3 shows that even with the revised Application 3 case only three years ago, as being of happy

4 and its significantly lower proposed increase, 4 memory. Thanksto dramatically increased oil

5 customer rates will have increased by 5 costs which are now at record highs, consumers

6 approximately 26 percent on acompound basis 6 have not had much rate stability over the past

7 over asix-year period, principally because of 7 few yearswithin increases in electricity

8 the significant increase in the price of fuel 8 rateswell ahead of therate of inflation.

9 burned at Holyrood. Itis staggering to 9 This context, in my assessment, provided a
10 consider that the 2004 revenue requirement of 10 compelling case for attempting to achievea
11 Newfoundland Power, as approved by thisBoard |11 measure of rate stability at thistime. This
12 flowing out of Newfoundland Power’'s last 12 context certainly had relevance to the OPEBS
13 Genera Rate Application, was about $382 13 issue which, if dealt withas originally
14 millionto come from customer rates. The 14 proposed, would have added afurther $7.2
15 power purchase expense was then forecast to be 15 million to Newfoundland Power’s revenue
16 $230 million, approximately. In the revised 16 requirement in the test year.

17 Application of Newfoundland Power, this is 17 I concur with Newfoundland Power and
18 borne out at Table 15, Newfoundland Power 18 indeed with the evidence filed in thisregard
19 proposes for 2008 a revenue regquirement from 19 by my expert consultant, John Todd, that in
20 rates of $498 million with a power supply cost 20 the context of the regulatory principles of
21 alone of $337 million. Expressed another way, 21 inter-generational equity and rate stability,
22 2008’ s power supply cost alone of $337 million 22 the choice of accounting methods for OPEBS
23 isonly $40 million lessthan Newfoundland 23 requires consideration of the appropriate
24 Power’ stotal revenue requirement in 2004. In 24 weight to be applied to each principle at a
25 the current context even a Consumer Advocate 25 point in time. The rate increases experienced
Page 47 Page 48

1 by consumers over the past six years have 1 the original application. As Newfoundland

2 indeed influenced the consensus regarding 2 Power’s supplemental evidence at page 4

3 continued recognition of OPEBS on a cash basis 3 states, the return on common equity of 8. 95

4 asreflected in the Settlement Agreement. | 4 percent compared to the 10.25 percent sought

5 regard that consensus as aprincipal one, 5 in the original application resultsin an

6 moreover, the use of either the cash method or 6 approximate 1.5 percent revenue decrease or

7 the accrual method is currently consistent 7 about $7.3 million in 2008 compared to that

8 with Canadian Generally Accepted Accounting 8 sought in theorigina application. The

9 Principlesand both methods are reasonably 9 Parties, in reaching this consensus, as noted
10 consistent with current Canadian regulatory 10 by Mr. Kelly, and this was a consensus reached
11 practice, particularly for investor-owned 11 in the context of the matters both resolved
12 utilities such as Newfoundland Power. 12 and indeed unresolved by the Settlement
13 Finally, shouldthe Board accept the 13 Agreement, drew upon the Board's adjustment
14 Parties joint recommendation at thistime as 14 mechanism in the Automatic Adjustment Formula
15 regards OPEBS, the matter will be further 15 established and confirmed by the Board in
16 considered at Newfoundland Power’s next 16 previousorders. Itis obviously for the
17 General Rate Application which is expected to 17 Board to satisfy itself that this Settlement
18 befiledin 2010 to establish ratesfor 2011 18 Agreement taken as awhole meetswith the
19 when the actuarial assumptions and all other 19 legislative requirement for Newfoundland Power
20 matters related to OPEBS can be fully 20 to earn ajust and reasonable return as
21 canvassed before the Board. 21 construed under the Public Utilities Act so
22 Asregardsto Parties consensus on Cost 22 that it isable to achieve and maintain a
23 of Capital, which ispart of the Settlement 23 sound credit rating in the world as is
24 Agreement, aswell, thisagreement leadto a 24 required by this province's Electrical Power
25 decrease in the rate request as proposed in 25 Control Act.
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1 MR. JOHNSON: 1 resolve theissue of the appropriate rate
2 Given Mr. Kelly’ s thorough presentation, 2 designs for Newfoundland Power’ s customers for
3 | won't here deal with all of the other 3 inclusion at the next GRA.
4 agreements reached in the Settlement Agreement 4 Despite the fact that the Partieswere
5 except one and that is the Parties agreement 5 ableto resolvea number of issuesin the
6 on aprocess for thereview of Newfoundland 6 Settlement Agreement, a number of issues, as |
7 Power’ s domestic and general service rates as 7 indicated earlier, must be resolved by the
8 set out in Attachment A to the Agreement. As 8 Board. | won't touch on all of them, that can
9 Consumer Advocate, I'm very, very pleased by 9 wait until we've heard more evidence at the
10 this. 10 end of the day, but | would like to touch on a
11 The high cost of fuel a& Holyrood, the 11 few.
12 public’s increased focus on energy 12 Firstly, we advocate that a distribution
13 conservation and the other foreseeable issues 13 and reliability service standard be devel oped
14 that may affect the future energy supply to 14 for Newfoundland Power similar in principle to
15 the interconnected power system on the island 15 thosethat many other utilities, including
16 portion of the province all support the need 16 other Fortis utilities operate under. A
17 for areview of Newfoundland Power’'s rate 17 distribution and reliability service standard
18 designs. Thisisnot areview for the sake of 18 establishes performance standards and
19 areview. The Parties have madeit a purpose 19 performance monitoring and reporting for
20 of the review to develop adetailed action 20 electricity distribution and supply services
21 plan for implementation of rate designs which 21 provided by a distribution company, something
22 arise out of thereview whichwill ook at 22 of great importance if there's goingto bea
23 existing rate designs, potential aternative 23 lapse of time between GRAs.  Consumers foot
24 rate designs and mandatory or optional rate 24 the bills for everything that Newfoundland
25 offerings. The objective of the processisto 25 Power doesin providing service. We are the
Page 51 Page 52
1 customers of the monopoly service that 1 relation to targets which they set themselves
2 Newfoundland Power has been given the licence 2 internally inrelation to reliability and
3 to provide us. We as consumers should not be 3 customer satisfaction over Newfoundland
4 mere observersto theleve of servicethat 4 Power'sservice. To putit mildly, it is
5 Newfoundland Power choosesto provideus. We | 5 incongruous that the compensation of
6 want arole in what those standards will ook 6 Newfoundland Power’ s executives and managers
7 like, it'sjust as simple as that. 7 is based on defined performance measures and
8 Now, Newfoundland Power’ s executives will 8 targets when the Company itself makes no such
9 try to convinceyou not to exceed to this 9 commitment to customers who pay for it. It is
10 request. All thewhile you're hearing their 10 also out of step, we would contend, with a
11 evidence and arguments | would respectfully 11 trend towards quality of service regulation
12 invite you to keep in mind that Fortis Alberta 12 which is characterized as aregulatory regime
13 reports under aformal service quality and 13 with reliability and/or quality of service
14 reliability performance monitoring and 14 targets set by the regulator and that trend is
15 reporting plan which will be put in evidence 15 not only being seen in jurisdictions with PBR
16 before the Board and that’s pursuant to an 16 and restructuring.
17 AEUB directive applicable to electric 17 On behalf of consumers | also take issue
18 distribution system owners. And Fortis 18 with several matters pertaining to
19 Ontariois subject to performance standards 19 intercorporate transactions.  First, the
20 included in the OEB’s Electricity Distribution 20 Fortis family has continued to grow since the
21 Rate Handbook. But more than that, | would 21 last hearing and Newfoundland Power has become
22 urgethe Board to keep remembering that the 22 an even smaller proportion of the Fortis Group
23 very executives who are telling you not to 23 of Companies. Yet, Newfoundland Power’'s
24 exceed to our request, in fact, receive part 24 executives and managers have played extremely
25 of their own compensation for performancein 25 significant rolesin that growth and
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1 MR. JOHNSON: 1 evidence may actually disclose that there was
2 development. That is a fact. And 2 no mark up applied to that at all, and no one

3 realistically it would strain credibility to 3 can mean to tell methat you can’'t find out

4 suggest that Newfoundland Power’s expertise 4 what the market rate for alawyer isin terms

5 won't betapped again inthe future when 5 of those transactions. But more--in addition

6 needed. | take issue with what Newfoundland 6 to a morereasonable mark up where it's

7 Power proposes that it should be paid for its 7 appropriate, there should also be a standby

8 executives and managers when they are called 8 charge for the use of this talent. Andit's

9 upon to assist an affiliate for the benefit of 9 clear, as well, that Fortis recognizes more

10 Fortis. Consider that in 2003 alone Fortis 10 valuein the work done by Fortis executives
11 executives spent 3000 hours just in relation 11 than it pays to Newfoundland Power because on
12 to the acquisition of FortisWest. Very 12 top of what Fortis pays to Newfoundland Power,
13 recently they assisted with the Terasen Gas 13 Fortis pays bonuses to Newfoundland Power’s
14 acquisition. Vis-avis its affiliates, 14 executives on a personal basis in respect of

15 Newfoundland Power isaseller of services, it 15 the same services, for bringing these

16 buyslittle. | reject the contention that in 16 acquisitionsto success and assisting with

17 the particular circumstances of Newfoundland 17 Fortis' corporate devel opment.

18 Power’ srelationship with its affiliates in 18 There are asoissues around the fact

19 that particular circumstance and with its 19 that Newfoundland Power has considerable in-
20 parent that a 20 percent mark up on executive 20 house insurance expertise which it makes
21 and management costsis a sufficient proxy for 21 availableto affiliates and there's nofair
22 fair market value. Take for an instance the 22 market value or even a proxy mark up attached
23 role of the lega work that was done 23 to the rendering of those valuable services.
24 internally at Newfoundland Power for these 24 Newfoundland Power treats its services in
25 Fortis acquisitions, | don’t--1 think the 25 respect of insurance administration as an

Page 55 Page 56

1 exception to the rule that charges for non- 1 piece of the inter-affiliate relationship.

2 utility services should be based on fair 2 There should be other matters addressed

3 market value. We do not believe thereis any 3 besides determining charges. In fact, Fortis

4 judtification for such an exception. 4 Alberta operates under an inter-affiliate code

5 Moreover, we believe that the present 5 of conduct which addresses a number of issues
6 arrangement is not in keeping with this 6 besides charges, such as the sharing of

7 Board swell-expressed position in P.U. 19 7 information, rules respecting governs,

8 that with regard to the provision of staff and 8 etcetera.

9 other services benefits should not only be 9 Weaso believethat the Board should,

10 transparent and demonstrable, but they should 10 indeed, recognize a productivity allowance for
11 be maximized to the advantage of ratepayers. 11 Newfoundland Power in this case becauseit’s
12 Further, we respectfully urge that the Board 12 realisticc.  Newfoundland Power itself

13 undertake aprocess aimed at codifying an 13 recognizesthat aproductivity allowance is
14 appropriate and comprehensive inter-affiliate 14 appropriate because it states that it has, in

15 code of conduct for Newfoundland Power which |15 putting forward its forecast labour costs,

16 will build upon the Board' s previous work and 16 projected alabour productivity of $531,000 in
17 orders in tackling the intercorporate 17 the test year. Newfoundland Power has
18 transaction issue which has been quite thorny. 18 demonstrated its ability to achieve ongoing

19 Besides the problems with the charge-out 19 productivity improvements. We believe
20 situation, another problem is that the whole 20 particularly given Newfoundland Power’s
21 focus of Newfoundland Power’'s policy on 21 approach to pursuing productivity initiatives
22 intercorporate transactions is limited to the 22 asitsalf has described it in the evidence,

23 rulesthat apply in determining charges from 23 thereisaquite reasonable expectation that

24 or to related companies. That's it, it 24 the opportunities to achieve productivity

25 determines the charges. But that’sonly one 25 gains are not fully reflected in Newfoundland
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1 MR. JOHNSON: 1 don't, they won't.
2 Power’ s operating cost forecast. 2 We'reaso concerned by thefact that
3 We also maintain that the Board should, 3 Newfoundland Power does not have atracking
4 in fact, at this point, never mind waiting for 4 system for vacancies. Surely vacancies at
5 conservation studies, devote additional 5 Newfoundland Power arise. But we are denied
6 resources to develop and promote conservation 6 as intervenorsto know the extent of the
7 communications for radio and television 7 vacancies. The guestion we pose to the Board
8 outreach to its consumers. Thefact isthat 8 is how should it be ensured that any savings
9 Newfoundland Power does not spend ared cent 9 related to vacancieswhich may occur are
10 on radio and television ads on conservation. 10 reflected in the rates of Newfoundland Power’s
11 They spend 90,000 bucks on paid public 11 customers. It isinterestingto note again
12 advertising all in print media. And you have 12 that Fortis Albertatracks vacancy ratesby
13 no trouble seeing their safety ads on 13 department and it also adjustsits FTEsfor
14 television and listening to their safety ads 14 actual and forecast vacancies and date of
15 onradio and safety isimportant. But it is 15 hire. Moreover, Newfoundland and Labrador
16 perplexing, to put it mildly, when ail is 16 Hydro also tracks vacancies and where
17 going through the roof, Holyrood is spewing 17 appropriate makes vacancy allowances.
18 out greenhouses gasses by the tonne, to hear 18 (11:15A.M.)
19 Newfoundland Power speak of the commitment to 19 Andfinally, becausel won’t touch on
20 conservation when they literally spend more on 20 everything that is unresolved, | do want to
21 promotional items such as mugs and t-shirts 21 say that we arein support of reducing the
22 bearing the Newfoundland Power logo than they 22 Basic Customer Charge for domestic customers
23 do on paid advertising for conservation. This 23 by $1 fromthat proposed by Newfoundland
24 Board must order Newfoundland Power to do 24 Power. And Mr. Bowman will speak to that when
25 something in thisregard, because if you 25 he appears.
Page 59 Page 60
1 And finally, | would wish to acknowledge, 1 CHAIRMAN:
2 asthe Board' sfinancial consultants, Grant 2 Q. Thank you, Mr. Johnson. Commissioner Whalen,
3 Thornton, have acknowledged, that Newfoundland 3 any questions?
4 Power hasin the revised application revised 4 VICE-CHAIR WHALEN:
5 its 2008 customer energy and demand forecast 5 Q. No. Thank you, Mr. Johnson.
6 and without changing the methodology has 6 CHAIRMAN:
7 updated, used updated inputs based on more 7 Q. No, | havenone. Mr. Young.
8 recent information. We take no issue with the 8 MR. YOUNG:
9 revised energy and demand forecast. 9 Q. Thankyou, Mr. Chair. I'll be very brief.
10 Newfoundland Power has also, in its 10 Since Newfoundland and Labrador Hydro provides
11 revised Application, as noted by Grant 11 most of the power and energy and the majority
12 Thornton, updated its operating costs and 12 of the bulk transmission services in the
13 other revenueand finance charges. These 13 province, and most of our rural customers
14 charges have been reviewed and we note that 14 rates are the same as or are largely based
15 Grant Thornton has stated that these changes 15 upon the rate that will be set in this
16 have been appropriately incorporated into the 16 hearing, and so we intervened to ensure that
17 revised Forecast Revenue Requirement Forecast 17 we could receive all the documentation and we
18 Rate Base and Return on Rate Base. We take no 18 reserve the right to appear on any of the
19 issue with themath in respect of these 19 issuesthat arosethat were contentious and
20 revisions, but we note, as we referenced 20 important to us. However, we should advise
21 earlier, that certain of our issues impact 21 that in thisinstance wedid not judge it
22 upon the Board’ s determination of Newfoundland 22 necessary or appropriateto intervenein a
23 Power’ s test year revenue reguirement. 23 thorough way asistypical for intervenors and
24 So that’s a precis. | thank you for your 24 wedidn’t pick any particular perspectivein
25 attention and | look forward to the hearing. 25 that. For instance, we did not ask any
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1 MR. YOUNG: 1 witnesses to any great degree. Something may
2 reguests for information, we didn’t file any 2 arise and if you sit here long enough,
3 of those, and we did not take an active role 3 sometimes you have an outburst on the
4 in the negotiations. We did ask the Applicant 4 question. But| don’tintend totake any
5 and the Consumer Advocateto adviseus if a 5 particular perspective on the matters that
6 matter arose in the negotiations that would 6 I've heard this morning. And | probably
7 benefit from Hydro’ s participation or where it 7 finally should add that | take no blame for
8 could impact Hydro in some important way. And 8 missing No. 30in the Settlement Agreement
9 | can advise the Board that we were contacted 9 because | wasn't consulted onthat. Thank
10 and consulted with afew times, only on afew 10 you.
11 occasions. And | can also advise the Board 11 CHAIRMAN:
12 that we are comfortable and assured that our 12 Q. Thank you, Mr. Young. Commissioner Whalen?
13 participation was not necessary to further the 13 VICE-CHAIR WHALEN:
14 progress of the negotiations. And we applaud 14 Q. No.
15 the Partiesfor the success in that. It 15 CHAIRMAN:
16 reminds me of thelast hearing, we spent a 16 Q. No. Thank you, very much. |'djust liketo
17 considerable amount of time applauding 17 make afew very brief comments, and it's
18 ourselves on the success of the negotiations 18 realy just, you know, commend the work of
19 and it’s become very business as usual, which 19 the, al the parties, | think, and including
20 | think isthe way things ought to become 20 Mr. Kennedy certainly in facilitating this
21 here. So we weren't at the table, but we wish 21 process on behalf of the Board. Again, as
22 to advise the Board that we take no objection 22 with thelast Hydro hearing, there's been
23 whatsoever to its contents. We did review the 23 significant progress in reaching an agreement
24 negotiation Settlement Agreements. It's 24 on a myriad of issues that would have been
25 unlikely that | will be cross-examining 25 contained inthe original application. |
Page 63 Page 64
1 think, asMr. Young just referred to, itis 1 there's, I'm sure, other testimony to come,
2 becoming a part of our process and it's 2 but the agreement, at least, on some of the
3 business as usual and an integrated and 3 itemsinrelation tothat. | wouldn't have
4 important part of the rate application 4 forecast that, to tell you the truth, going
5 process. And | would acknowledge that while 5 in. You know, and I’m not sure to what extent
6 the Commissioners spend lesstime in this room 6 the media or the public appreciates the
7 as a result, 1 want to acknowledge the 7 distinctionsin the process with regard to the
8 considerable work of the Parties that go into 8 mediation process and the agreement which is
9 this negotiation process and we fully 9 actually, which is actually reached at the end
10 understand that that’s why, whilewe do see 10 of the day, but certainly I think if you look
11 fewer days, it iswork for agreat number of 11 at the last Newfoundland Power hearing, we
12 people with the utilities and, indeed, the 12 were talking about 25 days over eight weeks,
13 counsels to put this agreement together and to 13 versus, | think we have aschedule for this
14 go through the variousissues and a lot of 14 week and hopefully we'll conclude and then
15 work that, indeed, we don’'t see. Andyou're 15 possibly with oral argument later. So those
16 to be commended for that. The success of, | 16 numbers are pretty clear intheir own right
17 think, the negotiation, is aways sort of 17 and certainly that translates into savingsin
18 uncertain aswe--as you embark upon it, I'm 18 terms of public hearing costs, there's no
19 sure, and it’s quite surprising to see what 19 doubt about that, which inevitably will be
20 issues can be agreed to through the process. 20 passed onto consumers and should be the
21 | know I'vesat through a week of cost of 21 objective of certainly everybody in this room.
22 capital experts and testimony and it was quite 22 So | think all parties are to be commended and
23 surprising to see the agreement on the return 23 hopefully in future GRASwe can see similar
24 on common equity and other issues associated 24 progress. But inevitably we can't be sure of
25 with that in the Agreement, recognizing that 25 these things, in any case. Anyway, thank you
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1 CHAIRMAN: 1 Q. Perhapswe'll begin at the 1:00 time or 1:30
2 and thank you for your opening statements and 2 time, we'll -
3 presentations. It is 25 after 11. 3 CHAIRMAN:
4 (11:25A.M)) 4 Q. Sure, that'sfine, yeah, 1:00 is good.
5 The schedule that | have, in actual fact, 5 KELLY, Q.C.
6 called for testimony to begin at 1:30. We 6 Q. If wetakeabreak, we can consult and advise
7 will take a break. If we're coming--1’m going 7 Ms. Newman.
8 to leave thisto Dwandato work out in terms 8 CHAIRMAN:
9 of schedule. I’m quite prepared to start the 9 Q. Yesh. Andif there sany changein that, just
10 testimony after 15 minute break. 1f we wish 10 let us know right there and we can come in and
11 tostart at 1 or 1:30, we can do that, as 11 beginin 15 minutes, if you wish, or we can
12 well. So, Ms. Newman, if you would consult 12 commence at 1:30. I'll letthat be the
13 with the parties and let me know? 13 subject of discussion, | guess, over the
14 MS. NEWMAN: 14 break. Thanks, very much.
15 Q. Areyou planning on a short break now then or 15 (RECESS )
16 do you want - 16 (RESUME )
17 CHAIRMAN: 17 CHAIRMAN:
18 Q. Short, yeah. Well, we can do this - 18 Q. Thank you. Ms. Newman, what's been decided in
19 MS. NEWMAN: 19 terms of our schedule for the rest of the day?
20 Q. Or perhaps- 20 MS. NEWMAN:
21 CHAIRMAN: 21 Q. Mr. Chairman, | guess we have been advised by
22 Q. Wecan dothis, al5 minute break now and 22 Newfoundland Power that they are prepared to
23 start, if that’s okay, or we can begin at 1 or 23 start some testimony, some direct testimony
24 1:30 this afternoon. 24 for perhaps anhour. And thenwe'll take
25 KELLY, Q.C.: 25 about an hour long break. So, say, from about
Page 67 Page 68
1 quarter to oneto quarter to two or so, we'll 1 5.1, First Revision, soit’sin an easy format
2 take abreak and then return in the afternoon 2 for all of usto follow.
3 for continued testimony. You'll also find 3 EXHIBIT ENTERED AT HEARING AND MARKED CONSENT NO.
4 some documents which | believearegoingtobe | 4 Q.  Thesecond document, Consent 2, isthe
5 entered as consent documents by counsel for 5 Moody’s Investor Services document marked
6 Newfoundland Power in due course, just in case 6 October 12, 2007, that’'s Consent 2.
7 you’' re wondering what that’s all about. 7 EXHIBIT ENTERED AT HEARING AND MARKED CONSENT NO.
8 CHAIRMAN: 8 Q. Consent 3 isthe document headed Accounting
9 Q. Okay. Mr.Kély, are yougoing to address 9 Standards Development Rate Regulated
10 these, please? 10 Enterprises.
11 KELLY, Q.C. 11 EXHIBIT ENTERED AT HEARING AND MARKED CONSENT NO.
12 Q. Thank you, Chairman. The partieshaveagreed |12 Q.  Andfinaly Consent 4 is the document headed
13 to consensus asto how we will proceed, 13 IFRS Transition plan 2008.
14 another settlement item. We will start with 14 EXHIBIT ENTERED AT HEARING AND MARKED CONSENT NO.
15 Mr. Ludlow and then we'll start Ms. Perry’s 15 Q. And Ms. Perry will speak to those four
16 testimony and then we'll break at an 16 documents when she gives her testimony.
17 appropriate spot, about an hour, perhapsin 17 CHAIRMAN:
18 total before we break. 18 Q. Thank you Mr. Kelly. Theremainder of the
19 Thefirst item of business, Mr. Chairman, 19 schedule isfine with the Board, whatever
20 isto mark four consentitems. The first 20 works for everybody isgood. So, if you will
21 consent document is a document which has at 21 just let me know when to break for lunch, it
22 thetop, Financia Performance, 2002 - 2008 22 will befine,
23 and that’s Consent No. 1. And that’s not new 23 KELLY, Q.C.
24 material, it sSimply puts on one page, certain 24 Q.  Thank you, Mr. Chairman.
25 of theinformation on Exhibit 5 and Exhibit
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1 CHAIRMAN: 1 MS. PERRY:
2 Q. Okay, thank you. Good morning, Mr. Ludlow, 2 Q. Firsttime
3 how are you this morning. 3 CHAIRMAN:
4 MR.LUDLOW: 4 Q. Newfoundland Power seem to have an infinity
5 Q. Good morning, Mr. Chairman. 5 for having financial people named Perry, |
6 CHAIRMAN: 6 guess. | think -
7 Q. Welcome back. 7 MS. PERRY:
8 MR. LUDLOW: 8 Q. Nordation.
9 Q. It'sgood to be back, sir. 9 CHAIRMAN:
10 CHAIRMAN: 10 Q. Norelation. Anyway, welcome to you both. If
11 Q. It'syour second time, | guess, me seeing you 11 you could, either oneof you, in thefirst
12 here, in any event, but you weren't quitein 12 instance, take the Biblein your right hand,
13 the same position you are, | think the last 13 please.
14 time. So, congratulations on your 14 (11:52 A.M.)
15 appointment. | know it’s been awhile, but | 15 MR. EARL LUDLOW (SWORN)
16 don’'t think we had the chance to see one 16 MS. JOSELYN PERRY (SWORN)
17 another on an informal basis since then. 17 CHAIRMAN:
18 MR.LUDLOW: 18 Q. Thankyou. Mr.Kély, I'll passit overto
19 Q. Thank you. 19 you.
20 CHAIRMAN: 20 KELLY,QC:
21 Q. Good morning, Ms. Perry, how are you? 21 Q. Thank you, Mr. Chairman. Mr. Ludlow, you are
22 MS. PERRY: 22 the President and Chief Executive Officer of
23 Q. Good morning, Mr. Chairman. 23 Newfoundland Power?
24 CHAIRMAN: 24 MR.LUDLOW:
25 Q. Thisisyour first time, | guess. 25 A. Yes, that’'s correct.
Page 71 Page 72
1 Q. AndMs. Perry, you are the Vice-President of 1 MS. PERRY:
2 Financeand the Chief Financial Officer of 2 A. No.
3 Newfoundland Power. 3 Q. Mr. Ludlow, would you begin by providing us
4 MS. PERRY: 4 with an overview of the Company’s recent
5 A. Yes, that's correct. 5 performance?
6 Q. Mr.Ludlow, you haveintroduced the amended 6 MR. LUDLOW:
7 application on behalf of Newfoundland Power. 7 A. Good morning, Mr. Chairman, Commissioner
8 Do you adopt Section 1, the introduction of 8 Whalen. Newfoundland Power isprimarily an
9 that original evidence as modified by the 9 electricity delivery and customer service
10 supplemental evidence as your testimony in 10 company. That's what we do. | took some time
11 this matter? 11 and reviewed some of our key indicators of
12 MR. LUDLOW: 12 past performance; Newfoundland Power has a
13  A. Yes | do. 13 good track record. Customer satisfaction is
14 Q. And Ms. Perry, you will speak to the finance 14 hovering around 88 to 90 percent. That'sa
15 section. Do you adopt Section 3 Finance of 15 good indicator of how our customers see us.
16 the original evidence as modified by the 16 Electrical service reliability hasimproved.
17 supplemental evidence as your testimony in 17 Operating costs are essentially flat and the
18 this matter? 18 Company has achieved reasonable returns. The
19 MS. PERRY: 19 Company is operating well and | think that our
20 A. ldo. 20 performance is the result of being focused on
21 Q. Arethereany changesthat either of you wish 21 the right priorities.
22 to make to the prefiled testimony and 22 Q. Mr. Ludlow, what doyou mean by "theright
23 exhibits at this time? 23 priorities'?
24 MR. LUDLOW: 24 MR.LUDLOW:
25 A. No, there are none. 25  A. Waéll, in this business, the key customer
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1 MR.LUDLOW: 1 On thereliability side, we have improved

2 expectationstend to berelated to cost and 2 performance since 2002. Our customers, and

3 reliability of service. Thisis certainly 3 indeed the provincial economy, depend upon a

4 consistent with what our customers continue to 4 reliable and stable power supply. This

5 tell us. Newfoundland Power focuses the 5 includesfish plantsin placeslike Arnold’s

6 management of its business on these two 6 Cove and New-West-Valley, as much as it

7 things. On the cost side, our customers have 7 includesthe fast growing offshore support

8 seen their rates increase by approximately 26 8 industries on the Northeast Avalon.

9 percent since 2002. Thisprice increaseis 9 Maintaining areasonable balance between the
10 largely the result of market-driven fuel 10 cost of service we provide and the reliability
11 increasesat Holyrood. Wecan't doa lot 11 and quality of that service isaways top of
12 about that. The price of oil isnot something 12 mind, remains a critical focus for
13 we can control. However, we can and have done 13 Newfoundland Power.

14 things on the cost side that have helped our 14 KELLY, Q.C.
15 customer. 15 Q. How doyou go about maintaining that balance
16 First, we've held the line on our 16 between the cost on the one hand and
17 operating costs. This has adirect impact on 17 reliability and service on the other hand?
18 therates that our customers pay, which is 18 MR. LUDLOW:
19 very important obviously to them. Second, we 19 A. To besuccessful in managing a reasonable
20 have increased the amount of energy efficiency 20 balance of serviceand costs requires an
21 information that we provide to our customers, 21 awareness of customer expectations. It also
22 and thiswas in recognition of therising cost 22 requires judgment in how we best meet--or to
23 of eectricity. This information assists 23 best meet these expectations in a cost
24 customers in making choices that can help 24 effective way. At Newfoundland Power, we
25 reduce their monthly electricity bills. 25 start with thefact that our overal costs
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1 must be managed to reasonable levels. Over 1 decisions to increase electronic interactions

2 the past decade or so, we have been ableto 2 with customers and to contract out cashier

3 achieve a good record on cost control. 3 services did not increase our overall costs,

4 However, this, inand of itself, is not 4 butit didalow usto providean overall

5 enough. Maintaining a reasonable level of 5 level of service to our customers which was

6 customer satisfaction with the service we 6 more responsive to their expectations. Itis

7 provide requires us to take a balanced view 7 this type of thinking that has enabled

8 when responding to evolving customer 8 Newfoundland Power to control costs while

9 expectations. 9 improving service.

10 For example, for the past number of 10 KELLY, Q.C..

11 years, the number of customers who chooseto 11 Q. Youtaked about managing cost and service.
12 interact with us through theinternet has 12 One of the Consumer Advocate's issues is
13 increased dramatically. Onthe other hand, 13 whether the Board should adopt reliability and
14 customers use of our company’s cashier 14 service standards for Newfoundland Power.
15 services hasdropped dramatically, and to 15 Would you give us your views on that issue?
16 respond to these evolving patterns in customer 16 MR. LUDLOW:

17 interaction, we' ve taken a couple of steps. 17 A. Mr. Delaney isgoingto addressthe Consumer
18 We increased our focus on providing electronic 18 Advocate's submission regarding the

19 ways for our customersto interact with us. 19 reliability and service standard for

20 Thistends toincrease our costs. We also 20 Newfoundland Power in some detail. However, |
21 decided to contract out cashier services. 21 do have afew observations that may be helpful
22 This decreased our cost, but still allowed us 22 to the Board when it do consider thisissue.

23 to maintain cashier service for our customers, 23 In 2001, as part of the restructuring of

24 abeit by different means. 24 the electricity industry, Alberta deregulated

25 Now the cost associated with our 25 itsretail electricity sector. In last 2003,
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1 MR.LUDLOW: 1 but service levels had reached unacceptable
2 the Alberta Energy and Utilities Board adopted 2 levels, so some action was deemed necessary.
3 a service quality plan for regulated 3 It's my understanding that customer
4 utilities. | happened to be working there at 4 service levels have responded and today are
5 that point, Mr. Chairman, and by late 2003, 5 improving in that jurisdiction, and when |
6 when | arrived in Alberta, industry 6 ook back on the Alberta situation, in context
7 restructuring waswell under way, but the 7 of Newfoundland Power, | do not see anything
8 Province was just getting around to addressing 8 remotely similar in terms of customer service
9 basic customer service issues. Customers 9 issues or customer dissatisfaction. In fact,
10 eectricity bills had pretty much doubled. 10 | see the opposite. Customer satisfaction
11 Basic services such as meter reading, billing 11 with Newfoundland Power’'s service is
12 and basic customer responsiveness were 12 reasonably stable.  Customer service
13 creating agreat deal of customer frustration 13 satisfaction for residential customers has
14 and the utilitieswhich were responsible for 14 recently been assessed by an independent
15 these tasks during this restructuring period 15 agency to be the highest in the country for
16 were generally perceived as under performing. 16 electric utilities of our size. Currently,
17 It was in this environment of widespread 17 Newfoundland Power’ s regulatory reporting for
18 customer dissatisfaction that the Alberta 18 service quality and reliability is reasonably
19 Energy and Utility Board issued its draft 19 comprehensive and cost effective.
20 service quality plan. That plan ultimately 20 Given wherewe are currently in this
21 resulted in the service quality plans that 21 province, |1 do not seethat developing a
22 exist in Albertatoday. The adoption of the 22 regulated service quality and reliable
23 service quality plansin Alberta was a clear 23 standard is going to benefit our customers.
24 regulatory  response to customer 24 But it will clearly add costs, and perhaps
25 dissatisfaction. It had acost, Mr. Chairman, 25 complexity to the regulation of this company.
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1 Q Next, would you give usthe benefit of your 1 inter-corporate relationships for our
2 views on inter-corporate rel ationships? 2 customers, and I wouldn’t want the Board to
3 MR. LUDLOW: 3 losesight of that. Exposureto different
4 A In our last genera rate order, the Board gave 4 utility operations and practice help in the
5 Newfoundland Power some specific directions 5 development of a skilled work force. Put
6 with respect to inter-corporate relationships. 6 simply, experience matters.
7 Ms. Perry isgoingto provideyou with our 7 For me personally, I’ ve had the privilege
8 specific responses to your directions shortly. 8 of working in operating roles in three
9 However, there are afew observations 1’d like 9 regulated Fortis utilities other than
10 to make. 10 Newfoundland Power. | have experience with
11 Without question, Newfoundland Power 11 different work methods, electrica system
12 agrees with the principle that there should be 12 service standards, aswell asavariety of
13 customer benefitsfrom any inter-corporate 13 approaches to customer service and the use of
14 transaction, and we aso agree that the 14 various technologies. I've seen things that
15 accounting for inter-corporate transactions 15 work well and conversely, I've seen things
16 must be fully transparent. Inter-corporate 16 that have worked not so well in avariety of
17 relationships are afact of life for utilities 17 circumstances. This experience informs my
18 in this country. So thereis afair amount of 18 judgment at Newfoundland Power.
19 developed regulatory practice around pricing 19 | don’t think it makes alot of senseto
20 and reporting for inter-corporate 20 waste time and effort trying to place adollar
21 transactions, and these practices have guided 21 value on an intangible like experience. Asa
22 our pricing and reporting of inter-corporate 22 person responsible for managing autility, |
23 transactions. 23 do believe that thereisrea valueinit for
24 A second observation | would make is that 24 our customers.
25 there areintangible but real benefits to 25 Q. Mr. Ludlow, how do you see Newfoundland
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1 KELLY,Q.C: 1 demographics of our service territory. We
2 Power’ s future operations and what challenges 2 expect we will continue to see the population
3 do you see ahead? 3 shifting from rural areasto the more urban

4 MR. LUDLOW: 4 areas, and the Company isstill required to
5 A. Incertain ways, Newfoundland Power’sfuture 5 maintain reasonable service levels in all

6 will look likeits recent past. In other 6 aress.

7 ways, the future will present challenges quite 7 Aswell, our aging work force, combined
8 different from those of the recent past. The 8 with the declining availability of skilled

9 biggest way the future will be similar to the 9 labour is becoming a larger focus for
10 past is inour approach to managing the 10 Newfoundland Power. Thisisnot unlikethe
11 business. The key focusfor Newfoundland 11 challenge facing most North American
12 Power will be maintaining areasonable balance |12 businesses and utilities. The challenge

13 between the costs we incur and the service we 13 presented by work force demographicsis in
14 provide. Safety performance will remain a 14 ensuring that the necessary skills are

15 critical aspect of how we run this business. 15 maintained inour organization to provide
16 We deal with a lethal commodity and this 16 reasonable serviceto our customers over the
17 reguires us to remain focused on the safety of 17 long term. The relatively large early

18 our customers, our employees and our 18 retirement programs we have undertaken in the
19 contractors. Aswell, the Company’srolein 19 past may not be cost justified into the future
20 environmental stewardship will remain a 20 orin thefuture. However, therewill be
21 priority. 21 opportunities in terms of cost control,
22 The long-standing challenges of operating 22 including achieving efficiencies through
23 the electrical system in areaswith aharsh 23 normal attrition.
24 climate will also remain. Sowill the cost 24 Electricity costs for our customers have
25 pressures presented by the population 25 been rising for the past number of years and
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1 we expect thistrend to continue, largely as a 1 Power to contribute meaningfully and cost

2 result of supply costs. 2 effectively to the overall effort and

3 The Provincial Government’s recently 3 Newfoundland Power will participate fullyin

4 released Energy Plan indicates that the future 4 this partnership.

5 of power supply for the island of Newfoundland 5 Finaly, a comprehensive review of

6 will be decided by approximately 2009, and 6 Newfoundland Power’ s retail rates was agreed
7 thiswill bring some clarity to what we have 7 to as part of the negotiated settlement. This

8 to deal with regarding supply cost pressures. 8 review, which is aimed at improving the

9 In the meantime, because of the rising 9 efficiency of Newfoundland Power’s customer
10 electricity costs, conservation and energy 10 rates, will be completed in 2009. Its results

11 efficiency will become even more prominent in 11 should complement the conservation initiatives
12 the Provincial electricity industry aswe go 12 aready underway.

13 forward. 13 Q. Mr. Ludlow, isthere anything else that you'd

14 Newfoundland Power and Newfoundland and 14 like to comment on?

15 Labrador Hydro jointly commissioned a study of 15 MR. LUDLOW:

16 Provincial Conservation and Demand Management 16  A. Mr. Chairman, this isthe thirdtime I’'ve

17 Potential which will be completed later this 17 testified at ageneral rate proceeding for

18 year, and recently, the Provincial Government 18 Newfoundland Power, and of those that | have
19 established the Energy Conservation and 19 participated in, this application contains

20 Efficiency Partnership, which will develop a 20 some of the most complicated issues. The

21 detailed planfor conservation and energy 21 Consumer Advocate, Mr. Johnson, the Company,
22 efficiency early in 2008. 22 with the assistance of the Board's

23 The Company believesthat this approach 23 facilitator, Mr. Kennedy, that we' ve been able
24 to Provincial conservation planning is a 24 to agree on so many complicated issues speaks
25 sensible one. This will permit Newfoundland 25 volumes about this process. | think that the
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1 MR.LUDLOW: 1 Power. Both these positions had
2 regulatory process is clearly onthe right 2 responsibilities associated with financia
3 track in this province, Mr. Chairman, and the 3 reporting, cash management, capital markets
4 Board can expect that Newfoundland Power will | 4 and investor relations.
5 continue to support and encourage more 5 Q. Ms. Perry, you're now going to take us through
6 negotiated settlementsin the future. 6 the financial matters relating to the Company?
7 Q. Thank you, Mr. Ludlow. Ms. Perry, let’sturn 7 MS. PERRY:
8 to younext. When did you become Vice- 8 A. Yes, that'scorrect. Mr. Chairman, as Chief
9 President Finance and Chief Financial Officer 9 Financial Officer, the most important thing to
10 at Newfoundland Power? 10 meisthe financia integrity of Newfoundland
11 MS. PERRY: 11 Power. Maintaining our financia integrity
12 A. | joined Newfoundland Power and assumed the |12 and specificaly the Company’s investment
13 position in July 2005. 13 grade credit ratings is essential to providing
14 Q. Wouldyou please explain your qualifications 14 least cost service to our customers.
15 and the experience that you bring to 15 | thought it would be helpful if | began
16 Newfoundland Power? 16 by reviewing the Company’'s financia
17 MS. PERRY: 17 performance since the last general rate
18 A. | graduated from Memorial University with a 18 application and show where we aretoday as it
19 Bachelor of Commerce (Honours) in1993. | 19 relates to our financia integrity.
20 became a member of the Institute of Chartered 20 I will then review for you the impact of
21 Accountants of Newfoundland and Labrador in |21 the Amended Application on the Company’s
22 1995. From 1998 to 2002, | worked with Aliant |22 credit worthiness and show how it allows us to
23 as Director of Finance. | then worked with 23 sustain our credit worthiness and continue to
24 FortisInc. as Manager of Finance until | 24 provide least cost service to our customers.
25 assumed my current position with Newfoundland |25 Finally, | will review the changesin the
Page 87 Page 88
1 Amended Application from the original 1 We currently have two investment grade
2 application. Those changes flow from 2 credit ratings, one from DBRSand one from
3 revisions to forecast and from provisions of 3 Moody’s. Having two ratings is necessary to
4 the Settlement Agreement. 4 have financial market access and to have
5 Q. Let’'s start by looking at Newfoundland Power’s 5 access at reasonableterms. Again, thisisa
6 financial position leading up to this genera 6 big part of providing least cost service.
7 rate application, to begin there. 7 Q. What arethe key driversthat are affecting
8 MS. PERRY: 8 the credit metrics?
9 A Essentially, since the Company filed its last 9 MS. PERRY:
10 general rate application in 2003, Newfoundland 10 A. Thereare a coupleof itemsimpacting our
11 Power has been able to earn within its 11 credit metrics. First, our allowed returns
12 approved range of return each year, and we are 12 have declined over the past few years,
13 forecasting to earn within our approved range 13 reflecting Long CanadaBond Yieldsand the
14 of return for 2007 as well. Maintaining our 14 operation of the Automatic Adjustment Formula.
15 operating costs essentially at 2003 levels has 15 The more significant item impacting our credit
16 helped us with this, as did the use of 16 metrics relates to a number of specific costs,
17 regulatory deferralsin 2006 and 2007. 17 particularly depreciation, that have not been
18 A concern for me, however, relates to our 18 reflected in customer rates.
19 declining credit metrics. Our key interest 19 In 2006 and 2007, the Board approved
20 coverage and cash flow credit metrics have 20 various costsand revenue deferrals which
21 been declining. Credit metricsplay a key 21 provided the Company with an opportunity to
22 role in determining how credit rating agencies 22 earn its permitted returns. However, the use
23 assessour credit worthinessand ultimately 23 of regulatory deferrals, as opposed to receipt
24 our credit rating. So understandably, we keep 24 of cash revenue, impacts the Company’s credit
25 avery close watch on these metrics. 25 metrics.
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1 KELLY, Q.C: 1 Rate Base under existing rates would fall to
2 Q. Canyou please takethe Board through the 2 6.64 percent.
3 actual and forecasted credit metrics of the 3 Line 35 shows the decline in the Return
4 Company leading up to 2008? 4 on Equity over the same period. The Return on
5 MS. PERRY: 5 Equity has declined from 10.65 percent in 2002
6 A. Yes If we couldgo toExhibit5, Chris, 6 to a forecasted Return on Equity of 8.8
7 please, in the Supplemental Evidence? Thisis 7 percent in 2007. Under existing rates, Return
8 the exhibit titled Financial Performance 2002 8 on Equity would fall to 5.56 percent.
9 t0 2008 and I'll be referringto the first 9 Return on Equity plays akey rolein the
10 page of this exhibit. This exhibit showsthe 10 next metric. Line 36 shows Newfoundland
11 Statement of Incomes of Newfoundland Power for 11 Power’sinterest coverage ratio. Interest
12 2002 to 2006 and includes forecast statement 12 coverage measures the Company’s ability to
13 of income for 2007 and a proforma statement of 13 meet interest obligations through reported
14 income for 2008 under existing rates. Soin 14 earnings. Our interest coverageratio has
15 other words, without the effects of any 15 gonefrom 2.6 timesin 2002t0 2.2 timesin
16 proposals currently before the Board. 16 2007. The declinein Return on Equity isthe
17 Lines 34 to 38 show the Company’s actual 17 main reason for this decrease and under
18 credit metrics from 2002 to 2006 and the 18 existing rates, interest coverage would fall
19 forecast credit metrics for 2007 and 2008. 19 to 1.9 times.
20 Line 34 showsthe Company’s Return on 20 Now moving on to the Company’s cash flow
21 Rate Base, which for 2002 to 2007 isin line 21 metrics, I'd first like to take afew minutes
22 with the allowed returns approved by the 22 to discuss what these metrics are. Cash flow
23 Board. You will notice the decline inthe 23 metrics simply measure the ability to service
24 Return on Rate Base over this period, and as 24 debt obligations with cash as opposed to
25 shown in the last column, the 2008 Return on 25 earnings. Over the past few years, cash flow
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1 metrics have been given moreand moreemphasis | 1 Q. Explain next how those credit metricsrelate
2 by credit rating agencies, particularly for 2 to your credit rating.
3 regulated entities like Newfoundland Power. 3 MS. PERRY:
4 Regulated earnings do not always mirror cash 4 A. Thedeclining credit metricsis aconcern for
5 flows. A good example of this can be seenin 5 both rating agencies. Moody’s, in particular,
6 the regulatory deferrals used in 2006 and 6 have placed more emphasis on the cash flow
7 2007. Recovery of these costsis not provided 7 metrics, as addressed in their last credit
8 for in customer rates. Thisimpacts our cash 8 ratings report for Newfoundland Power. If we
9 flow and inturn, impacts our cash flow 9 can refer to Exhibit 6, titled Credit Ratings
10 metrics. 10 Report from bBRS and Moody’s, and if we could
11 So looking at lines 37 and 38 of the 11 please go to the Moody’ s report, Chris? Thank
12 exhibit, the Company’ s cash flow metrics have 12 you.
13 deteriorated. The cash flow interest coverage 13 Thisis thelatest credit report from
14 declinesfrom 3.2 timesin 2002 to 2.8 times 14 Moody’s. It wasissued March 2007. I'd like
15 in 2007. Thecash flow to debt coverage 15 totakeyou to two sectionsin thisreport.
16 declinesfrom 17.6 percent to 13.6 percent. 16 First, on the second page of the report, under
17 Again, part of the erosion of the cash flow 17 the title "rating outlook”. The Rating
18 metrics is due to declining returns and part 18 Outlook, it states "the rating outlook is
19 is due to the use of regulatory deferrals. 19 stable based on the expectation that
20 Under existing rates, as shownin the 20 Newfoundland Power’s 2007 GRA will resultin a
21 last column, the cash flow interest coverage 21 strengthening of the Company’s cash flow
22 would fall to 2.7 timesin 2008 and the cash 22 credit metrics beginning in 2008." Then if we
23 flow to debt coverage wouldfall to 12.6 23 could go to thelast page of the report, to
24 percent. 24 the section, "What could change the rating
25 (12220 P.M.) 25 down?' Moody’sindicate that Newfoundland
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1 MS. PERRY: 1 A. Thefirst three columnsrefer to the Company’s
2 Power’ s current investment grade credit rating 2 actual and forecast financia performance for
3 could be negatively impacted if, by 2008, 3 2005, 2006 and 2007, and the last two columns
4 these cash flow interest coverage has not met 4 refer to the Company’s 2008 financial
5 or exceeded three times and its cash flow to 5 performance under existing rates and under the
6 debt ratio has not met or exceeded 15 percent. 6 Amended Application. | would like to take you
7 And Mr. Chairman, we are currently below both 7 tolines39to 41 and in thelast column, we
8 of these values. 8 see the forecast 2008 credit metrics, based on
9 Q. How then doesthe Amended Application affect | 9 the Amended Application, and they are 5
10 the Company’ s credit worthiness? 10 timesfor interest coverage, 2.9 times for
11 MS. PERRY: 11 cash flow interest coverage, and 14.9 percent
12 A. The Amended Application provides for customer |12 for cash flow to debt.
13 rate increases of approximately 2.8 percent. 13 So you can seethat the credit metrics
14 Thiswill provide the company with additional 14 resulting from the Amended Application are
15 revenue from rates of approximately 14 15 significantly improved over the 2007
16 million. Thisadditional revenue will improve 16 forecasted credit metrics and the 2008 credit
17 our cash flow, improve our credit metrics, and 17 metrics under existing rates. These metrics
18 | believe sustain our credit worthiness. 18 will now beat orjust dightly below the
19 To help the Board review the impact of 19 bottom of the range recommended by Moody’s.
20 the Amended Application on our credit metrics, |20 | also believe the rating agencies
21 I’ ve taken information from both Exhibit 5 and 21 assessment of the Company’ s credit worthiness
22 Exhibit 5.1 and combined them into one 22 will be positively influenced by other
23 document, which | believe is Consent No. 1. 23 proposals inthe Amended Application. In
24 Q. Consent 1, Mr. Chairman. 24 particular, the Energy Supply Cost Variance
25 MS. PERRY: 25 Clause will ensure that the Company recovers
Page 95 Page 96
1 its purchase power expense. Infact, Moody’s 1 CHAIRMAN:
2 issued a press release on October 12th 2 Q. Okay, thank you. We will reconvene at 1:30.
3 regarding the impact of the Amended 3 Isthat okay? Take an hour. Thank you very
4 Application on the Company’s credit rating, 4 much.
5 and | believethisis Consent No. 2. 5 (LUNCH BREAK)
6 Q. Correct. Consent 2, Mr. Chairman. 6 (RESUME 1:33 P.M.)
7 MS. PERRY: 7 CHAIRMAN:
8 A. Thisrelease states "Moody’s Investor Services 8 Q. Thank you. Good afternoon. Ms. Newman,
9 believesthat if approved by the Newfoundland 9 anything before we begin?
10 and Labrador Board of Public Commissioners, 10 MS. NEWMAN:
11 therevised GRA will notin and of itself 11 Q. Nothing arising.
12 resultin achangein either the rating or 12 CHAIRMAN:
13 outlook of Newfoundland Power." 13 Q. Mr. Ludlow and Ms. Perry, ready to go. Good
14 Q. That'sinthefirst paragraph, Ms. Perry? 14 afternoon.  Mr. Kelly, when you're ready
15 MS. PERRY: 15 please.
16 A. Yes itis. 16 KELLY, Q.C.
17 Q. Thank you. Please continue. 17 Q. Thank you, Mr. Chairman. Ms. Perry, before we
18 MS. PERRY: 18 broke for lunch, we had looked at the
19 A. Thisrelease confirmsmy view, Mr. Chairman, 19 Company’s credit worthiness. | want to turn
20 that the proposals in the Amended Application, 20 next now and have you describe for us the
21 if approved by this Board, will enable the 21 differences between the Amended Application
22 Company to maintain its investment grade 22 and the original application. So if you go at
23 credit ratings. 23 that next.
24 Q. Thankyou, Ms. Perry. Mr. Chairman, this 24 MS. PERRY:
25 would be a good place for the lunch break. 25 A. Yes. Intheoriginal application,

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

Page 93 - Page 96




October 22, 2007

Multi-Page™ NL Power 2008 General Rate Application

Page 97 Page 98

1 MS. PERRY: 1 The nextitem in Tablel relates to

2 Newfoundland Power proposed acustomer rate 2 changesin the Company’s 2008 cost and sales
3 increase of approximately 5.3 percent. One of 3 forecast. The updated forecast is based on

4 the main drivers of this proposed rate 4 the most recent information we have available
5 increase was the need to providefor full 5 and increased the proposed rate request by . 3
6 recovery of depreciation. The Application 6 percent.

7 also proposed an increase inthe rate of 7 Thelast item is the Settlement Agreement

8 return on common equity and adoption of the 8 revisions. The Settlement Agreement addresses
9 accrual method of accounting for other post- 9 most of thekey financial issues in the

10 employment benefits or as we call them, OPEBs. 10 Application and reduces the requested rate
11 In the Amended Application, the proposed 11 increase by three percent.

12 average increase is approximately 2.8 percent. 12 . Canyou take usthrough the cost and sales
13 These changes are summarized in Table1l on 13 forecast revisions for 20087 Let’s start with

14 page three of the Supplemental Evidence, if we 14 the cost revisions.

15 could goto Table 1? 15 MS. PERRY:

16 You'll note onthe firstlinein this 16 A. Certainly. If wecould go to Table 2, on page
17 table, the proposed rate increase of 5. 3 17 six of the Supplemental Evidence? Table 2
18 percent in theoriginal applicationis now 18 shows a summary of the revisions to the
19 shown here as 5.5 percent. This adjustment 19 Company’s 2008 cost forecast. Thefirst item
20 reflects the fact that the customer rate 20 is a reductionin our insurance cost of
21 impact in the original application was based 21 190,000. Thisreduction reflects the renewal
22 onratesin effect on May 10th, the date of 22 of our insurance policiesat lower premiums
23 filing. However, subsequent to thefiling, on 23 than we originally forecasted.
24 July 1st, customer rates decreased 2. 9 24 The next item in the tablerelatesto a
25 percent. 25 reduction in the revenue requirement of

Page 99 Page 100

1 111,000 which relates to achange in the 1 customers, higher sales actually reduce the

2 wheeling rates charged to Newfoundland and 2 revenue we have available to cover the

3 Labrador Hydro, and athird item in the table 3 Company’s other costs. So with the increase
4 isan increasein forecast finance charges of 4 inthe revised sales forecast, the revenue

5 approximately 900,000. This reflects an 5 requirement increases by $876,000.

6 increasein both long term and short term 6 If we could go to Table 8 on page ten of

7 interest rates since the original filing. 7 the Supplemental Evidence? As Table 8 shows,
8 Thetotal of these forecast cost changes 8 the net impact of forecast changes increases

9 increases the 2008 Test Year revenue 9 the 2008 revenue requirement by 1.475 million
10 requirement by approximately 599,000. 10 or .3 percent from the original filing.

11 Q. Let'sgo next to the salesforecast. 11 . You indicated the biggest change from the
12 MS. PERRY: 12 original application relates to the Settlement

13 A. Thecomparison of the original sales forecast 13 Agreement. Would you please explain the
14 to the revised forecast is provided in Table 3 14 effect of the Settlement Agreement?

15 on page seven of the Supplemental Evidence. 15 MS. PERRY:

16 Asyou can see, customer growth asincreased 16 A. Yes. Themajor components of the Settlement
17 from .9 to 1.1 percent. Theenergy sales 17 Agreement relate to employee future benefit
18 growth hasincreased from 1.3 to 2 percent and 18 costs, the Company’s cost of capital and the
19 the demand growth hasincreased from 1.1to 19 amortization of regulatory deferrals and

20 1.7 percent. 20 reserves. Theimpact of these items is

21 The higher sales forecast trandates into 21 summarized in Table 14 on page 20 of the
22 both higher revenue and higher purchase power |22 Supplemental Evidence.

23 cost. The current supply cost dynamics has an 23 Referringto Table 14, the Settlement

24 impact here. Because the Company’s marginal |24 Agreement has the effect of reducing the
25 supply costs exceed margina revenue from 25 proposed rate increase by approximately 14.6
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1 MS. PERRY: 1 revenue requirement by about three million and
2 million or three percent. 2 tax effecting pension costswould increase
3 Q. Now thefirst itemin Table 14is OPEBs. 3 revenue requirement by .8 million. So in
4 Would you please review the effect of the 4 total, the original proposal increased the
5 Settlement Agreement with respect to OPEBS? 5 2008 revenue requirement by 7.2 million.
6 MS. PERRY: 6 Asthe second column in the table shows,
7 A. The Settlement Agreement provisionon OPEBS | 7 the only item remaining under the revised
8 reduces the 2008 proposed revenue requirement 8 proposal isthe .8 million increase in revenue
9 by about 6.4 million. The origina 9 requirement relating to the tax effecting of
10 application contained a proposal to moveto 10 pension cost. The difference between these
11 the accrual method of accounting for OPEBS. 11 two proposals, the 7.2 and the .8, is
12 It also proposed to tax effect employee future 12 approximately 6.4 million or 1.3 percent
13 benefits, which includes both oOPEBs and 13 reduction in the 2008 proposed rate request.
14 pension costs. In the Settlement Agreement, 14 . Why is it appropriate to continuewith the
15 the parties have agreed that the Company will 15 cash method of accounting for OPEBS at this
16 continue with the cash method of accounting 16 time?
17 for oPEBs and will tax effect pension costs 17 MS. PERRY:
18 only. If wecango to Table9on page 12, 18 A. Theaccounting treatment for oPEBSisreally
19 I'll explain how this works. 19 an issue of timing, of when the cost ought to
20 Thefirst column of Table9 shows that 20 be recognized and reflected in customer rates.
21 the adoption of the accrual method of 21 Both methods of accounting for OPEBS are
22 accounting for oPEBs would increase OPEBS 22 acceptable for financia reporting and
23 costs and the 2008 revenue requirement by 94 23 regulatory rate setting purposes. On the one
24 million. Thetable then shows that tax 24 hand, the principle of inter-generational
25 effecting oPEBS would decrease the 2008 25 equity would suggest that current customers
Page 103 Page 104
1 ought to pay for current costsand thisis 1 accounting for oPEBs with tax effecting would
2 effectively what the accrual method achieves. 2 not be materially different fromwhat itis
3 However, the rate impact on our customers must | 3 today. It'sabout a 1.3 percent rate impact.
4 be considered. The adoption of the accrua 4 The principal impact of the delay relates
5 method, as we just saw, would increase the 5 to the growth in the transitional obligation.
6 2008 Test Year revenue requirement by 6.4 6 We estimate that the transitional obligation
7 million. Customers have already experienced 7 will increase by approximately 6.3 million per
8 significant rate increases associated with 8 year and will be approximately 52.9 millionin
9 rising fuel cost. In addition, an increase of 9 2011. Theimpact that this transitiona
10 2.8 percent isrequired at this time to 10 obligation will have on customers will depend
11 recover depreciation and other costs. 11 on the period over which the amount is
12 So in these circumstances, we agreed that 12 recovered.
13 the appropriate balance favoured rate 13 If we could go to the table at the bottom
14 stability. Continuing with the cash method of 14 of page 14 of the Supplemental Evidence? This
15 accounting for OPEBs at thistime strikesa 15 table shows the percentage increase that would
16 reasonable balance for our customers. 16 be required in 2011 to deal with the
17 Q. Andnext I’dlike you to explain what is going 17 amortization of thetransitional obligation
18 to be the effect of delaying the transition to 18 over various time periods. A ten-year
19 the accrual method of accounting for OPEBS. 19 amortization period would increase customer
20 MS. PERRY: 20 rates by approximately one percent. So if we
21 A. A proposal to move to the accrual method will 21 wereto moveto the accrua accounting for
22 likely beincluded inthe next general rate 22 orPeBs and deal with the transitional
23 application, which | expect to befiled in 23 obligation al at the onetime, that would
24 2010 to set ratesfor 2011, and looking out, 24 require a 2.3 percent increase on a pro forma
25 the impact of adopting the accrual method of 25 basis. 1.3 to move to the accrual accounting
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1 MS. PERRY: 1 Q. The Settlement Agreement also contains
2 and one percent to deal with the transitional 2 provisions dealing with Newfoundland Power’s
3 obligation over ten years. 3 cost of capital. Could you please review
4 Of course, these two components could be 4 those provisions?
5 dealt with a different times, in order to 5 MS. PERRY:
6 reduce the rate impact on customersas we 6 A. The Settlement Agreement provides for arate
7 proposed in the original application. So as 7 of return on common equity for rate making
8 you cansee, Mr. Chairman, the impact on 8 purposes of 8.95 percent in 2008. Aswe saw
9 customers of dealing with oPEBS in 2011 will 9 on Table 14--Chris, if we could go back to
10 not be materialy different fromwhat itis 10 Table 14? This reduces the revenue
11 today. 11 requirement by approximately 7.3 million or
12 Q. Why isit appropriateto tax effect pensions 12 1.5 percent. The negotiated return on equity
13 at this time? 13 isbased on arisk free rate of 4.6 percent,
14 MS. PERRY: 14 and based on the current methodology of the
15 A. Newfoundland Power’s pension costs are already 15 Automatic Adjustment Formula, arisk freerate
16 being accounted for on an accrual basis. The 16 of 4.6 percent implies arisk premium of 4.35,
17 proposal to tax effect pensionsreally means 17 yielding atotal rate of return on equity for
18 we are going to account for the income tax 18 rate setting purposes of 8.95 percent.
19 effectsrelating to pensions on an accrual 19 Q. Andthelast settlement item you mentioned was
20 basisaswell. Tax effecting pension costs 20 the amortization of revenue and cost
21 providesa better matching of current costs 21 deferrals.  Could you please explain the
22 and revenues. Itisa small step forward at 22 agreement with respect to those items?
23 this timein dealing with employee future 23 MS. PERRY:
24 benefits and also helps improve the Company’s 24 A. Theamortization period to be applied to the
25 cash flow, and hence, our financial integrity. 25 various revenue and cost deferralsis a matter
Page 107 Page 108
1 of regulatory judgment. These types of items 1 rate base method, as proposed in the
2 have usually been amortized over a threeto 2 Application.
3 five-year period. Weoriginaly proposed a 3 The Settlement Agreement also provides
4 five-year amortization period for a number of 4 that the methodology for establishing the risk
5 regulatory deferrals and the balance in the 5 free rate in the formula will remain
6 purchase power unit cost variance reserve. 6 unchanged. Theformulawill operate for not
7 The Settlement Agreement provides for athree- 7 more than three years following the 2008 Test
8 year amortization period. This change results 8 Y ear and that the proposed Energy Supply Cost
9 inareduction in the revenue requirement of 9 Variance Clause will apply to energy costs
10 approximately one million. It reduces the 10 incurred through to the end of 2010.
11 rate impact on customers by .2 percent. 11 With these provisionsin place, | believe
12 Aswell, with a three-year amortization 12 that Newfoundland Power should have a
13 period, these amounts should be fully 13 reasonable opportunity to earnits allowed
14 amortized before the next GRA. 14 returns until at least 2010.
15 Q. Arethereany other mattersin the Settlement 15 Q. Let's look then at the 2008 revenue
16 Agreement that you' d like to address? 16 requirement. Just take us to that.
17 MS. PERRY: 17 MS. PERRY:
18 A. Yes. | wouldliketo addresschangesto the 18 A. Yes, if wecould goto Table 150n page 22?
19 Automatic Adjustment Formula, as well asthe 19 Table 15 shows Newfoundland Power’s proposed
20 use of the Energy Supply Cost Variance Clause. |20 revenue requirement from rates is
21 It hasbeen agreed that the formula will 21 approximately 498 million. This trandlates
22 continue to apply beyond the 2008 Test Year in |22 into an average increase in customer rates of
23 accordance with the Board’'s existing 23 approximately 2.8 percent.
24 methodology except the formulawill bechanged |24 Q. Now that we've looked at the Settlement
25 to reflect the final transition to the asset 25 Agreement, I d like to turn next to a number
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1 KELLY,Q.C: 1 transactionsis fully transparent.
2 of issues that the Consumer Advocate has 2 . Now, charge out rates for executive and
3 addressed. Oneof thoserelatesto inter- 3 management time is a specific issue raised by
4 corporate charges. Can | ask you to please 4 the Consumer Advocate in this case. Canyou
5 comment first onthe transparency of the 5 wak us through the development of
6 Company’s accounting for inter-corporate 6 Newfoundland Power’s current practice for
7 transactions? 7 charging out executive and management time?
8 MS. PERRY: 8 MS. PERRY:
9 A. Yes Let me saythat Newfoundland Power 9 A. Yes | can. Thiswas amatter considered by
10 recognizesthat inter-corporate transactions 10 the Board in our last general rate case, so
11 are unique in nature and that they must be 11 I'd like to start by reviewing what has
12 fully transparent. For this reason, we have 12 happened since that time. If we could go to
13 accounting systems established which ensurewe |13 CA-NP-147, Chris, Attachment B?
14 capture al of these costs and treat them in 14 Thisisareport entitled a Supplementary
15 accordance with Board orders. We provide al 15 Report on the stand-alone credit of
16 the detail of these mattersto the Board in 16 Newfoundland Power. It wasfiled with the
17 the Company’s quarterly regulatory reportsand |17 Board on April 15th, 2005in response to
18 | observe that the Board' s financial advisors 18 directions contained in our last genera rate
19 review inter-corporate transactions each year 19 order. Now if we could go to Table 2 on page
20 to assess compliance with Board orders. 20 three of thisreport?
21 Since our last general rate case in 2003, 21 Table2 on pagethree or this report
22 Grant Thornton hasnot identified any non- 22 contains a summary of annual senior management
23 compliance with Board orders inany of its 23 staff chargesto related companies. Table 2
24 annual reviews. Mr. Chairman, Newfoundland |24 showsthetotal staff chargeson account of
25 Power’s accounting for inter-corporate 25 the Company’s senior management, which are
Page 111 Page 112
1 executive and managers, was approximately 1 results of our investigation were simple. No
2 650,000 per year in 2001 and ’'02, 2 utility charged an affiliate for senior
3 approximately 1.3 million in 2003, and 3 management time based upon an ascertainable
4 approximately 300,000 in 2004. 4 market rate. All used a cost recovery
5 To give the Board some idea of where we 5 methodology. Theresults of our survey of
6 aretoday, in 2007, | expect the total charges 6 public utility practiceis found in Schedule
7 to our affiliates by our senior management to 7 3, Table 1. The only utilities which were
8 total less than 100,000. So the total charges 8 charging arate which included a premium above
9 for senior management to affiliatesin 2007 is 9 cost recovery were Terasen Gas and AquilaBc,
10 at or about 15 percent of the levelsin 2001 10 both located in British Columbia.
11 and 2002 and less thanten percent of the 11 Terasen Gas was charging a premium of 20
12 amount in 2003, and we have forecasted this 12 percent on cost recovery. Aquila BC was
13 same level for 2008. 13 charging a premium of ten percent on cost
14 Q. How did the Company develop its current charge 14 recovery. Thiswas public utility practicein
15 out practice for senior management time? 15 2004. In preparation for my testimony, we
16 MS. PERRY: 16 checked for changes. Mr. Chairman, | can
17 A. Inthe Company’slast general rate order, the 17 confirm that the results of our 2004 study
18 Board specificaly required the Company to 18 also reflect current public utility practice.
19 investigate this. The results of the 19 In the 2003 general rate order, the Board
20 Company’s investigation can be found on 20 clearly directed the Company to propose an
21 Schedule 3 to Attachment A of RFI CA-NP-156. 21 appropriate mark up for cost based ratesin
22 This report, entitled "Report on | ntercompany 22 the event that market rates were not
23 Charges," wasfiled with the Board on March 23 practical. Accordingly, Newfoundland Power
24 31st, 2004 in response to directions contained 24 implemented a mark up of 20 percent on al
25 inour last genera rate order. The broad 25 senior management time charges, and thiswas
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1 MS. PERRY: 1 obligation is not in our customers interests.
2 implemented as of the second quarter of 2004. 2 Q. Executivesat Newfoundland Power have received
3 Q. Do youbelieve thata 20 percent mark up 3 bonuses in respect of work performed for
4 adequately protects the interest of 4 affiliates. Can you comment on the
5 Newfoundland Power’ s customers? 5 appropriate regulatory response to this?
6 MS. PERRY: 6 MS. PERRY:
7 A. Yes, | do. Thismark up provides a 20 percent 7  A. All bonuses paid to executives of Newfoundland
8 return, in addition to actual cost on senior 8 Power on account of work performed for other
9 management charges. It is currently the 9 companies are treated as non-regulated
10 highest mark up in Canadian public utility 10 expenses. Newfoundland Power’s customers do
11 practice for senior management time. 11 not pay for such bonuses. Thisis appropriate
12 Q. The Consumer Advocate has proposed that Fortis 12 for regulatory purposes.
13 and its affiliates should pay a stand-by fee 13 Q. Now sofar, Ms. Perry, you've only discussed
14 to Newfoundland Power. What do you think of 14 the charge out rate for senior management.
15 that proposal ? 15 I'd now like totake a broader look at
16 MS. PERRY: 16 Newfoundland Power’s inter-corporate
17  A. What concerns me asthe cro of Newfoundland 17 relationships. Do Newfoundland Power’ sinter-
18 Power is that to date we have made senior 18 corporate rel ationships benefit customers, and
19 management and executive available to Fortis 19 explain why?
20 and our sister companieson adiscretionary 20 (2200 P.M.)
21 basis, after we have met our own needsfirst. 21 MS. PERRY:
22 The concept of astand-by feeimplies the 22 A. Yes. Newfoundland Power’s intercorporate
23 existence of an obligation on Newfoundland 23 relationships provide areal and substantial
24 Power to provide serviceto Fortis when they 24 benefit to its customers. Let me giveyou
25 call on us, and in my view, having such an 25 some examples. Oneway that intercorporate
Page 115 Page 116
1 relationships benefit customersis by helping 1 leveraging buying power for the group. For
2 Newfoundland Power reduce its operating costs. 2 example, current cost associated with
3 The singlelargest type of intercorporate 3 Newfoundland Power’s participation in the
4 charge to affiliates relates to support 4 Fortis Group insurance program is over 600,000
5 structure work.  They account for 5 less than they would be if the Company insured
6 approximately 450,000 or amost half of the 6 itself on a stand-alone basis. And thisis
7 staff chargesto affiliatesin each of 2007 7 dealt with in CA-NP-170, first revision. The
8 and 2008. Currently, Newfoundland Power 8 benefit associated with this single item
9 effectively manages all utility polesinits 9 represents over one percent of the Company’s
10 service territory for al interested parties, 10 total 2008 operating cost forecast.
11 including telecommunications and cable 11 Another way that intercorporate
12 operators. Fortisowns some non-joint use 12 relationships benefit customersis by helping
13 poles and Newfoundland Power performs work for 13 Newfoundland Power reduce its capital cost.
14 Fortis under contract, at market rates, 14 Newfoundland Power and three affiliated
15 similar to that charged for work performed for 15 utilities negotiated an approximately five
16 arms-length telecommunications and cable 16 percent volume discount for 2007 transformer
17 companies. Newfoundland Power isable to 17 purchases. This reduced the Company’s capital
18 achieve economies of scale initscosts by 18 costs by approximately 230,000, which benefits
19 managing al the poles in its service 19 customers over the long term.
20 territory. The revenues that the Company 20 In summary, it is plain that Newfoundland
21 receives from third parties, including Fortis, 21 Power’ sintercorporate relationships provide
22 exceedsits cost. This effectively reduces 22 clear benefits for its customers.
23 Newfoundland Power’ s revenue requirement from 23 Q. The Consumer Advocate also suggests that there
24 its customers. 24 should be an inter-affiliate code of conduct
25 Other benefits are derived from 25 for Newfoundland Power. Would you comment on
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1 KELLY,Q.C: 1 Thornton report with respect to this issue?
2 that proposal? 2 MS. PERRY:
3 MS. PERRY: 3 A. Yes | have. And Newfoundland Power has also
4 A. As | mentioned earlier, the policies and 4 been examining thisissue. And let me say at
5 guidelines for intercompany transactions are 5 the outset that | believe Grant Thornton has
6 contained in the report filed with the Board 6 accurately described the accounting standards
7 in March, 2004. The Company believes that the 7 for strategic plan to transition to
8 current policies and guidelines are 8 International Financial Reporting Standards or
9 appropriate, but we are certainly not opposed 9 IFRS.
10 to formalizing the policies and guidelinesin 10 Q. Now, if we get Christo scroll down therea
11 any other format that can then be made 11 little bit, at 35, lines35 and 36 we see
12 available to customers in whatever manner the 12 there that Grant Thornton refers to the use of
13 Board directs. 13 deferral accounts and regulatory assets.
14 . Now, Ms. Perry, that concludes our discussion 14 Would you explain to us what a regulatory
15 of intercorporate relationships. And now | 15 asset is?
16 want to turn to another matter, International 16 MS. PERRY:
17 Financial Reporting Standards or IFRS. In its 17 A. Fundamentally financial reporting attemptsto
18 October 17, 2007 report to the Board, Grant 18 reflect the economic realities of the
19 Thornton referred to devel opments relating to 19 reporting entity. For a rate-regulated
20 the transitionto IFRS. Wecan see the 20 enterprise, regulatory decision making clearly
21 reference if we go to page 5, lines 24 to 29 21 has economic impacts on an enterprise.
22 of the Grant Thornton reports. I’'m going to 22 Essentially, the regulator determines the
23 start by taking you there. Just get Christo 23 recognition of an economic cost as an
24 bring thisup for us. You'll seelines 24 to 24 accounting expensein a manner that reflects
25 29 on the screen. Have you reviewed the Grant 25 the recovery of thosecostsinrates. Ina
Page 119 Page 120
1 regulated business the timing of recognition 1 making.
2 of certain revenue and expenses may different 2 Q What are Newfoundland Power's principal
3 from what is otherwise expected under 3 regulatory assets and liabilities?
4 Generally Accepted Accounting Principles or 4 MS. PERRY:
5 GAAP. Regulated assetsand liabilities are 5 A. Currently Newfoundland Power has four
6 simply an accounting means of capturing such 6 principal types of regulatory assets. The
7 timing differences. An example of thisisthe 7 first isthe unrecorded future tax obligation
8 cash basis of accounting for OPEBS. 8 which totalled approximately 78 million at the
9 Newfoundland Power’ s actual cash cost of OPEBS | 9 end of 2006. We have the OPEBS transitional
10 in ayear is lessthan the valueof the 10 obligation, which totalled approximately 28
11 obligations that would be normally recognized 11 million at the end of 2006, and we expect this
12 under GAAP. This differenceis currently 12 obligation to be approximately 34 million at
13 reflected as a regulatory asset in 13 the end of 2007. We have unrecovered reserve
14 Newfoundland Power’'s external financial 14 balances such as those in the Weather
15 statements. This regulatory asset essentially 15 Normalization Reserve and the Rate
16 reflects OPEB costs that have already accrued 16 Stabilization Account which totalled
17 but are expected to berecoveredin future 17 approximately 15 million at the end of 2006.
18 customer rates. Under GAAP costs are 18 And finaly, we have cost recovery deferrals
19 generally requiredto be recognized as an 19 for depreciation and replacement energy which
20 expenseinthe period they arise or accrue. 20 together total approximately 13 million.
21 However, current Canadian GAAP effectively 21 Newfoundland Power’sregulatory liabilities
22 permits rate-regulated enterprises to 22 include the 2005 un-billed revenue, the
23 recognize expenses asthey are recoveredin 23 municipal tax liability and the purchase power
24 rates. Andthis is consistent with the 24 unit cost reserve, and these total
25 economic impacts of regulatory decision 25 approximately 22 million.
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1 KELLY,Q.C: 1 regulated enterprises like Newfoundland Power.
2 Q. Now, next canyou comment generally on the 2 This project attempted to assess how the

3 recent evolution of accounting standards for 3 unique economic circumstances of rate-

4 rate-regulated utilities? 4 regulated entities should be reflected in

5 MS. PERRY: 5 Canadian GAAP. 1n 2002 theresults of the

6 A. Yes | will. Accounting standards for rate- 6 review were reported to the Accounting

7 regulated entities have been under much 7 Standards Board. It then commenced arate-
8 scrutiny for the past severa years. 8 regulation project to determine how those

9 Newfoundland Power is following all 9 results should be incorporated into Canadian
10 developments coming from the Accounting 10 GAAP. Thenin 2003 the Accounting Standards
11 Standards Board. The Accounting Standards 11 Board approved the continued recognition of
12 Board is acommittee of the Canadian Institute 12 regulatory assets and liabilities until the

13 of Chartered Accountants or the cica, and this 13 completion of this project. In 2005 the rate-

14 board is responsible for establishing Canadian 14 regulation project lead to theissuance of

15 GAAP. If wecould goto, | believe it's 15 accounting guideline, ACG-19. It provided

16 Consent No. 3? 16 guidance on how regulatory assets and

17 Q. Three 17 liabilities should be disclosed in external

18 MS. PERRY: 18 financial statements. Then in 2006 the

19 A. This exhibit on the screen outlines the 19 Accounting Standards Board announced its
20 Accounting Standards Board' s actions regarding 20 strategic plan to replace Canadian GAAP with
21 rate-regulated enterprisessince 1999. | 21 international financial reporting standards by
22 believe areview of this will help the Board 22 2011. Soinlight of this strategic plan the
23 understand where we aretoday and why. In 23 Accounting Standards Board discontinued its
24 1999 the Accounting Standards Board commenced 24 rate-regulation project. Instead, in March,
25 review of accounting standards for rate- 25 2007 it released an exposure draft on
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1 accounting for rate-regulated operations. And 1 decision is effective for 2009. The purpose

2 this exposure draft is also referred to by 2 of this decision is to harmonize Canadian GAAP
3 Grant Thornton.  The exposure draft was a 3 with IFRS, which also provides no guidance on
4 primary catalyst for the current uncertainty 4 recognizing regulatory assets and liabilities.

5 asto how long Canadian GaAPwill permit rate- 5 The effect of thisdecision in the near term

6 regulated enterprises to recognize regul atory 6 isthat Canadian utilitieswill have to look

7 assets and liabilities in their external 7 to usGAaAPfor guidance during 2009 and 2010.
8 financia statements. 8 This is expected to have no effect on

9 Q. And before we go on to talk about the exposure 9 Newfoundland Power because a preliminary
10 draft, did Newfoundland Power respond to the 10 review indicates that our regulatory assets

11 March, 2007 draft? 11 and liabilities already comply with USGAAP.
12 MS. PERRY: 12 So the short-term effects of the exposure

13 A. Yes, wedid. And our responseis Attachment A 13 draft appear reasonably certain. However, if

14 to RFI PUB-NPL. 14 IFR Standards are implemented in 2011, the
15 Q. Okay. Now, let'spick itupthen, canyou 15 ability to recognize regulatory assets and

16 please explain how this exposure draft and the 16 liabilities will haveto be evaluated in the

17 proposed transition to IFRS have created 17 context of IFRS. Currently, asl said, IFRS

18 uncertainty regarding future reporting of 18 are silent on regulatory assets and

19 regulatory assets and liabilities? 19 liabilities, so it isnot clear that IFRS

20 MS. PERRY: 20 adoption will permit the recognition of

21 A. As aresult of this exposure draft the 21 regulatory assets and liabilities by Canadian

22 Accounting Standards Board announced in August 22 rate-regulated enterprises. It is aso

23 of this year that it will remove from Canadian 23 uncertain whether, following IFRS adoption,
24 GAAPthe guidance that permits the recognition 24 Canadian utilities will still be able to look

25 of regulatory assetsand liabilities. This 25 to usGAaAPfor guidance. The Accounting
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1 KELLY,Q.C.: 1 agencies were in response to regulated utility
2 Standards Board itself hasindicated it istoo 2 comments, including Newfoundland Power,
3 early to tell whether following implementation 3 regarding the exposure draft. 1f and how the
4 IFRS will be interpreted in a way that 4 International Accounting Standards Board and
5 produces results consistent with USGAAP. So 5 Canadian Securities Regulators will respond to
6 itisthislack of clarity for 2011 whichis 6 these matters is currently uncertain.
7 the central aspect of current uncertainty for 7 Q. How has Newfoundland Power addressed planning
8 rate-requlated  enterprises, including 8 for IFRstransition?
9 Newfoundland Power. 9 MS. PERRY:
10 (2215P.M)) 10 A. Thetransition to IFRsmay be afairly complex
11 Q. What isthe current statusif IFRS adoption? 11 matter. It representsthe most fundamental
12 MS. PERRY: 12 changein accounting standardsin Canadian
13 A. IFRS adoption is currently proposed for 13 history. 1t will affect approximately 4500
14 January 1, 2011. The Accounting Standards 14 publicly reporting entities of which
15 Board has committed to issue a progress report 15 Newfoundland Power isone. While the future
16 in March, 2008. Thisreport may impact the 16 treatment of regulatory assets and liabilities
17 January 1, 2011 date. Inthe meantime, in 17 isacentral concern for Newfoundland Power,
18 late August, 2007 the Accounting Standards 18 the IFRs transition involves a review of all
19 Board indicated that it had brought the issue 19 of the current Canadian accounting standards
20 of rateregulated accounting to the 20 that affect the Company. The Accounting
21 International Accounting Standards Board which |21 Standards Board will issue further exposure
22 governsIFRS. At the sametimethe Accounting |22 drafts during thetransition processas it
23 Standards Board indicated that it had also 23 modifies Canadian accounting standards to
24 brought the issue to the attention of Canadian 24 conform to IFRs. So this process is expected
25 Securities Regulators. The referrals to these 25 to be ongoing through 2001. Soto beready
Page 127 Page 128
1 for al of this, some basic steps have been 1 enterprises planfor convergence and what
2 undertaken. First, the Company is monitoring 2 effects the enterprise anticipates will arise
3 Accounting Standards Board activity and 3 with the changesto IFRS. We expect to meet
4 pronouncement on an ongoing basis. Second, 4 this tentative time line, notwithstanding the
5 the Company is conducting preliminary 5 current uncertainty surrounding how the
6 assessments of differences between current 6 transition to IFRswill affect accounting for
7 Canadian accounting standards and IFRSwhich 7 rate-regulated enterprises. Newfoundland
8 are likely to impact Newfoundland Power. We 8 Power has already developed itsown plan to
9 have actually consulted with accounting 9 meet the December 31st, 2008 objective. If we
10 advisors and experts on IFRS transition and we 10 could show thefinal consent, which | believe
11 will continue to do so. Finaly, Newfoundland 11 is-
12 Power will be working with industry 12 Q. Consent 4.
13 associations such as the Canadian Electricity 13 MS. PERRY:
14 Association and the Fortis regulated utilities 14 A. - Consent 4? So on thisscreen beforeyou,
15 to share information and assess impacts. 15 you can see Newfoundland Power’'s IFRS
16 Q. DoesNewfoundland Power have aspecific plan |16 transition plan for 2008. The internal
17 regarding IFRS? 17 milestones inthe plan arearranged on a
18 MS. PERRY: 18 quarterly basis.  This enables timely
19 A. Yes If we couldfirst go tothe Grant 19 reporting on progressto the Company’s Audit
20 Thornton report of October 17th, Appendix A? |20 and Risk Committee and Board of Directors.
21 Appendix A to Grant Thornton’sreport outlines |21 For 2008 the milestone is the year-end
22 the Accounting Standards Board's tentative 22 disclosure of the Company’s IFRS convergence
23 time line for IFRS adoption. Asyou can see, 23 plan. Thisplanisexpected to disclose broad
24 Mr. Chairman, the tentativetimeline hasa 24 anticipated enterprise effects and the
25 2008 objective of possible disclosure of an 25 corresponding approach to address those

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

Page 125 - Page 128




October 22, 2007

Multi-Page™ NL Power 2008 General Rate Application

Page 129 Page 130
1 KELLY,Q.C: 1 Company’s external financial statements do not
2 effects. The Company does not expect to have 2 directly impact the Company’s regulatory
3 sufficient clarity in overall accounting 3 financial statements, so changes to external
4 standardsto be available at that time to 4 financial reporting will not alter the basis
5 enable disclosure of more detailed effects. 5 of cost of service regulation for Newfoundland
6 For 2009 year-end disclosure will be expected 6 Power. ThisBoard will continue to determine
7 to be more detailed with the focus in 2010 7 when and how prudent costs are to be recovered
8 being the collection of reliable comparative 8 from customers in rates. Rate revenue
9 information for use in our 2011 financial 9 obviously determines the Company’s cash flow,
10 statements. 10 and the Company’s cash flows are the
11 Q. Arethere risksto the Company’s financial 11 cornerstone of financia integrity. And
12 integrity of the proposed transition to IFRS 12 again, in recent years credit rating agencies
13 for externa financial statements? 13 have placed increasing emphasis on this fact.
14 MS. PERRY: 14 The important question is how the credit
15 A. Given the scope of the possible changesto the 15 rating agencies and the capital markets
16 Company’s external financial statements there 16 perceive and respond to the changesin the
17 is potential risk to the Company’s financial 17 standards applied to our external financial
18 integrity prescribed by IFRS transition. 18 statements. External financial reporting isa
19 However, due to the current uncertainty 19 cornerstone of capital markets, which are the
20 surrounding IFRS transition, particularly for 20 source of the financing necessary to fund the
21 rate-regul ated enterprises, any assessment at 21 Company’s obligation to serve its customers,
22 thispoint is both conceptual and tentative. 22 so it is reasonable to expect that the
23 From a conceptual perspectiveit isimportant 23 reaction of those markets to material changes
24 to remember that IFRS appliesto the Company’s |24 in GAAP Financial Reporting will be an
25 external financial statements. Changesto the 25 important consideration in the assessment of
Page 131 Page 132
1 risk to our financial integrity. The ability 1 themselves to other rate-regul ated enterprises
2 of capital markets to see through the 2 and some element of risk likely presents
3 differences between external financia 3 itself to approximately 4500 publicly-
4 statements subject to IFRS and the regulatory 4 reporting entities that will be required to
5 statements will play acritical role inthe 5 transition to IFRS.
6 maintenance of the Company’s prospective 6 Q. Thank you, Ms. Perry. Does that conclude your
7 financial integrity. It will beat least 7 testimony?
8 three years before IFRS transition occurs for 8 MS. PERRY:
9 Newfoundland Power. It would therefore be 9 A. Yes, it does.
10 speculative for me to attempt to assess that 10 Q. Thank you, Mr. Chairman.
11 here today. Continued reliance on Us GAAPfor 11 CHAIRMAN:
12 rate-regulated enterprises within the IFRS 12 Q. Thank you, Mr. Kelly. Afternoon, Mr. Johnson.
13 framework isapossibility. If thiswereto 13 Are you ready to continue?
14 transpire, the risk associated with IFRS 14 MR. JOHNSON:
15 transition may be relative immaterial. | say 15 Q. Yes
16 may purposefully. The changes created by the 16 CHAIRMAN:
17 IFRS transition will be comprehensive and 17 Q. Onyour cross.
18 while today the Company perceives the 18 KELLY, Q.C..
19 treatment of regulatory assets and liabilities 19 Q. Doyouwish totakeashort break beforewe
20 as a centra concern, further review and 20 begin cross-examination, Mr. Chairman?
21 developments may giverise to other material 21 CHAIRMAN:
22 issues. Finally, itis worth observing that 22 Q. Liketodothat? Sure. Okay, we'll take 15
23 the potential risks to financial integrity 23 minutes.
24 prescribed by IFRStransition are not unique 24 (2226 P.M.)
25 to Newfoundland Power. Similar risks present 25 (RECESS)
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1 (2:46 p.m.) 1 MS. NEWMAN:
2 CHAIRMAN: 2 Q. Excuse me, before you proceed, perhapswe'll -
3 Q. lunderstand there’s some problem with the 3 CHAIRMAN:
4 heat here intheroom and we kept the door 4 Q. I'msorry, | wasaware of that, Ms. Newman,
5 open, | think Mike has checked with the 5 yes, go ahead.
6 landlord too to seeif thereis any issue with 6 MS. NEWMAN:
7 the heating system in the room. Beyond that, 7 Q. Yes, the Consumer Advocate had filed on
8 feel freeto take off your jackets, you know-- 8 October 18th a package of material. | believe
9 no, no, serioudly if you're feeling that warm, 9 there’'s anumber of items in this package to
10 go right ahead and we'll manage the 10 which heintendsto refer through testimony,
11 informality, I’'m surewe'll live through it. 11 both tothis panel and perhaps subsequent
12 Beyond that, if anybody would like an 12 witnesses, so | think the easiest thing to do
13 additional break between now, we're going to 13 isjust label it here now, labdl it tothe
14 try and push through to 4:00 now, just let us 14 documents as information items and that way,
15 know if anybody isreally suffering and we'll 15 they can be referred to throughout. So I’'m
16 take a five-minute break or something like 16 referring to an October 18th letter where
17 that aswell. There are othersthat are cold 17 thereis 12 itemsthereand | would propose
18 | understand, Ms. Blundon, sol can only 18 that they be numbered consecutively from 1 to
19 suggest that you wrap up. | think Cheryl is 19 12 and | don’t think there’s any need to run
20 coming down with abit of aflu, but anyway, 20 through each individual one now, just they’ll
21 do what you have todo. Thank you, Mr. 21 follow the numbering in that particular letter
22 Johnson, when you're ready please. 22 so that everybody is clear. There's no
23 MR. JOHNSON: 23 questions?
24 Q. Mr. Chairman, if youtell metowrap up at 24 CHAIRMAN:
25 some point, | won't take it - 25 Q. Thank you, Ms. Newman.
Page 135 Page 136
1 MR. JOHNSON: 1 Fortisac and vice-president of operations at
2 Q. Thank you very much, Ms. Newman. Ms. Perry, 2 FortisAlberta. What month in’03 would you
3 it'snot that | will beignoring you now or 3 have taken on that role, Mr. Ludlow--or those
4 anything, but 'm going to start off with your 4 roles?
5 colleague, Mr. Ludlow. I'msureyou don't 5 MR. LUDLOW:
6 mind after the accounting aspects. Mr. 6 A. The timeat whichl moved tothe Western
7 Ludlow, | take it your appointment by the 7 Utilities would have been officially the 1st
8 Board of Directors of Newfoundland Power was 8 of January, at which time | did leave
9 made April 30th, 2007, so pretty recently. 9 Newfoundland Power. | was seconded on work
10 Did you play any role asto the contents of 10 during some due diligence work we were doing
11 the General Rate Application which wasfiled 11 during the fall. | actually left Newfoundland
12 on May 10th or was that ship largely sailed by 12 Power and become effective with Fortis West,
13 the time you took the helm? 13 actually, as an executive at that point in
14 MR. LUDLOW: 14 time.
15 A. Wdl Mr. Chairman, the filing on the 10th, 15 Q. InJanuary of '03.
16 needless to say has taken multiple months and 16 MR. LUDLOW:
17 months of work. | did certainly review it 17 A. No, sorry, January that would be ' 04.
18 before we filed on the 10th and | can't say | 18 Q. January '04,1'm sorry. So am| missing
19 had any major constructive changesat that 19 something? Where were you in’ 03 then?
20 point, but | was well aware of what was filed. 20 MR.LUDLOW:
21 Q. Andjust togo back a bit from 2005, some 21 A. Inthesummer, probably in Juneof '03, Mr.
22 point in 2005 to 30th of April, 2007, you were 22 Chairman, | worked with, seconded or--not
23 the president and ceo of Fortis Properties, 23 seconded, | guess | was working with Fortis on
24 but before that, | take it from’03 to’ 05, 24 an acquisition in Western Canada which later
25 you served as senior vice-president at 25 became known as the Aquila purchase and at
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1 MR. LUDLOW: 1 the same timefor British Columbia which

2 that point | was working there from June 2 basically sat between the executive team in

3 through to August and subsequently again from 3 British Columbiawhich was appointed and the

4 September onwards, but it was ona-l was 4 president. Now these actually became

5 till an employee of Newfoundland Power. 5 effective in around mid year when the

6 Q. Andtheserolesthat you eventually took up as 6 acquisition closed, sol should go back, |

7 senior vice-president at Fortissc and vice- 7 guess, Mr. Johnson if I may, in that |

8 president of operations at FortisAlberta, did 8 actually went to work for Fortis West, which

9 you hold these roles at the same time or was 9 wasthe acquisition team in January when |
10 there--or did you hold them at separate times? 10 left Newfoundland Power. We closed the dedl
11 MR. LUDLOW: 11 May 31st, at which time | became the officer
12 A. Thesepositions, if | may to inform the Board, 12 in both companies. | hope | haven’t got you
13 when we purchased, when Fortis purchased the |13 confused, but it’s-that was the chronology of
14 Aquilaassets, it wasone company and one 14 the way it worked.
15 company operating with officesin Albertaand 15 . And who assisted you when you were on
16 BC, and as such, the role became very--what’s 16 secondment, were there other people from
17 theword I'd use, my terminology would be 17 Newfoundland Power assisting at that time?
18 "mixed up", so the intent was to then separate 18 MR. LUDLOW:
19 the companies and then the president that was 19 A. The secondment time period of 2003, from June
20 appointed was Philip Hughes as president of 20 toyear end that | wasworking there, there
21 the company that arced both provinces and | 21 would have been, | would think three or four
22 went into the role of vice-president of 22 others that would have been working out there
23 operations, engineering, transportation, 23 at that time, yes.
24 aboriginal services, purchasing, contracts for 24 . And the three or four others, who would they
25 Albertaand asenior vice-president role at 25 have been?

Page 139 Page 140

1 MR.LUDLOW: 1 would be fair to say that you would agree with

2 A. Just bear with me one second. 2 Mr. Norris assessment of you?

3 Q. That'snot aproblem. 3 MR. LUDLOW:

4 MR. LUDLOW: 4 A, Wdl, g, heisthe chair of my Board.

5 A. Theflavour of that can be found in CA-NP-402. 5 (3:00 p.m.)

6 And here you can see the executive members 6 Q. |l guessinlight of that, just to start off at

7 that would have been involved in 2003. This 7 sort of a high level and to some extent you

8 would be Philip Hughes; myself; Barry Perry; 8 addressed it on direct with my friend, Mr.

9 and Peter Alteen; aswell--that would be the 9 Kelly. Tell usabout your priorities asthe
10 list of the executive members, Mr. Chairman, 10 CEO, your objectives as a CEO of Newfoundland
11 that would have been involved. 11 Power? What sort of stamp do you plan to put
12 Q. Okay, we can perhaps revisit that transaction 12 on the organization?
13 alittle later. | think you'll like this next 13 MR. LUDLOW:
14 question. On the occasion of your 14 A. Wdl, you are correct, | did address several
15 announcement, hemust be your friend, Mr. 15 of thetopics as | spoke this morning. | will
16 David Norriswho is the chair of the Board of 16 openmy answer onthat probably in an area
17 Newfoundland Power, stated or wordswere put |17 that will surprise some and not others, and
18 in his mouth or something, that you have a 18 it'sinthe area of safety. And one of the
19 proven track record in delivering results 19 areas of concern to me--not that we're
20 through significant improvements in 20 underperforming, but one that we have to stay
21 reliability, safety and operationa 21 on our game, Mr. Chair. We are handling one
22 efficiencies for the benefit of customers, and 22 of theworse commodities, it's--1 get on my
23 that will beinstrumental on building on the 23 platform too much when | talk about this
24 solid foundation of success of Newfoundland 24 sometimes, but it'san areathat can never
25 Power. | guess wecan start off easy, it 25 ever, ever by let go, both internal from a
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1 MR.LUDLOW: 1 particularly in the operating expense line.
2 training tool, focus, complacency, it's one 2 Chris, could you bring up Exhibit 2 please?
3 we've got to stay on our game. So that’s one 3 And without boring the Board with minutia
4 key area; environment being a second. So 4 here, therecord speaksfor itself. Yougo
5 those are the two operating issues that | did 5 right to theline, line 28 in particular and
6 touch base on as | moved through my chief this 6 follow that linefrom an operation expense
7 morning--or this afternoon. There's no 7 perspective, there's asolid record in place.
8 question regarding cost control.  Cost 8 My objectiveisto keep that line solid. Now
9 management, | would careto differ with the 9 will itincrease? There's adlight increase
10 use of cost cutting, it is management of costs 10 here now. Can wehold the lineat zero
11 that we deliver aproduct to our customer at 11 increase? Highly doubtful in areas of
12 the most cost-effective manner. And by that, 12 inflation, fuel prices alone have climbed
13 there's times wewill spend money to be 13 almost to the point of doubling. So there’'sa
14 effective, but | will also go so far to say 14 wholelot of those types of things we would
15 that every single dollar spent, we will look 15 build on. Reliahility, not that long ago and
16 at and look atit very closely. We will 16 Mr. Chairman, as you opened this morning, you
17 manage those, be that in deployment, beitin 17 mentioned that | was here on a different role.
18 people, be it in forecasting the future 18 I’ ve spent many a night in front of many town
19 demographics. Sol look at that from the 19 councilsin front of thisprovince ranging
20 operation’sside. But | would also say that 20 from Old Perlican to St. Lawrence to Port aux
21 in reviewing the case put before thisBoard, a 21 Basques, taking the brunt of an under
22 very solid track record there. That track 22 performing system. We' ve been working on that
23 record dates back to 1998, Exhibit 2, firmly 23 solid sinceit’s been brought--and there was
24 confirms what we have done and been able to 24 an independent audit completed by Mr. Dan
25 achieve in thearea of cost control and 25 Brown in 1998 that did draw some focusto an
Page 143 Page 144
1 area of--1 wouldn’t say focused, but an area 1 age bubble that’s moving through, we’ ve taken
2 that should be dealt with was the area of 2 solid steps through apprenticeships, through
3 reliability on our feedersand we've been at 3 engineering programs, through Co-op students
4 that now for ten years. Will we continue? 4 and Mr. Delaney will speak to the details of
5 Yes, wewill. We vecome along waysin that 5 how many we' ve got, where we've got them and
6 end aswell with substantive double digit 6 how we're training them. But it is a concern,
7 decreases for improvement and reliability. 7 it's not a concern just about numbers, it'sa
8 Our focus there of reporting and managing the 8 concern about information transfer. On the
9 system through maintenance, responsiveness and 9 books it takes four years to turn an
10 deployment speaks for itself. And another 10 apprenticeto afully qualified line person.
11 area | would address is that of the 11 My redlity it's morelike six or seven years
12 demographics ontwo fronts, onebeing our 12 and by that, you havethe book learning,
13 customer base and how they are changing 13 combine it with the practical experience.
14 through their use of technology and the 14 It's along-winded answer, Mr. Johnson, but at
15 requirementsas| gaveyou the example this 15 the same point, I'll give you a flavour of
16 morning of using the Internet for different 16 where | see the mgjor challenges within the
17 purposes and Internet billing or use of e 17 company and I’ ve probably missed one or two,
18 bills, the same thing with the use of Internet 18 but those would be the types of things. The
19 banking. So that’sone area of expectation. 19 cost dynamics on the system speak for
20 The other in demographics that we will haveto 20 themselves. We'veall spokento it,itisa
21 deal with and asa focusof mine, is our 21 concern. The price of oil, drill in oil, will
22 employees. | gtill look at myself, Mr. 22 | doit? | can't. Butyou know, that’'san
23 Chairman, as one of the new people with the 23 areathat is always of concern to us.
24 company. | think my mind is starting to dip, 24 . Where would the idea of conservation and that
25 but that was 27 years ago, and you know, that 25 sort of notion fit within your head space on
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1 MR. JOHNSON: 1 was a time when there was no question and we
2 the priority for Newfoundland Power? 2 were told and we've addressed it at this
3 MR. LUDLOW: 3 Board, that our performance was not near what
4 A. Fitinmy head space intwo areas, actualy. 4 it should have been. Andwe were basically
5 Number one isthe cost to our customer and 5 given some instructions to move ahead and we
6 that cost ison theactual bill and total 6 have moved ahead. 1'm goingto look at
7 volume that the customer pays; and secondly, 7 numbers that we' ve been able to achieve since
8 efficiency or isit cbm or whatever word we're 8 2002. I'll takeyou to the evidence of Page
9 using these days, the wise and efficient use 9 24, Graph 4, if you would, Chris please. This
10 of energy, conservation. It’'s also about the 10 story that you see infront of youon the
11 next incremental capacity requirement for this 11 graph here, and in particular Graph 4, SAIFI,
12 Island. So anything we can do to work with 12 represents the frequency of outages across our
13 Newfoundland Hydro to bring that or delay the 13 entire system and if you look at where we were
14 next incremental capacity addition, would be 14 in 2002, 2003, typically it was roughly about
15 substantive. From the customer side, it deals 15 five, five outages per customer. That’s now
16 with the cost of the bill, plusthe wise and 16 sub 3. Thisis measured on a total system
17 efficient use and in fact the value of what 17 basis. This isnot by household or any one
18 our customer would see, Mr. Johnson. 18 particular feed, thisis what we' ve been able
19 Q. With respect to the reliability piece, what's 19 to achieve. Substantive improvement, it's
20 your assessment of the current state of play 20 down by about 39 percent and if you go further
21 on the reliability scene for your company, 21 down the page, Chris, if you would please, in
22 SAIDI, SAIFI? 22 our SAIDI chart, see correspondingly we've
23 MR. LUDLOW: 23 been able to bring down our duration index
24 A. Wéll, just bear with me one second. As | 24 which is represented here, which is the length
25 said, Mr. Chairman, earlier, the mid nineties 25 of time that our customers, atypical customer
Page 147 Page 148
1 would see. Again, that's after reducing by 1 MR.LUDLOW:
2 about 34 percent. We've come along ways, but 2 A. | guess wherel would look at the national
3 even with thisthere arelocations, again, 3 scene versus the local environment we work in,
4 I'll leaveit to Mr. Delaney to speak to the 4 versus the individual feeder and | think
5 detail, where we have customers that are 5 that’ swhere | would take my response there,
6 experiencing two and three times these average 6 Mr. Johnson. Having worked for the past, |
7 numbers across our system in particular 7 don’t know how long, but maybe 15 yearson
8 pockets, and that’s been the focus to address 8 average with the Canadian Electricity
9 this. On the duration side, we' re approaching 9 Association, there’ sannual reports produced
10 national average, we're at or slightly better 10 by sizeof company, it's more of a-1 would
11 whichisa great little story for aclimate 11 call it asorethumb, Mr. Chair, where|l can
12 such as we operate in, of which I’m surewe're 12 look to see how our utility is probably sizing
13 all no strangersto. So, from my end, we've 13 up against--I'm not looking at downtown
14 seen improvement. On aglobal basis, we're 14 Toronto, | would be looking at rural and those
15 getting where we want to go, there's ill 15 type of areas. To say that itisagoal, no,
16 room. On anindividual feeder basis, thereis 16 itis nota goal, it issomething that we
17 dtill feedersas we assessour top under 17 watch and we tend towards. There are areas of
18 performing feeders and we'll continue to 18 our systemthat should be performing much
19 select. 19 better than the Canadian Electricity
20 Q. Interms of your reference that time, Mr. 20 Association overal average. So | would use
21 Ludlow, national statisticsin terms of the 21 it as a guideline type of an approach.
22 reliability issue on the overall system basis, 22 Q. Your comment that we tend to--1 think your
23 where do those national figures figureinto 23 wordswere "wewould tend towardsit". We
24 your expectations of what Newfoundland Power |24 watched it, it's not a goal, but we tend
25 should have for reliability? 25 towardsit. How do you tend towardsiif it
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1 MR. JOHNSON: 1 but it’s one we have to deal with that is not

2 that’ s not the goal, just by improving at the 2 performing on atotal basisthat we're--it's

3 feeder level? 3 on the screen now, I'm sorry. To take that,

4 MR. LUDLOW: 4 that reliability index isan extremely high

5 A. | think to take the assessment of reliability 5 level, that'sa summary of all our feeders,

6 of a company and then to look at your 6 substations, transmissions rolled up and

7 comparators, | would say the CEA, the Canadian 7 that's avery highlevel number. If you

8 Electricity Association is one comparator. | 8 follow down through the reliability indices

9 take inputs from multiple sources and to give 9 and watch the performance, our lowest level we
10 you aflavour, if | may, wetakeit froma 10 cangettois at thefeeder level. So, Mr.
11 call centre, from our feed back points, we 11 Johnson, where I’ m going with my answer, it is
12 take it from the town councils, we'll take it 12 one of many. | use many inputs and there are
13 from our larger customer basis and there are 13 many outputs that come out of this aswell.
14 some face-to-face conversations that are held. 14 . You referenced in direct the situation that
15 I’ve only been back six months, | haven’t had 15 you indicate was experienced in Alberta some
16 a chance to have many yet, but I’ ve had some, 16 years ago, which | take from the evidence has
17 | can assure you and many of them haven't been |17 improved. What was the state of play that you
18 positive on some fronts. So, to say that I've 18 found in Alberta when it came to the
19 got along-term goal to be 50 percent of the 19 reliability issue when you went out there?
20 Canadian Electricity duration index, is not my 20 MR.LUDLOW:
21 goal. | managed this company through using a 21 A. Alberta, | will keep my terminology to try to
22 whole seriesof inputs. Today | have a 22 bealittle succinct on this, if | may, but
23 challenge on a feeder from residences and a 23 2000-2001, the market broke up or was
24 fish plant in particular, the name I'll leave 24 deregulated and created many companies. By
25 out here right now for the sake of discussion, 25 2003, thefocus was not on the customer.

Page 151 Page 152

1 Basically, and | won't go through that whole 1 then come back later because of the

2 story there now, but what had happened, and 2 complexitiesthat had goneinto the system.

3 our company no different, although when | went 3 That’swhat has transpired.

4 therefirst, it wasn't my company, but it 4 (3:115P.M))

5 later became such, the focus was not on items 5 Q. Andisit your sense that this unsatisfactory

6 such as reliability, safety, hilling, 6 portrait that you’ve laid out here was solely

7 disconnects, billing accuracy, meter reading. 7 a consequence of the changes to the

8 Matter of fact, there were meters not being 8 restructuring in Alberta or had this been

9 read well inexcessof 60to 80 days. We 9 afoot for awhile?
10 couldn’t find customers. Billing databases 10 MR. LUDLOW:
11 weren't lined up, and also what was happening 11 A. Wdl, let me back up alittle bit. In 2000,
12 was the billing and the meter reading was not 12 the market deregulated in Alberta, because it
13 aligning between the companies. 13 isnot the same situation aswe're dealing
14 So to say that there was room for 14 with herein Newfoundland. Here we're dealing
15 improvement and there was confusion existing 15 with two companies that work together,
16 inthe marketplace, to putit inmy terms 16 cooperate together and have effectively
17 would be a bit of an under statement, and 1’1l 17 vertica structures. In 2000, the Alberta
18 give you the story, Mr. Johnson and Mr. 18 electricity industry deregulated, and there
19 Chairman. | can distinctly recall sitting in 19 was a generation business created that was for
20 the kitchen of afarmhouse in Beau City with 20 the competitive market. We had a transmission
21 five farmers, and these aren’t your half-acre 21 business which was run by the system operator.
22 farmers, these are big conglomerates, asking 22 It wasn't run, it was coordinated by them,
23 meto explain their bill, and after three 23 that was AltaLink. Then there was the cost of
24 hours, | had to look at them and say "sir, | 24 service distributor companies. | will come
25 cannot do this," and | had to walk away and 25 back and you’'ll seethetiein herein one
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1 MR. LUDLOW: 1 We' d read the bill and transport the readings
2 second. And finally, there was a group called 2 to Epcor who wastheretailer. We couldn’t
3 the electricity retail sector. So, and they 3 talk tothe retailer. We couldn't refer
4 were in a competitive business environment. 4 customers to the retailer.
5 So prior to the break up, you had 5 So now you start to see how complex this
6 TransAlta, fully integrated company. 6 became. Reliability in rura Albertawas not
7 TransAlta became a generating company. Their 7 where it should be, and that was one item of a
8 transmission assets were sold to AltalLink, 8 multitude of areas that was being addressed as
9 which wasthen governed by AESO. Aquila 9 this code camein. So you get that flavour.
10 bought the distribution assets, subsequently 10 There wasa deterioration in reliability,
11 bought by us. Aquilathen sold the retail or 11 which would be my assessment, but from a
12 the billingto Epcor. So now I'm having 12 customer service perspective and the customer
13 difficulty, having worked in this for three 13 interactions, there had been a steady decline
14 years, explaining it, let aone having a 14 to 2003 when the Code of Conduct, Utility Code
15 customer take a bill with four utility names 15 of Conduct was raised and brought in place.
16 onitandtry and understand all the pieces. 16 Q. And I guess my question was whether there were
17 I’m not suggesting it was wrong. I’m saying 17 difficulties with reliability, to your
18 it'scomplex. That’swhat happened. 18 knowledge, prior to the restructuring?
19 Y ou had companies breaking up, TransAlta 19 MR. LUDLOW:
20 Atco wasanother. Youhad Enmax, Epcor, 20 A. Withreiability?
21 Direct Energy, and there's a mirage of 21 Q. Rdiability, customer servicein Alberta, was
22 companies out there that were working. Our 22 that a-
23 job wasto run thepoles and wiresof a 23 MR.LUDLOW:
24 distribution company, no substations. We'd 24 A. Thiswould beanecdotal and again, | can't
25 read the bill, but we' d never issue the bill. 25 back that up, other than what | would have
Page 155 Page 156
1 heard. In the 80s and 90s, Alberta was 1 how you reach them, you sort of seem likea
2 growing. It went through economic cycles. It 2 bystander. Can you address that? It's more
3 was periods of growth. Their plant was aging, 3 of acomment than a question.
4 and whether or not the reinvestment was 4 MR.LUDLOW:
5 substantial or substantive enough is not an 5 A. |look tothis process, Mr. Chairman, as-—-
6 areathat | can comment on. But there had been 6 well, I look to the whole regulatory process
7 adecline. 7 to ensure that there is a balance maintained,
8 . What role, Mr. Ludlow, doyou seefor the 8 service, cost and reliability, and through
9 consumers of Newfoundland Power in termsof | 9 that regulatory process, our reporting goes
10 their having any input into, you know, the 10 without saying. We report here on a--l won't
11 various indicia of customer service, whether 11 list them dll, but there'sabout ahaf a
12 it be billing or complaint resolution or any 12 dozen areas and typesof thingsthat we do
13 of those panoply of issuesthat would fall 13 through our quarterly reports, not only in
14 under that, and on the reliability piece, is 14 reliability but in other areas. We report at
15 there any role for us, except to review the 15 the capital budget time. Any expenditurein
16 reports and come before you in GRAS and ask 16 that budget should be defensible and defended
17 questionsor do you see arole for us in 17 and that, in itself, is again reporting
18 having asay inwhat isasatisfactory level 18 expected benefits that our customers would
19 of service? What are some benchmarksthat we |19 see. So that'sthat side. That's the open
20 could be arriving a? 1'll be honest with 20 and transparency side.
21 you, and I'll get you to addressit, asI'm 21 Then welook at our inputs from our
22 sure you will fully. It seems a bit 22 customers. We continuously survey, on the
23 incongruous to be the person paying the bill, 23 quarter, our customers, and that’ s not saying
24 but when you ask for some rolein what these 24 that’s a perfect area or anything else. It's
25 standards are, just what the standards are, 25 abarometer. It'sup, it'sdown, it’s over.
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1 MR.LUDLOW: 1 grilled on the topics of reliahility,
2 It can be impacted--1"m sure this quarter it 2 performance and costs, and that’s what this
3 will be impacted by today’ s proceedings. But 3 forum gives us.
4 wewill still survey, and we ask and they 4 Q. A consumer callsyou up, "Mr. Ludlow, I've
5 tell. We have our call centres for inputs. 5 talked to your people, but I want to talk to
6 We have direct communications with our meter 6 the president now." That’swhat he'll say,
7 readers and our line crews at the front and 7 and you know, "1"ve got a difficulty with, you
8 there' s feedback mechanisms. | go before our 8 know, meter reading,” for instance. Areyou
9 employees, been back six months, I’ ve now done 9 able tosay to the customer "well, look,
10 it twice--actually, Mr. Johnson, | forgot to 10 here' s the established standard. Thisisthe
11 mention in response to you first question, on 11 target that we have for this, Mr. Jones, and
12 the 10th of May, after nine days in, | 12 when did you say you should have had your
13 addressed every single person in our company 13 meter read? Whenis it now? That's not
14 basically about the GRA, about feedback, about 14 right. That's notin accordance with our
15 areas of focus, and that is a regular 15 standards.” | takeit you're not able to say
16 occurrence, not only by me, but by the 16 that today, in the sense that there's nothing
17 executives and management of this company, and |17 for sure as to what the target is. Would that
18 drawing the information back from our front 18 be truthful oram | -
19 lines and our customers. 19 MR. LUDLOW:
20 So magjor reporting, that’s also in place. 20 A. | think you're being presumptuous there. If
21 So | fedl there are lots of areas for impact. 21 you take the case of meter reading, we have--
22 | think it's happening. | would be very 22 again, I’'ll call on some back history, either
23 surprised to come into a GRA and not be 23 19 or 21 hilling daysamonth. My memory is
24 grilled, istheword | would use, can’t come 24 subject to check. It’'sin those ranges. We
25 up with any long ten-dollar words today, but 25 basically manage within this company by a
Page 159 Page 160
1 group of metricsand they are management 1 earlier, we'll look at our worst performing
2 metrics. They’ll be dealing with things such 2 feeders on aregular basis and if they'rein
3 as misreads, accuracy of reads. We should be 3 thereon an average of five years, to me,
4 ableto tell Mr. Johnson when his meter will 4 we've got to do something, and that’ s been the
5 beread. If hehas two meters, one in St. 5 way we've worked. Our deployment of
6 John’sand oneout, which| don't know if 6 resources, we set to respond to trouble calls
7 you've got ten or not, we should be ableto 7 on two hours. Do we hold the two hours? No,
8 tiethat down. That's basically the type of 8 because | can tell you, there'sa good many
9 record we have. And by theway, | get cals. 9 we'rethere for 45 minutes or we're there
10 5363 is awell-used number in Newfoundland, | 10 early, and some we're alittle later, but that
11 can tell you. 11 is theway wedeploy our people, set our
12 Q. Thesemetrics, you refer to them as management |12 trucks, manage the systems, and that’swhat |
13 metrics. Just define management metrics. 13 mean. These are management metrics, and
14 MR. LUDLOW: 14 there’ s dozens of them.
15 A. Wdll, we run a company of--put it in 15 Q. Sowouldit beafair characterization to say
16 perspective, what have wegot? About 300 16 that these are your internal standards?
17 feeders, 150 substations, 30 odd generating 17 MR. LUDLOW:
18 plants, 230,000 customers. We're aways 18 A. No, these are our management metricsthat we
19 monitoring and watching our performances in 19 operate and run our company by, and when | say
20 certain areas. Takethe call centre. We've 20 metrics, they’ re subject to change. They’'re
21 set a1 use a management metric of the 80/40, 21 flexible. If I have amajor snow storm, I'm
22 answering our calls, speed of answering, 22 going to drop one of those metrics from two
23 quality of answering, and that’s used as much 23 hoursto maybeit’ll be four hours because the
24 for sizing, staffing, and driving performance. 24 roadisclosed. It'sthat style. We manage
25 I'dlook at afeeder. As | saidto you 25 and they will differ by department. They will
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1 MR.LUDLOW: 1 Q. Andjustinterms of touching on another issue
2 differ by focus, and whether it's customer 2 you raised this morning, in concert with your
3 service or safety or maintenance. So to say 3 commentary on Alberta, you talked about the
4 that they’re astandard is, no, itisnot an 4 deterioration that had happened, etcetera, and
5 appropriate analogy. 5 then the Alberta regulatory set somerules. |
6 Q. Isthere--these management matrix that you're- 6 take it these rules, they apply to all
7 -not matrix, metrics, | take it, metrics? 7 utilitiesin Albertathat were existing in
8 MR.LUDLOW: 8 Alberta?
9 A. Meltrics, I'msorry. That’'smy - 9 MR. LUDLOW:
10 Q. Mineisno better than yours. Arethese--I 10 A. Yes
11 mean, are these written down somewhere? | 11 Q. The Alberta Board didn't single out one
12 mean, isthere alist of these? What - 12 utility over another, in terms of imposition
13 MR. LUDLOW: 13 of these rules?
14 A. Wehave- 14 MR. LUDLOW:
15 Q. Because | haven't seen that type of 15  A. Two things happened. The code of conduct, is
16 terminology before. 16 that what you' re referring to?
17 MR. LUDLOW: 17 Q. No, I'mnot referring to that. I'm -
18 A. Wdl, | can giveyou some here. On our 18 MR. LUDLOW:
19 intranet, tranet, our internal, we use injury 19 A. Which one are you referring to?
20 frequency rate, number of callsto the call 20 Q. I’'mreferring to the meeting of reliability,
21 centre per customer, customer satisfaction 21 meeting of customer satisfaction indicia,
22 rating, and there's alist that goes on and 22 etcetera, that the EUB responded to.
23 these are updated monthly, quarterly, asthe 23 MR. LUDLOW:
24 datacomes in. Environment, the volume of 24  A. Tobequite honest, the pointsthat | referred
25 spills and cause of spills. 25 to, and I know I’ve gone back and looked at
Page 163 Page 164
1 thisin recent past, and when we spoke about 1 that we monitor customer service, we monitor
2 the break up of the industry, I’'m not sure 2 performance, and we monitor costs and striking
3 whether it's now in place overal. I'dbe 3 the balance between those three, | was
4 amazed if it wasn't. Standards or whatever 4 debating whether I’d use the three-legged
5 they put intoto bring up the deteriorated 5 stool analogy here, but | don't think I will.
6 performance, | just don’t know. | can speak 6 Already have, haven't 1? And keeping those
7 to Newfoundland, but where that was, | left 7 threein balanceisthe key, and | guessthe
8 there 2005, | guess. | would think it is. 8 piece where my mind goes on thisvery topicis
9 Q. Pardon me? 9 that we see our customer satisfaction 88 to
10 MR. LUDLOW: 10 90, we see our cost flat for the last five to
11 A. lwouldthinkitis, but | don’t know. 11 ten years on operating expense, and we see our
12 (3:30P.M.) 12 reliability and performance, multiple metrics,
13 Q. Okay. We can pass on that for the moment. | 13 not in any form of deterioration. As a matter
14 took the tenure of your comments were that we 14 of fact, in apositive mode. To move now to
15 ought not entertain setting any targets, 15 implement standards will cost substantive IT
16 external targets that customers can have at 16 infrastructure, and that’'s also actually
17 their disposal, the Board ought not to 17 referenced in oneof the handouts, | do
18 entertain any reliability targets or customer 18 believe, by the Consumer Advocate. | can
19 service targets because we're not in a 19 point you to that, if you wish, but it's
20 deteriorated state in this jurisdiction, and 20 there. We can speak to that later. And just
21 for that reason, you drew a bigred line 21 the cost and the complexity, sol don’t see
22 distinction between what was happening in 22 the problem, sowhy fix oneif it does not
23 Alberta. Isthat your thinking that - 23 exist? And that’s my point.
24 MR.LUDLOW: 24 Q. Soyouwould have acompletely different tune
25 A. Close. My point that | made in my chief was 25 on what we' re proposing by way of these
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1 MR. JOHNSON: 1 Q. Andisthere any--do you have any sense that--

2 standardsif we were in a deteriorated state? 2 | sort of gather from you that such standards

3 Would that be a correct summary? 3 really would bear no use in terms of

4 MR. LUDLOW: 4 preserving what reliability and customer

5 A. If wewerein astate of under performance, | 5 serviceindiciathat you already have. It's

6 would suggest to you, Mr. Chairman, that our 6 only meant to be remedial.

7 bellswould have beenringing long beforel 7 MR. LUDLOW:

8 sat in thischair because of the reporting 8 A. | think we report anything that’ s requested of

9 relationships we have and your ability to 9 us, sometimes over and above, to this Board,
10 forecast and see. Reliability doesnot turn 10 and it’ s not necessarily in a corrective mode,
11 down in one day or one week or one month. Our |11 but more in an information mode. Remedial
12 customer service, if wetake our eye off the 12 soundslike something isbroken. All the
13 ball through our regulatory reports, there's 13 reporting that's provided, right down to
14 opportunity and we are--1 feel quite certain 14 absenteeism, doesn’t mean something is broken,
15 that we will have our handson it and I’ m sure 15 and what, | guess, my concern comes iswhen
16 that this Board will make sure that we're onto 16 something isput in, it will either carry a
17 ittoo. Soif, asin 1998, when Mr. Dan Brown 17 remedial or a problem or a minimum standard
18 spoke and gave us the heads up and gave this 18 or, and the benefit | fail to recognize, Mr.
19 Board the heads up regarding reliability that 19 Chairman, and that was the point | madein my
20 there’s some work required. | don’t know the 20 chair or in my chief this morning.
21 exact words, | don’t have them with me. It 21 Q. Soyou seeit ashaving no roleto preserve a
22 wasn't broken, but further attention is 22 satisfactory reliability situation or to
23 required. | would be that type of statement. 23 preserve what is considered to be a
24 That to meisaheads up and call to action, 24 satisfactory service situation?
25 and that’ s what we took. 25 MR. LUDLOW:

Page 167 Page 168

1 A. | think it's a superfluous series of 1 there' s nothing on the radio. Y ou don’'t spend

2 requirements at this point in the maturity of 2 a cent on radio, nothing on Tv. It's

3 this company. 3 certainly in sharp contrast to the money that

4 Q. I'll comeback to this, but | wanted to get a 4 Newfoundland Power used to spend on radio and

5 sense of where you were on some of it, but in 5 certainly television when it used to depict

6 terms of the conservation piece, if | just 6 dollar billsgoing into furnaces, and the

7 could turn there with you, Mr. Ludlow. Y ou’ve 7 juxtaposition to meis sort of staggering. Do

8 indicated that that's certainly an important 8 we haveto wait for the study to spend some

9 aspect for your customersinterms of their 9 money on that initiative?
10 billing packs, etcetera, asthey look to save 10 MR. LUDLOW:
11 energy costs, etcetera, you agree? 11 A. Mr. Chairman, there's a--from my perspective,
12 MR. LUDLOW: 12 we've never stopped speaking to our customers
13  A. Yes 13 regarding the wise and efficient use of
14 Q. And dowe haveto realy wait, Mr. Ludlow, for 14 energy. One of the longest standing programs
15 the outcome of this conservation study that's 15 inthis Provinceis, in the colloquia term,
16 going to be happening, and then there'll bea 16 iISWUFS, Wrap Up for Savings Program. It
17 period of time presumably where that will be 17 started in 1992 and has been consistent ever
18 looked at and then decisions will be made as 18 since. Wemade a conscious decision in
19 to, well, what do wedo, etcetera. Do we 19 1996/97 to stop competing with oil companies,
20 redly have to wait on al that for 20 and that’ sthe reference, | do believe, that
21 Newfoundland Power to start looking at asking 21 the Consumer Advocateis referringto. We
22 itself, "hey, could we be reaching our 22 take an approach aswe look at our media
23 customers beyond how we' re reaching them now?" 23 means, beit bhills, beit Power Connection,
24 interms of print mediaand mail outs? | 24 and there' s alist that continuesto go, like
25 mean, | just find it abit astonishing that 25 newspaper ads, the Transcontinental or the
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1 MR.LUDLOW: 1 So | think, Mr. Johnson, it's--to say
2 Evening Telegram or whatever. We have not 2 that that would beall cured by going to
3 used the more expensive media because we felt 3 television and radio, I'm very concerned with
4 that the balance between cost and 4 the upward pressure on the cost line that you
5 effectiveness wasn’t working for us. We have, 5 would see in Exhibit 2 that | had on the
6 however, picked up in the areas, in particular 6 screen alittle earlier.
7 inthelast two years, of booths. The Home 7 Q. What sort of upward pressure, what are you
8 Show is an example, exhibits. Rough estimates 8 assuming?
9 last year, there was approximately 50,000 9 MR. LUDLOW:
10 people were exposed to those types of areas. 10 A. Pardon me?
11 So that’s a change. 11 Q. What areyou assumingin terms of the upward
12 Can we spend more money? Yes. Do we see 12 pressure that would come from doing a bit of
13 the value right now? No. We have worked with 13 radio and televison on the energy
14 Hydro, Newfoundland and Labrador Hydro. 14 conservation message?
15 Actually, thisis Energy Efficiency Week. 15 MR. LUDLOW:
16 This past weekend and thisweek, there's a 16 A. Wdl, I do know that when | completed my
17 joint ad campaign running. It so happens that 17 master’sin business administration with a
18 one do have someradio into it. But it’s not 18 focus on marketing that you had to balance off
19 akey driver from our perspective. We have 19 your reach with the mediaat hand. And the
20 brought up our customer account 20 television production and placement costs,
21 representatives with the latest of technology 21 same thing with radio, far outweigh, from our
22 in advice on how to insulate, tips for energy 22 perspective and our judgment, the
23 savings, through Bright Ideas programs, 23 effectiveness of the message we were getting
24 insulation, ground source heat, and the list 24 out. The quantification of that number, | do
25 goes on. 25 not have with me. And | would suggest its one
Page 171 Page 172
1 that at this point would be premature to just 1 customers. If you go to our web site, if you
2 go out with what we have in play with the cDM 2 go to our call centre, and if anyone were to
3 Study that’'s jointly planned and currently 3 make these calls and the level of improvement
4 under way and nearing finalization with 4 that’ s been made has been quite substantial in
5 Newfoundland Hydro, and the announcement of | 5 our ability to get that message out. And, Mr.
6 the partnership with Newfoundland Hydro, 6 Chairman, one point here, aswell, isthat we
7 Provincial Government, ourselves and other 7 run a program called Envirofest, and it's ten
8 groups, it would be extremely premature to 8 yearsthis year, and this ismy first year
9 just go without that plan in hand. 9 back since 2003. It wasinteresting to see
10 Q. Now, could weturnto CA-NP-76? Referring now |10 the booths showing the crLs and the
11 to the energy advertising line. Mr. Ludlow, | 11 incandescence and Hydro and Newfoundland Power
12 take it you confirm that from 05 we've 12 working together on energy efficiency in Grand
13 actually seen adropin energy advertising. 13 Falls, as an example, so times have changed a
14 Do you accept that, from ’05 to ' 06 dropped, 14 lot. And| agreethefact that we have not
15 07 dropped again, 08 dropped? Meanwhile, 15 increased, your observation is correct.
16 through that period of timethe oil prices 16 Should it have increased? In our opinion, no.
17 have been increasing. Just seemsto me that 17 Where we are iswhere we strike the best
18 it would be anodd time to drop energy 18 balance. Thisis one component of a full
19 advertising. Do you have any comment on that? |19 program.
20 MR. LUDLOW: 20 Q. Andlikewise, Wrap Up For Savingsthat you
21 A. The observation you make regarding 21 spoke about, that has been relatively flat
22 advertising, I'm just watching it going 22 from ' 05, aswell?
23 through here, we' ve held the line on where we 23 MR.LUDLOW:
24 were on this, but thisis not the only route 24  A. Butit'sactually aimost six times since 2002.
25 by which the message is getting to our 25 Q. Yes, andit's multiples of that from’03.
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1 MR. LUDLOW: 1 yes.
2 A Agree. 2 Q. And doyou aso accept my assertion that
3 Q. Whenitwas$6000. Butin any event, canyou 3 promotional items are, include and are defined
4 confirm that | did not mis-speak this morning 4 as mugs, t-shirts bearing Newfoundland Power
5 inmy opening, Mr. Ludlow, that Newfoundland | 5 logo, things of that sort?
6 Power does, in fact, spend more on promotional 6 MR. LUDLOW:
7 items such as t-shirts and mugs bearing the 7 A. IsthatintheRFI?
8 Newfoundland Power logo than the amount that | 8 (3:45P.M.)
9 it spends on paid energy advertising and paid 9 Q. Ifwecould turn--it'snot there. Could we
10 media, can you--would that be a true statement 10 turn to CA-NP-374? Keep ongoing. | think
11 on my part? 11 you haveto go up. Yes, Eat line 36.
12 MR. LUDLOW: 12 "Promotional materials are items such t-shirts
13 A. | have no idea, Mr. Johnson, what we spend on 13 and mugs bearing Newfoundland Power logo.
14 that material. 14 While most promotional materials are treated
15 Q. Justif wecould refer to CA-NP-88? | think 15 as anon-regulated expense, some promotional
16 we haveto come down alittle further. You 16 materials areused in employee-recognition
17 see promotional materialstherein Table 1? 17 initiatives and aretherefore appropriately
18 MR. LUDLOW: 18 charged to regulated expense.” So | take it
19 A. Yes 19 we are in agreement that you spend more on
20 Q. Anditshowsin’06 you spent 119,000; 2007, 20 mugs and t-shirts than you do on paid energy
21 125; and forecasting for 2008, 125 on 21 advertising, correct?
22 promotional materials. And you obviously 22 MR.LUDLOW:
23 accept that? 23 A. l'would agree on what you're saying, but |
24 MR.LUDLOW: 24 will also draw the Board’ s attention to avery
25  A. I'll accept the numbers as posted in the RF, 25 large difference herein that the majority
Page 175 Page 176
1 are, sorry, are treated, while most, I'll use 1 putting some of these numbers in context?
2 the right word because I'll be corrected here 2 MR. LUDLOW:
3 shortly, are anon-regulated expense. | would 3 A, Probablyis, | justdon’t havethe number in
4 aso, Mr. Chair, thisis thelevel of detail 4 front of me. If you can take me there, I'd
5 that I’'m going to have to defer to Mr. 5 appreciate it. But again, the level of detail
6 Delaney. But the difference between the non- 6 that you' re going to, Mr. Johnson, is one that
7 regulated and the regulated expenses are 7 we have our witness prepared, Mr. Delaney, in
8 clearly brought outin thisanswer to your 8 particular, in the areas of expenses.
9 RFI. 9 Q. Okay. Just fortherecord, that expenseis
10 Q. Yes, but sothe 125, that's a regulated 10 detailed at cA-NP-88. Could | turn to
11 expense, though, isit not? Or do you want to 11 Information No. 6?
12 defer on that? 12 MS. NEWMAN:
13 MR. LUDLOW: 13 Q. That'sthe mediarelease dated September 21st?
14 A. No, it'snot. 14 MR. JOHNSON:
15 MS. PERRY: 15 Q. Yesitis.
16 A. No, that includes both regulated and non- 16 MS. NEWMAN:
17 regul ated. 17 Q. 2007, Newfoundland Power Helping Customers.
18 Q. Okay. And again, just putting the advertising 18 Upon the screen now, Mr. Johnson, isthat
19 expense on conservation in another context, 19 correct?
20 whichin 2008 is supposed to be $90,000, | 20 MR. JOHNSON:
21 understand and perhaps you could confirm that 21 Q. Yes. Thismediarelease dated September 21st,
22 Newfoundland Power spends fully $65,000 a |22 2007, are you familiar with this, Mr. Ludlow?
23 year, which isregulated expenses, on an 23 MR.LUDLOW:
24 employee personal computer purchase plan? | 24 A. Yes, | am.
25 mean, would that be correct in terms of 25 Q. Andit statesin thisline, in the top line,
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1 MR. JOHNSON: 1 A. | think these packages of Wrap Up For Savings,
2 "Newfoundland Power is offering customers 2 the internet, al our CARS and people--CARS,
3 double rebates for insulation upgrades during 3 sorry, customer account representatives, are
4 September and October, ' 07 through its Wrap Up | 4 well armed and actually in positions to
5 For Savings Program.” And can | take it that 5 describethis. Whether it would draw more
6 that’s not something that normally occurs, 6 people, | mean, I'm not in aposition to say
7 double rebates? That'sa specid, if you 7 yesor no. On the surface we went with the
8 will? 8 route of the print media. It ispossibleit
9 MR. LUDLOW: 9 could have improved our coverage, | just don't
10 A. That's, well, it sbeen, | think it was last 10 know.
11 year and this year, as | understand. 11 Q. Couldwe putup CA-NP-79? At Tablel the
12 Q. Andagain, itjust, it mystifiesme, to be 12 Company reports on the annual savings
13 honest, why if Newfoundland Power was offering |13 resulting from cDM initiatives. And the top
14 this that there wouldn’'t even be a word about 14 line there is Wrap Up For Savings and it shows
15 it onthe radio. | mean, thisis amost a 15 the cost savings of, what is it, 1.163--
16 special, in asense, September and October 16 $1,163,0000, that’s an annual savingsthat’s
17 only, you know, here' swhat we're offering, 17 reflected in the test year, | take it, that
18 get in touch with us. | mean, and that--have 18 results from that Wrap Up For Savings Program?
19 you done an assessment to see that if you put 19 MR. LUDLOW:
20 that on radio, that that wouldn't be 20 A. | would assumeso. Just bear with me one
21 effective? 21 second here. | just need to go to it to make
22 MR.LUDLOW: 22 surethat we'rereading from the same book
23 A. No, | have not. 23 here now. Bear wit meonesecond. What is
24 Q. Doyou think it would be effective? 24 the 76--79?
25 MR. LUDLOW: 25 MS. PERRY:
Page 179 Page 180
1 A 79 1 TV, for instance, just on thislittle campaign
2 Q. 79,4r. 2 we're talking alone, September, October,
3 MR. LUDLOW: 3 double the rebate, | mean, can there be any
4 A. Herewego. It'smy understanding this has 4 real debate as to whether it would be worth
5 been built into the test year. 5 our while to spend some money on Tv and radio
6 Q. Yeah. Andso for spending on Wrap Up For 6 to tell people about this as opposed to just
7 Savings, | think we touched on that earlier, 7 shoving it in their billswith the rest of the
8 under CA-NP-76, the spending for Wrap Up For 8 junk mail that they consider junk mail every
9 Savingsin 2008 was 85,000 bucks, and we're 9 month?
10 talking about areturn for 2008 of $1. 1 10 MR. LUDLOW:
11 million savings? Am | getting that right? 11 A. | neverlook at our e-billsor our hillsas
12 MR. LUDLOW: 12 junk mail, but that’ s up to yourself, | guess.
13 A. I'mnot surethere’ sadirect - 13 I’m not clear, I’'m not clear we've got this
14 MS. PERRY: 14 circumstance highlighted the way you're
15 A. If | couldjust provide--this hereisjust a 15 describing it. So | would liketo, if | may,
16 reduction in the energy that we expect to 16 take some timeto just check this alittle
17 sall, so those costs associated with that. 17 further, Mr. Chairman.
18 Q. Okay, sothat little bit of Wrap Up For 18 KELLY, Q.C..
19 Savings reduces the amount of energy you'd 19 Q. Andinfairness, the witness has said two or
20 expect to sell by over amillion bucks, $1. 2 20 three times that this would be a better series
21 million? 21 of questionsfor Mr. Delaney, which would be
22 MR.LUDLOW: 22 the appropriate witness to deal with the issue
23 A. That’scorrect. 23 and answer Mr. Johnson’ s questions.
24 Q. | mean, you know, can there be any real debate |24 MR. JOHNSON:
25 about the value of, say, running some ads on 25 Q. If you--1 obviously can't object if the
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1 MR. JOHNSON:

2 witness wantsto look at it further. | mean,

3 that’ sfair play.

4 CHAIRMAN:

5 Q. | guessit’son aquestion-by-question basis.

6 And, Mr. Ludlow, if you fed that this isa

7 level of detail as the questions come forward,

8 justindicate and we'll defer thoseto Mr.

9 Delaney or whoever the case may be. And on
10 your point of getting the--having some time to
11 get this information and an answer, that’s
12 fine, I guess. We'll be coming back tomorrow
13 morning, in any event, if that’s sufficient
14 time.

15 MR. LUDLOW:

16 A. Mr. Chairman, to be helpful to the Board, the
17 level of detail that we're getting into here

18 about reach and costs of ads and soon is
19 something | certainly am not in a position to
20 speak to. But | do know that we have people
21 prepared on that topic.

22 Q. If you could bear that in mind, Mr. Johnson,
23 in your questioning, I’d appreciate it.

24 MR. JOHNSON:
25 Q. | think we're now closeto 4:00 anyway, Mr.
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1 Chairman.
2 CHAIRMAN:
3 Q. Sure. Okay, thank you, very much, Mr. Ludlow,
4 Ms. Perry and Mr. Johnson. And we' Il conclude
5 if there’ s nothing else, Ms. Newman, and we'll
6 see you at 9:00 tomorrow morning.
7 Concluded.
8(3:56 P.M.)
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|, Paulette Murphy, do hereby certify that the
foregoing is atrueand correct transcript of a
hearing heard beforethe Commissioners of the
Public Utilities Board on Newfoundland Power Inc.’s
2008 General Rate Application, heard on the 22nd
day of October, 2007 and was transcribed by me to
the best of my ability by means of a sound
apparatus.
Dated at St. John's, Newfoundland and L abrador
this 22nd day of October, A.D., 2007
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