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1 SEPTEMBER 23, 2015 1 year for 2014? We can seethose puts and
2 (9:05am.) 2 takes and give us some reasoning behind each
3 CHAIRMAN: 3 one of the differences, that kind of thing.
4 Q. | understand there are no preliminary matters, 4 MR. HENDERSON:
5 S0 we can go right to Mr. O’Brien, sir. 5 A. |l would think we should be able to do that.
6 MR.O'BRIEN: 6 MR. O'BRIEN:
7 Q. Thank you, Mr. Chair. 7 Q. Okay, and how about the 2015 to where you are
8 MR. DARREN MOORE - CROSS-EXAMINATION BY MR. O'BRIEN 8 right now versus the test year, there' sthose
9 MR. ROBERT HENDERSON - CROSS-EXAMINATION BY MR. O’'BRIEN 9 types of puts and takes, isthat possibleto
10 MR. TERRY GARDINER - CROSS-EXAMINATION BY MR. O'BRIEN 10 provide us that type of information as well?
11 MR.O'BRIEN: 11 MR. HENDERSON:
12 Q. Mr. Henderson, | wanted to pick up on apoint 12 A.Intermsof those types of things, | guess, we
13 we discussed yesterday about the vacancy 13 can show year to date how things have -
14 adjustment, and | just wanted to seeif I've 14 MR. O'BRIEN:
15 gotten your position straight, is that when we 15 Q. Yeah, versus what was built into the test year
16 talked about the vacancy adjustment of 40, | 16 with the reconciliations as to why it's
17 guess, that’sin each of thetest years, it 17 different, that sort of thing?
18 was your position that we should keep that 40 18 MR. HENDERSON:
19 because there could be some puts and takesin 19  A. | think with respect to the FTES, we can give
20 terms of what the test year figures are, so 20 that - | think Mr. McDonald gave a projection.
21 there may bea 65 vacancy actuality in 2015, 21 MR. O'BRIEN:
22 but there might be more overtime charged or 22 Q. Yeah
23 something like that. Isthat correct? 23 MR. HENDERSON:
24 MR. HENDERSON: 24 A. And we can indicate to you the puts and takes
25  A. That would be those things happening, yes. 25 that impact on that vacancy.
Page 2 Page 4
1 MR. O'BRIEN: 1 MR. O'BRIEN:
2 Q.And would that be the same with - a 2 Q. Yeah, so you could show us, say, the
3 possibility with a number of other of the 3 projection for 2015 until the end of the year
4 expenses throughout the test year? 4 and what you expected versus what the actual
5 MR. HENDERSON: 5 forecast was inthe test year with some
6 A. There could be some other impacts, such asin 6 reconciliation like that?
7 system equipment and maintenance, there may be | 7 MR. HENDERSON:
8 impacts related to hiring contract labour, for 8 A.We could show those types of things. I’'m not
9 instance. 9 sure what detail we' d have at this point, but
10 MR. O’'BRIEN: 10 we can certainly provide something. 1'm not
11 Q. Okay, and oneof thethings when!| looked 11 sure in terms of how up to date we' d have that
12 through some of the documents last night, we 12 and that sort of thing.
13 do have actuals there for 2014, and you can 13 MR.CASS:
14 see obvioudly that the forecast doesn’t 14 Q. Mr. Chair, perhaps we could take this away and
15 correspond with the actuals, which is what you 15 see what is the best that we can do to respond
16 would expect, you’ re not necessarily going to 16 to the question. 1’'m not sure at this point
17 be perfect with your forecast, but we also 17 just what can be done, but we could take it
18 have a document there where we saw 18 away and see what best that can be done.
19 reconciliation for thetwo test years from 19 MR. O’'BRIEN:
20 2014 and 2015 showing the differencesbetween |20 Q. Becausel am going to ask for an undertaking
21 the two, and there's notesat the bottom 21 that that be done, but | haveto have had a
22 saying here’ swhy 2015 isdifferent inthis 22 discussion with Mr. Y oung in terms of whether
23 area, here’ swhy it’s different in that area, 23 or not he can take that away, and if it can be
24 that kind of thing. Isit possibleto get a 24 done, then fine, to provide itif they’'re
25 reconciliation of the actuals versus the test 25 prepared to provideit, but if not, I guess,
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1 we may have to come back with that request for 1 the Rates and Regulatory Manager. It was
2 an undertaking for the record. 2 presented to me, the financial outlook for the
3 MR. YOUNG: 3 coming year, we had updated some financial
4 Q. That'strue, Mr. Chair, Mr. O'Brien waskind 4 plan information, and given the length of time
5 enough totip me off on this just a few 5 that it had occurred with respect to the 2013,
6 minutes before the hearing this morning, so | 6 which was the test year, versus where we were
7 did have afew brief minutesto discussit and 7 seeing things were going, with that length of
8 to get my head around it. | think we need to 8 timethat had transpired, we felt that in
9 explore that further and see what useful 9 terms of Hydro’ s financial outlook, it looked
10 information can be provided. 10 to be - it wasmost appropriate to file with
11 MR. O'BRIEN: 11 additional information to update and go
12 Q. Okay. 12 forward with the 2014 and 2015 test year. If
13 MS. GLYNN: 13 that wasn’t the case, it was very likely that
14 Q. Sowe'll come back to this as an undertaking. 14 we would have to turn around and have another
15 MR. O'BRIEN: 15 application right after the 2013 one, you
16 Q. Yes, thank you. 16 know, with the 2013 test year, and that would
17 MS. GLYNN: 17 have certainly been, I’ll say, inefficient in
18 Q. Thank you. 18 the sense of us going through the regulatory
19 MR. O’'BRIEN: 19 process and wethought at that time the
20 Q.| think where we left off yesterday, | believe 20 appropriate thing to do was to file for 2014
21 | had afew questions, Mr. Henderson, with 21 and 2015 test year.
22 respect to what contact you might have had 22 MR. O'BRIEN:
23 with Government over the yearsinterms of 23 Q. Sothat updated forecast, that looked afair
24 Hydro' s operations. 1'm going to ask you 24 bit different than what you had forecast back
25 about the rate case itsalf, and this 25 in 2013 for 2014, is that right?
Page 6 Page 8
1 particular one, whether or not you had any 1 MR. HENDERSON:
2 discussions, say, in April of 2013 with 2 A.That's right. There wassome significant
3 Government on how to proceed with the rate 3 changes. One obvious one was the purchase of
4 case? 4 the combustion turbine that was going to
5 MR. HENDERSON: 5 impact on costs.
6 A.No, | wasn't party to any discussion on rate 6 MR. O'BRIEN:
7 case, how we were going to proceed with it or 7 Q. Any other significant changes at that time
8 anything like that. We had our case ready to 8 that you were looking at?
9 file and there was some directives therein 9 MR. HENDERSON:
10 terms of timing that came from the Government, |10 A. Well, I'll say that was probably the biggest
11 but | was not party to any kind of discussion 11 onethat wastargeted, but therewas other
12 with Government on it. 12 operating expense itemsthat wewould have
13 MR. O'BRIEN: 13 seen that there was upward pressure, which is
14 Q. Okay, let me ask you sort of - I'll takeyou a 14 obvious from our filing that those types of
15 year later then to the point where there was a 15 things were there that we had to address as
16 decision made at Hydro, | guess, to amend the 16 well.
17 filing for 2013to updateit, | guess, in 17 MR. O'BRIEN:
18 November of 2014. Can you give me your 18 Q. Were they related to salaries, related to
19 recollections as to the reasons why that was 19 labour, capital 1abour?
20 doneand who was involved with making that 20 MR. HENDERSON:
21 decision? 21  A. Therewould have been, I'll say, in terms of
22 MR. HENDERSON: 22 the general expenses across the board, there
23 A.That was - the people who were involved in 23 were things that were showing an increase that
24 that would have been myself, and the cFo, Mr. 24 wefelt that we were definitely going to be
25 Sturge, the General Manager of Finance, and 25 requiring a higher revenue requirement than
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1 the 2013 test year would provide. 1 MR. HENDERSON:
2 MR. O'BRIEN: 2 A.Thisreport that’s done each year - because
3 Q Andyou're satisfied that the forecast you 3 the rural deficit basically comesfrom, I'll
4 havein thisrate case issufficient to go 4 call it, cost to service run. In order to
5 forward until, | believe, the planfor the 5 determine the rural deficit, there isafair
6 next rate caseisin 2017 for 2018? 6 bit of allocation of corporate costs into
7 MR. HENDERSON: 7 that, so once a year following the end of the
8 A.Basicaly, these rates are what we require on 8 year thisreport is done, and we can see where
9 ago forward basis. Right now we're updating 9 the rural deficit has landed for the year.
10 our 2016 forecast. We'rein the middle of the 10 MR. O'BRIEN:
11 budgeting process right now. From what we 11 Q. Okay, and when thisreport is generated, isit
12 were looking at back then, indicated we would 12 something that comes to you and you have
13 be. 13 discussions with the leadership team about it,
14 (9:15am.) 14 or isit just something that gets generated as
15 MR. O'BRIEN: 15 a-
16 Q.| want to ask you about the rural rate 16 MR. HENDERSON:
17 deficit. That'sone of thebig items for 17 A.lt'smore- I'll say it’sareport that would
18 Newfoundland Power with respect to this 18 be presented to me as a piece of information
19 particular rate case. I’'m going to ask if we 19 that’ s reported to the Public Utilities Board.
20 can pull up NP-NLH-034, Revision 2. It might 20 It's not - this particular report does not get
21 be PUB 34, Jennifer. Actually, perhapsthe 21 discussed at the leadership team or it hasn’t
22 best thing might be to usewhat Mr. Johnson 22 been for thelast period of time that I’ve
23 filed yesterday. That might be the most up to 23 been involved.
24 date one. 24 MR. O'BRIEN:
25 MS. GRAY: 25 Q. Okay, and, well, not just thereport, put
Page 10 Page 12
1 Q. Therura deficit - 1 aside the report itself, but the deficit
2 MR. O'BRIEN: 2 itself, does that get discussed with the
3 Q. Therural deficit annual report might be the 3 leadership team?
4 best thing to look at. That’s from March of 4 MR. HENDERSON:
5 2015, and if welook at Page 2, Table 1. 5 A. What the leadership team would be discussing
6 MS. GLYNN: 6 would be theitemsin which we control, I'll
7 Q. Mr.O'Brien, we're goingto enter that as 7 say, the impact on the operating expense, so
8 Information Item #8. 8 the focus would be, in particular, on the
9 MR. O'BRIEN: 9 operating expenses for the company, the O & M
10 Q. Sure. | don't mean to steal your thunder, Mr. 10 expenses, and whether we are managing that to
11 Johnson, and use your document, if that’s all 11 our budget. So the focus is on those
12 right? 12 controllable items. There' s a number of items
13 MR. JOHNSON: 13 herein the rural deficit that, I'll say, are
14 Q. Not aproblem. 14 fallouts of previous decisions, that type of
15 MR. O'BRIEN: 15 thing. For instance, the depreciation, the
16 Q. I'mwonderingin termsof the rural deficit 16 return, but in the areas of the operating
17 here, we see the annual amounts climbing from 17 expenses, that would be an area that we would
18 2010 from 40 millionupto 64in2014. Is 18 have discussion on with respect to budgets and
19 this something that’s on your radar in your 19 the people who manage their budgets meeting
20 position as to where the rural deficitison 20 those expenses- you know, keeping within
21 an annual basis? 21 budget.
22 MR. HENDERSON: 22 MR. O'BRIEN:
23  A.ltisonmy radar. 23  Q.Andis thereever any discussion about how
24 MR. O'BRIEN: 24 Hydro may go about trying to, | guess, keep
25 Q. Yeah 25 therural deficit down, any initiatives in
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1 order to do that? 1 the diesel plant to help get power back rather
2 MR. HENDERSON: 2 than waiting for crewstofly in from Happy
3 A.Wadl, theinitiatives that we do - our primary 3 Valley or from St. Anthony, depending on the
4 focus would be on the isolated systemsin the 4 areas, or from our central office. So those
5 rural areas where we look at energy 5 typesof thingswe ve been doingto try to
6 efficiency, which would be in terms of 6 minimize the operating expenses for those
7 reducing fuel consumption for the plants, to 7 areas. So that’sthekind of thing that we
8 reduce the capital requirements, so for 8 have been focused on.
9 capital growth, we would look at what we may 9 MR. O'BRIEN:
10 beable todoin termsof doing activities 10 Q. And in terms of tracking sort of how
11 that would - again it's primarily load 11 successful you are with those initiatives, do
12 related, that the energy conservation group 12 you track it just based onthe figure, the
13 would do, so we' ve put into effect those types 13 annual rural deficit figure, asto whether
14 of things to influence the growth and the 14 it'sgone up or down, or do you track it
15 demand in the area, which could drive capital 15 internally in any way to see here’s how our
16 investment. Our system planning group would 16 initiatives areworking out, that kind of
17 be alsolooking at the consumption that’s 17 thing?
18 occurring, the load growth in those areas to 18 MR. HENDERSON:
19 look at alternatives to the generation to see 19 A.What we would do, we reflect it in our
20 if there are opportunities for more cost 20 operating budgets, and if there's particular
21 effective sources. Those types of things get 21 items that we have put in place, then we
22 discussed during the regular operating budget 22 reflect that in our operating budgets to
23 time and they would also get discussed in the 23 reduce those costs, but for alot of the-
24 capital budget time as to those types of 24 like, the diesal system representatives, or
25 initiativesthat could be undertaken. The 25 DSRS, training to enable them to do switching
Page 14 Page 16
1 other things would be, and Mr. Moore could 1 which would reduce our travel. So you may see
2 probably elaborate on this, but there would be 2 some adjustment in thetravel. Now travel,
3 looking at how we do our work in the isolated 3 there' salot of thingsthat affect travel, so
4 diesel areas becauseit’s very - these are 4 to see a specific drop because you've got
5 remote locations that require - in order for 5 increasing costsfor travel, that sort of
6 us to address problemsin those areas, I'll 6 thing, I’ll say, it wouldn’t be easy to track
7 say, dealing with distribution problems or 7 it specifically, but that’s where we would see
8 generator problems, we have to dispatch people 8 the impact of these things would be in reduced
9 from places like Happy Valley Goose Bay to go 9 travel timeintermsof the expensive travel
10 to the coast of Labrador, so wewould be 10 for people coming out of the central areas.
11 looking at how we might be ableto do that 11 MR. O'BRIEN:
12 more effectively and efficiently so that we 12 Q. Soput aside, | guess, the cost of travel
13 would be challenging the way we do it, looking 13 which may not be as controllable as may be how
14 at how we dispatch people, how we can bedoing |14 you do it and the dispatch, do you track sort
15 that more effectively. One areathat’s been a 15 of - do you put that aside and say, yes, we've
16 focus area for aperiod of time, andwe're 16 been able to dispatch much more efficiently
17 doing additional work onin the last couple of 17 this year and here’ s how we can show that?is
18 years, is the people who run the diesel plants 18 there any way for you to put that together?
19 in the isolated communities, who are diesel 19 MR. HENDERSON:
20 system representatives, these folks are there 20 A.Wehave not looked at that. There's been
21 in the community, liveinthe community, so 21 nothing brought forward to me. | don’t know
22 they can do certain activities thereto help 22 if Darren cantalk about what they may be
23 with responding to troubles in the community, 23 doing and it’ s sort of at the regional level,
24 responding to customer issues to enable them 24 but just to say | have not seen anything that
25 to do, I'll say, more tasks than just running 25 shows that specific, and I'll say it would be
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1 challenging from the standpoint is that 1 A.Theadlocation of therura deficit ismost
2 there’' s high variability and the frequency of 2 appropriate to put to our Ratesand Cost to
3 issues from year toyear to be able to 3 Service Panel, or person.
4 pinpoint and say - | think you’ d need a number 4 MR. O'BRIEN:
5 of yearsto see atrend, and the diesel system 5 Q. Allright.
6 representative, DSR, trainingisan ongoing 6 MR. HENDERSON:
7 program which we basically inthelast two 7 A.Toaddressthat, becauseitisa rates, I'm
8 years have picked that up again, and the big 8 going to say, issuein the sense of fairness
9 areaistraining the diesel plant operatorsto 9 and there’'sa number of issuesthere, and |
10 be ableto do limited line switching so that 10 was aware that the change was happening, it
11 they can replace fuseson the lines and that 11 was explained to me, and it seemed to me to be
12 type of thing, which would normally be done by 12 areasonable changeinterms of allocation,
13 aline worker. Sothere's thosetypes of 13 given the arguments that were put forward for
14 thingsthat could saveon - well, shorten 14 sharing that, that it would worthy a good
15 outages and also save on the travel time. 15 hearing and discussion at this proceeding.
16 MR. O'BRIEN: 16 MR. O'BRIEN:
17 Q. Andthat’straining that’sin place right now? 17 Q. Okay, so put aside, | guess, getting into the
18 MR. HENDERSON: 18 details from apolicy level or a higher level,
19 A.It'songoing. 19 it was discussed with you prior to the amended
20 MR. O'BRIEN: 20 filing?
21 Q. And do you expect that that will help reduce 21 MR. HENDERSON:
22 or at least maintain the deficit asto where 22 A.ltwas, yes.
23 itis, or it will be one of the factors? 23 MR. O'BRIEN:
24 MR. HENDERSON: 24 Q. And what’s your recollection of the discussion
25 A.lIt'safactor that will helpinaparticular 25 for the reasons for changing it?
Page 18 Page 20
1 area, which isthe travel cost to go out and 1 MR. HENDERSON:
2 service these remote communities, but it’s not 2 A.Thereasonsfor changing it was our rates team
3 goingto havea bigimpact fromthe - you 3 had done an assessment and looked at
4 know, | wouldn’t want to leave the impression 4 considering fairness in alocation to
5 that thisis going to make some dramatic 5 different areas, and in particular, | guess,
6 change and flatten the amount of the operating 6 we'retalking about the Newfoundland Power
7 expenses because the other things continue to 7 customers versusthe Labrador Interconnected
8 have to be required. People haveto maintain 8 customers, and the view was, looking at that,
9 the diesel plants and we have people centrally 9 that this seemed to have merit of a fair
10 |located that travel out to each one of these 10 alocation, and so again in looking at that,
11 diesel communities to maintain, to do 11 yes, this is something that we should put
12 overhaulson thediesels. There'salot of 12 forward to garner that discussion because it
13 work that hasto bedone there. So those 13 looked to be a significant amount of the rural
14 typesof thingsare subject to the genera 14 deficit that was being borne by Labrador
15 cost increases that we have experienced in the 15 customersrelative to, you know, the cost that
16 company. 16 they were paying.
17 MR. O'BRIEN: 17 MR. O'BRIEN:
18 Q.| want to ask you about the allocation of the 18 Q. And inthat discussion, did you have any
19 deficit in Hydro’' s original application back 19 discussion about whether or not there was
20 inJuly of 2013. That included the proposal 20 merit for keeping it whereit is?
21 to continue with the Board approved 21 (9:30am.)
22 methodology now for allocation. I'm wondering {22 MR. HENDERSON:
23 on what basis did Hydro decide to change that 23 A.Obvioudly, it was one of the options, and as|
24 proposal with its amended filing? 24 said, the discussion went that thislooks like
25 MR. HENDERSON: 25 an area that should warrant further hearing in
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1 the GRA, that seemed to be related to fairness 1 one option to takein terms of per customer,
2 to the different customer groups, so again 2 but I'm wondering why it was or if it was that
3 this would be the proceeding to have that kind 3 therewas no consideration to the fact that
4 of discussion. 4 Newfoundland Power customers would pay higher
5 MR. O'BRIEN: 5 amount for electricity, putting aside the
6 Q. ldon'tdisputethat. | guess, my concernis 6 rural deficit, andif you'retalking about
7 more at this point in time, I’m just wondering 7 fairness, why not consider that in the context
8 what your take on it was. | presume at the 8 of your decision making?
9 time when the application wasfiled, you were 9 MR. HENDERSON:
10 satisfied, based on your discussion with your 10 A. Thatisafactor, but when we balanced out all
1 rates and regulation team, that thiswas the 1 the factors, we felt that the proposal we were
12 appropriate thing to do, is that right? 12 putting forward would be the most fair onein
13 MR. HENDERSON: 13 the circumstance.
14  A. That'scorrect. 14 MR. O'BRIEN:
15 MR. O'BRIEN: 15 Q. Okay, so any further detail, | guess, on that
16 Q. And in comingto that decision, did you 16 is best to take up with the rates and
17 consider whether or not it was appropriate to 17 regulations?
18 consider that Newfoundland Power’s customers |18 MR. HENDERSON:
19 might pay more generally than the Labrador 19 A Yes
20 Interconnected customers for electricity? 20 MR. O'BRIEN:
21 MR. HENDERSON: 21 Q.| wanted toturn, Mr. Henderson, there's a
22 A.Obvioudly, part of the discussionwas that 22 fair bit of discussion about the infamous PUB-
23 this would shift the cost to - the 23 228, the charging in of the Nalcor leadership
24 Newfoundland Power customers will pick up 24 team, and| don’t want to go through the
25 additional costs with respect to the rural 25 details on the amounts there other than to say
Page 22 Page 24
1 subsidy versusthe Labrador Interconnected 1 one of the questionsthat | put to Mr. Martin
2 from where it previoudy led. 2 iswhether or not the hoursthat we see on
3 MR. O'BRIEN: 3 that document is reflective of the leadership
4 Q. But the point of my question is put aside the 4 provided by Nalcor to Hydro, and the fact that
5 rural deficit, did you consider the fact that 5 the hours were lower before thetest year
6 Newfoundland Power customers on the Island 6 suggests there' s not - that | can assume that
7 Interconnect would actually, putting aside the 7 there’'snot alot of leadership there, and |
8 rural deficit, pay more for their electricity 8 asked him if | could do that, and he said, no,
9 than Labrador Interconnected customers do for 9 you can’'t assume that because it's not
10 their electricity? 10 necessarily reflective of the hours. Ms.
11 MR. HENDERSON: 11 Greene put to Mr. McDonald a question more
12 A. Obvioudly, there is a difference there between 12 recently concerning the same sort of document
13 the two because of the source of electricity 13 to say what is it that we can point to that
14 in Labrador is primarily the Upper Churchill. 14 shows that there' s sufficient leadership here
15 MR. O'BRIEN: 15 in terms of hours from Nalcor into Hydro. Is
16 Q. Upper Churchill. 16 there something you can point usto in that
17 MR. HENDERSON: 17 regard?
18  A. But putting aside the source of electricity, 18 MR. HENDERSON:
19 you know, how you allocate that rural deficit 19 A.ldon't think thereis anything else | can
20 to different customers, we looked at it from 20 point to other than | can say my interactions
21 the perspective of what's afair allocation on 21 with both Mr. Martin and Mr. McDonald, and
22 acustomer basis, and that was why we madethe |22 other people on the Nalcor leadership team, is
23 change that we did. 23 that there is considerable discussionon a
24 MR. O'BRIEN: 24 number of areasrelated to Hydro with them in
25 Q.| understand that, | guess, in terms of that's 25 terms of there' s the asset management approach
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1 and philosophy that hasa largeimpact on 1 how the organization is operating, the
2 Hydro. The safety issuesare also regularly 2 initiatives that the organization is putting
3 talked about, we have regular meetings on 3 forward to improve on its performance, there's
4 safety, on asset management, where | would be 4 thoseitems too. All of those initiatives
5 interacting with Mr. Maclsaac, and othersin 5 that occur, sotoisolate tosay thatit's
6 my group would be interacting with Mr. 6 just tied to, you know, reliability or just
7 Maclsaac, but al of those areas are common in 7 tied to the cost in a particular year, | think
8 the sense that they are also have impact on 8 you'd haveto morelook at over a period of
9 CF(L )Co, for instance, and probably CF(L)co 9 time and how that is evolving and improving.
10 being the biggest part of those types of 10 MR. O’'BRIEN:
11 things, but then also the Lower Churchill has 11 Q.| understand, and part of your mandateisto
12 aspectsof that as well. So all of those 12 set these initiatives and that kind of thing
13 areas are common and Nalcor, my understanding, |13 as well within the obligation to provide safe,
14 isthat those are allocated to Nalcor, they’re 14 reliable, least cost service, so that’s all
15 not charged specifically to Hydro, but I'm 15 part of your mandate.
16 involved with those discussions. My time gets 16 MR. HENDERSON:
17 charged to Hydro when those discussions occur, 17 A Exactly.
18 but they would be charging it more generally 18 MR. O’'BRIEN:
19 because they have that common interest in both 19 Q.| understand what you're saying. Well, let’s
20 CFK(L )Co and Hydro. 20 talk about reliability for a little bit. We
21 MR. O'BRIEN: 21 talked to Mr. Martin about key performance
22 Q. When Ms. Greene asked Mr. McDonald that 22 indicators, and heindicated in his evidence
23 question, he gave alittle bit of a different 23 that when hetestified back in 2007 at the
24 answer. | think what he said isthat you can 24 last GRA, that was around the time that Hydro
25 look to how Hydro has fulfilled its mandate, 25 was putting in place some key performance
Page 26 Page 28
1 that’ s sort of how you would tell whether or 1 indicators to look at reliability and
2 not there’ s appropriately leadership provided. 2 financial performance and that sort of thing,
3 Would you agree with that? 3 and that this has been done. I'm going to ask
4 MR. HENDERSON: 4 that welook at Information 5, if we could.
5 A. That'sanother approach to it. 5 That’s reproduced from one of Grant Thornton’s
6 MR. O'BRIEN: 6 reports. We seekey performance indicators
7 Q. And would you agree with that approach? 7 for 2009, 2010, 2011, 2012, and we see 2013
8 MR. HENDERSON: 8 and 2014 as well. In termsof - | want to
9 A.lwould agree that how Hydro has performedand | 9 look at Page 2, if we could, actually. So if
10 the things that it has implemented in terms of 10 we look at reliability here, we've got eight
11 changesto improveits business performance 11 different KPIs, and we seetargets for 2013
12 are all reflective of those discussions. 12 and results, and we see targets for 2014 and
13 MR. O'BRIEN: 13 results. Have you seen this document before?
14 Q. Andwould - | guess, in terms of things like 14 MR. HENDERSON:
15 being able to provide least cost, reliable, 15 A.Yes, | have
16 and safe energy, | mean, that’s your mandate? 16 MR. O’'BRIEN:
17 MR. HENDERSON: 17 Q. Firstof al, I just want to ask you sort of
18 A.Yes 18 these targets, how are they achieved - sorry,
19 MR. O’'BRIEN: 19 how are they set?
20 Q.And that would reflect the level of 20 MR. HENDERSON:
21 leadership, would you agree? 21  A.Thetargetsthat are there for 2013 and 2014
22 MR. HENDERSON: 22 were established based on areview of historic
23 A.Thereisarelationship there, but there's so 23 performance.
24 many more things, 1’1l say, in the context of 24 MR. O'BRIEN:
25 the items that are occurring with respect to 25 Q. Okay.
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1 MR. HENDERSON: 1 result shows that none of your reliability
2 A.Sothey would take into account our historic 2 targets were achieved?
3 performance and project that forward and 3 MR. HENDERSON:
4 trying to establish improvements on historic 4 A I'll sayin2013, aseverybody is aware, there
5 performance. So it’sinitiatives to improve on 5 was asignificant event wherewe had avery
6 how we' ve been doing in the past, so we have a 6 severe winter storm in January of 2013 that
7 group internally who do some analysis on past 7 caused problems at the Holyrood terminal
8 performance, look at that, and then they put 8 station that resulted in the generating
9 forward the targets for these KPIs based on 9 station coming off. So that had a significant
10 that. So they’ll take into account what may 10 impact and, of course, we had the damageto
11 be exceptional that may not be indicative of 11 the turbine bearings on Unit 1 at Holyrood, so
12 future performance, such as avery severe 12 that greatly impacted in 2013 the DAFOR, the
13 weather event that you may look at the history 13 second lineitem, and it also impacted on the
14 and say, okay, that was an unusual event, so 14 weighted capability factor for that year, and
15 wewould not consider that as part of our 15 they are very unusua from our historic
16 historical performancein predicting where 16 performance, and so they were the main factors
17 we're goingto go. So it's amatter of 17 that influenced it, so it was related to that
18 looking at that historic performance 18 severe storm, the impact of that storm, and
19 projecting it forward, and that’s pretty much 19 then the resultant damage that occurred on
20 how all of those are done. Now the weighted 20 Unit 1. Onthe other matrix, I’'ll comment
21 capability factor and the DAFOR, weighted 21 that there’san element here where they did
22 DAFOR, do take into consideration the annual 22 not reflect our outage requirements, and |
23 work plan and the outages that we plan on our 23 think the targets were set low, they did not
24 generating equipment. So when they establish 24 reflect some of the capital investments that
25 those targets, they would look at, well, do we 25 we were making in our distribution system and
Page 30 Page 32
1 have along outage plan for a generator in Bay 1 in our transmission system that were going to
2 D’ Espoir that may influence that, and they 2 require additional outages. Sothere’s an
3 would take that into account to reflect it, 3 element of, in particular, the distribution
4 and then they would also consider the number 4 SAIDI and SAIFl numbers which it was
5 of forced outagesthat we've had previously 5 unrealistic giventhe program that we had
6 and project an improvement. 6 coming forward, in particular, therewas a
7 MR. O'BRIEN: 7 significant amount of feeder outages in our
8 Q. Sothere sabit of normalization, | guess, in 8 distribution system, the Labrador City
9 terms of going forward when you look at 9 upgradesthat we were doing were causing a
10 setting that target - for each of those 10 significant amount of customer outages, which
11 targets, | guess? 11 actually continued through both 2013 and 2014.
12 MR. HENDERSON: 12 So those targets for the distribution system
13 A. That would be correct. 13 were influenced by that, and they’'re also
14 MR. O’'BRIEN: 14 influenced by other eventsthat occurred in
15 Q. Okay, and you're looking for the most part, 15 the distribution forced outage events. |
16 except for the first two, | guess, which also 16 wouldn’t want to leave the impression that it
17 look at the plan for each year, you' re looking 17 was only the planned outage, but certainly the
18 historically where the company has been and 18 targets were set unrealistically low for the
19 the ideaisto improvein these areas as well? 19 distribution system.
20 MR. HENDERSON: 20 (9:45am.)
21  A. That was behind those. So if you look back, 21 MR. O'BRIEN:
22 you'll find that those targets do reflect an 22 Q. And would those planned outages you're talking
23 improvement over historic performance. 23 about that would have affected setting those
24 MR. O'BRIEN: 24 targets, would they have been - your committee
25 Q. What do you take from the fact that the 2013 25 or the group that gets together that sets
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1 these targets, would they have been aware at 1 MR. O'BRIEN:
2 the time when they set the targets? 2 Q. So Mr. Henderson, | guess, part of what I'm
3 MR. HENDERSON: 3 hearing and | want you to correct me if I'm
4  A. What was happening was the targets were being 4 wrong, part of what I’'m hearing is that we' ve
5 established - you'll notice that the 5 got 2013 targets that are not achieved, and
6 distribution targets are the same for 2013 and 6 2014 targets that are not achieved, and that
7 2014, and that's because they had been 7 part of theresponseto thatisto look at
8 established prior to 2013 as atarget. When 8 whether or not the targets arerealistic and
9 they hadn't been met, they were carried 9 adjust them upwards?
10 forward and since we did not make the target, 10 MR. HENDERSON:
11 we're goingto carry that forward as the 11  A. That would be- it'sbasically making sure
12 target for future years, and would carry it 12 that the targets are redlistic.
13 forward until we met it. So that happened for 13 MR. O'BRIEN:
14 the 2013 and 2014 year. For 2015, | got more 14 Q. So wereyou concerned when you looked at the
15 involved with the target setting and went and 15 2013 and 2014 targets that there are
16 insisted, | guess, that the consideration of 16 reliability issues here that we need to handle
17 the planned outages, so there was more rigor 17 and deal with, or were you more concerned with
18 putinto thetarget settingto reflect the 18 adjusting the target to make sure that we meet
19 planned work that we were doing in the 19 target going forward?
20 distribution system. So the targets, when you 20 MR. HENDERSON:
21 seethe targets for 2015, you'll notice that 21 A.Wadll, | wasresponding to your question about
22 they are higher, and that’sto reflect the 22 how the targetswere set. Interms of the
23 experience that we're having with respect to 23 performance to move to that, there is
24 outages required for system upgrades. So 24 definitely areas here that we seethat there
25 that’sthere. On the transmission SAIDI and 25 area areas to be addressed, areas that we've
Page 34 Page 36
1 SAlFI figures, these are measures that they do 1 done some analysis on to determine what the
2 move around and there has been some effort to 2 issues are behind the changes in the
3 reflect planned outages, but again it did not 3 performance and what we can do to addressiit.
4 have the rigor that | would expect in setting 4 Those are exactly the things that we would do.
5 the targets, and so there's some changes 5 For each event that we have, we do areview of
6 happening there as well to bring those 6 those to identify what the problems may be and
7 through. The other thing with respect to the 7 set forth a plan to address them, to put - to
8 transmission sAIDI and SAIFI, they are 8 get the performance back to where it should
9 influenced quite abit by our transmission 9 be, and our customers should be - the type and
10 performance on the Great Northern Peninsula, 10 level of performance that our customers have
11 which we have a number of delivery points off 11 experienced in the past and should experience
12 the transmission system that can be influenced 12 inthe future. Sowedo that, and any large
13 by oneevent. Youcan have anumber of 13 event gets a particularly hard look at in
14 delivery points knocked out for event on the 14 terms of analysis because of the significant
15 transmission system. Soyou can see that 15 impact it has, and those provide a significant
16 number move around quite abit depending on 16 opportunity to identify areas for improvement,
17 our experience on severe weather events on the 17 you know, as we strive to continually improve
18 Northern Peninsula, such as up there we can 18 on our reliability.
19 experience some high wind or salt spray type 19 MR. O’'BRIEN:
20 of events, so that has an influence on that. 20 Q. Okay, and yesterday you actually mentioned, |
21 So those numbers in the transmission SAIDI and 21 believe at one point, that there was areview
22 SAIFI are reflective of those types of things, 22 in 2013 into 2014 where you had noted some
23 it'sthe nature of our system. There isa 23 areas that could require some additional work.
24 high variability that occursin those. You'll 24 I’m wondering if you can take us through, say,
25 see that year over year. 25 from the 2013 targets achieved there, what
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1 types of areas you would have been concerned 1 are addressing those in responseto what we
2 about and addressed in 2013 when you looked at 2 have found, so they are regularly monitored.
3 these reliability performance indicators? 3 In termsof each one of these, they are
4 MR. HENDERSON: 4 measures of what has happened, but as the
5 A.For 2013, with respect to the events that 5 events occur, that’'s when we have the
6 happened in January, 2013, we did a thorough 6 discussion and that obviously influences
7 review of that. 7 future performancefor those matrix. The
8 MR. O'BRIEN: 8 weighted capability factor is one that would
9 Q. Uh-hm. 9 be - agpects of that would be sort of ina
10 MR. HENDERSON: 10 performance measure for the managersin their
11 A.Andidentified anumber of items. | don't 11 performance contracts to make sure that have
12 recall the number, but 1’1l say there’ s 50 or 12 proper attention on those. Each one of these
13 more action itemsthat were identified that 13 reliability measures do fall down to each one
14 people were assigned to do, to follow up on to 14 of the managers who have an aspect of their
15 improve, to address theissuesof theitems 15 role to addressthem. For instance, in
16 that we had identified in our review. They 16 Darren’s shop, the regiona managers would
17 wereinitiated and beingtaken careof in 17 have either the SAIDI or SAlFI, depending on
18 2013, and they continued on in 2014. When we 18 where we had focused that year, in their
19 had the praoblems in January, 2014, we did a 19 performance contracts that they’ re expected to
20 similar analysis and this one wasmore in 20 manage and to get the performanceto alevel
21 depth because there was a number of different 21 that we' ve established or are expecting to get
22 aspectstoit, perhaps broader than what we 22 to. Itisan ongoing aspect of the management
23 experienced in January, 2013, and again there 23 of the company isthese KPisfor discussions
24 was alarge number of action itemsthat came 24 with the managers who are responsible for the
25 out of that that we have been implementing and 25 operation.
Page 38 Page 40
1 following up, and there was also some of the 1 MR. O'BRIEN:
2 items from 2013 that had been identified, they 2 Q. Okay, and | take from it that you do consider
3 continued into 2014 to be actioned to improve 3 these KPIs to beimportant data points, |
4 onreliability. 4 guess, in terms of how you manage the
5 MR. O'BRIEN: 5 organization. You talk about the managers
6 Q. Okay,andin termsof theresults here, and 6 having them built into their performance
7 we've talked afair bit just interms of how 7 contracts. The performance contracts
8 the targets get achieved, in your position, 8 themselves, when you talk about that being
9 when you seethese KPis and the results 9 built in, isthat in the incentive portion of
10 whether or not targets are achieved, what 10 is that as part of your everyday saary,
11 emphasis do you put on that type of analysis? 11 that’ s your target?
12 Mr. Martin sort of suggested, well, look, 12 MR. HENDERSON:
13 those are just data points, I’'vegot to go 13 A.It'spart of all aspects of their role. It's
14 behind it. Isthat the same thing for you? 14 acritical piece of their jobsisaddressing
15 MR. HENDERSON: 15 reliability, soit’sin their incentive pay,
16 A.Waéll, for me and the operations team, in 16 its aso part of their basic key
17 particular, al of these - | shouldn’'t say al 17 responsibility areas, reliability is
18 of them. Different aspects of these KIS are 18 forefront.
19 discussed with the management group to look at 19 MR. O’'BRIEN:
20 each issue and address. Sothisisaregular 20 Q.Andwhat level of oversight does Mr. Martin
21 conversation that would happen between myself 21 provideto you, | guess, interms of these
22 and the management team on outages that we've |22 types of results? Do you have regular
23 had and what we are doing to address the 23 discussionswith him on an annual basis, |
24 issues, to make sure that we're doing a sound 24 guess, here's wherewe are with respect to
25 assessment of what happened in each event, and 25 these results?
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1 MR. HENDERSON: 1 said, would be the bigger issue type of items

2 Al would speak to Mr. Martin on general 2 and what we're doing to address those, which

3 reliability issues, areas that we have 3 would be the actions being taken in response

4 concerns about. It would be moreon avery 4 tothe broader outages. We may talk about

5 high level in terms of impact on customers and 5 some general areas of reliability improvement,

6 areas of concern that we should be addressing. 6 but we did not sit down and walk through each

7 These particular measures are put in Hydro’s 7 one of theseper se, other than when - he

8 annual plan and they arerolled down to the 8 would be generally aware that the performance

9 organization so that each manager has sight of 9 was behind.

10 what’s happening, and Mr. Martin and | go 10 (10:00 am.)
11 through the Hydro plan. Our discussionstend 11 MR. O'BRIEN:
12 to be much more on the very high level matrix 12 Q. Now Mr. Henderson, | want to talk alittle bit
13 that we've put forward, which - what we have 13 about preventative maintenance and deferrals,
14 ison each - for each year for Hydro, thereis 14 and | note part of thisdiscussion will run
15 anumber of key areas that we are focusing on 15 into prudence, and I’'m going to try to keep it
16 in terms of both reliability and other areas, 16 away from that for this purposes, | want to
17 so it'sone of those areasthat | would 17 stick sort of reliability and what we're
18 discuss with Mr. Martin would be the 18 looking forward to in the future, that sort of
19 reliability performance. 19 thing. Now it'sclear fromthe report and
20 MR. O'BRIEN: 20 evidence filed by Liberty Consulting that
21 Q.Andwould you - | guess, my question ismore 21 there were concerns raised by Liberty
22 would you have gone to him, say, in 2013, 22 concerning Hydro' s philosophy with respect to
23 early 2014, to say, look, here’swhat our 23 the deferral of preventative maintenance in
24 resultsare from 2013, we had these eight 24 certain aress, isthat right?
25 reliability targets and none of them are met? 25 MR. HENDERSON:
Page 42 Page 44

1 MR. HENDERSON: 1 A That'sright.

2 A.No, I would not have spoken specifically to 2 MR. O'BRIEN:

3 that. Wewould have been more focused on 3 Q.And! believe the Board even raised similar

4 addressing the major issues that we had and 4 concernin May of 2014 with their interim

5 making sure that we were taking action to 5 report, isthat correct?

6 address those, which had abroader impact 6 MR. HENDERSON:

7 across each of them, not talking about them 7  A.That’'scorrect.

8 specifically so much aswewould be talking 8 MR. O'BRIEN:

9 about the broader aspect of reliability, the 9 Q. Canyoutakeusthrough the processinterms
10 significant impact of the January 2013 10 of when preventative maintenance is deferred,
11 troubles and 2014, that’ s were our focus would 11 isthat something that is done at a budgeting
12 be on those and getting the identified actions 12 processor abudgeting time, how does that
13 that were having a broad impact addressed and 13 happen?

14 completed. 14 MR. HENDERSON:

15 MR. O'BRIEN: 15 A.The deferral of any maintenance basically

16 Q. How about 2014 then, you've got your results 16 occurs during the year. The budget is supposed
17 and no targets achieved. Is that something 17 to be set with theintent to complete all

18 you would have brought to Mr. Martin then 18 preventative maintenance that’ s required, and
19 after? You're past now theearly January 19 it also has an allowance in that for

20 2014, but till by theend of itis that a 20 additional corrective maintenance which would
21 type of discussion you would have had withhim |21 be things that would occur during the year. So
22 that we've got these eight reliability KPS 22 thereis - through the budgeting process, the

23 and again we haven’t met the targets? 23 managers put forward their budget to be able
24 MR. HENDERSON: 24 to complete their annual work plan, and they
25  A.What I’d be talking to Mr. Martin about, as | 25 would also - which would include an allowance
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1 for things for corrective maintenance, things 1 based on the condition of the equipment, what
2 that may happen during the year, and that 2 they know about the equipment, because the
3 would be based on historic experience and so 3 long term asset planners know the condition of
4 on with respect to that aspect of it. 4 equipment and the work execution people would
5 MR. O'BRIEN: 5 also know that. So, there would be a
6 Q.Okay. So that'sbuilt in, the corrective 6 discussion amongst that group and they would
7 portion is part of the budget as well? 7 makethat decision to prioritize where they
8 MR. HENDERSON: 8 should be putting their efforts, with afocus
9 A Yes 9 on reliability for customers.
10 MR. O'BRIEN: 10 MR. O'BRIEN:
11 Q. But throughout the year, so you've set each 11 Q. Andis thereany -- | presumefor the most
12 year and this, | guess, is based on your asset 12 part you wouldn’t be involved in those types
13 management plan and your capital plan going 13 of discussions yourself?
14 forward, here's the type of maintenance, 14 MR. HENDERSON:
15 preventative maintenance we' re going to do on 15 A.No, I'mnot.
16 an annual basis. So take me through, say you 16 MR. O'BRIEN:
17 get to apoint where there’sa question of 17 Q. Okay. Arethere any guidelinesto follow when
18 whether we defer preventative maintenance, how |18 planning -- when looking at deferring
19 doesthat happen? Who'sinvolved in those 19 maintenance?
20 types of discussions? 20 MR. HENDERSON:
21 MR. HENDERSON: 21  A.There areno specific written guidelines.
22 A. Thosetypes of discussions would occur by the 22 Each of these people are experienced
23 -- within our -- well, in each area that we 23 engineers, managers, so they arerequired to
24 have, we have long term asset planners who are 24 exercise their judgment in the circumstance.
25 the managers who are responsible for condition 25 MR. O'BRIEN:
Page 46 Page 48
1 monitoring and establishing the preventative 1  Q Andyoud agreewithme, | takeit, that a
2 maintenance program. They would get involved 2 good or an appropriate preventative
3 with the discussion along with what we call a 3 maintenance plan can help avoid corrective
4 work execution manager, who would be involved 4 costs down the future or down the road, sorry?
5 with what work is being done and scheduled 5 MR. HENDERSON:
6 each week and during the course of the year. 6 A.That'scorrect.
7 So they would come together to talk about I'll 7 MR. O'BRIEN:
8 say challenges in accomplishing al of the 8 Q. Okay.
9 work that has to be done and they would bring 9 MR. HENDERSON:
10 intheir -- theregional manager for that 10 A.It'sthe preventative maintenance plan, the
11 area, | would expect would be also part of 11 maintenance tactics that you establish based
12 that discussion, and they would do an 12 on areview, condition assessments. There'sa
13 assessment based on priorities of the work to 13 number of elements and also the capital
14 determine what adjustments can be made to be 14 program and your replacement of facilities
15 ableto, you know, basically get the greatest 15 before they reach the point that they may fail
16 reliability result for customersand manage 16 because of the age of the facilities.
17 thecost. It'sabalance of both. And so 17 MR. O'BRIEN:
18 they would makethat decision during the 18 Q.| want to ask you just about someof the
19 course of the year and so there may be certain 19 comments of Liberty Consulting in its recent
20 itemsthat get -- because of I’ll say a number 20 reply evidence on the Prudence Review. |
21 of different items on the go, they may make 21 wonder if we can bring that up, please. It's
22 adjustments during the year that would make a 22 the September 17th, 2015 document. Okay. And
23 decision to say for a particular preventative 23 | believeit’'s page one, lines 18 to 22, and
24 maintenance activity, wewill defer that to 24 again, I’m focused more here on reliability as
25 another year, which would be expected to be 25 opposed to prudence, okay, so | want to ask
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1 you some questionson some of the comments 1 MR. O'BRIEN:
2 here. Liberty has made some comments here 2 Q. You'resatisfied with the rest of the areas?
3 about preventative maintenance deferrals and 3 MR. HENDERSON:
4 good asset management practice and one of the 4 A Wel, 'mgoing tosay in termsof being
5 questions they have here is " please summarize 5 satisfied, the challenge is alwaysto continue
6 therelationship that Hydro’'s reply evidence 6 toimprove. SoI'll say that we should be
7 draws between deferral of preventative 7 aways striving to improve on that and each of
8 maintenance and good asset management 8 the managers who are responsible for that type
9 practice And Hydro -- or sorry, if we go to 9 of work are challenged to improve on the
10 page two then, lines15to 17, yeah, that’s 10 compliance of preventative maintenance to get
11 right. I'm sorry, | had the wrong question 11 to 100 percent completion and that’ s where our
12 there. "What's Liberty’s view of how 12 focus is, is to get tothat 100 percent
13 preventative maintenance deferrals confirm the 13 completion.
14 good utility practice?' and Liberty indicates 14 MR. O'BRIEN:
15 that it disagrees with Hydro’'s view and makes 15 Q. Okay. Andwhenyou say there's achallenge,
16 acomment here, "the widespread deferral of 16 has that been afocused challenge now since
17 preventative maintenance work by Hydrowas not |17 January 20147?
18 well planned, carefully executed or consistent 18 MR. HENDERSON:
19 with good utility practice." So that appears 19 A I'll say that this hasbeen an area of focus
20 to be afairly strong statement. | wonder can 20 for many years, in terms of getting the
21 you provide us your comments on whether or not |21 preventative maintenance completed. At least
22 thereisa widespread deferral of -- or has 22 in my time in this position, it’s been one of
23 been a widespread deferral of preventative 23 the areas of discussion with the managers on
24 maintenance work by Hydro. 24 getting to high compliance on the preventative
25 MR. HENDERSON: 25 maintenance program. There's elements in
Page 50 Page 52
1 A. Theevidenceinthisisthat the--interms 1 there, performance contracts again, related to
2 of the 230 -- air blast circuit breakers, | 2 thisto get to high compliance.
3 should say, and the 230 kV large transformers. 3 MR. O'BRIEN:
4 There was deferrals made in order to execute 4 Q. Okay.
5 other priority items. There was system 5 MR. HENDERSON:
6 issues, I'll say, that related to the troubles 6 A.Andso itis anongoing focus. We've had
7 that we had in January 2013. Therewas also a 7 metricsin place for maintenance completion
8 growing capital program. All of those 8 that have been in place for a number of years
9 elements were occurring during those years 9 and prior to me coming into this role, they
10 that was causing the -- our folks to assess 10 were established. The success there waswe
11 each of the items of work that they had to do 11 were targeting 90 percent and thisis based on
12 and to prioritize where was the -- where the 12 how we' ve been performing to get to 90 percent
13 emphasis should occur. So that all occurred 13 compliance and we' ve upped that to 100 percent
14 and it was an evolving situation during those 14 now. But that -- when | -- I'll say thefirst
15 particular years that impacted on the decision 15 timel got involved withit, 90 percent was
16 to defer. 16 the target and we were making that in a number
17 MR. O'BRIEN: 17 of areas. In other areas, it was faling
18 Q. Okay. Andisthere any concern about that 18 behind.
19 deferral of preventative maintenance being 19 MR. O’'BRIEN:
20 widespread in other areas, as opposed to just 20 Q.Okay. Andyou've bumped that to 100 percent
21 the circuit breaker you're talking about? 21 now in all areas?
22 MR. HENDERSON: 22 MR. HENDERSON:
23 A.Inal of our areas, the compliance with the 23 A.Yes
24 preventative maintenance program was, I'll 24 MR. O'BRIEN:
25 say, in most other areas, it was very good. 25 Q. Okay.

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

Page 49 - Page 52

NL Hydro GRA




September 23, 2015

Multi-Page™

NL Hydro GRA

Page 53 Page 55
1 MR. HENDERSON: 1 everything in there that needs to bein there,
2  A.And what I'll say that with critical 2 and there’ sbheen areview, aclose review of
3 mai ntenance aspects of it, thiswould be the - 3 al of the work orders or the PM activities to
4 - what we call critical winter ready for 4 identify which onesare critical and those
5 maintenance requirements.  So, in our 5 have all been identified and then what we do
6 preventative maintenance program, there’ s many 6 on aweekly basis -- thiswas part of what was
7 elements to that, which some of them I'll say 7 happening at our regional area, but we' ve now
8 aren’t so critical for reliability, but they 8 got it so that | on aweekly basis am getting
9 are important al the same. But my focus has 9 reportson how we'redoing each week with
10 been on those that are critical to system 10 respect to completion of our preventative
11 reliability. Soif there' saspectsof our 11 mai ntenance program against our annual plan.
12 maintenance program that’srelated -- and 1’1l 12 MR. O'BRIEN:
13 giveavery smplething. We would putina 13 Q. Andyou'regetting that now and you weren’t
14 work order that says you should be mowing the 14 before, were you?
15 lawn every month. That’sin our preventative 15 MR. HENDERSON:
16 maintenance program in the work order system, 16 A.l wasnot getting aweekly report before. |
17 but that’s not acritical winter ready one. 17 was getting a monthly verbal report.
18 So that one, if youdidn't makethatin a 18 MR. O’'BRIEN:
19 month, that's okay, you know. So I'mjust 19 Q. Okay.
20 trying to-- and there’'s a widerange of 20 MR. HENDERSON:
21 those. 21  A.Butnow it's areport that comes right from
22 MR. O'BRIEN: 22 the planning group who schedule the work and
23 Q.| understand. 23 the work execution group. They do aweekly
24 MR. HENDERSON: 24 report indicating how well they are tracking
25 A. Sothefocusison what impacts reliability. 25 accordance with the plan for that year.
Page 54 Page 56
1 MR. O'BRIEN: 1 (10:15am.)
2 Q. Sointermsof that, you' ve separated that out 2 MR. O'BRIEN:
3 asto what’s going to impact reliability and 3 Q Andwhendid you start getting those weekly
4 those the areas where it’s 100 percent now? 4 reports versus the monthly verbal reports?
5 MR. HENDERSON: 5 MR. HENDERSON:
6 A.That'scorrect. 6 A. That beganin 2014.
7 MR. O'BRIEN: 7 MR. O'BRIEN:
8 Q. Andthe other areas, arethey still at 90 or 8 Q. 2014, okay. | wonder if we could turn to page
9 arethey -- doesit vary? 9 four of this document and lines seven to ten.
10 MR. HENDERSON: 10 One of the commentsthere, and I’m assuming
11 A. Theother areas have not been something that | 11 you will agree with this, is that effective
12 have adiscussion on with the managers. The 12 deferral of corrective maintenance work takes
13 focusis on the winter ready, the reliability 13 place with risks that are known, but deferral
14 ones. 14 of preventative maintenance work necessarily
15 MR. O'BRIEN: 15 involves deferring work without having taken
16 Q. Okay. And how have you gone about sort of 16 the appropriate actions designed to understand
17 determining which ones are the winter ready 17 potential consequences. Do you agree with
18 and reliability ones? |Isthat something that 18 that statement?
19 you determine or isit agroup determination? 19 MR. HENDERSON:
20 How isthat done? 20 A.I'mnot surethat | would agree because |
21 MR. HENDERSON: 21 think the asset manager who knows the
22 A.Wadll, that isdetermined, | guess, at a number 22 equipment and is overseeing that ongoing
23 of differentlevels. Thechief operating 23 maintenance, they can make judgments with
24 officer hasthat discussion with each of the 24 respect to that from visible inspections and
25 regional managers to ensure that we've got 25 other things that they have available to them
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1 to make ajudgment on that. Soit'snot a-- 1 after-hour inquiries and after examining
2 | wouldn't say it’s blanket. 2 Hydro'sreply, no evidence of any form of
3 MR. O'BRIEN: 3 structured or significant analysis of the
4 Q. Okay. 4 risks of deferring maintenance versus the
5 MR. HENDERSON: 5 rewards of redirecting expenditures el sewhere.
6 A. That there' s circumstancesin which the person 6 With no such analysisand no scheduled date
7 who knows and isintimately -- hasintimate 7 for performance of the deferred maintenance on
8 knowledge with the equipment can make a 8 T1, we consider it incorrect to conclude that
9 judgment that can wait, that type of thing. 9 Hydro took a progmatic” -- and | guessit’s
10 MR. O’'BRIEN: 10 "pragmatic approach to deferral." Putting
11 Q. Okay. And so it may not be that it 11 aside the idea of the T1 for now, the earlier
12 necessarily involves deferring work without 12 portion of that statement that according to
13 having taken appropriate actionsif you've 13 Liberty anyway, based on their view, there’s
14 actually made ajudgment call? 14 no evidence of any form of structure or
15 MR. HENDERSON: 15 significant analysis of the risks of deferring
16 A. Youmadeajudgment call and made adecision 16 maintenance versus the rewards of redirecting
17 based on what you know about that equipment. 17 expenditures elsewhere. Canyou comment on
18 MR. O'BRIEN: 18 that?
19 Q. Okay. But | guessyou would agreethereisa 19 MR. HENDERSON:
20 potential, if the judgment’s not right, that 20 A.I'mnot sure what they’re basing their view
21 you are making -- by deferring preventative 21 on.
22 maintenance, there’ s some unknown risk there? 22 MR. O'BRIEN:
23 MR. HENDERSON: 23 Q. And that’swhat | want to understand from you.
24 A. There could be some unknown risk, but again, 24 Do you accept that comment?
25 you're relying on the technical expertise of 25 MR. HENDERSON:
Page 58 Page 60
1 the people who know the equipment and you 1 A.No, thereisan expectation from our managers
2 wouldn’'t make that decision very easily or 2 responsible for doing our maintenance to be
3 without good very strong consideration. 3 doing adeliberate -- as | just said, a
4 MR. O'BRIEN: 4 consideration of change.
5 Q.Andif that's thecase, |'m sort of back to 5 MR. O'BRIEN:
6 where -- or oneof the questions| asked 6 Q. And how about scheduling date for performance
7 before. Why not have some guidelinesin place 7 of deferred maintenance in general, put aside
8 as to how to make those types of decisions and 8 the T1, but in general? | s that something you
9 what to do when you're making that type of a 9 would think ina structured analysis, if
10 decision? 10 you' re going to defer maintenance, it would be
11 MR. HENDERSON: 11 agood idea to have adeferral date to when
12 A. Well, the-- what | would say that we would 12 you're going to do it?
13 expect it to bea documented change and if 13 MR. HENDERSON:
14 somebody is making those kinds of decisions 14 A Yes
15 that they should have documentation. That is 15 MR. O'BRIEN:
16 -- we've established that’san expectation 16 Q. And isthat something that forms part of
17 that people haveis that there should be what 17 Hydro' s processes?
18 we call change management processwherethey |18 MR. HENDERSON:
19 would evaluate the changeand it'sa very 19 A.That should -- that isan expectation that
20 considered and deliberate decision. 20 peoplewould be-- that’sall part of the
21 MR. O'BRIEN: 21 analysisiswhen areyou deferring it to and
22 Q. Okay. Well, let me take you on that point to 22 the associated risk of it.
23 page eight, lines 18t0 20. | want to get 23 MR. O'BRIEN:
24 your comment on this because it sort of arises 24 Q. Okay.
25 from what you've just said. "Thereremains 25 CHAIRMAN:
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1 Q. Mr. OBrien, | think it is programmatic 1 comprehensive 20-year plan and establishing an
2 though, not pragmatic. 2 Office of Asset Management to provide strong
3 MR. O'BRIEN: 3 oversight of asset management practices and
4 Q.lsit? Okay. 4 standards.” So that’s what you' re getting at
5 CHAIRMAN: 5 in terms of across the organization?
6 Q. ltistome. 6 MR. HENDERSON:
7 MR. O'BRIEN: 7 A.Yes
8 Q. Allright. 8 MR. O'BRIEN:
9 CHAIRMAN: 9 Q. Okay. InLiberty’s recent reply evidence,
10 Q. Becauseit implies aprogram. 10 they suggested that there was maintenance
11 MR. O'BRIEN: 11 backlogs back to 2011 in some cases. Isthe
12 Q. Ohno, | understand. | understand. 12 office manager or Office of Asset Management
13 CHAIRMAN: 13 engaged to look after those types of things,
14 Q. Something can be pragmatic, but it doesn’'t 14 the maintenance backlogs?
15 have to be a- 15 MR. HENDERSON:
16 MR. O’'BRIEN: 16 A. The Office of Asset Management does not have a
17 Q.| supposeit can be both, but | understand the 17 direct role in execution. It’s all to do with
18 programmatic aspect of it, definitely. 18 establishing standards of practice and
19 CHAIRMAN: 19 consistency across the company throughout all
20 Q. Can't be both to me, but could be wrong. 20 of Nalcor. So they would establish the
21 MR. O'BRIEN: 21 metrics that should be followed, the standards
22 Q.Okay. | want to ask you about the office of 22 that the people who are responsible for
23 asset management.  That was something 23 executing the asset management program, the
24 established in 20107 Isthat right? 24 things that they should be doing.
25 MR. HENDERSON: 25 MR. O'BRIEN:
Page 62 Page 64
1 A That'sright. 1 Q. Okay.
2 MR. O'BRIEN: 2 MR. HENDERSON:
3 Q. And what was the purpose behind that office? 3 A Andit would be expected to be consistent
4 MR. HENDERSON: 4 across al areas, whether its in Hydro
5 A.That wasa position that was established to 5 generation, thermal generation, in the rura
6 provide, I'll say, astandardized approach 6 aress.
7 across all of Nalcor in the manner in which we 7 MR. O'BRIEN:
8 do all aspects of asset management. So this 8 Q.So interms of say talking about our 90
9 would be a technical expert who would be -- 9 percent and 100 percent, isthat something
10 act like aconsultant for all areas of the 10 that comes out of the Office of Asset
11 company, all departments, to establish 11 Management is the standard for preventative
12 standards which we would apply in the manner 12 maintenance?
13 in which we go about our asset management from |13 MR. HENDERSON:
14 all aspects of the program. 14  A.The Office of Asset Management would be
15 MR. O'BRIEN: 15 suggesting that these types of metrics should
16 Q. Okay. Andthere sareferencel just want to 16 be there and would be working with the groups
17 takeyou to, just to confirm. Section 1 of 17 asto what the appropriate improvements should
18 the evidence, 1.34, page 1.34. 18 be, what the aspects of their asset -- where
19 MS. GRAY: 19 the asset management activities should be,
20 Q. Sorry, what was the page number? 20 areas of weakness, I'll say in different areas
21 MR. O'BRIEN: 21 and again, assort of an expert consultant
22 Q. Sorry, 1.34,lines one tofour, | think. 22 thereto help guide everybody interms of
23 Okay. So at linesoneto four there, "this 23 where the priorities should be with respect to
24 included reorganization of the operations and 24 program type of activities, as opposed to the
25 engineering functions establishing a 25 actual execution of the maintenance. So the
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1 office of asset management would not be part 1 focused person who can dedicate their timeto
2 of the decision on deferral, but they would be 2 that, that’s been helpful, and will make a
3 part of the discussion as to what metrics we 3 difference over the coming years. And that
4 should be following and carrying out in terms 4 is, you know, reflective of our changing
5 of the way we execute our maintenance program. 5 circumstances and our aging assets. It'sa
6 MR. O'BRIEN: 6 need to have that ongoing day-to-day focus.
7 Q. Okay. So they wouldn't have any sort of 7 We've established -- as | mentioned,
8 direct involvement with deferral. Would they 8 we' ve established the trending and discussion
9 have any direct involvement with, say on an 9 every week on preventative maintenance program
10 annual basis, looking back and seeing where 10 completion. So that’s an area that gets
11 you were with respect to those metrics and 11 ongoing discussion from my level, aswell as
12 what steps to take to improve? 12 the chief operating officer.
13 MR. HENDERSON: 13 The other aspects of it iswith respect
14 A.They may be involved in that kind of 14 to the combustion turbines, we' ve established
15 discussion as sort of, I'll say, an expert to 15 agroup that’sgot a focuson that, that’s
16 help with the decison making, but the 16 dedicated focus, and as the combustion
17 decisions are all with the operations people, 17 turbines are going to be required much more,
18 not with the Office of Asset Management. 18 be operated much more, up until the time of
19 MR. O'BRIEN: 19 interconnection with Labrador and over the
20 Q. Okay, dl right. | wanted to ask you going 20 Maritime Link, those requirements mean that
21 forward now in termsof reliability for the 21 there has to be that ongoing close monitoring
22 system, Mr. Martin spoke about the importance 22 of their performance and that has been another
23 of leadership in aregulated utility and he 23 areathat hasbeen anincreased focus that
24 indicated some of the steps that he has taken 24 we' ve brought to bear in that area.
25 in hisrole following the January ’14, 2014 25 The other itemsis that we' ve established
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1 eventsin order to take over leadership and 1 certainly, for this year and for future years,
2 deal with reliability going forward. Can you 2 what we're calling a reliability improvement
3 giveus anideaas towhat types of things 3 program which will be ensuring that we act on
4 you've done now since January 2014 to take 4 the outstanding items that have come from the
5 more of aleadership role? 5 reviews that we' ve done and also seeking out
6 MR. HENDERSON: 6 additional  reliability  improvement
7 A.Wdl, I'll say that the -- I’'m thinking about 7 opportunities that we can take with respect --
8 your comment on more of aleadership role. 8 in anumber of different areas, but it's each
9 MR. O'BRIEN: 9 of the managers in operations have, as part of
10 Q. Andthat’sfine, then maybe just in terms of 10 their work place, isto seek out those types
11 your role, yeah. 11 of things and again, that’s an item that the
12 MR. HENDERSON: 12 chief operating officer isleading and heis
13 A.Interms of changes that we've implemented 13 reporting to me on progress on those things on
14 that I’ ve been part of the changesiswe've -- 14 aregular basis.
15 first of al, we' ve established the chief 15 So they're -- and that reliability
16 operating officer role. As | mentioned | 16 improvement initiative, if you like, isone
17 think the other day that the chief operating 17 areathat I'll say till needsto befully
18 officer isa person who isout working with 18 completed, in terms of an ongoing multi-year
19 the peoplein thefield, working with them, 19 plan, but that’ s another area that will have
20 understanding all of the issues. So there’'sa 20 impact on reliability on ago-forward basis.
21 close, very close relationship there for day- 21 (10:30am.)
22 to-day issues. It was something that | had 22 MR. O'BRIEN:
23 been doing prior to that for a period of time 23 Q.AndI presume aswell, onthat note, you've
24 until we established that role. So that role 24 also began implementation of a lot of the
25 has made -- Il say in having that additional 25 recommendations of Liberty Consulting that
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1 arose out of the power outageinquiry. Is 1 items that would not be unusual in the first
2 that right? 2 start-up year of a new unit. | think we've --
3 MR. HENDERSON: 3 | think in evidence there is a bathtub curve
4 A Well, 1 would say that many of what Liberty 4 that shows typical operation of new facilities
5 had identified were exactly what we had 5 or any generation facilitiesand how in the
6 identified ourselves inour review and the 6 very early days of their operation, there can
7 substantial items there were items that we had 7 beand it'stypical that there are operating
8 identified as areas of improvement and we are 8 challengesthat could cause the unitto be
9 in agreement with Liberty that those are areas 9 unavailable for periods of time. Those should
10 for future attention and ongoing attention, | 10 -- they do occur. They should be dealt with
11 should say. 11 in ashort timeperiod and then we would
12 MR. O'BRIEN: 12 expect a long period of reliable operation
13 Q.| wanted to ask you, you mentioned the cT and 13 with very infrequent forced outages.
14 | wonder if we could bring up PR-DD-12? And 14 MR. O'BRIEN:
15 thisisalist of the -- during the year 2015 15 Q. Sodoyou expect going forward now that the
16 -- of the timeswhen the CT has been offline 16 number of outages we see here to be smaller?
17 or unavailable for scheduled outages and 17 MR. HENDERSON:
18 planned outages and we see afull list there 18 A.Onago-forward basis, | would expect it to be
19 and the first one there, March 4th, | 19 typical of acombustion turbineand | have
20 understand was even a school day at that point 20 been given the reliability measures that we
21 and the schoolswere closed, but aswe go 21 call it the uFoP or utilization forced outage
22 through, there’s a fair number of those 22 probahility and which is a measure that we use
23 instances in which the cT was-- had either 23 for reliability of these gas turbineswhich
24 failed to start or there was scheduled outages 24 are combustion turbines that have-- they
25 or unscheduled outages. | think we can go on 25 don't run very often, but their ability to
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1 to the next page, there's afew more as well. 1 supply power when needed, and the figures that
2 Do you have any concern going forward about 2 | have been given upto theend of August
3 the CT and its availability for the system? 3 indicate that thisis -- the performance here
4 MR. HENDERSON: 4 iswithin the expected range of performance
5 A.No. No, I don't. ThecTisinitsfirst year 5 for combustion turbines. | think the number
6 of operation. It's not uncommon for when a 6 isaround afive percent valuefor UFOPis
7 new facility comesinto operation that there 7 what our planning people would expect for long
8 are things that need to be adjusted and 8 term for this type of combustion turbine and |
9 corrected as you run the machinefor, you 9 think the number -- and it's under five
10 know, itsfirst operating season. So there’s 10 percent, but | can’t quote it, but it might be
11 -- taking scheduled outages are going to be 11 three or four percent or something like that
12 part of the operation of any facility, 12 that we' ve experienced aready. So it's--
13 particularly asit useit more, there’ s going 13 with the time that we' ve had, it isn’'t out of
14 to be need to have scheduled outages that you 14 the range of normal performance.
15 would schedulein a planned basisto go in and 15 That being said, you know, | know that
16 perhaps complete corrective maintenance or a 16 the couple of issuesthat we' ve had on start
17 part of your preventative maintenance program 17 up have been related to the new equipment and
18 asto do things such asfuel filter changes, 18 thingsthat we have learned about the new
19 those types of thingswould be expected and 19 equipment that need to be -- you know, have
20 they’ d be scheduled by the system operator at 20 higher attention, and so particularly the
21 an appropriate time that would be low impact 21 March 4th event where we had avalve that had
22 or no impact on customers and on the reliable 22 moved its position that caused adelay in
23 supply. 23 start. That was something that was part of
24 Some of the other items there with 24 the design that we had to adjust, to make an
25 respect to forced outages, these are again 25 adjustment, and that’ s the type of thing that
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1 you would expect that you may incur whenanew | 1 MR. HENDERSON:
2 facility is coming into operation. 2 A.lt certainly has advanced further along.
3 MR. O'BRIEN: 3 There's anumber of elements related to this
4 Q.If | could turn, Mr. Henderson, I'd liketo 4 that do take time to do in terms of the legal
5 talk alittle bit about the deferral accounts 5 transfer and all of the various elements of
6 and thefirst thing | think 1'd like to talk 6 it. There sthe cost, what’s the amount that
7 about is the energy supply deferral account as 7 Hydro would pay for it, if anything. And all
8 it pertainsto Exploits. Is this something 8 those aspects of it. So there's a number of
9 that you'reable to talk about or is it 9 different elements that are taking time to
10 something that | should -- that’ s within your 10 resolve. Sowe'renot thereyet, but that
11 -- that’swhat | saw on thelist. 11 work is progressing.
12 MR. HENDERSON: 12 MR. O'BRIEN:
13 A.Certainly I'm prepared to answer. | may 13 Q. Doyou have any level of foreseeability sort
14 defer, depending on the detail that you're 14 of or foresight asto when we might see that
15 looking for. 15 transfer occurring?
16 MR. O'BRIEN: 16 MR. HENDERSON:
17 Q. Okay, all right. So the operating expensesin 17 A.Right now, we're working towards a 2016
18 the revenue requirement include the costs of 18 transfer, but that’s -- right now, | would say
19 purchased power from Exploits at | believe 19 that that -- | can't say with certainty that
20 it'sfour centsa kilowatt hour. Is that 20 that will happen, but that was the way that we
21 right? 21 had initiated our effortsin 2015 to -- wasto
22 MR. HENDERSON: 22 move towards having that occur in 2016.
23 A. That’scorrect. 23 MR. O'BRIEN:
24 MR. O'BRIEN: 24 Q. And if there haven't been any discussions
25 Q. And that’s been the cost since 2011 timeframe? 25 really about sort of price change or anything
Page 74 Page 76
1 MR. HENDERSON: 1 at this point in time, why would you look for
2 A.That'scorrect. 2 adeferral account to cover the variability in
3 MR. O'BRIEN: 3 sort of price changes for purchase power from
4 Q.Oneof theRFIsseem to suggest there'sno 4 Exploits?
5 certainty about what this cost might bein the 5 MR. HENDERSON:
6 future. Can you expand on that? Have you had 6 A.lI’'mnot aware that we' ve asked for a deferral
7 any discussions with Government about sort of 7 related to Exploits.
8 where those costs may be going? 8 MR. O'BRIEN:
9 MR. HENDERSON: 9 Q. I thought it wasall power purchases.
10 A. With respect to the Exploits asset, our 10 MR. HENDERSON:
11 discussion with Government has been around 11 A.ltisal power purchases. So it'srelated
12 changing the ownership of thefacility for 12 to, as you just said, it's al power
13 Hydro to take ownership of the facility. 13 purchases, and supply costs variations for the
14 There's been no discussion or indication 14 Island Interconnected System. So, there'sa
15 whatsoever of any changeinthe price. The 15 number of different parts to that which would
16 focus has been onwhat -- putting in place 16 be the volume of energy that’s purchased
17 what we need to put inplace inorder to 17 through the power purchases, the price related
18 enable atransfer of ownership. 18 tothe power purchases. There'saso the
19 MR. O’'BRIEN: 19 aspectsof the other supply itemsthat we
20 Q. And| saw that intheinitial filing that that 20 have, which would bethe combustion turbine
21 appeared that was on the horizon and that was 21 fuel costs variability -- isanother I’ll say
22 the plan in terms of transferring the asset to 22 significant component of the variability of
23 Hydro, but that hasn’t cometo fruition at 23 thetotal supply picture. Andover time,
24 thispoint. Isthat somethingthat isnow 24 since, you know, the last time Hydro put
25 closer than before? 25 forward a GRA, we now have a significantly
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1 larger portion of our energy is supplied 1 variability that Hydro does not have control
2 through power purchase arrangements. | 2 over and that’ sthe aspect of it. So from a
3 believe back in 2007, there would have been 3 financial performance perspective, it's an
4 three and that has expanded. We have now the 4 element that Hydro does not have control and
5 addition of the wind and Exploits, which all 5 it's appropriate, in our view, that those
6 have volume variability and an element of 6 typesof uncontrolled expenses, similar to
7 price variability. 7 water variability, fuel price variability that
8 MR. O'BRIEN: 8 we have in the RSP, these are similar type of
9 Q. Intermsof price variability though, | guess, 9 things. My understanding is Newfoundland
10 with Exploits, you're not expecting any sort 10 Power has asimilar typeof thing for its
11 of variability with that prior to any 11 combustion turbine and diesel fuel
12 transfer, are you? 12 variability. Itall is part of the normal
13 MR. HENDERSON: 13 practice for utilitiesto -- for these types
14 A.No. 14 of uncontrolled variability, to have deferra
15 MR. O'BRIEN: 15 mechanisms.
16 Q. Andintermsof say wind and that, do you see 16 MR. O’'BRIEN:
17 alot of variability in wind at this point in 17 Q.Intermsof studies, have you looked at any
18 time? 18 studieswhich would be, say, comparable to
19 MR. HENDERSON: 19 Hydro and what other utilities such as Hydro,
20 A.Thewind hasavariability elementto it and 20 not just distribution like Newfoundland Power,
21 there'salso apricing variability component 21 but other utilities and what kind of deferral
22 of it. 22 accounts they’ ve got?
23 MR. O'BRIEN: 23 MR. HENDERSON:
24 Q. Would you consider it volatile to the extent 24 A.l believethere's some evidencein our -- |
25 that it should be covered in a deferral 25 think our Finance department would be the best
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1 account, | guess? 1 or Finance panel would be best to talk about
2 MR. HENDERSON: 2 any of thestudies that have been done or
3 A What we seeisthat all -- the combined supply 3 their use?
4 items are -- putting them all into one group, 4 MR. O'BRIEN:
5 which would include, as | said, the combustion 5 Q. Therewasa study referred to, but it wasa
6 turbine fuel and the other elementsthat are 6 Newfoundland Power study that was a
7 part of our energy supply. All of those items 7 distribution utility study only. | don’'t know
8 together have alevel of variability that we 8 if you know of any studies for other utilities
9 believeisnot something that wein any way 9 that would be more applesto apples with
10 control and as aresult of the uncontrolled 10 Hydro.
11 nature of it that it's appropriate for us to 11 (10:45am.)
12 seek and obtain a deferral. 12 MR. HENDERSON:
13 MR. O'BRIEN: 13 A.I’maware that there' s evidence regarding B.C.
14 Q. Andl guessin termsof that, when you're 14 Hydro, for example, showing what in particular
15 looking for adeferral, you are, you'd agree, 15 is appliedin that circumstance, which my
16 looking to passon risk to therate payer 16 understanding isit’ s very similar to the type
17 versus keeping it with Hydro, with the 17 of situation that we arein.
18 company? 18 MR. O'BRIEN:
19 MR. HENDERSON: 19 Q. Okay. AndI guess| can take up the details
20 A.That'scorrect. It doesallow the rate payer 20 then with Finance on that. The Holyrood fuel
21 or customer to obtain the benefit of greater - 21 conversion factor, isthat something that you
22 - you know, whenever thereis a positive, the 22 can speak to? | know | didn’t seeit onthe
23 customers will gain and if there was a 23 list.
24 negative, the customer would incur that 24 MR. HENDERSON:
25 variability, but it's al related to 25  A. | will respond to questions there.
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1 MR. O'BRIEN: 1 is met primarily by the Holyrood thermal
2 Q. Yeah, okay. 2 plant. So, we end up with a production
3 MR. HENDERSON: 3 estimate for the Holyrood thermal plant.
4 A Agan, if it -- into detail, we'll go 4 MR. O'BRIEN:
5 somewhere else. 5 Q. Okay.
6 MR. O'BRIEN: 6 MR. HENDERSON:
7 Q. Yeah, | guess, you're seeking a deferral 7  A.Thenthe systems operations department then
8 account with respect to some variability with 8 looks at how is that production to be
9 the Holyrood fuel conversion factor. | wonder 9 scheduled out during the year, assuming a
10 if we could pull up NP-191. 10 normal circumstance. So they dothat and
11 MS. GRAY: 11 determine the number of hours each unit hasto
12 Q. Revision 1? 12 operate and from that, they determine what
13 MR. O'BRIEN: 13 would be -- under that average scenario of
14 Q. What'sthat? 14 hydraulic production, what the average unit
15 MS. GRAY: 15 loading would be on the unitswhen they are
16 Q. Revision 1? 16 online and then they would use that then to
17 MR. O'BRIEN: 17 calculate what they expect to be the
18 Q. Revisionl, please, yes. Okay, if we can 18 conversion rate of fuel at that load.
19 scroll down abit here. Yeah, | just wanted 19 MR. O’'BRIEN:
20 to check. So the 2015 test year Holyrood 20 Q.Okay. So we've got a calculated fuel
21 productionisat 15 at 93. That'safair bit 21 conversion forecast here for 2015 at 607. |
22 higher than some of the previous years. |Is 22 understand that based on at |east the evidence
23 that right? 23 that’s been filed, that the higher the
24 MR. HENDERSON: 24 Holyrood production, the higher the fuel
25  A. The production? 25 conversion factor generally.
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1 MR. O'BRIEN: 1 MR. HENDERSON:
2 Q.Yes 2 A.That'snot correct.
3 MR. HENDERSON: 3 MR. O'BRIEN:
4 A Yes 4 Q.Okay. Canyou explainthat to me?
5 MR. O'BRIEN: 5 MR. HENDERSON:
6 Q. Andif we looked actually NP-3791 think we 6 A.It'srelated to the average load that the unit
7 might get a better picture of a number of the 7 has to produce.
8 -- yeah, okay. So we see Holyrood fuel 8 MR. O'BRIEN:
9 conversion factor. | wonder if you can give 9 Q. Okay.
10 us your overview of sort of the factors, the 10 MR. HENDERSON:
11 types of factors that Hydro feels are 11 A. Sotheannua productionisn’t a measureto
12 important in considering how to forecast for 12 determinethat. Theannual production will
13 the conversion factor, Holyrood fuel 13 generally trend with that, but what’ s changing
14 conversion factor in the test years? What did 14 isthe demand on the power system, customer
15 you consider? 15 load requirements are changing, and that
16 MR. HENDERSON: 16 changes the manner in which the Holyrood plant
17 A. Sowhat we-- | can say that there's -- the 17 hasto be used during the year and that can
18 system operations and planning panel will be 18 result in the units operating for more hours
19 ready to respondto this, but the basis 19 than in prior years with the same production
20 elementsisthat we have -- we do an average 20 level, and as aresult, the average load on
21 hydraulic production forecast. We do a 21 the unit would be lower than ina similar
22 forecast on power purchasesand we have a 22 production year. So, the very simple example
23 forecast of customer load. The difference 23 would beif you go back far enough, the
24 between the customer load and the hydraulic 24 Holyrood plant did not operate at al during
25 production and the power purchase production 25 the summer and you could probably shut it down
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1 the end of May. 1 hasless BTusin abarrel, we pay a lower
2 MR. O'BRIEN: 2 price for the barrel than one that has higher
3 Q. Okay. 3 BTUSIN it. Soin essence, we -- if the
4 MR. HENDERSON: 4 supplier doesn’t provide the BTU, they get a
5 A. Andyou got acertain production out of itin 5 lower price.
6 that period of time. Whilein 2015 and going 6 MR. O'BRIEN:
7 forward, the Holyrood plant is expected to be 7 Q. And how do you determine that?
8 on al year round for reliability purposes and 8 MR. HENDERSON:
9 asa result, you're getting more production 9 A.TheBTU content?
10 but at alower average unit load. 10 MR. O’'BRIEN:
11 MR. O'BRIEN: 11 Q. Yeah.
12 Q. Unit load. So theunit load isthe key 12 MR. HENDERSON:
13 factor? 13 A.Wedo afuel oil sampling when we purchase the
14 MR. HENDERSON: 14 fuel. Each shipment, thereisaload port --
15 A.The unit load is the key factor that 15 when the fuel goes on board the tanker that
16 influences the efficiency of the unit, and so 16 brings the fuel in, there's samples taken of
17 that average unit load will change depending 17 the fuel and those samplesare sentto alab
18 onyour hydraulic conditions, depending on 18 which does an analysis of the fuel and
19 your customer demand, and they would bethe 19 determines the BTU content. We also do
20 two components. So, the system operator makes |20 another test when the fuel is offloaded into
21 adecision as to when the unit needsto be on 21 our storage facility and welook at the BTU
22 and that will depend on what else is happening 22 content there.  They should bevery, very
23 on the system and what customer demand is. 23 similar, but you know, during the course of
24 MR. O'BRIEN: 24 the seatravel, the fuel mixes, so you may get
25 Q. Soif we goback -- likeyou say, if wego 25 alittle different reading. But basically,
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1 back to 2004 and -- say 2003 and 2004 where 1 those readings establish the BTU content of
2 we've got high Holyrood production and high 2 the fuel that we're receiving.
3 fuel conversion factor, while we see atrend, 3 MR. O'BRIEN:
4 that’ s not necessarily a cause and effect type 4 Q. Andhave you had any discussionswith your
5 of atrend? 5 supplier as to having alower BTU now over the
6 MR. HENDERSON: 6 last few years and whether or not it's
7  A.That'sright. 7 possibleto get fuel with ahigher heating
8 MR. O'BRIEN: 8 content?
9 Q Andin terms of the running heat content, 9 MR. HENDERSON:
10 there' s been some indication that the running 10 A. We have had discussions with our supplier and
11 heat content has been dropping. Can you give 11 we have recently tendered for anew supply
12 me any background on that, sort of what sort 12 contract and the tender that we went had a
13 of testing you’'ve done to see how you can 13 higher heating content as the base heating
14 bring up the heat content for the fuel used? 14 content for our specification, but again, the
15 MR. HENDERSON: 15 supplier, when they source that ail, if they
16 A. Our fue contract with our supplier for fuel 16 end up with alower BTU content, we will pay
17 in essenceis buying BTUS. 17 less. So, they -- in terms of the incentive
18 MR. O’'BRIEN: 18 for the supplier to get a higher BTU content,
19 Q. Right. 19 wewould pay ahigher pricefor higher BTU
20 MR. HENDERSON: 20 content and that has always been the case for
21 A. Although everything that we do interms of 21 al our fuel. The variability isreflective
22 rate setting and the RSP is done on a kilowatt 22 of variahility in the supply market and the
23 hour per barrel basis and a dollar per barrel 23 changing -- number 6 oil market and where you
24 basis, we are actually buying BTUs. So if the 24 can source number 6 oil. So,we had a
25 barrel that we getina particular shipment 25 consultant in 2000 and -- earlier thisyear,
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1 and I'mtrying to think of time, but we 1 the RSP to customers. It does not come back
2 basically had a consultant brought in to help 2 to Hydro and Hydro suffers the consequence in
3 us review what'shappening in the market 3 alower conversion factor and so, the manner
4 because of the changes that we're seeing, the 4 inwhich theBTU -- the kilowatt hours per
5 changesin quality of the fuel and how we may 5 barrel number is fixed, but the BTU content
6 address those types of things, and they 6 varies. Hydro istaking that whileit doesn’t
7 basically have explained to us that the market 7 obtain any benefit, but the pricing
8 is changing. There's fewer people buying 8 improvement that you get by getting lower BTU
9 number 6 fuel oil in the marketplace. There's 9 fallsout intothe price of oil which goes
10 fewer refineries that have that as a product 10 through the RSP and benefits customers. So
11 out of their refinery. The product isnow 11 there' s adisconnect, if you like, in terms of
12 tending to be more of ablended product of 12 the benefit to customers versus the impact to
13 different types of refinery oils. So that 13 Hydro.
14 changes things and changes heat content. So 14 MR. O'BRIEN:
15 there's a number of factors that are 15 Q. Interms of the relationship or connection
16 influencing that change. 16 between the BTU and the fuel conversion
17 MR. O'BRIEN: 17 factor, and looking at 2008 and 2009 where you
18 Q. Thisconsultant, who was that consultant? 18 have a higher BTU and lower Holyrood
19 MR. HENDERSON: 19 production, yet you have higher fuel
20 A.Who? 20 conversion 625 and 612, interms of that
21 MR. O'BRIEN: 21 relationship of which -- sort of which factor
22 Q. The consultant, yeah. 22 is more important? Have you done any studies
23 MR. HENDERSON: 23 or commissioned any studiesto see sort of is
24 A. |t was Stantec. 24 the fuel content more important, is the
25 MR. O'BRIEN: 25 Holyrood production content more important,
Page 90 Page 92
1 Q. Stantec, okay. And have you engaged Stantec 1 are there other factors that may be
2 toassist in looking for higher BTU content 2 influencing what the fuel conversion factor
3 oil or fuel? 3 is, apart from just providing a regression
4 MR. HENDERSON: 4 analysis?
5 A.Sowhat we-- they provided us advice on our 5 (11:00 am.)
6 fuel specification and we used their advicein 6 MR. HENDERSON:
7 our most recent tender for it. 7 A.Wédl, the factors -- we have not commissioned
8 MR. O'BRIEN: 8 astudy on this, but the factors are, aswe
9 Q. Inyour recenttender, okay. Andso that 9 talked about, isit’ s the average unit loading
10 tender went out again, when was that? 10 iskey and critical. The BTU content is key
11 MR. HENDERSON: 11 and critical, and they are the biggest
12 A. That tender was just awarded. 12 influencers on the conversion. The manner in
13 MR. O'BRIEN: 13 which the thermal plant operator controls the
14 Q. Just awarded, okay. And the specifications 14 operation of the boiler aso influencesthe
15 were for how much BTU in that? 15 conversion factor. And that comesout in
16 MR. HENDERSON: 16 terms of the thermal efficiency of the boiler.
17 A.l don’'t remember the number off -- | know it’s 17 So if you look at the percentage efficiency of
18 higher, but again, as| said, we will pay for 18 the boiler for a given load, the operators are
19 whatever that is. The element here of this 19 working to try to be as efficient as possible
20 that people should be aware of is that we, 20 at that particular load. So they have -- the
21 from buying the fuel, we're buying BTU content 21 operators and the managers of the Holyrood
22 which iswhat isthe real heating value of the 22 thermal plant follow what they call aguide
23 fuel to produce electricity. So we are paying 23 curve, which shows how much -- how efficient
24 for the BTUS. The problem for Hydro with this 24 you are at different loads and the objective
25 isthat that fuel price variability goesinto 25 and ongoing challenge to the operatorsisto
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1 get as many kilowatt hours out per barrel, out 1 maintenance and repairs with the January 2014
2 per BTU at different l[oads. And sothat’s 2 outages.
3 what the operator isfocused on. But they 3 "The lower generating levels experienced
4 can't control the average unit loading. They 4 at unit threein December 2013 and January
5 can't control the BTU content. They can only 5 2014 in isolation would have lowered the
6 control the combustion process in the boiler 6 overall plant conversion rate. However, with
7 and they are constantly challenged to find 7 unit three derated, the other units were
8 ways to make that combustion process more 8 operated at a higher level of generation than
9 efficient and they have aguide curve and it’s 9 they would otherwise have beenfor system
10 reported up to the manager every month on how 10 security reasons. The fuel conversion rate of
11 we'redoing and theidea isto constantly 11 thermal units increasesat higher level of
12 improve. They have anumber of toolsthere 12 generation.” | want to askin terms of
13 that they use to be able to monitor that and 13 generalities and maintenance and repairs, if
14 they’re doing that online and if you go into 14 more are required in the system than general -
15 the plant, you can see that that’s one of the 15 - than usual over an annual basis, will that
16 things that the operator does to control 16 affect the conversion rate?
17 efficiency. But that has a-- it has an 17 MR. HENDERSON:
18 impact, but the -- and if you paid no 18  A. There are anumber of factorsthat can affect
19 attention to it, it could have a significant 19 conversion rate and if you take a unit out for
20 impact, but thisis the critical component 20 alonger period of time than I'll say within
21 that they watch al thetimeand the bigger 21 the base plan, it will impact the conversion
22 impactsisthe average unit loading and the 22 rate. It would also --it could impact
23 BTU content and | said, these are-- the 23 reliability because of the unit non-available.
24 average unit loading and the BTU content are 24 So there’ s different items that could affect
25 driven primarily by thingsthat are outside of 25 that, yes.
Page 94 Page 96
1 Hydro's control because they're driven by 1 MR. O'BRIEN:
2 customer demand and they’'re driven by the 2 Q. Soif reliability increasesin the future and
3 nature of the product and how the fuel product 3 there'sless say corrective maintenance in
4 that we're getting. 4 that regard, would we expect to see a
5 MR. O'BRIEN: 5 conversion rate increase?
6 Q. Perhapswe can stop at this point, Mr. Chair. 6 MR. HENDERSON:
7 CHAIRMAN: 7 A. Not necessarily.
8 Q. Okay. We'll take our break. 8 MR. O'BRIEN:
9 (BREAK - 11:02am.) 9 Q. Andwhy isthat?
10 (RESUME - 11:34 a.m.) 10 MR. HENDERSON:
11 CHAIRMAN: 11  A. Because if your system requires, for
12 Q. Oh, I'msorry. Go ahead, sir. 12 reliability purposes, so many unitson at a
13 MR. O'BRIEN: 13 given period of time, so when you haveall
14 Q. Noproblem. Thank you, Mr. Chair. Whenwe |14 unitsrunning -- what your base assumption
15 left off, we weretalking about | think the 15 would be that -- for to make it simpleis that
16 unit operating load being an important factor 16 during the winter period from December 1st,
17 here for determining the Holyrood fuel 17 pick a date, to March 31st, you want three
18 conversion factor. | wonder if we could pull 18 unitson all of the time because that will
19 up NP-NLH-333? Sothere's aquestion put 19 give you the highest level of reliability that
20 there to Hydro to explain theimpact of the 20 if you lose a unit for some reason, there’ s no
21 operation and maintenance issues associated 21 impact, and so that would be your base where
22 with the following had on fuel conversion rate 22 you want to be. If you have a problem with
23 for Holyrood in 2013 and 2014. And | want to 23 one of those units during that period of time,
24 look, | guessif we turn to the next page, at 24 it comes off. It's shut down. The other --
25 the maintenance and repair question. So 25 you're at a reliability risk, but your
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1 conversion rate could go up onyour other 1 turbineis more expensive than the cost per
2 units because they’re moving up to ahigher 2 kilowatt hour of Holyrood, even when Holyrood
3 load to giveyou the same impact. So, if 3 isrunning at avery low load, but depending
4 you're more reliableand let'ssay through 4 on the number of hoursthe unit is on, there
5 that whole winter period a unit does not go 5 could be an economic benefit to running
6 down at all, but you need it on for the whole 6 Holyrood less and running the CT inits place.
7 time, then your conversion rate will be lower 7 MR. O'BRIEN:
8 because you didn’t move up on the other units. 8 Q. Okay. Inoneof theRFis, if we could pull up
9 MR. O'BRIEN: 9 1C-093, and you talked about earlier, | guess,
10 Q. Okay. Sothemorereliable you are, the lower 10 just before the break, about the efficiencies
11 the conversion rate? 11 that operations, | guess, employ on aregular
12 MR. HENDERSON: 12 basis to try to keep the units running
13 A . Waell,it's -- that iscertainly an impact, 13 efficiently and -
14 because if you do take a unit off, the other 14 MS. GRAY:
15 unitsgo up. Sothat is thecase. Interms 15 Q. Sorry, Revision 1, Mr. O’ Brien?
16 of, I'll say, unit deratings, which is another 16 MR. O’'BRIEN:
17 aspect of reliability where a unit goes down 17 Q. Yes, sorry. Yeah, Revision 1, that'sright.
18 partialy on low, you could betaking some 18 | believethat’sit. Let meseehere. No,
19 auxiliary equipment out that impacts some 19 that’snot it. I’'m wondering, page three to
20 reliability or onthe conversion and the 20 five, if we could-- yeah. Yes, so it's
21 efficiency. So thereisanumber of different 21 starting on page three, if we scroll down a
22 factors because there’ s alot of componentsin 22 bit. There’sanumber of routine activities
23 the Holyrood plant that can influence the 23 that arelisted there totry to maintain
24 conversion rate and the reliability. 24 efficiencies at Holyrood. Are those the types
25 MR. O'BRIEN: 25 of routine activitiesyou’d be engaged in to
Page 98 Page 100
1 Q. How about the cT, having the CT online, does 1 try to keep Holyrood running efficiently?
2 that increase conversion? 2 MR. HENDERSON:
3 MR. HENDERSON: 3 A.Thatis, yes.
4  A. Having the CcT online -- there’ s a balance here 4 MR. O'BRIEN:
5 that the system operations department can talk 5 Q. Andif you're not engaged in those activities,
6 to, but for instance, you could make a 6 would the fuel conversion factor, would you
7 decision to put the combustion turbine on for 7 see that being affected?
8 eight hours during the day and keep a unit off 8 MR. HENDERSON:
9 at Holyrood off for 24 hours because it’ sthe 9 A.Yes, youwould. Andthese itemsare part of
10 eight hours -- there'seight critical hours 10 our day-to-day routines. Thisis part of the
11 during the day that you need that Holyrood -- 11 job of the operator at the Holyrood plant, the
12 that equivalent capacity that the combustion 12 operationsteam there, is to ensure dl of
13 turbine brings. So, you could look at it and 13 these things are done to get optimum
14 say we'll take Holyrood large thermal unit off 14 efficiency out of the plant. And that, | will
15 because it’ s burning oil for 24 hours and put 15 say to you, is also part of our environmental
16 on a combustion turbine which is only going to 16 management system and in terms of the
17 burn oil for -- diesel fuel basically for 17 objectives of trying to prevent pollution from
18 eight hours, and it may be cheaper and more 18 the plant and to continually improve, whichis
19 efficient for Holyrood to run the combustion 19 our commitment in our environmental management
20 turbine for those eight hours than run 20 system. Thisis part of our commitment there
21 Holyrood for the 24 hours. 21 aswell isto be doing these things.
22 So there’ sa cost analysis that you would 22 MR. O'BRIEN:
23 do. Thefuel going into the combustion 23 Q. And if we scroll down, | think there's a
24 turbine is more expensive. The cost per 24 couple of pages there of a number of different
25 kilowatt hour coming out of the combustion 25 initiatives taken over theyears. I'mjust
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1 wondering, in terms of financial incentive, if 1 MR. O'BRIEN:
2 the Board does decide to provide you with -- 2 Q. Andwhy isit that Hydro hasn’t proposed that
3 or Hydro with a deferral account with respect 3 for the Holyrood conversation factor?
4 to the Holyrood conversion factor, what 4 MR. HENDERSON:
5 incentive would Hydro have to continue to try 5 A.We haven't proposed it because when you
6 to maintain efficiencies there, if everything 6 consider the full of al the deferral
7 is going to be captured in a deferral account? 7 accounts, the total exposureto the company
8 MR. HENDERSON: 8 that was in the -- with all three, we felt it
9 A Wadl, Hydro has acommitment for least cost 9 was as much as the company should be taking
10 reliable electricity and thisis part of that 10 with respect to al of these variability, all
11 least cost mandate that we would continue to 11 the variables of all three deferrals.
12 adhereto. The financia incentiveis not 12 MR. O'BRIEN:
13 what’sdriving this. It's our commitment to 13 Q. And is it -- with respect to the other
14 least cost reliable service. It' s part of our 14 deferrals, one of the questions | had left in
15 commitment to the environment, our 15 my head, | don’t think | asked you, iswith
16 environmental management system, and it'sthe 16 respect to the Exploits and | did ask you
17 right thing todo. So, that’swhy we are 17 about the variability in price and that
18 doing that. And in our environmental 18 there's noindication, at least on a go-
19 management system, we are committed to 19 forward basis right now, as to variability on
20 continual improvement and that’s why the -- in 20 price. I’'mwondering why it would be that
21 addition, you know, to the efficiency 21 you' d want that one included in the deferral
22 improvements, this reduces pollution and 22 accountsif there’ s no price variability?
23 that’s our commitment through that and we 23 MR. HENDERSON:
24 continue to put forward initiatives each year 24  A.Wdll, the Exploits is a hydro electric
25 to improve our environmental performance and 25 facility and it has hydraulic variability. So
Page 102 Page 104
1 the items that happen at Holyrood are a part 1 thereisavariability there with respect to
2 of that commitment. 2 the -- | guess, particularly the rainfall that
3 MR. O'BRIEN: 3 occurs on the Exploits River and the amount of
4 Q. And with respect to the fuel conversion factor 4 water that’savailable for that facility.
5 itself, | understand that the proposal isto 5 That would be one of the larger variables that
6 put a band around sort of the deferral 6 that facility can experience over time.
7 account. Isthat right? 7 MR. O'BRIEN:
8 MR. HENDERSON: 8 Q. And so that's similar to the hydraulic
9 A. Ontheefficiency factor? 9 variability in the RSPiswhat you're -
10 MR. O'BRIEN: 10 MR. HENDERSON:
11 Q. Sorry, not the efficiency factor. That was 11 A. That’scorrect.
12 what Mr. Martin had thought might be the case. 12 MR. O’'BRIEN:
13 That's not the case in Holyrood? 13 Q. Samething. Intermsof price though, isthat
14 MR. HENDERSON: 14 something that would be prepared to take of a
15 A. No, it'snot. 15 deferral account, any issue with respect to
16 MR. O’'BRIEN: 16 pricing of Exploits and just focuson the
17 Q. Andthe other deferral accounts, there's a 17 hydraulic aspect of it?
18 bandto be putin placefor those. Just 18 MR. HENDERSON:
19 explain how that would work. 19 A.Waell, | guessthat’s not something that we
20 (11:45am.) 20 have considered at thispointintime. I'd
21 MR. HENDERSON: 21 needto talk to other peopleto understand
22 A. Sothose bands arethereto-- I'll say for 22 what that exposure might be. So | wouldn't
23 each one of thosg, it's for the company to 23 make acommitment right here, but | can say
24 take some level of risk with respect to those 24 that the full anticipation is that there won't
25 particular measures. 25 be andthat there will bea transfer of
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1 ownership. 1 now and the completion of the Labrador
2 MR. O'BRIEN: 2 Interconnection, which providesareview of
3 Q. Okay. And at that point, it wouldn’'t even be 3 the current load forecast that we' re expecting
4 necessary to have a deferral account, | 4 over the next time period and the reserves and
5 suppose. It will be built into Hydro’s 5 reliability of the generation that’s used to
6 operations in the GRA anyway. 6 supply customers, relative to the load, and
7 MR. HENDERSON: 7 any concerns or issues related to that to keep
8 A.Itwouldbebuiltin-- well, oncethat does 8 the Board informed of how the changing in load
9 occur, then we would have to be presenting it 9 forecast and changing in unit performance may
10 to the Public Utilities Board, that change. 10 impact on reliability from a generation supply
11 MR. O'BRIEN: 11 perspective over that period.
12 Q. Sure. 12 MR. O'BRIEN:
13 MR. HENDERSON: 13 Q. Okay. | wonder if we could turn to page two
14 A. And the natural place for that to fit would be 14 under Section 3.1, Capacity at Peak. Thank
15 into the hydraulic variation of the RsP. 15 you. Redly just acouple of questions| had
16 MR. O’'BRIEN: 16 for you onthis document, Mr. Henderson.
17 Q. Butin termsof pricing aspect of it, the 17 About halfway down there whereit says, in
18 natural fit would be in terms of the GRA just 18 Table 2, "the Black Start Diesel capacity has
19 like the rest of Hydro's operations? 19 been increased to 16 megawatts. This reflects
20 MR. HENDERSON: 20 Hydro' s current intention to submit a proposal
21 A. Wél, it would be cost. 21 tothe Board to purchase these diesels and
22 MR. O'BRIEN: 22 increase the system capacity to 16 megawatt."
23 Q. Yeah, cost. 23 So | understand you' ve got 16 -- sorry, eight
24 MR. HENDERSON: 24 Black Start Dieselsright now that are under
25  A. So wewould be speaking to the cost to operate 25 lease. Isthat right?
Page 106 Page 108
1 that facility. 1 MR. HENDERSON:
2 MR. O'BRIEN: 2 A.That'scorrect.
3 Q. Right. 3 MR. O’'BRIEN:
4 MR. HENDERSON: 4 Q. And| wonder can you give usjust an overview
5 A. And what'sthe right amount in the base rates. 5 of the -- of who made the decision and the
6 MR. O'BRIEN: 6 reasons behind the decision to now look to
7 Q. Right, okay. | dowantto ask you about one 7 purchase those diesels for system capacity?
8 of the documents I’ d asked to be provided. | 8 MR. HENDERSON:
9 can find it myself. And that’s the September 9 A Wdl, what | would say firstisthis wasa
10 2015 Report to the Board on Generation 10 review that was completed by our system
11 Adequacy. 11 planning group looking at the diesels.
12 MS. GLYNN: 12 Because the dieselswere leased with alease
13 Q. Sowe'll enter that Information No. 9. 13 to purchase option that we felt that it would
14 MR. O’'BRIEN: 14 be aprudent thingtogo istolook at how
15 Q. Thank you. Are you familiar with this 15 much it would cost to keep them, rather than
16 document, Mr. Henderson? 16 turn them back. Becauseif that pricingis
17 MR. HENDERSON: 17 appropriate, it may be an opportunity that we
18 A.Yes, | am. 18 should seize for the benefit of customers over
19 MR. O’'BRIEN: 19 thelong term. Given that they’re mobile,
20 Q.Okay. And just giveusabrief overview of 20 there' slots of itemsthat they could -- the
21 what it is. 21 benefitsthat they could bring and we just
22 MR. HENDERSON: 22 wanted to make surethat we did not passan
23 A.Thisis a report that was-- that we had 23 opportunity by because of theleaseto buy
24 agreed that we would provideto the Public 24 option. So that was why we've investigated it
25 Utilities Board in August of each year between 25 and we will -- it sfully expected, I'll say,
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1 that we would be putting forward something to 1 been identified through the analysis that
2 the Board with regard to thisin the short 2 we've done on those particular events. |
3 term, but you know, rather than -- 1’ d rather 3 think they’re all very well laid out and been
4 not go into the detail because that’ s going to 4 explained to the Board through our filings on
5 be subject of another discussion. 5 that. And I’'m not awarethat there was
6 MR. O'BRIEN: 6 anything at all thererelated to costs that
7 Q.| understand, and I’m not going to necessarily 7 tied tothe impact of those. So they're
8 ask you the detail of it. | guess I’'m more 8 unrelated. | think the cost side of things
9 interested in higher level sort of, if there 9 are tied to the ongoing -- well, the aging of
10 has been an analysisof least cost analysis 10 our power system, the investment we need to be
11 and you' ve indicated either there has been or 11 putting into our power systemto ensurethe
12 there intends to be? 12 equipment operates reliably. There was other
13 MR. HENDERSON: 13 cost drivers| think we' ve talked about. |
14 A Thatworkis pretty well -- well, complete. 14 think each of the panels that have been on
15 It'sjust a matter of putting together what’s 15 right now, up to now, have talked about the
16 required for an application. 16 salary aspects of the cost driverswhich are
17 MR. O'BRIEN: 17 related to competitive salary payments to the
18 Q. Okay. And we'll seethat in an application as 18 staff. So there' sthose aspects of it, you
19 to what the least cost analysis was? 19 know, are the thingsthat influence cost and
20 MR. HENDERSON: 20 affect reliability, but the fact that the
21  A.Absolutely. 21 costs have gone up is not causing the
22 MR. O'BRIEN: 22 reliability to go down. Actualy, the costs
23 Q.Okay. Andintermsof other optionsto deal 23 that we have incurred aredue to capita
24 with system capacity, did you consider other 24 investments to improve reliability.
25 options or wasit just a focus on whether or 25 MR. O'BRIEN:
Page 110 Page 112
1 not we keep these? 1 Q.And | guess that wasn't necessarily the
2 MR. HENDERSON: 2 connection | was making. |’'m wondering
3 A.Inorderto put forward something like that, 3 whether or not you can comment on wouldn’t you
4 we would consider all the options that would 4 expect reliability to go up if costs go up, as
5 give you similar benefit for similar cost. 5 opposed to costs not causing lower
6 MR. O'BRIEN: 6 reliability.
7 Q. For similar cost, okay, and that’ Il be part of 7 MR. HENDERSON:
8 your proposal ? 8  A. Weexpect that reliability will improve over
9 MR. HENDERSON: 9 time, that the investments that we are making
10 A.Yes 10 into the power system, the efforts that we are
11 MR. O'BRIEN: 11 doing with respect to asset management and
12 Q. Okay. | just have onefinal question for you, 12 structuring our operations for a high focus on
13 Mr. Henderson. | guesssince Nalcor, that 13 reliability, they will provide ongoing
14 organization, has come into being back in 2007 14 reliability benefitsinto the future.
15 and we've seen a steady increase in costs, a 15 MR. O'BRIEN:
16 significant increasein costs and we've seen 16 Q. ldon't haveany further questionsfor the
17 some recent reliability issuesthere aswell. 17 panel, Mr. Chair.
18 Are you ableto reconcile those two, why we're 18 CHAIRMAN:
19 seeing increased costs but lower reliability? 19 Q. Okay. SoMr. Johnson, | believe we're over to
20 Do you have any general comments you can give |20 you, Sir.
21 us on that? 21 MR.ROBERT HENDERSON, MR. DARREN MOORE AND MR. TERRY
22 MR. HENDERSON: 22 GARDINER, CROSS-EXAMINATION BY THOMAS JOHNSON, Q.C.
23 A.l would suggest to you that they are 23 JOHNSON, QC::
24 unrelated. The performance on the power 24 Q. Gentlemen, | guessthere's-- I'll say at the
25 system are related to theissuesthat have 25 outset, most of my questions obviously will be
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1 directed towards Mr. Henderson, but there 1 Corporate relations department, 32 and a half
2 might be times when you will, asyou’ ve done 2 percent. And just to understand your overall
3 with questions from my friend, Mr. O'Brien, 3 position, Mr. Henderson, it’s your evidence, |
4 provide some answers to some specifics. 4 take it, that these increases would be
5 Obviously there's been alot of ground 5 reflective of, tying back to the language of
6 covered in thelast couple of daysby Mr. 6 your key responsibility area, maintaining "a
7 O'Brien and I’ d like to start off first though 7 high cost control environment to optimize
8 with thearea of Hydro'scosts and those 8 costs'? Would that be your take that this
9 controllable costs. And just to, | guess, get 9 represents high cost control?
10 the premise right, Mr. Henderson, | takeit 10 (12:00 p.m.)
11 that you, in sponsoring the section of 11 MR. HENDERSON:
12 evidence on operating costs, that you accept 12 A.Thisisreflecting high cost control inthe
13 that Hydro hasthe burden of providing and 13 balance of the other itemsthat we have, in
14 putting forward the evidence to actually 14 terms of asset management and reliability, to
15 demonstrate to the Board that the costs to be 15 ensure reliable service to our customers. We
16 recovered in this Application are appropriate 16 looked at all of our coststo ensure that what
17 to ensure safe, reliable and least cost 17 we havein place in our costs is what's
18 eectricity. We'reclear onthat, are we? 18 required. It'sthe least cost required to
19 That’ s the burden? 19 provide that reliable service that our
20 MR. HENDERSON: 20 customers expect.
21 A.Yes, itis. 21 JOHNSON, Q.C.:
22 JOHNSON, Q.C.: 22 Q.Okay. And I guessyou -- and we'll get into
23 Q. Okay. Now Mr. Henderson, one of your roles, 23 some of the particulars, but do you understand
24 and perhaps we could bring up PUB-229 in this 24 why there will be some difficulty in accepting
25 regard, under key responsibility areas, it 25 aremark that this would be reflective of high
Page 114 Page 116
1 vets in you a financial management key 1 cost control? | mean, where you have
2 responsibility area to provide leadership 2 increases galloping well ahead of inflation on
3 throughout Newfoundland and Labrador Hydro to 3 anumber of these indicators, you understand
4 maintain a high cost control environment to 4 why there' sabit of a disconnect, at least in
5 optimize costs for delivery of electricity 5 my head, between the concept of effective cost
6 related services to customers and further, and 6 control and the performance we've seen over
7 we can touch on the latter later, you have a 7 this period of time?
8 human resource management key areato provide 8 MR. HENDERSON:
9 leadership throughout Hydro to ensure that you 9 A.lthink aswelooked at theitems that are
10 have a highly motivated and effective work 10 therein our proposal, the explanations are
1 force that is aligned with strategy direction 1 provided for those costs. | think Mr.
12 of Hydro. 12 McDonad and Mr. Roberts spent a considerable
13 Now, Mr. Henderson, we've already 13 amount of time explaining the drivers for the
14 received the evidence through Mr. Martin's 14 changesin the salary costs, which isalarge
15 examination and through your earlier 15 part. Well, you talked about 43 percent above
16 examination about some of the cost increases 16 inflation. They were explained there, asthe
17 that we' ve been seeing inthe controllable 17 driversfor that. That'salarge part of the
18 costs, some 43 percent on an inflation 18 33 percent in the O&M. So we're talking the
19 adjusted basisfrom *07 to 2015 in gross 19 same, really the same driver there, alarge
20 sdary costs. That's 43 percent above 20 part of that isthe changein salaries over
21 inflation. Operations and maintenance costs, 21 that period of time. So, ensuring that our
22 just another way of looking at cost expansion, 22 work force is properly compensated and we have
23 operation and maintenance costs up by 33.3 23 acompetitive salary and benefits packageis
24 percent over inflation. Financial departments 24 part of what’s happened here and that’s
25 costs, 19.6 percent above inflation. 25 reflective of the transition that’s happened
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1 in the general economic environment that we're 1 '07 to 2013 excludes major repairs and

2 working inand from wherewe recruit our 2 inspections at Holyrood" and then you go on to

3 people. 3 say, "both operating expenses and inflation

4 JOHNSON, Q.C.: 4 are presented for comparison purposes

5 Q. And of course, you'll acknowledge that part of 5 indexed."

6 itisthe salary increases, but apart of it 6 Now, first of al, | just want to get an

7 is aso the major expansion in people working 7 understanding as to why you would -- there

8 at Hydro and for Hydro in terms of FTE count? 8 would bemajor repairs and inspections at

9 MR. HENDERSON: 9 Holyrood backed out.

10 A.That'scorrect. Thatis part of the element 10 MR. HENDERSON:

11 of this. 11 A. |l believethat’s dueto the accounting changes

12 JOHNSON, Q.C.: 12 related to the adoption of the IFRs Standard,

13 Q. Andnow | just want to go back, and again sort 13 and that therewasin 2007, | believe, there

14 of at ahigher level, but | want to talk about 14 was certain expensesin there that now would

15 the period from 2007 to 2013 and | want to 15 be capitalized as part of the overhauls that

16 talk about the cost control experience during 16 we do at Holyrood.

17 that period of timefirst, and in that regard, 17 JOHNSON, Q.C.:

18 if 1 could direct your attention to page 1.28 18 Q. Okay. Now if | could refer you for the moment

19 of Hydro’s evidence? That would be inthe 19 to the Grant Thornton Report at Page 60.

20 introduction section. If you could scroll 20 MS. GRAY:

21 down alittle, after that pie chart, we see 21 Q. Isthat the June 12th report, Mr. Johnson?

22 Hydro indicating that as shown in the chart, 22 JOHNSON, Q.C.:

23 Hydro says "over the period 2007 to 2013, the 23 Q. Yes, the financial consultants report. Now

24 increases in Hydro' s operating expenses have 24 Grant Thornton’s Report sets out Hydro's - at

25 been maintained at inflationary levels with 25 Table 36 and goes onto Table37, Hydro's
Page 118 Page 120

1 inflation averaging two percent annually over 1 other costs by category. Now, | takeit, Mr.

2 that period, while the increase in operating 2 Henderson, that these would be al the other

3 expenses have also averaged two percent 3 costs of Hydro, there would be nothing

4 annually.” And then it shows agraph in Chart 4 excluded from this, | take it, when you folks

5 1.13 whereit’s lookingto put thatin a 5 met with Grant Thornton for the purpose of

6 graphic type of presentation. 6 providing them information about your

7 Now, what we see here on the graph, based 7 finances?

8 upon the way Hydro has presented it, is we see 8 MR. HENDERSON:

9 tracking sometime alittle bit above inflation 9 A.ldon't know the detail of what was provided
10 in '07/08 and then below inflation for * 08/09, 10 to Grant Thornton. If they didn't make a
11 et cetera, and then really taking off in 2013. 11 comment on something being excluded, | would
12 Now, Mr. Henderson, | understand however that 12 assume there is nothing excluded, but | wasn’t
13 thischart really doesn’'t explainto usthe 13 part of that.

14 full picture on operating expenses because 14 JOHNSON, Q.C.:

15 there' s certain operating expenses that have 15 Q. Solet’s look at the categoriesthat Grant
16 been backed out of this chart, right? 16 Thornton haslisted that come under other
17 MR. HENDERSON: 17 costs. We have salaries and fringe benefits.
18  A.I'mnot sure which ones. 18 That would be a controllable cogt, right?

19 JOHNSON, Q.C.: 19 MR. HENDERSON:

20 Q. If I could refer you to footnote 26, and the 20 A. Sdlaries, yes.

21 footnote reads "for comparative purposes, the 21 JOHNSON, Q.C.:

22 operating expense index excludes the effects 22 Q. Andfringe benefits. Systemand equipment
23 of the impactsof accounting changes, as 23 maintenance, that would be a controllable
24 approved in Order No. P.U. 13(' 12)" but then, 24 expense?

25 thisiswhat I’'m focusing on, "the period from 25 MR. HENDERSON:
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1 A Yes 1 and the elements of uncontrollable and how
2 JOHNSON, Q.C.: 2 well each year is comparing to another. There
3 Q. And likewise insurance, transportation, office 3 was that comment about the change in financial
4 supplies, building rental and maintenance, 4 reporting. Y ou know, all of those things come
5 professional services, travel, equipment 5 into play here, so | don’'t have-1 can't
6 rentals, miscellaneous, would all be 6 really comment on that.
7 controllable? 7 JOHNSON, Q.C.:
8 MR. HENDERSON: 8 Q. Okay, | guess, given the position of Hydro
9 A.l think most of them are. There may be 9 that from ’ 07 to 2013, the controllable costs
10 elementsin here that aren’t controllable. As 10 were kept within inflation, | wonder would you
11 an example, | believe it's in the 11 undertake to provide the backup as to how that
12 miscellaneous expenses where the tax payments 12 assertion was made, having regard to - how
13 are maderelated to the service in rurd 13 that assertion was made, and what was actually
14 aress, there's acomponent that we pay for 14 included in what you reported in Chart 1.13 in
15 municipalitiesfor that. | think there' san 15 the company’ s evidence?
16 element there that might be in the 16 MR. HENDERSON:
17 miscellaneous expenses, and | don't know if 17  A.Yes
18 there' s any othersthat arein there, but Il 18 JOHNSON, Q.C.:
19 say certainly for the majority of this, itis 19 Q. Thank you.
20 controllable costs. 20 MS. GLYNN:
21 JOHNSON, Q.C.: 21 Q. Duly noted on the record.
22 Q. Yes, and then we have the final - the second 22 JOHNSON, Q.C.:
23 last line, loss on disposal, and we see that 23 Q. Mr. Henderson, in terms of the burden of
24 number startslow in’07. Isthis anumber 24 putting forward the evidenceto demonstrate
25 that you have a direct influence on? 25 that your costs are reasonable and
Page 122 Page 124
1 MR. HENDERSON: 1 appropriate, | takeit you understand that
2 A Wdl, itwould bereflective of the capital 2 Hydro over the period of 2008 onward didn’t
3 program primarily that we have underway, and 3 set any targetsin termsof KPisthat are
4 soit’sreflective of the value of equipment 4 reported as regards financial performance, is
5 that’s removed from service and replaced 5 that correct?
6 through the capital program. 6 MR. HENDERSON:
7 JOHNSON, Q.C.: 7 A.I'mnotsure-1'll say what | understand, |
8 Q.| seeinthese numbersas| go across, even on 8 think, in terms of KPi targets, is that the
9 thelosson disposal line, that it's low in 9 targets that you're referring to are the ones
10 07, it creepsup to 2.5, and it’slow to 1. 2 10 which are the OM & Acosts per, I'll say,
11 in’09, very lowin 2010to .687, and, | 11 installed generation, energy sold, there'sa
12 guess, | bring you to this, Mr. Henderson, 12 number of different KPisthat are part of the
13 because while there might be some elements 13 annual report that we give to the Board on KPI
14 that may not be strictly non-controllable, | 14 performance, and the targets at those levels
15 see the percentage change in these other costs 15 requires the running of a cost to service, so
16 categories as listed by Grant Thornton of in 16 you'd have to take your annual budget number
17 2008, 3.94 percent; 2009, 4.73 percent; 2010 17 and project out, take that and run it through
18 was .73 percent, 2011, 6.74 percent; 2012, 18 acost to service model in order to determine
19 6.27; 2013, 3.84; and I'm not sure how | can 19 the right amount of money to allocate to each
20 align this with being convinced that the 20 one of those factors, the amount to allocate
21 controllable costs were actually tracking 21 to generation, the amount to allocate to the
22 inflation because these figures are well above 22 other elements of that, to be able to do your
23 inflation? 23 numerator over denominator calculation to
24 MR. HENDERSON: 24 establish what the target is. The target that
25  A. | takeyour point. | just don’t know the math 25 we operate toisour O & M budget, and so
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25

A.I'msorry, | can't speak to-1'm not sure

25

Page 125 Page 127
1 those matrix that would be reported to the 1 what may have transpired or what
2 Board are useful for identifying trends, but 2 communications may have been had with respect
3 they aren’t numbers that we use to operate or 3 to the change and that we weren’t reporting
4 control the company and exercise our control. 4 the targets, but| understand that those
5 Our focus ison these itemsyou have here, 5 targets are calculated, the way it's been
6 which are the controllable operating costs. 6 explained to me, through operation - you have
7 The other onesare useful for trending and 7 to run a cost to service in order to allocate
8 they are useful for comparator to other 8 the budget components out, but the target or
9 companies that have similar type of 9 what we operate toisour operating budget,
10 facilities, but establishing target that we 10 which wedo provide to the Board in our
11 operateto, it's really afalout of realy 11 quarterly reports.
12 the budgeting and our budget number. 12 JOHNSON, Q.C.:
13 (12:15p.m.) 13 Q. Could webring up NP-NLH-93. This question
14 JOHNSON, Q.C.: 14 was asked, "For each financial performance
15 Q. But to come back to the point now in terms of 15 indicator reported annually to the Board as
16 this demonstration of cost control and the 16 provided in Exhibit 2 Appendix E", etc,
17 burden that rests upon Hydro, your evidenceis 17 "please include Hydro' starget for the years
18 that in terms of the filings with the Board, 18 2007 to 2012. In addition, please add these
19 there were no financial performance targets 19 values to each graph”, and the question goes
20 filed from 2008 on, right? 20 on, and Hydro'sanswer is, "Please see the
21 MR. HENDERSON: 21 table below for the 2007 targets. Hydro did
22  A.Meeting that format. Our quarterly reports 22 not set targets for 2008 to 2012 for the
23 would show the budget, and how our O & M has 23 performance indicators reported annualy to
24 varied from budget, so that’s there for the 24 the Board as provided in Exhibit 2". So all
25 Board to observe. At theend of the year, 25 I’m getting at isthat Hydro never filed these
Page 126 Page 128
1 once al of thecostsare in, you can do a 1 targets with the Board from 2008 on, right?
2 cost of service model to run to come up with 2 MR. HENDERSON:
3 these costs broken out by the different 3 A Yes
4 categoriesto be ableto demonstrate to the 4 JOHNSON, Q.C.:
5 Board the costs per generating asset, you 5 Q. Okay. Now can | turnyou to CA-233. Inthis
6 know, kilowatt hours - I’'m sorry, maybe 6 question, | refer to your position of Vice
7 kilowatt hours delivered or megawatts 7 President, and cited how the role requires you
8 installed, those types of things. 8 to provide leadership through NLH, to maintain
9 JOHNSON, Q.C.: 9 a high cost controlled environment, to
10 Q.| know you filed evidence that’sthereto be 10 optimize cost for delivery of electricity
11 observed or read, but the fact of the matter 11 related servicesto customers, and then |
12 is, is that Hydro filed no financia 12 asked, "Please describein detail how Hydro
13 performance targets from’08 on. | thought 13 measures whether it is achieving and
14 that there was an agreement on that point. 14 maintaining a high cost controlled
15 MR. HENDERSON: 15 environment, and as part of the reply, please
16 A.l can't speak to what agreement or what 16 specificaly identify what targets Hydro has
17 discussions may have had - 17 set for itself to control costs over the past
18 JOHNSON, Q.C.: 18 five years, and how Hydro's performance
19 Q. I mean, I'mreferring to as between meand 19 compares’. Now Mr. Henderson, again in this
20 you. | thought there would have been 20 response, even when | asked about targets for
21 agreement that Hydro, in fact, filed no 21 yourselves on controlling costs, | was not
22 financial performance targets with the Board 22 told about any targetsper se, isn’'t that
23 from '08 on. 23 right?
24 MR. HENDERSON: 24 MR. HENDERSON:

A. I’'m just going to read the response here.
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Page 129 Page 131
1 JOHNSON, Q.C.: 1 JOHNSON, Q.C::
2 Q. Yes, that'sfine 2  Q.But, | guess, it'snot setting a target in
3 MR. HENDERSON: 3 terms of what the budget level is set at from
4 A .Canyou continueto scroll, Jenny, please. 4 year to year, sointermsof trying to set a
5 Continue down. Okay, sorry, can you repeat 5 budget that’s representative of inflation,
6 your question? 6 there' s no target for something like that?
7 JOHNSON, Q.C.: 7 MR. HENDERSON:
8 Q. Yes So when asked this question, you were 8 A.Thetarget per seisthe O & M budget for that
9 not able to come back and respond with any 9 year, which is established through out budget
10 targets that you had actually established as 10 process.
11 regards the control of costs over any of the 11 JOHNSON, Q.C.:
12 past five years. That’sright, correct? 12 Q. Soif the budget is 100 millionin one year
13 MR. HENDERSON: 13 and it's 120 million thefollowing year, |
14 A. We have budget targets that we have - that we 14 mean, what you’ re tracking is measuring to the
15 would have had for each and every one of those 15 budget for that particular year, aren’t you?
16 years. 16 MR. HENDERSON:
17 JOHNSON, Q.C.: 17  A. That'scorrect.
18 Q. Okay, we'll talk about those in a second. Let 18 JOHNSON, Q.C.:
19 me bring your attention to Page 2 of 2, lines 19 Q. Okay, yeah. Now do you - would you agree with
20 1to 3, whereitindicates, "In 2013, Hydro 20 me, Mr. Henderson, that itis important for
21 established additional financial matrix 21 Hydro to identify efficiency initiatives
22 regarding capital operating cost, cash flow, 22 within its organization, given its mandate for
23 and earnings that measure budget against 23 least cost reliable power?
24 actual results'. Dol takeit that it wasn’t 24 MR. HENDERSON:
25 until 2013 that these additional financial 25  A.lwould agree. | would agreethat that's-
Page 130 Page 132
1 matrix became incorporated into Hydro? 1 any operation should be doing that.
2 MR. HENDERSON: 2 JOHNSON, Q.C.:
3 A. Theoperating costs have aways been part of 3 Q. And can youexplain how Hydro identifies
4 our matrix interms of measuring how we 4 efficiency initiatives within its
5 perform. The other items that are there are 5 organization?
6 other items that we discuss at the leadership 6 MR. HENDERSON:
7 team that were, | guess, from this introduced 7 A.What we do isthrough againthe budgeting
8 in 2013, or | wasn't part of it at that time, 8 process, through our planning processin which
9 | wasn't aware that that was an addition, but 9 we develop our fiveyear strategic planasa
10 | accept the wording here that it was 10 key input, we look at that to identify
11 additional measures. | would expect that we 11 initiatives that we could undertake to make us
12 were monitoring those, in any event, but we 12 more efficient. So through that strategic
13 did have at the leadership team, once | became 13 planning process, we would be looking at what
14 part of the executive team, these items were 14 we will be doing in terms of improvements on a
15 there and talked about each month with respect 15 continuous improvement basis, and then through
16 to the capital, the operating cost, the cash 16 the budgeting process, we would establish that
17 flow, and the net income. 17 as well with monitoring what goes forward in
18 JOHNSON, Q.C.: 18 the budget in tryingto keep costs within
19 Q. Now the concept of measuring budget against 19 inflationary pressures, to try to stay within
20 actual results, thisisthe tracking exercise, 20 what is expected inflation, and that’'s done
21 | take it, that you described with Mr. O'Brien 21 through the budgeting process. So through
22 in terms of seeing how you’ re doing compared 22 that, you drive actionsto try to bring out
23 to budget. 23 efficiencies.
24 MR. HENDERSON: 24 JOHNSON, Q.C.:
25 A.Right. 25 Q. Mr. Henderson, to your knowledge, hasHydro
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1 made, | mean, adirected effort to identify 1 those as efficiently as we can.
2 efficiencies, or as Mr. O'Brien put it, to try 2 JOHNSON, Q.C.:
3 todo morewith less? | mean, a directed 3  Q Wadl, as part of seeking to manage them as
4 effort to identify such efficiencies within 4 efficiently asyou can, can you explain why a
5 Hydro? Areyou aware of any such directed 5 directed effort has not been made? | mean, we
6 effort? 6 talked about organizational excellence and,
7 MR. HENDERSON: 7 you know, high cost controlled environment.
8 A.Intermsof directed efforts, what we would be 8 Can you explain why adirected effort has not
9 doing is through that budgeting process, 9 been given, given the importance of
10 through our work execution, looking at our 10 identifying efficiency initiatives?
11 long term asset plans, islooking for least 11 MR. HENDERSON:
12 cost solutions to everything that we do. So 12 A. Well, we have done a number of things over the
13 that would be part of looking at each capital 13 yearsto look for those types of things, and
14 proposal, any efficiency gains would be sought 14 we continue to look for those initiatives. To
15 through that, so it’sthrough anumber of 15 establish, I'll say, a separateinitiative to
16 different avenues. There isn't a one 16 pull people out of their jobs and go at that,
17 subscribed "thisis an efficiency improvement 17 we've opted not to do it that way, we do it
18 program”, it's expected each and every manager 18 through each manager who’ s expected to do that
19 isworking to establish their work to be done 19 in their own work environment to ensure that
20 in the most efficient manner. That challenge 20 they’'redoing it as efficiently as possible.
21 occurs through the strategic planning process, 21 We, as| said, work planning and scheduling
22 it occurs through the budgeting process, to 22 was one area that we felt from an operations
23 ensure that those types of things are done. 23 standpoint we can make improvements and are
24 One areathat we've beenfocusing on, in 24 embarking on that asacritical piece to do
25 particular, and | think I may have spoken to 25 our work execution in termsof our asset
Page 134 Page 136
1 Mr. O’ Brien about that, is the work scheduling 1 management and maintenance more efficiently.
2 and planning area where we fedl that thereis 2 JOHNSON, Q.C.:
3 gains to be made there that we' re setting out 3 Q. Soyouindicated that you opted not to go the
4 objectives there to improve the amount of work 4 route of a directed effort. When was that
5 that we complete in terms of work execution, 5 decided upon?
6 which is al around asset management and 6 MR. HENDERSON:
7 maintenance to get more done, and to schedule 7 A .Wadl, | say that and it's somewhat - I'll say,
8 it efficiently so that the cost to that annual 8 it'sby default, that wedidn't doit. |
9 maintenance work is at the least cost. 9 mean, the way we aredoing it and looking
10 JOHNSON, Q.C.: 10 after our facilities, asl said, isthrough
11 Q. But, I guess, it’s- what you' ve explained to 11 challengesto each of our managersto stay
12 usintermsof what youdoisnot part of a 12 within inflation with their operating budgets.
13 directed effort, and, | guess, you would agree 13 JOHNSON, Q.C.:
14 that what you've done and what you've 14 Q. If I could ask you to go to 229.
15 described hasled to acircumstance where 15 MS. GRAY:
16 costs have outstripped inflation by about 30 16 Q. Sorry, PUB-229, Mr. Johnson?
17 odd percent, right? 17 JOHNSON, Q.C.:
18 MR. HENDERSON: 18 Q. Yes Page 7of 19. Thesearethe generd
19  A. There’'sanumber of things that are happening 19 managers and managers who report to you, and |
20 within the company related to the condition of 20 don’'t have to read them, they’ re there on the
21 our facilities, the aging of our assets, our 21 screen. Isany of your managers specifically
22 capital investment program, the environment in 22 tasked intheir job description with cost
23 which we work, our employees work, all of 23 control? Istherea go to manager on, you
24 those items are putting upward cost pressure 24 know, the cost controls within your
25 certainly to Hydro, and that we seek to manage 25 organization?
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Page 137 Page 139

1 (12:30 p.m.) 1 MR. HENDERSON:

2 MR. HENDERSON: 2 A.lcan'tgive youthedetail of how that was

3 A.Thecost controls, thereare - in terms of 3 assembled. | can only speculate, but it would

4 cost controls and cost management, each 4 have been theresults of the - ineach of

5 manager hasa responsihility, they have a 5 these areas, the responsible managers

6 budget that they haveto manage. They have 6 indicating the things that they had done, |

7 peoplein their groups- | think inamost 7 would expect iswhat is there.

8 every casethere isafinancia person that 8 JOHNSON, Q.C.:

9 works alongside with them to help manage their 9 Q. Okay, soyou suspect going about asking can
10 budgets, help them to exercise the cost 10 you name something that we' ve done, would that
11 control that they need by providing them 11 be accurate?

12 reports and data on how things are going 12 MR. HENDERSON:

13 relative to the budget, how they are managing 13 A. |l would say that to provide alist of what you

14 their expenses. 14 have been doing in this regard that is

15 JOHNSON, Q.C.: 15 quantifiableto present in response to this

16 Q. Okay, solet usturnthento the efficiency 16 RFI.

17 initiatives that Hydro has identified. Let me 17 JOHNSON, Q.C.:

18 just turn you to NP-NLH-057, Revision 1. This 18 Q. Okay, and | guess, if you ask the same

19 question asked, "Other than the sharing of 19 question of your people, they’d haveto go

20 services, please identify the efficiency 20 through the same process, wouldn't they,

21 initiatives and management’ s estimate of cost 21 they’d have to- you wouldn't have your

22 savings reflected in the 2013 test year”, and 22 fingertips on alist of efficienciesthat are

23 of course, this has been updated, 23 being pursued and worked upon?

24 "attributable to these initiatives', and the 24 MR. HENDERSON:

25 answer says, "Please note that the reference 25  A.What | would haveis what I've already said,
Page 138 Page 140

1 and the question, introduction evidence now 1 isthat there's particular initiatives that we

2 refers to another section”, that’sfine, and 2 putinto our work plan that | would expect

3 then it goeson at line 10, "Please refer to 3 that people are working those, and indicating

4 NP-098 for description of initiatives 4 how they are making out on their annual work

5 affecting the level of the rural deficit", and 5 plan with respect to thethingsthat arein

6 you say, "Inaddition”, or Hydro says, "In 6 our corporate strategic plan, but in terms of

7 addition to those initiatives, thefollowing 7 specifics, costs, these particular types of

8 have resulted in cost savingsreflected in 8 itemsthat you' re suggesting, thereisn’t an

9 2014 and 2015. The savings are listed below, 9 ongoing list that is constantly being
10 with estimates of the annual savings'. So the 10 presented to me.

1 first onewe'll talk about isthe heading of 11 JOHNSON, Q.C.:

12 "Asset Maintenance Practice Changes'. Do you 12 Q. So let'slook at theinitiatives and the

13 see that? 13 savings. Under "Asset Maintenance Practice
14 MR. HENDERSON: 14 Changes’, there’s reference to something in
15 A.Yes 15 2009, the Holyrood boiler overhaul approach
16 JOHNSON, Q.C.: 16 was reviewed resulting in the concept of a

17 Q. Okay, and it goeson, and we'll discuss afew 17 minor overhaul on one of the three units and a
18 others because there's asset management 18 standard overhaul on the other two, resulting
19 practice changes, work execution practices, 19 in maintenance savings of one overhaul on each
20 human resource cost savings, Mr. Henderson, do |20 unit every three years for an estimated annual
21 you know when this question was asked, how 21 savings of $100,000.00. So do you know how
22 Hydro went about assembling the information to 22 that review came about, Mr. Henderson, that
23 answer this question in terms of tell us what 23 led to that saving?

24 the initiatives were and what the cost savings 24 MR. HENDERSON:

25 were? 25 A.lwasnot in thispositionin 2009, so | can’t
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Page 141 Page 143

1 give you the - but what we did do, | know, is 1 JOHNSON, Q.C.:

2 we did an asset maintenance review over that 2 Q. But nothing per se directed, right?

3 period of time. | expect it may have come out 3 MR. HENDERSON:

4 of that, which was we were looking at al of 4 A Soadirective, thesetypes of reviews, like

5 our maintenance tactics that we were applying 5 we did the asset management review, each and

6 inall of our facilities, we had a dedicated 6 every one of these activities that the

7 team, I'll say, pulled out of their regular 7 managers take over time is directed at looking

8 job tolook at asset maintenance and the 8 for savings, but thereisn’t a, you know, I'm

9 tacticswe were doing to ensure that we were 9 taking what you're saying isthat we should
10 doing the appropriate tactics to ensure high 10 establish ateam of people to go out and find
11 availability and reliability of our assets, 11 efficiencies. Well what we do is we expect
12 and identifying any that would be ones that we 12 the managers to do that, that’s part of their
13 can shift and maybe not do as frequently aswe 13 job.
14 were doing. So that was an initiative to get 14 JOHNSON, Q.C.:
15 our asset maintenance program to a point that 15 Q. Let'sturn to Work Execution Practices and
16 was consistent with what we would have been 16 this one, you speak about in the maintenance
17 advised from the original egquipment 17 of hydraulic generation assets agreat focus
18 manufacturers, as well as areview of what 18 being placed on work packaging, on work, to
19 other utilitiesare doing. So at that time, 19 optimize costs through better up-front
20 there would have been a considerable effort 20 planning and you give an example about when a
21 made in looking at all of the manner in which 21 crew is sentto Cat Arm, afull package of
22 we do our maintenance, and making sure that 22 work is planned to take full advantage of the
23 the right tactics were there, and that would 23 accommodations and cooking services and travel
24 have been what we used them on a go forward 24 costs, the practice with respect to cooking on
25 basis interms of our maintenance, and | 25 siteisto provide acook when there are at

Page 142 Page 144

1 suspect, although as | said, | wasn't in the 1 least four people, et cetera. There' s abit

2 position to be able to talk specifics, but | 2 of an explanation on that, and | guessthe

3 suspect that that’s the result of that review. 3 upshot of that ismanual savings of $22,000,

4 JOHNSON, Q.C.: 4 right?

5 Q. Butitwasn't areview in any way targeted at 5 MR. HENDERSON:

6 trying to do asset maintenance in a more cost 6 A.That'scorrect.

7 effective arrangement? 7 JOHNSON, Q.C.:

8 MR. HENDERSON: 8 Q. And thenthere's reference to some travel

9 A.ltwas to make sure that we were doing the 9 savings, an estimate annual savings of $40,000
10 right maintenance at the right time to ensure 10 by using teleconferencing and
11 reliable operation of our equipment. 11 videoconferencing when possible and a third
12 JOHNSON, Q.C.: 12 demonstration of where savings had been made
13 Q.Yes. Soasyou sittheretoday, wouldyou 13 ismaking more use of contractorsfor road
14 agree with me that there may well be other 14 maintenance and the estimated annual savings
15 savings that could arise from a broader review 15 are $5,000. Now again, you know, these seem
16 of asset maintenance practices which would 16 to be, in an organization the size of Hydro
17 have afocus on better ways of carrying out 17 with that number of employees, and we're
18 the work, smarter ways, et cetera? 18 talking about, you know work execution
19 MR. HENDERSON: 19 practices, Mr. Henderson, it seemsto bean
20 A.Wdl this is something that we are 20 awfully small amount of measures identified
21 continuously doing and that’s always part of 21 with attendant small savings, would you care
22 each manager’ s responsibility isto be looking 22 to comment on that? | just put it to you.
23 for those more efficient and effective ways to 23 MR. HENDERSON:
24 do it, so that there is that continual 24 A. So these are the ones that people are able to
25 opportunity at al times. 25 specificaly quantify that could be adollar

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

Page 141 - Page 144




September 23, 2015 Multi-Page™ NL Hydro GRA

Page 145 Page 147
1 value, | would say that it's part of 1 improve.
2 everybody'sdaily job istolook at the way 2 JOHNSON, Q.C.:
3 that we' re doing work, to look for--make sure 3 Q. Soyousay you vegonetothe Department of
4 that we're doing it as efficiently and 4 Human Resources, have they provided you any
5 effectively and that is also reflective of the 5 reports or analysis on how you could go about
6 growing requirement for work on our assets 6 having more efficient work practices?
7 which are aging. The requirement for 7 MR. HENDERSON:
8 additional capital toinvest, all of those 8 A.Theywould help facilitate discussions and
9 things are happening. We'relooking at the 9 looking at options, but in terms of reports,
10 manner in which we execute projects to be most 10 no.
1 effective and efficient in the way we execute 11 JOHNSON, Q.C.:
12 projects. We do ongoing reviews of our manner |12 Q. So what doesit mean when you say they "help
13 in which we do our maintenance and | talked 13 facilitate discussions'?
14 about the scheduling as one area that we have 14 MR. HENDERSON:
15 been specific and there’s other small areas 15 A.So they would put forward--work with our
16 that would have general application, but 16 managersto look at are there ways that we
17 doesn’'t necessarily would be identifying a 17 could, just exploring ideas, suggesting ideas
18 full dollar amount as specific as these 18 of thingsthat could be looked at in terms of
19 examples are here. 19 improving organization within that particular
20 JOHNSON, Q.C.: 20 department.
21 Q. Haveyou thought about engaging any outside 21 JOHNSON, Q.C.:
22 help or even the help within the Department of 22 Q. Wedll you've got two managers there with you,
23 HROE on trying to identify more efficient work 23 have either of you gentlemen had occasion to,
24 execution practices? Becausethe problem | 24 you know, seek out HROE and if so, canyou
25 have, I'll tell you, isthat whenyou say 25 tell us specifically what it has been on, in
Page 146 Page 148
1 "everybody islooking at this", | worry about, 1 terms of work execution practices?
2 you know, is there ago-to accountable spot 2 MR. MOORE:
3 that we can say, look, here’sthe person who 3 A.lcangofirst. | know myself, like when we
4 isin charge of this? 4 were putting together our, | guess the 2014
5 (12:45 pm.) 5 and 2015 test year that’s put forward in this
6 MR. HENDERSON: 6 application, we, through TRO, | guess, we met
7 A.Wadl, | amin charge of Hydro and when | meet 7 with our HROE group in 2013 to have aredl
8 and talk to people within--people who report 8 good look at, | guess the spread of resources
9 to me, thisis part of that ongoing challenge 9 across TRO and their geographic location and
10 to them. We do engage HROEto look at 10 the particular skillsetsthat are involved,
11 organization, how we' ve organized our work to 11 you know, dedicated to the different assets
12 seeif there’smore effective waysto do it, 12 throughout TRO, and then we looked at our
13 those types of things are part of ongoing day 13 2014/15 annual work plan requirements to
14 and day out type of activities. | know 14 ensure, as Rob indicated earlier, that moving
15 specifically with respect to transmission and 15 forward 100 percent completion of our critical
16 rural operations area, Darren and | have 16 annual work plan work each year is going to be
17 talked about how we can be more efficient and 17 achieved. Soin that regard, with assistance
18 effectivein the way we do things there and 18 from our HROE team, we were ableto look at
19 he’slooked at his organization, he's worked 19 what wasin placein 2013 and where we might
20 with HROEto see what changes they might 20 need to make changes or additions or change of
21 effect there. These things are happening on a 21 askillset as, say an employeeretires, to be
22 regular basis as part of the ongoing budget 22 focused on a different area of asset
23 discussions when we have those each year and 23 maintenance, such that what we're putting
24 they areaso, aswe identify thingsduring 24 forward in 2014/15in the test year for
25 the year, we look for opportunities to 25 resource requirements to complete our annual
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1 work planis theoptimum level. So they 1 second one, the introduction of four ten-hour

2 helped us with that exercise back in 2013 to 2 shiftsin the maintenance of the hydraulic

3 get ready for 2014 and '15 test year 3 generation fleet, reducing hotel travel and

4 requirements. 4 vehicle usage, but again, a very modest

5 JOHNSON, Q.C.: 5 savings of 35,000 per year. So that’s the sum

6 Q.So do either of you gentlemen have any 6 total of the resource cost savings that you' ve

7 experience or trainingin relationto, you 7 been able to identify?

8 know, the deployment of workforce in an 8 MR. HENDERSON:

9 efficient manner or anything like that, or are 9 A. These are the ones that we have been able to,
10 you--just if you could shed some light on that 10 I'll say enumerate in the manner requested.

1 for us. 11 JOHNSON, Q.C.:

12 MR. HENDERSON: 12 Q. Okay. Can you be confident, Mr. Henderson,

13 A.I'm not sure what you mean in terms of 13 and | don’t want to harp on it, but can you be

14 specific training. 14 confident that there would not be other

15 JOHNSON, Q.C.: 15 savings realizablein Human Resource cost

16 Q. Wadlin termsof, you know, organizational 16 savings or work--arise from work management if

17 effectiveness or any of these type of 17 there was not a directed effort given to these

18 skillsets? 18 areas and perhaps with some external help, if

19 MR. HENDERSON: 19 necessary, but at least a directed effort?

20 A.Wdl | can say that we've al received 20 MR. HENDERSON:

21 different types of training throughout our 21 A.What | say isthat we are--that’s a constant

22 careers, in terms of development, in terms of 22 focus, it's a constant question as to looking

23 management skills, strategic planning skills, 23 at those, so people are challenged on that.

24 looking at--doing reviewsinterms of, well 24 We have a growing work requirement because of

25 again to the strategic planning process and 25 aging assets. We havea growing capital
Page 150 Page 152

1 how youwould use that to mix drive out 1 program which requires additional resources

2 throughout your whole organization, full 2 and focus. We have growing customer demand

3 alignment by all of your staff to be meeting 3 that’ s driving us to have additional equipment

4 your objectives that you’ ve set out each year, 4 and people required to operate those. When we

5 those types of things help to build an 5 have those types of things, we make sure that

6 effective organization that is focused on what 6 we look and benchmark what we' re doing there,

7 the company istrying to achieve. 7 to what we put inplace for thoseis an

8 JOHNSON, Q.C.: 8 effective way of operating those facilities,

9 Q. Now, if we look at your Human Resource cost 9 so you know, I’'m repeating myself, but that’s
10 savings, what we're told and thisis again NP- 10 the mandate that we have. To say that there’s
11 57, Revision 1, line 20, "The current Hydro 11 anything by doing what you said, I'll say that
12 apprenticeship program has been enhanced and 12 there' salways opportunity, | can never say
13 an opportunity to avail of funding from the 13 that thereisn’'t opportunity, there’'saways
14 provincial government has been realized. 14 opportunity to find additional savings and
15 Estimated annual saving of 500,000, but this 15 that’s the challenge that we have, to be
16 program has been terminated and will not be 16 constantly on the look out and working with
17 availablein 2015." But | guessthat’s a cost 17 other utilities and organizations to see how
18 savings, but that's not--that was just 18 we can achieve savings.

19 availing of aprovincial government program, 19 JOHNSON, Q.C.:

20 correct? 20 Q. Andjust before leaving this RFI, | note there
21 MR. HENDERSON: 21 was a couple of morenot to proceed without
22 A.That'swhatitis, yes. 22 bringing attention to them, finally on page 3
23 JOHNSON, Q.C.: 23 therewas some initiativesto reduce energy
24 Q. And the other one that would more, in terms of 24 use in Hydro facilities and as well, a

25 tied to a change or an initiative would be the 25 paragraph pertaining to energy conversion
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1 efficiency improvements, et cetera. Now, Mr. 1 you know whether Hydro is efficient in its
2 Henderson, do you know whether Hydro has good 2 operation?
3 labour productivity? 3 MR. HENDERSON:
4 MR. HENDERSON: 4  A.lwould say to you that we have a growing work
5 A.I'll say that we are working to always improve 5 load and we are focused on getting the right
6 labour productivity and this goes to the work 6 work done and spending the time on the right
7 planning and scheduling and there are, I'll 7 places that we are efficient and improving the
8 say interms of doing the work that we plan 8 effectiveness and efficiency in away that we
9 and schedule to do each week is monitored by 9 are doing that and we are, so there’' s always
10 thework executive managers to ensure that 10 room for continual improvement, but I'd say we
11 thereis effective utilization of that. | 11 are improving efficiency year over year.
12 don’'t have aboiled up measurein terms of 12 JOHNSON, Q.C.:
13 the--specifically, as you said, it's likea 13 Q. Soagain, | guess| goback toa similar
14 KPI that says dollars per employee per hour 14 follow up then, you know, you're looking to
15 worked or something like that, if that’ s what 15 improve efficiency and again, | get that, but
16 you'rereferring to. 16 asyou sit here, areyou ableto say yes, |
17 JOHNSON, Q.C:: 17 know Hydro, the company | am running, Hydro is
18 Q. Wadl, | was trying to get your sense of 18 efficient?
19 whether you believe Hydro had good Iabour 19 MR. HENDERSON:
20 productivity and you told me that, you know, 20 A.What | can say to you isthat we are, in terms
21 we're always on the look out to try to improve 21 of cost control and management, we are doing
22 it, and | get that, | understand that, but do 22 that effectively and are working to continuing
23 you feel you've got good labour productivity? 23 toimprove on that, but we are effectivein
24 MR.HENDERSON: 24 the way that we are doing our work.
25 A. Sincel’vebeeninthisrole, | have not done 25 JOHNSON, Q.C.:
Page 154 Page 156
1 any benchmarking to benchmark our, you know, 1 Q. Mr. Henderson, do you believe, as the Board
2 in that regard for our workforce. 2 stated and this was a quote put to Mr. Martin
3 JOHNSON, Q.C.: 3 when hewas on the stand, that the Board
4 Q. Andyou're awarethat some benchmarking is 4 previoudly stated, asyou're probably aware,
5 avalable, | takeit? 5 that there was an onuson Hydro in there GRA
6 MR. HENDERSON: 6 and they said that in their 2001 GRA order,
7 A.I’'mnot sure what'sthere but | expect that 7 they said that there was an onus on Hydro in
8 there are some things out there that we could 8 the GRA to bring forward performance measures
9 be looking at. 9 which "clearly demonstrate the efficiency of
10 JOHNSON, Q.C.: 10 its operations’. You'refamiliar when that
11 Q. It'snot something that you' ve inquired into, 11 was discussed with Mr. Martin and the Board's
12 | takeit? 12 guote in that regard?
13 MR. HENDERSON: 13 MR. HENDERSON:
14 A. Not recently, no. 14 A lam.
15 JOHNSON, Q.C.: 15 JOHNSON, Q.C.:
16 Q. When you say "not recently" - 16 Q. Youare?
17 MR. HENDERSON: 17 MR. HENDERSON:
18  A.What | say, whilel’ve been in this position 18  A.lrecdl that.
19 for two years| havenot embarked on that 19 JOHNSON, Q.C.:
20 conversation to get that kind of--see what’s 20 Q. And sotherefore, given that onus and given
21 available and what we might implement. 21 what--that burden of proof, a clear
22 JOHNSON, Q.C.: 22 demonstration of the efficiency of the
23 Q.Okay. And | guessasimilar question, that 23 operations with performance measures, can you
24 question was about labour productivity and | 24 point us specifically to the performance
25 guess I'll ask you the question flat out: do 25 measures that Hydro is relying upon to
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1 demonstrate the efficiency of its operations? 1 the budget guidelines from 2013, they did not

2 MR. HENDERSON: 2 provide any guidance as regard the escalation

3 A. Sothe performance measures are management to 3 over the previousyears forecast, correct?

4 our budget, the performance of our--it'sthe 4 Do you recall that?

5 reliability that we are demonstrating. | 5 MR. HENDERSON:

6 would suggest that the overall matrix that 6 A.l remember that there was areferencetoiit,

7 were put forward in the KPI, the report that 7 but I think there was no number there.

8 we talked about earlier, we talked about 8 JOHNSON, Q.C.:

9 targets on them, but those measures in 9 Q. Yes, perhapsif we could bring up the Budget
10 particular can be referenced to compare Hydro 10 Guideline, | think that’s undertaking or
11 to other similar utilities on those dollar per 11 that’ s undertaking 4, | do believe. Andit’s
12 installed kilowatt or dollar per kilowatt hour 12 on the screen now, but | guess, Mr. Henderson,
13 delivered and they are available. 13 canyou confirm--what my understand was was
14 JOHNSON, Q.C.: 14 that there was no escal ation guidance in 2013.
15 Q. Soyou've talked about, you would look to your 15 It may be necessary to scroll down at your
16 ability to manage, to your budget that would 16 will.

17 be part of the demonstration of the efficiency 17 MR. HENDERSON:
18 of your operations? 18 A.I'll take your word that it'snot there, |
19 MR. HENDERSON: 19 assume that you have reviewed it carefully to
20 A.It'sthat in the context of inflation and how 20 look for it.
21 we are doing with regard to that, in 21 JOHNSON, Q.C.:
22 comparison to inflation and that’s why we put 22 Q.Yes, and so thisdocument, who would this
23 forward the charts that we did isto assist in 23 document have gone to within Hydro?
24 demonstrating the cost and how they’re varying 24 MR. HENDERSON:
25 with respect to inflation and certainly that’s 25  A. At that particular time | would have expected
Page 158 Page 160

1 part of the measure. 1 that it went to the cFo. It would have also

2 (1:00 p.m.) 2 gone to the controller for Hydro who is

3 JOHNSON, Q.C.: 3 looking after financial aspects of Hydro. It

4 Q. Sothe useof inflation and whereyou are 4 would have also gone, | expect, to Mr. Haynes

5 relative to inflation, that should be an 5 who is my predecessor and Mr. Martin may have

6 indicator of how efficient you’'re being? 6 been involved as well, but | wouldn’t know for

7 MR. HENDERSON: 7 sure.

8 A.That canbe, it's part of ameasure to show 8 JOHNSON, Q.C.:

9 that. The thing that you haveto also take 9 Q. Andfrom there doesit go down the line to the
10 into consideration is change in circumstances, 10 managers who are out there across the province
11 that the company is in a situation where we do 11 and at the Hydro building, et cetera, when
12 have aging infrastructure that requires 12 they are developing their budgets, thistype
13 additional attention from a maintenance 13 of guidance?

14 perspective. There's a growing capital 14 MR. HENDERSON:

15 program, there's also growing customer 15  A.ltdoes.

16 requirements, all of those are variables that 16 JOHNSON, Q.C.:

17 do not necessarily track inflation and they 17 Q. It does, yeah. So 2014 was the first year for
18 can drive costs to a different place than 18 guidance on escalation that you’re aware of,
19 inflation. Soit’snot, you can't look at 19 isthat right?

20 inflation in isolation. 20 MR. HENDERSON:

21 JOHNSON, Q.C.: 21 A.ltisthere, yes.

22 Q. Okay, solet’slook at the budget aspect then 22 JOHNSON, Q.C.:

23 for a second and there wasa fair bit of 23 Q. And do you know how the guidance on escalation
24 discussion with my friend, Mr. O’'Brien, with 24 came about for the 2014 budget preparation?
25 you on that. You recall, Mr. Henderson, that 25 MR. HENDERSON:
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1 A Thatfigure, | believe yesterday or maybe the 1 increase above guidance.
2 day before, | guessit was yesterday, | 2 MR. HENDERSON:
3 indicated that Finance would be the best one 3 A. They would comeinto a meeting with me, with
4 to address the specifics on where the 4 the Financial people aswell and that’s where
5 escaation factor came from. 5 the, in that meeting there would be a
6 JOHNSON, Q.C.: 6 considerable amount of discussion to
7 Q. Okay. Now when the guidanceis to maintain 7 understand what’s happening and people were
8 costswithin an overall increase of, say, 2. 5 8 directed to go back and make adjustments when
9 percent aswe saw in one year or 2.2 percent 9 the explanations were insufficient or to come
10 aswe saw in another year, | think if we could 10 back with greater evidence if that was not
11 go there, for instance in 2014 guidance is 11 sufficient to meet the standard of which we
12 for, it indicatesthat al costs above 2. 2 12 had set here, which was a thorough explanation
13 percent escalation over the August 2013 13 of why the costs are greater than inflation.
14 forecast will be specifically highlighted 14 JOHNSON, Q.C.:
15 during the review process. Where possible 15 Q. Thesaaries, which of course are a huge input
16 costs should be maintained. And you were 16 into your operating budgets, | guessthat’s by
17 asked about this yesterday by Mr. O’ Brien and 17 and large just delivered up to you. You don’'t
18 I"d just like to understand the sense of rigor 18 havealot of push back on salaries, | take
19 that gets applied when people come to you or 19 it?
20 come to their managers and their costsarein 20 MR. HENDERSON:
21 excess of this guidance, in terms of the level 21  A.Thesaariesgeneraly fal, as I'm sure Mr.
22 of justification they have to put forward, 22 Raobertsand Mr. McDonald explained how the
23 could you expand on that? 23 salaries were determined, that they are then
24 MR. HENDERSON: 24 presented to us, present to me, but that’s
25  A.Wadll it presented to me--any line item that 25 where the salaries have fallen out with
Page 162 Page 164
1 does exceed thisis highlighted in their 1 respect to the adjustments, I’'ll say the
2 presentation to me and we would have a 2 commitments through our labour agreements, as
3 discussion on that to understand what isthe 3 well as generally inflationary increases. And
4 driver for that and necessity for it and 4 inmy time, it’s been just that, there hasn't
5 whether it’s something that isindeed required 5 been any discussion on any major adjustments
6 to happen or whether it's something that-- 6 and scales. That happened beforel got into
7 there should be found another way to achieve 7 the position, so | can’t comment on what kind
8 the same result for alower cost. 8 of discussion and how that was addressed at
9 JOHNSON, Q.C.: 9 that time, but inthe last two years, it's
10 Q. Soisit practicaly like just an explanation, 10 been pretty much inflationary type adjustments
11 | think yesterday you referred to maybe a 11 to stay within, you know, competitive salary
12 couple of bullet points or something? 12 offered.
13 MR. HENDERSON: 13 JOHNSON, Q.C.:
14 A. It could be, depending on different managers 14 Q. Mr. Henderson, in termsof, you know, the
15 will take a different approach, but we 15 scrutiny of proposed expendituresin addition
16 basically gave them atemplate that they would 16 to, you know, the inflationary figure, do the
17 follow which would be aPowerPoint type of 17 managers at Hydro, arethey provided with a,
18 presentation with bullets that they would talk 18 for instance the type of information that
19 to and explain. 19 we' ve been provided with in this hearing that
20 JOHNSON, Q.C.: 20 gives how your operation costs' growth, let’s
21 Q. Andintermsof, you know, and correct meif 21 say from’ 07 to 2014, that whole long period,
22 I’mwrong, Mr. Henderson, but I wasn't |eft 22 are they given adocument like that in terms
23 with a high degree of comfort that there was a 23 of, so they got a perspective on what’s been
24 lot of rigor interms of someone being put 24 happening with your controllable costs?
25 through the paces ontrying to justify an 25 MR. HENDERSON:
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1 A. They each havethat information available to 1 istargeted to be accomplished through cost
2 them. They all have, can go into our computer 2 management initiatives." Sowith that, Mr.
3 system and be ableto see all of those costs 3 Henderson, | have the question because this
4 laid out over time, over that time period. 4 has been characterized as, like in-built
5 JOHNSON, Q.C.: 5 productivity and--but | guess the question |
6 Q. Okay. And ]I just wonder thisis not something 6 would have iswhy should we--Mr. O’Brien
7 specificaly brought to their attention in 7 questioned you on this yesterday, but it
8 these annual meetings, thisis just a source 8 occurs to me why should we not expect overtime
9 of information they can access? 9 to fall morein line with, say, earlier
10 MR. HENDERSON: 10 figures, like pre-2013 figures, given al of
11  A.They cango back and see how things have 11 the work and effort that has been taken since
12 changed. The focusismore looking at what we 12 the outages, for instance, of 2014. | mean,
13 have to achieve in the upcoming year and 13 there' s been amajor push on to do maintenance
14 achieving it, while maintaining those costs 14 practicesand prevention, et cetera, which
15 within inflation. 15 we've heard about, and I’'m wondering why
16 JOHNSON, Q.C.: 16 wouldn’'t we expect thereto bea knock-on
17 Q. Now, | understand that Hydro does not include 17 effect of that reducing overtime anyway, if
18 a gpecific alowance for productivity 18 you care to comment.
19 improvementsin its budget, isthat correct? 19 (1:15p.m.)
20 MR. HENDERSON: 20 MR. HENDERSON:
21 A.I'll saythat it's not a specific number 21 A.Weéll some of the thingsthat aregoing on
22 that’s put inthere, again when there's, 22 here, you know, you have tolook at the
23 people are held to get their overtime costs 23 capital side of things and the drivers of work
24 down or they’'re held to coststhat they may 24 on the capital sidethat’s driving costs, so
25 have originally said "I think I need more", 25 going back over time, you have to aso
Page 166 Page 168
1 they’retold, "No, do it without more" and so 1 consider the capital and how that causes or
2 those things are put back to the managersto 2 drives overtime aswell. So there is pressure
3 find those productivities, to stay within 3 on overtimein anumber of different things,
4 their budgets. 4 the outagesthat we take are constrained by
5 JOHNSON, Q.C.: 5 customer requirements to minimize the impact
6 Q. Perhapsif | could direct your attention to 6 on the power system, to get generation back up
7 NP-384 and this pertainsto thetest year 7 quickly when there's problems, there's a
8 operating expenses. It asksfurther to the 8 number of things that are putting pressure and
9 response to CA-328, please confirm that Hydro 9 those pressures are growing as your assets age
10 has not included a specific allowance for 10 and as the demand on the system grows. So all
11 productivity in its 2015 test year operating 11 of those things are putting pressures on those
12 expenses. And the answer goes on to say that 12 types of expenses which you run into overtime
13 Hydro's budgeting methodology incorporates 13 when you have equipment with problems, you
14 productivity improvements into its base 14 aso run into overtime when you're trying to
15 budgets, but not as a specific allowance to be 15 complete capital jobswithin tight timelines
16 shown separately. And you go on to say "both 16 to have minimum impact on customers. Soit’'s
17 methods have the same end result”. And then 17 al within that environment, that’s a growing
18 it's cited an example of this, asis put here, 18 requirement, that we are constraining and
19 "clearly shown in Hydro’'s responseto CA- 328 19 establishing that the overtime will be at a
20 regarding Hydro's 2015 budget for overtime”, 20 lower level going forward and in 2015.
21 and it goes onto state "as stated overtime 21 JOHNSON, Q.C.:
22 costsin 2013 were 12.3 millionand in 2014 22 Q.Butl guessinaddition tothe work that’s
23 test year were 12.2 but Hydro'stest year 23 been done since January 2014 events, et
24 budget for overtimeis 10.1 millionwith2. 2 24 cetera, we also have the situation where
25 million reduction overtime estimated for 2015 25 Hydro's FTE count isincreasing in both 2014
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1 and 2015, correct? 1 planning and scheduling group. There'saso
2 MR. HENDERSON: 2 moving some of the- I'll say, in terms of
3 A That'sright. 3 redeployment, it's getting the additional
4 JOHNSON, Q.C.: 4 resources in certain key areas, for instance,
5 Q. Right, sorelativeto 2013, | understand that 5 on the Avaon Peninsulain our transmission
6 in engineering and operations the plan wasto 6 rural operations areaswhere we would be
7 add 45 more FTES, isthat afigure you're 7 putting additional focusand staff. There's
8 familiar with? 8 some other areas where we were experiencing
9 MR. HENDERSON: 9 significant cost and scheduling overtime
10 A.lIt'sinthat ballpark, yes. 10 issues that we were putting in additional
11 JOHNSON, Q.C.: 1 resources where there was customer demand
12 Q. Yeah, and then again relativeto 2013, you 12 growth that was driving things into the
13 were looking at adding 67 morein 2015. That’s 13 Labrador area. Then the other areas would be,
14 just for the record. | think that’s borne out 14 like, at the Holyrood facility, we brought
15 in NP-395. 15 forth more - we had basically anincreasein
16 MR. HENDERSON: 16 electrical maintenance, instrumentation, and
17 A. Okay. 17 mechanical maintenance to address some of the
18 JOHNSON, Q.C.: 18 growing corrective maintenance requirements
19 Q. Okay, and| guess, Mr. Henderson, you know, 19 that are becoming evident inthe Holyrood
20 and even though there’' s some vacancies that 20 plant aswe areusing it moreand it'salso
21 are getting worked out, still you're going to 21 aging at the same time. Sothoseare the
22 be filling - the end result is you' re going to 22 types of thingsthat we've done from an
23 have more people working at Hydro for Hydroin |23 operations standpoint in order to get these
24 2014 and 2015 than you did back in 2012, 2013? |24 savings in overtime and to improve completion
25 MR. HENDERSON: 25 of work.
Page 170 Page 172
1 A Yes 1 JOHNSON, Q.C.:
2 JOHNSON, Q.C.: 2 Q. AndthisRFI that we' ve been discussing points
3  Q AndI’'mtrying to understand, you know, why 3 to productivity in connection with overtime.
4 Hydro seems to be taking a productivity credit 4 Where else is Hydro claiming that productivity
5 for overtime because | would have thought that 5 improvement has been built into the base
6 you' d expect to see overtime come down, you're 6 budget?
7 adding people? 7 MR. HENDERSON:
8 MR. HENDERSON: 8 A.Wadl, itwould beby holding theline to
9 A . Wdl, we are, and that is getting more 9 inflation in certain areas.
10 efficient and effective by doing the work with 10 JOHNSON, Q.C.:
11 those additional resources and reducing 11 Q. What areas would those be?
12 overtime. 12 MR. HENDERSON:
13 JOHNSON, Q.C.: 13 A.Waell, itwould bethoseareas- I'll say it
14 Q. Thereply to the RFI that is still up on the 14 generally in terms of our system equipment and
15 screen speaksin terms of a2 million dollar 15 maintenance cost, and holding that in a number
16 reduction in overtime that’s targeted, isto 16 of different areas to inflation.
17 be accomplished to constant management 17 JOHNSON, Q.C.:
18 initiatives; namely, redeployment of staff and 18 Q. Ifyou couldturn toagain Page 61 of the
19 recruitment initiatives, and could you be more 19 Grant Thornton Report, Table 37, which talks
20 specific as tothe redeployment of staff 20 about, amongst other things, system equipment
21 you're referring to and the recruitment 21 and maintenance costs from actuals 2013 right
22 initiatives that’'s producing this 22 over to forecast 2015. Could you explain
23 productivity? 23 wherethe productivity isbuilt into system
24 MR. HENDERSON: 24 equipment and maintenance in these numbers,
25  A.Wadll, it'sthe greater emphasisin our work 25 just tell me what your thought processison
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1 that? 1 don’t think | can conclude it within the next
2 MR. HENDERSON: 2 few minutes, so I'm in your hands as to
3 A Wadl, first of al, you're looking at a high 3 whether we want to push on, anyway, or -
4 level, corporate level, system equipment and 4 CHAIRMAN:
5 maintenance. The drivers for increasing 5 Q. ldon'tthink I’'m going to insist that you go
6 system equipment and maintenance, and in 6 on. We're adjourned.
7 particular in 2015, iswe have acombustion 7 (UPON CONCLUDING AT 1:26 P.M.)
8 turbine which requires additional cost and
9 maintenance that was not there in prior years.
10 So that’s an element there of that increase.
11 So when you break out and ook at other areas,
12 you would see that there are areas where those
13 controls or the limitation is there, but you
14 have to look at thisin here in terms of the
15 fact that wedid purchase and install a
16 combustion turbine which requires its
17 maintenance that you have to do. Also
18 affecting the system equipment and maintenance
19 is the acquisition of the Labrador West
20 transmission system, which was previously
21 owned by Twin Falls Corporation, and there's
22 the maintenance with regard to that that’s
23 putting the cost for 2015 up relative to prior
24 years, but thenif youlook into different
25 areas within the company, you look at our
Page 174 Page 176
1 hydro electric generation area that is not 1
2 affected by that, those are areas where we're 2 CERTIFICATE
3 working to hold the line on those expenses. 3 1, Judy Moss, hereby certify that the foregoing is atrue
4 JOHNSON, Q.C.: 4 and correct transcript of a hearing in the matter of
5 Q. Soyou'resaying that there’s particular areas 5 Newfoundland and Labrador Hydro's Genera Rate
6 besides overtime where the revenue 6 Application heard on the 23rd of September, A.D., 2015
7 requirement, as presented on that line item, 7 before the Commissioners of the Public Utilities Board,
8 is understated, isthat - 8 St. John's, Newfoundland and L abrador and was transcribed
9 MR. HENDERSON: 9 by me tothebest of my ability by meansof asound
10 A.What I’'msayingisthat it'sbuilt into this 10 apparatus.
11 that all managersare expected to hold the 11 Dated at St. John's, Newfoundland and L abrador
12 line with respect to general inflationary 12 this 23rd day of September, A.D., 2015
13 pressures that they are seeing in their costs 13 Judy Moss
14 for their expenses with respectto system
15 equipment, and they're also to manage their
16 overtime down. So those things are built into
17 this.
18 JOHNSON, Q.C.:
19 Q. And that's your interpretation of the
20 productivity allowance being built in?
21 MR. HENDERSON:
22 A.Yes.
23 JOHNSON, Q.C.:
24 Q. Mr. Henderson, yesterday you were - thisisa
25 new topic area, Mr. Chairman, andit’s - |
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