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1 September 30, 2015 1 average subsidy that is subsidy per customer,
2 (9:18am.) 2 | guess, $115.00, and for Labrador
3 CHAIRMAN: 3 interconnected, $433.00. Soit was3 to 1
4 Q. Beforewe get to Mr. Raphals, | believe there 4 even then. It'snothing new, so | don’t know
5 are some preliminary matters that we must deal 5 why my numbers and Mr. Raphals numbers don’t
6 with. 6 agree. | suspect there’' s something wrong with
7 MS.GLYNN: 7 this graph, but haven’t been able to figure
8 Q. Just some housekeeping matters, Mr. Chair. We 8 out what it is'. Mr. Raphals, Mr. Brockman
9 have distributed a corrected version of Figure 9 had referred to PUB-NP-005, and Ms. Gray, can
10 2 from Mr. Raphals Report, and there have been 10 you pull that up, please, andif you could
11 some undertakings filed which Ms. Pennell will 11 scroll down to Table 1. | believe thisis
12 speak to. 12 part of the numbersthat Mr. Brockman was
13 MS. PENNELL: 13 referring to, and we've been given to
14 Q. Good morning, Mr. Chair. We have Undertakings 14 understand that the source for these
15 number 24, 26, 36, and 38 filed this morning. 15 documents, which isreferred to in footnote 1
16 CHAIRMAN: 16 is, in fact, aconfidential source, isthat
17 Q. Okay. Now I think Mr. Luk, you’'re ready to go 17 your understanding as well, Mr. Raphals?
18 to- and we have to affirm you once again, 18 MR. RAPHALS:
19 Sir. 19 A.Yes,itis.
20 MR. PHILIPRAPHALS (AFFIRMED) RE-EXAMINATIONBY MR. |20 MR.LUK:
21 SENWUNG LUK: 21 Q. And have you had a chance to review the source
22 MR.LUK: 22 for these numbers?
23 Q. Ms. Gray, could | ask you to pull up 23 MR.RAPHALS:
24 yesterday’ s transcript, Page 95, please. Mr. 24 A. Not directly.
25 Raphals, Mr. Brockman, the witness for 25 MR. LUK:
26 Newfoundland Power yesterday gave thisasan 26 Q. I'msorry, could you -
Page 2 Page 4
1 answer, and I'll just quote, "With respect to 1 MR. RAPHALS:
2 the early years', yes- to the question, "Do 2 A.Notdirectly. No, | have not.
3 you have any comment on that particular 3 MR.LUK:
4 chart", and that chart refers to the chart on 4 Q. Thank you. Sotheanswer that you will give
5 Page 9 of your pre-filed evidence. 5 now to this set of question is not based on a
6 MR. RAPHALS: 6 review of the source of the numbers that do
7 A Yes 7 not agree with your numbers?
8 MR.LUK: 8 MR. RAPHALS:
9 Q. And hewas asked, "Do you have any comment on 9 A.Thatiscorrect.
10 that particular chart", and Mr. Brockman said, 10 MR. LUK:
11 "With respect to the early years, yes, | do. 11 Q. Okay. So Ms. Gray, could you scroll back to
12 I had trouble sort of trying to figure out how 12 the transcript, please. You've seen Mr.
13 he got those first year numbers in there 13 Brockman’s comments on your chart. Arethere
14 because | thought - if you look at my RFi 14 any comments you would like to make in
15 response to PUB-NP-005, we went back and tried 15 response?
16 to sort of figure out what he did therein 16 MR. RAPHALS:
17 those early years between’93 and 2001. We 17 A.Yes, | would. Good morning, Mr. Chairman,
18 went back to a’95 cost of service study which 18 Commissioners. If we could just go back to
19 has atable, it hasaschedulein it. | think 19 page 9 of the transcript, the same day, just
20 it's1.2.1inamost al of the onesthat I've 20 to re-establish the context. Thisis - Mr.
21 looked at, there’s aschedule in it that shows 21 Brockman's comments werein responseto my
22 you how they calculated the deficit 22 statement that we - just one moment. The
23 alocation, and we pulled the numbers out of 23 paragraph on page 9 starting around line 8,
24 that and | put thosein PUB-NP-005, and if | 24 that, "The figure showsthat in 1993, the
25 look at the results on page 4 of 4 for’ 95, 25 rural deficit per customer in Labrador was
26 anyway, | get for Newfoundland Power an 26 only 50 percent more than on theisland”, and
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1 my point was that at the time of the 1 Board. Sowewill no doubt learn more about
2 Commission’s Report in 1993, what they saw in 2 this next week, but what | retained from this
3 the present and in the foreseeable future was 3 isthat if we go back to my Figure 2, and you
4 on the order - on that order of magnitude, and 4 now have the corrected version, the figuresin
5 that they probably were not anticipating a 5 1993 are certainly solid because those are
6 quadrupling of this gap. Sothat’s why Mr. 6 figures that were presented to the Board. Can
7 Brockman’ s difference of opinion isimportant 7 we see the amended version that was presented
8 because he's saying it was already 3to 1. So 8 this morning.
9 | went back to try to understand where this 9 MS.GRAY:
10 conflict of numbers comes from. First of all, 10 Q. I don't havethat on electronic copy.
11 I'djust liketo beclear about where the 11 MR. RAPHALS:
12 numbersthat | used come from. Could we see 12 A.Oh, okay | guess, we'll livewith the other
13 LWHN-NLH-055, Attachment 1. These are Hydro's |13 one, but you haveit in front of you, the page
14 figures and the last two linesin thistable 14 that was- so the 1993, aswe seeg, the
15 show Newfoundland Power rural deficit per 15 difference is small on the order of 50
16 customer, and Labrador interconnected rural 16 percent, and in 2001, it's alsoaround 50
17 deficit per customer, and these are precisely 17 percent. So my understanding at this point is
18 the numbers that | entered into my Excel Sheet 18 that what happened in between, those numbers
19 to produce the graph that you have as Figure 19 may be more or less solid, but in any case
20 2. Soas you seein 1993, it's $100.00 per 20 they are bookends from 93 and 2001 that do
21 customer for Newfoundland Power, and $147.00 |21 essentially show this same situation prior to
22 for Labrador interconnected. Now the figures 22 the dramatic changein 2002. So unlesswe
23 that Mr. Brockman presented were for 1995, and |23 learn dramatically different things next week
24 here - we can’t see two things at once on the 24 about those cost of your test studies - sorry,
25 screen, but the figuresthat are in PUB-NP- 25 the cost of service studiesin the non-test
26 005, there'sonly one number that differs 26 years, my understanding remains that the big
Page 6 Pege 8
1 substantially from this exhibit, which is the 1 picture shown by thisfigureis correct, which
2 number for Labrador interconnected. The 2 is that from 1993 looking forward, the
3 numbers for Newfoundland Power and the others 3 differential was on the order of 50 percent,
4 are approximately the same, but for Labrador 4 and it'sonly starting in 2002/2003 that it
5 interconnected, Mr. Brockman' s documents shows 5 became very much greater.
6 3.4 million, whereas if we can go back now to 6 MR.LUK:
7 the other document, for 1995, it'snow the 7 Q. Mr. Raphals, can you comment on what does that
8 second line, therural deficit allocated to 8 mean for what the Board foresaw in 1993?
9 ALS is 1.17 million, and that's a very 9 MR.RAPHALS:
10 substantial difference and that, in fact, is 10 A.Wadll, of course, | wasn't in their heads, but
11 the difference that accounts for the 50 11 it seemsto meit would be surprising if in
12 percent differential that | saw, and the three 12 1993 they imagined a situation where the
13 times differential that Mr. Brockman saw. So 13 differential between Labrador and Newfoundland
14 really the question is which of these numbers 14 Power roseto afactor of 3or 4, aswe're
15 should we rely on. Obviously, neither of them 15 seeing today.
16 aremine, so I’'m not really the right witness 16 MR. LUK:
17 to explain this, but we had some discussions 17 Q. Thank you, that concludes our re-examination.
18 and | believe that Hydro's witnesses will 18 CHAIRMAN:
19 confirm this understanding next week, that 19 Q. Doesanybody -
20 there were no test years between 1993 and 2001 20 MR. YOUNG:
21 or 2002, and so any numbers that may have been 21 Q. No, that does clarify things from our
22 produced during those years, it's not clear 22 perspective, Mr. Chair, and as Mr. Raphals
23 exactly what sort of documents were produced, 23 said, if there are further questions on that,
24 but my understanding is that they were not 24 we can probably deal with it in our
25 necessarily to be relied on in the same way as 25 examination of Mr. Fagan, from our point of
26 test year documents which are presented to the 26 view. We have no further questions at this
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1 point, thank you. 1 MR. DOUGLAS BOWMAN (SWORN) EXAMINATION-IN-CHIEF BY

2 MR. O'BRIEN: 2 JOHNSON, Q.C.:

3 Q. ljust have acouple questions. 3 JOHNSON, QC::

4 MR. PHILIPRAPHALS - CROSS-EXAMINATION BY MR. LIAM 4 Q. Mr. Bowman, | think momentarily - okay, it's

5 O'BRIEN: 5 there now, your cv will be up on the screen,

6 MR. O'BRIEN: 6 okay. Mr. Bowman, and for the record, Douglas

7 Q. Mr. Raphals, basically, we're looking at two 7 Bowman, you have filed pre-filed evidence both

8 potential sources of information that yourself 8 on Hydro’'s amended general rate application

9 and Mr. Brockman wererelying on, and really 9 and theinitial filing on a number of issues.

10 the main issue here for usto look at iswhat 10 Do you adopt the pre-filed evidence, Mr.
11 the Board had in their mind in’92, ' 93, when 11 Bowman?
12 they wrote that order, which we can see from 12 MR.DOUGLASBOWMAN:
13 their comments, and certainly in 2001 and 13  A.ldo.
14 2002, we see abig jump, so in terms of what 14 JOHNSON, Q.C.:
15 happened in between, we don’t have any 15 Q. There have also been requests for information
16 information in terms of filings from Hydro on 16 responded to as well on your evidence, do you
17 cost of service studies or ratesto really 17 adopt these responses as well?
18 rely on, isthat right? 18 MR.DOUGLASBOWMAN:
19 MR. RAPHALS: 19 A.ldo.
20  A. That'sright. 20 JOHNSON, QC::
21 MR.O'BRIEN: 21 Q. Mr. Bowman, could you please provide the Board
22 Q.1 don't have any further questions. 22 with a brief outline of your experience in
23 CHAIRMAN: 23 relation to the matters addressed in your
24 Q. Okay, Mr. Johnson, no? 24 evidence?
25 JOHNSON, Q.C.: 25 MR.DOUGLASBOWMAN:
26 Q. No. 26 A.Yes Just alittle bit of background, |
Page 10 Page 12

1 CHAIRMAN: 1 started out working for Ontario Hydro, which

2 Q. Mr. Coxworthy? 2 isaverticaly integrated - at thetimewas a

3 MR. COXWORTHY: 3 vertically integrated utility, much the same

4 Q. No, thank you, Mr. Chair. 4 as Newfoundland and Labrador Hydro. We were

5 O'REILLY, Q.C.: 5 primarily a generation and transmission

6 Q. No, Mr. Chairman. 6 company, but also had some distribution much

7 CHAIRMAN: 7 the same as Hydro again. We had - | think the

8 Q.Dowe? 8 main difference was the size of the system,

9 GREENE, Q.C.: 9 and then we had something in the order of 325
10 Q. No, Mr. Chair. 10 distribution companies as opposed to the one
11 CHAIRMAN: 11 primary distribution company here in
12 Q. All right, so | guess we're finished with this 12 Newfoundland Power. While| was at Ontario
13 witness, and we' re now going to - 13 Hydro, | worked in transmission planning,
14 MS. GLYNN: 14 generation planning, transmission generation
15 Q. We'regoing to break for, like, three minutes. 15 operations, industrial customer service, and
16 CHAIRMAN: 16 rate design. Whilel wasin rate design, |
17 Q. Three minutes. 17 developed a number of rate schedules for the
18 (9:30am.) 18 industrial customersin the province. Now we
19 (RECESS) 19 had about 105 direct industrial customers and
20 (9:36 am.) 20 they were defined as anyone served from the
21 CHAIRMAN: 21 transmission system who had loads over 5
22 Q. Mr. Bowman, | understand, sir, that you wish 22 megawatts. We also had over 100 large
23 to be affirmed, isthat correct, or areyou 23 industrial customers who were served by the
24 taking the Bible? 24 municipal utilities. Now the rates | designed
25 MR. DOUGLAS BOWMAN: 25 were- | implemented an interruptible rate
26 Q. I'll takethe Bible. 26 that had three different levels of
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1 interruptibility in it, and then we had areal 1 supposed to try and price power better, like,
2 time pricing rate which, in effect, we set the 2 move away from the monopoly pricing and move
3 rates on aday ahead basis. So we determined 3 into more of amargina cost based pricing.
4 what our marginal costs were on that day, we 4 Having said that, that applies to energy only.
5 would send those rates to the industrial 5 The transmission, distribution components
6 customers who were participating in the rate, 6 remain monopoly elements. I ve also helped to
7 and they would have the opportunity respond to 7 set up a number of regulatory boards.
8 thoseratesin the next day. We also had a 8 Mongoliaand Egypt cometo mind. Then also
9 surplus power rate which was much the same 9 advised regulatory boards on regulatory
10 thing. Itwas based on the margina cost 10 processin these various countries that are
1 predicted aday in advance, but what we did 1 starting to set up regulators. | think that
12 waswe bid their power into the market. So 12 covers my background.
13 what | did, | bit their power. | said, we'll 13 JOHNSON, Q.C.:
14 take margina cost plus 0.5 cents per kilowatt 14 Q. Mr. Bowman, by way of education, | understand
15 hours markup on that. Now if somebody else 15 that you a Bachelor of Sciencein Electrical
16 came aong, for example, a utility in New Y ork 16 Engineering from State University of New Y ork,
17 or Michigan, and bid ahigher price, for 17 and a Masters of Science in Electrical
18 example, marginal cost plus 1 cent per 18 Engineering from the same university?
19 kilowatt hour, we would sell the power to them 19 MR. DOUGLAS BOWMAN:
20 instead. So our customers would be 20 A.ldo.
21 interrupted.  So this is a highly 21 JOHNSON, Q.C::
22 interruptible rate, but it also helped to keep 22 Q. Mr. Bowman, there have been, as you're aware,
23 those customers in service. They probably 23 certain issues settled since you filed your
24 would have closed down operations and moved |24 evidence. However, there are still a number of
25 across the border to New York State, for 25 issues addressed in your evidence that remain
26 example. Sothose rates were put in place 26 to be determined. Out of those remaining
Page 14 Page 16
1 primarily for customer retention, but at the 1 issues, | would ask you to provide abrief
2 sametime to guarantee that we reduced the 2 summary on two of them at this point; namely,
3 revenue requirement we needed from other 3 load forecast and the rural deficit?
4 customerson the system. Now oncel left 4 (9:45am.)
5 Ontario Hydro, | worked for a number of 5 MR. DOUGLAS BOWMAN:
6 different consulting firms, and then, | think, 6 A.I'll start with therural deficit. There's
7 about nine years ago, | went out on my own. | 7 two elements of therural deficit. Thefirst
8 used alot of contacts | established whilel 8 is the magnitude of the deficit. Back in 1992
9 was working for these different consulting 9 when the Board did its cost of service study,
10 companies. Now since I’ ve been a consultant, 10 the magnitude of the deficit at that time was
1 I've appeared before this Board on a number of 1 of the order of 30 million dollars. In 2003,
12 occasions. Those occasions beganin 1996, 12 when Hydro submitted a report on the rura
13 which was an application by Newfoundland Power 13 deficit as part of its GRA, the deficit had
14 at thetime, and I’ ve been involved in all of 14 climbed to about 40 million at that time. Now
15 the Hydro applications since that time. | 15 it'sforecast to be about 64 million for the
16 think thefirst one was 2001 that | was 16 2015 test year. The deficit is clearly out of
17 involved in with Hydro. I'vealso appeared 17 control, it's rising to aarmingly high
18 before the Nova Scotia Utility and Review 18 levels. AsHydro's Report pointed out back in
19 Board. Other aspectsof my consulting, I've 19 2003, it’s not uncommon for jurisdictions to
20 been very much involved in the move to 20 have subsidized rural rates or isolated rates,
21 competitive electricity markets and that’s on 21 but in cases they studied, they showed that
22 this continent, in Europe, in Asia, and also 22 the largest subsidy amounted to about 1
23 in Australia. The goal there wasto set up 23 percent of the utility’s revenues, and that’s
24 greater competition. Greater competition is 24 whereit differshere inthis jurisdiction
25 supposed to remove a lot of subsidies, for 25 because the deficit at 64 million is starting
26 example, therural rate subsidy. 1t'saso 26 to approach 10 percent of the utility’s
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1 revenues. So that’s reached alarmingly high 1 the Board at that time, the Board said - it
2 levels. 1t's applied only to the two customer 2 wasa cost of servicestudy and the Board
3 groups, the Newfoundland Power customers plus 3 said, "Determine what drives the cost,
4 the Labrador interconnected. It amounts to 4 determine cost causality, pick an allocator
5 about a 13 percent increase over and above 5 for that, deal with the impacts in rate
6 cost to thosetwo customer classes, if you 6 design”, and that’ s an accurate statement when
7 averageit out over the customerson both 7 you're looking at cost of service, but in this
8 systems. Originaly, it wasfunded by the 8 caseit’s not an accurate statement because
9 government. It's nolonger funded by the 9 those costs, there's no cost causality
10 government. It'sgot to be adifficult - 10 associated with it. So you haveto turnto
11 certainly a very difficult burden for these 11 something different, and at the time the Board
12 customer classesto pay, and asa result of 12 turned tothis unit cost method that Mr.
13 that, | urge the Board to follow all avenues 13 Brockman attempted to explain yesterday. It's
14 availablethat it hasat its disposal to try 14 what Mr. Baker, the Board’'s consultant,
15 and transfer this money back to the 15 described as amini cost of service. It's not
16 government. In my evidence, | noted where the 16 an easy thing to follow through. | know Mr.
17 Board in the past has made a statement that at 17 Raphals had some problems with the way they
18 thetimethey weren’tinclined to take that 18 were determining how many customers were
19 money out of Hydro’ s return, Hydro having the 19 associated with each system, and as Mr.
20 government as itsmajor shareholder. They 20 Brockman explained, that’s in part because
21 weren't inclined to do so because Hydro wasn't 21 Newfoundland Power isaretailer, they aren’t
22 receiving much of arate of return at that 22 aretail customer. | believethat Hydrois
23 time, but now the rate of return is guaranteed 23 calculating that number correctly. It'svery
24 at 8.8 percent. That may give the Board more 24 difficult to follow through, so | don’t think
25 wiggleroom, and again| don’t know if the 25 | could do that without amodel myself. |
26 Board has this authority, and | don’t know if 26 think we all agree that there's no cost
Page 18 Page 20
1 thisis the best time to do it when Hydro has 1 causality associated with this.  The
2 some significant financing costs on the 2 alocation approach, the methodology is
3 horizon, but | pose that as one thing that the 3 totally arbitrary. Now they chose an
4 Board might want to consider. Now the second 4 arbitrary method that has some basisin cost
5 part of the rural deficit, and I'll try and 5 of service, but again it’s not clear to me why
6 summarize what’ s happened over the course of 6 you would choose such a complicated
7 thelast coupleof days. That deficit is 7 methodology that’s very difficult to follow,
8 alocated. Now all costin cost of service 8 certainly not smple, whenit's arbitrary.
9 study are allocated. You look for cost 9 It'sthe result that matters here, as Mr.
10 causality and then once you' ve determined that 10 Raphals said yesterday, and so you turn to the
11 cost causality, you pick an alocator to 11 results; well, there’'sa 27.6 percent rate
12 allocate those costs to the customers. Now 12 increase on the Labrador customers and
13 cost causdlity, I'll give you an example, 13 something much smaller onthe Newfoundland
14 like, meters, cost of meters, what causes that 14 Power customers, | think 2 or 3 percent. That
15 is the number of customersyou have. So you 15 isasignificant difference, and Mr. Brockman
16 typically allocate meters on the basis of the 16 issaying, yeah, you haveto deal with that
17 number of customers. Inthe rural deficit, 17 and you can deal with it through rate design,
18 you don’t have an alocator, there' s no cost 18 you can do it through astep process. The
19 causality because those customers didn’t 19 other part of that, though, and the part that
20 impose those costsin the system. Someone 20 got my attention is that the Labrador
21 else did, and these customers are being 21 interconnected customers are required to pay a
22 required to pay for those costs, and that’s 22 premium of 42 percent above their cost of
23 something all the experts have agreed on, 23 supply, Newfoundland Power customers are
24 including Mr. Brockman. There's no cost 24 required to pay a premium of 12 percent, and
25 causality associated with it. There'sbeen a 25 that’swhere the differencelieshere. The
26 statement that Mr. O’ Brien has attributed to 26 difference isn't in the allocation
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1 methodology, we all agreeit’ s arbitrary, the 1 the abnormal 2013 I1c peak demand for rate
2 differenceisn’t that there’s a cost causality 2 making purposes. Hydro's response to IC-NLH-
3 association with this, the differenceisthe 3 140isafair and equitable way to normalize
4 customer impact. | think all of the experts, 4 the allocation of the demand expenses’. |
5 with the exception of Mr. Brockman, believe 5 also agree with that statement. Now where we
6 that that 42 percent premium versus a 12 6 differ, | believe we differ, isthat there'sa
7 percent premium for Newfoundland Power 7 suggestion that that period of instability has
8 customers is extreme and should be addressed. 8 ended; it has not. Theforecast for 2016 for
9 Mr. Brockman believes that that's an 9 the industrial customer load, increases by 25
10 acceptable result, and | think he bases that 10 percent over 2015loads. In comparison,
11 on the assumption that L abrador rates start at 11 Newfoundland Power’ s load increases by about 2
12 alow level. | don't accept that because 12 percent. In 2017, theindustrial customer load
13 Labrador rates are based on the cost of 13 increases by 40 percent over 2015 levels, and
14 service. The costs come out of that cost of 14 Newfoundland Power’s load increases by
15 service study, that cost of service study has 15 something like 2.2 percent. That's a
16 been approved by the Board. If there's 16 significant difference. | would expect there
17 something wrong with it, then correct the cost 17 to be asignificant change in cost allocation.
18 of service study, and nobody has suggested 18 All we're asking is that Hydro undertake a
19 that that needs to be done. So that’swhat | 19 study to determine if that does indeed result
20 see as the primary difference at this point. 20 in asignificant change in cost allocation. |
21 The Board will have to decide whether that 42 21 don’t know what it resultsin because Hydro
22 percent premium for the Labrador 22 hasn’t given usthat information. | don’t know
23 interconnected customers versus the 12 percent 23 what it requires, if they have to rerun their
24 premium for the Newfoundland Power customers 24 cost of service study, | don't believe they
25 isan acceptable result. The second issue 25 do, I think they can adjust the allocators. |
26 relates to the 2015 loads included the cost of 26 think that's what they did when they
Page 22 Page 24
1 service study. I’ll read acouple of quotes 1 normalized the load for the response to IC-
2 from some of the testimony. Thisisfrom Mr. 2 NLH-140. | aso don't know if it's
3 Brockman in his April 2014 evidence, "A 3 insignificant, as suggested by Mr. Greneman.
4 significant increase inload is expected at 4 The numbers | did see were quite a bit higher
5 the Vale facility and the period rates will be 5 than what | would consider insignificant, but
6 in effect. The Board should consider whether 6 again Hydro hasn't submitted any formal
7 the 2013 test year should be adjusted to 7 numbers on the record. Once we see those, we
8 incorporate this significant change in load on 8 can make the decision. If it is
9 theidland interconnected system”. | agree 9 insignificant, and if we had known that during
10 with that statement. Now Mr. Patrick Bowman, 10 the negotiations, that’s something we would
11 his pre-filed testimony dated April 28, 2014, 11 have put on the list of settled issues, but we
12 he says, "One of the underlying principles 12 did not have that information. So I'm just
13 behind cost of service analysisisthatitis 13 requesting that the Consumer Advocate be given
14 never aprecise tool for cost alocation. 14 the same latitude that the industria
15 However, the analysis should reflect fair and 15 customerswere given in response to IC-NLH-
16 reasonable estimation of the cost 16 140.
17 responsibility between customer classes for 17 JOHNSON, Q.C.:
18 the periods inwhich the study is being 18 Q. Doesthat conclude your opening remarks, Mr.
19 applied”. | dso agree with that statement. 19 Bowman?
20 Mr. Dean has said the PUB isbeing asked to 20 MR. DOUGLAS BOWMAN:
21 set rates, and thiswasin his April 25, 2014, 21 A.Yes.
22 report, "The PUB isbeing asked to set rates 22 JOHNSON, Q.C.:
23 based on atest year that is characterized by 23 Q. Thank you.
24 an unstable period in demand”. He goesonto 24 CHAIRMAN:
25 say that, "A preferred approach would be to 25 Q.Overto-
26 keep the methodology the same, but normalize 26 MR. YOUNG:
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1 Q. Thank you, Mr. Chair. Ms. Pennell just 1 Board with respect to establishing or
2 mentioned to me that there was an undertaking 2 preventing the establishment of deferral
3 that had been requested. | don’t know if it's 3 accounts?
4 required, it's certainly not required for my 4 MR. DOUGLAS BOWMAN:
5 cross-examination, but she's getting close to 5 A.lI’'mnot aware of any, no.
6 having it finished. Perhaps by the break we 6 MR. YOUNG:
7 can have that ready. 7 Q. lI'dlike to,if | could, putthisin some
8 MS. PENNELL: 8 better context, refer to thetranscript of
9 Q. Uh-hm. 9 September 24th, page 103. At the bottom of
10 MR.DOUGLASBOWMAN - CROSS-EXAMINATION BY MR. GEOFFREY 10 the page there, Mr. Johnson was examining Mr.
11 YOUNG: 11 Henderson, and the question is, " So along with
12 MR. YOUNG: 12 you increasing your return on equity
13 Q. Good morning, Mr. Bowman, welcome back, good 13 dramatically, you're asking to be relieved of
14 to see you. 14 thisrisk. | say it'sabusinessrisk, but you
15 MR. DOUGLAS BOWMAN: 15 can cal it what you will, of the risk and for
16 A. Good morning. 16 it to be placed on consumers’. Mr.
17 MR. YOUNG: 17 Henderson’ s answer is, "It's an uncontrollable
18 Q. Two areas of examination this morning 18 cost that Hydro isincurring because of the
19 principally. The first is the deferral 19 manner in which Hydro operates, isto provide
20 accounts. | wonder if | can take you to your 20 the most efficient use of the electricity
21 pre-filed testimony dated June 1, 2015. I'm 21 system, and in doing that we' re driving costs
22 not surewhich lineitis. Could you scroll 22 on Hydro that Hydro, in essence, can’'t control
23 down, please, to page 5. Thank you. It says, 23 other than to do things that are not the most
24 "I recommend that the Board deny Hydro's 24 effective way to operate the power system".
25 proposal to establish new supply cost variance 25 That’ s the circumstance Hydro findsitself in,
26 accounts referred to asthe isolated system 26 according to Mr. Henderson. | put it to you,
Page 26 Page 28
1 supply cost variance deferral account”, and 1 though, for your comment, that deferral
2 you listed afew others, and you say, "There 2 account mechanisms are anormal fact of life
3 isno justification for transferring these 3 for regulated utilities with supply risks,
4 risks to consumers when Hydro has been assured 4 would you agree with that generally?
5 amuch higher and uncontested return on equity 5 MR. DOUGLAS BOWMAN:
6 fixed by government directive 0C2009-063". | 6 A. They're certainly common in thisjurisdiction.
7 wonder, Ms. Gray, if we can turn to page 16 of 7 MR. YOUNG:
8 Mr. Brockman's evidence. At line 16, "There's 8 Q. Wdl, and inherent in Mr. Johnson’s question,
9 no justification for transferring these risks 9 I’m not asking you to read his mind, but it
10 to consumers when Hydro has been assured a 10 appearsto be apremise that if a utility has
11 higher uncontested return on equity fixed by 11 deferral accounts, the regulator would
12 government directive, 0C2009-063. In fact, 12 normally give a lower return on equity. Is
13 just the opposite is true, with a higher 13 that relationship one that you hold?
14 return on equity, Hydro should take on more 14 MR. DOUGLAS BOWMAN:
15 risk". 1I'd like to probe the relationship, if 15  A. | think that’strue, yes.
16 | could, between deferral accounts and return 16 MR. YOUNG:
17 onequity. First justto clarify this, | 17 Q.| suppose, the converseistrue, if you had a
18 assume you would agree with me that, to your 18 high return on equity, the utility should not
19 knowledge, there is no directives to the Board 19 have deferral accounts? | think that's your
20 regarding Hydro's deferral  accounts, 20 proposition, is that correct?
21 establishing them or preventing the Board from 21 MR. DOUGLAS BOWMAN:
22 establishing new ones, isthat correct? 22  A.Yes
23 MR. DOUGLAS BOWMAN: 23 MR. YOUNG:
24 A.Areyou asking meif thereis- 24  Q.Ms. Gray, | wonder if we could turn to PUB-
25 MR. YOUNG: 25 NLH-388. Thank you. Mr. Bowman, thisisan
26 Q. Yes, areyou awareof any directives to the 26 answer to an RFl, whereby a number of
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1 utilities with deferral mechanisms, supply 1 that is that of thosethat | just listed,
2 cost deferral mechanisms, are listed, and on 2 they’'re all above average, actually, and
3 the next page, we don't really needto go 3 they’'real considerably above or at least
4 therein detail, but on the next page there's 4 materially above Newfoundland Power’s ROE,
5 greater description about those. | think, you 5 which is going to be the benchmark to be used
6 said it's common inthis jurisdiction. | 6 in thisjurisdiction for Hydro also?
7 don’'t disagree with you, but | think from this 7 MR. DOUGLAS BOWMAN:
8 RFI, we can indicate to the Board, and I'll 8 A.ltlookslikethe averageis9 percent.
9 ask youto dothat, in fact,it's common 9 MR. YOUNG:
10 elsawhere, it happens from placeto place 10 Q. Right, and thosel just mentioned are just
11 fairly often? 11 uphill of that or several of them are at
12 MR. DOUGLAS BOWMAN: 12 least?
13 A.I’veseen deferral accounts elsewhere, yes. 13 MR. DOUGLAS BOWMAN:
14 MR. YOUNG: 14 A Someare, yes.
15 Q.| wonder if we couldlook to page3.35 of 15 (10:00 am.)
16 Hydro'samended evidence. There'sa chart 16 MR. YOUNG:
17 there, Chart 3.4. | apologize for those 17 Q. Some are, correct. The ones| just mentioned,
18 looking on the screen, it's abusy chart and 18 | think they al are, but some of them are
19 there'sa lot going onthere. This chart 19 very close at 10. | wonder if we could turn
20 provides data of ROE targets amongst Canadian 20 to page PUB-NLH-098. Weweretalking afew
21 regulated utilities, and we know Newfoundland 21 minutes ago about this Board and this
22 Power is there and we know that it avails of 22 jurisdiction and deferral accounts, and listed
23 deferral accounts, and we can get into that in 23 onpagel at the bottomis Hydro's deferral
24 amoment, but you're awarethat Newfoundland |24 accounts, and on page 2 are the Newfoundland
25 Power has deferral accounts because of Board 25 Power deferral accounts. I’ m just wondering,
26 orders, correct? 26 and you' ve been testifying here for a number
Page 30 Page 32
1 MR. DOUGLAS BOWMAN: 1 of years, as you’ ve mentioned, would you agree
2 A.I’'maware of that. 2 that both utilities have a number of deferral
3 MR. YOUNG: 3 accounts, a couple of business risksin this
4 Q. Thisissubject to check, and | don’t want you 4 jurisdiction, and that that is the way things
5 to painstakingly, unless you fed it's 5 have been done here for quite some time?
6 necessary and useful, to go through the other 6 MR. DOUGLAS BOWMAN:
7 RFl we just talked about, but if we wereto 7 A.As| sad earlier, there's alot of deferral
8 look at that chart and, in particular, the 8 accountsin thisjurisdiction.
9 utilitieslisted on theright hand side - 9 MR. YOUNG:
10 well, first of al, you'll see fourth from the 10 Q.| wonder if we couldturn to NLH-NP-007,
11 left is Newfoundland Power, and going across 11 please, and again | won’t go through this, Mr.
12 the screen you get a number of othersthat are 12 Brockman (sic.), unlessyou feel the need to
13 inthe last RFI that | mentioned, | don't 13 look at this more closely, but just to give
14 think we need to go there, butit's Nova 14 you a sense -
15 Scotia Power, oPG, Maritime Electric, Fortis 15 MR. DOUGLAS BOWMAN:
16 BC, Manitoba Hydro, BC Hydro, and if | wasto 16 A. That would be Mr. Bowman.
17 suggest to you that all of those utilities are 17 MR. YOUNG:
18 on thelist with deferral accounts, would that 18 Q. Sorry, that’san error | shouldn’t have made.
19 surpriseyou, or would that be within what 19 MR. DOUGLAS BOWMAN:
20 you' d expect? 20 A.Mr. Doug Bowman.
21 MR. DOUGLAS BOWMAN: 21 MR. YOUNG:
22 A.l wouldn't expectit, but I wouldn’t be 22 Q. Yes, indeed, there'senough Bowman's. |
23 surprised either. 23 should have gotten - my chances of getting it
24 MR. YOUNG: 24 right were higher, but | apologize for that.
25 Q.| wonder if wecanturnto - before we leave 25 Have you looked at this RFI, are you familiar
26 this one, you know, what | find striking about 26 with these other supply cost recovery
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1 mechanisms of other utilities? 1 but predictability is not one of them.
2 MR. DOUGLAS BOWMAN: 2 MR. DOUGLAS BOWMAN:
3 A.Yes 3  A.lagree
4 MR. YOUNG: 4 MR. YOUNG:
5 Q. And do you have any reason to believe that the 5 Q. Soforecasting thesethings is, tosay the
6 approach takenin the other jurisdictions 6 least, achallenge. Next area of examination
7 would not be applicable to the present one? 7 hasto do with -- well, similarly about some
8 MR. DOUGLAS BOWMAN: 8 comments you made about Hydro’sreturn on
9 A.The deferral accounts | normally see are, 9 equity, but it's got to do with a point you
10 like, fuel adjustment clauses, and we've 10 raised a few minutes ago in your direct
11 discussed this at length over the years and my 11 testimony about the rural deficit and the
12 objection to the RsPisthat it should look 12 connection between that. And | don’t need to
13 more like one of those, and | think if you had 13 bring you back to your direct evidence because
14 something like that, you' d be able to collapse 14 you just reiterated it as to your suggestion
15 anumber of these deferral accountsinto one, 15 to the Board that it consider ways of making
16 and my objection to the deferral accountsis 16 some finding or directive or recommendation, |
17 you' re going to review these again next year, 17 suppose, I'm not sure which it would be
18 anyway, you're coming in for a rate 18 considering the lega issues, and you've
19 applicationin ayear and ahalf or so, it 19 referred to those obliquely at least that
20 seems to me you can take on that risk for this 20 there might be one. But I’m just wondering if
21 short period of time until we' ve actualy had 21 we can consider the basisfor it alittle.
22 a chance to review these new deferra 22 Mr. Raphals has provided evidence that in
23 mechanisms. 23 some jurisdictions they look at low population
24 MR. YOUNG: 24 densities and those sorts of factors and they
25 Q. Yousay take ontherisks. Are you talking 25 might be higher cost regions and they look at
26 about forecast risks? 26 those separately from higher density
Page 34 Page 36
1 MR. DOUGLAS BOWMAN: 1 population areas which have lower costs, and |
2 A.Forecast risk and therisks -- like when you 2 think there was some discussion also yesterday
3 have a deferra account, likethe Holyrood 3 with Mr. Brockman that that can result in
4 fuel conversion factor, for example, it takes 4 inherent unavoidable subsidies. Do you agree
5 away your incentive to do a better job on the 5 with that?
6 fuel conversion efficiency. You'rejust going 6 MR. DOUGLAS BOWMAN:
7 to pass the costs through anyway. 7 A Yes
8 MR. YOUNG: 8 MR. YOUNG:
9 Q. Are you familiar with the testimony Mr. 9 Q. Sometimes, and | guessit’s amatter of degree
10 Henderson gave about the way the fuel 10 and that' s a point you've raised, but | think
11 conversion factor can be influenced by the way 11 it'sinevitableat somelevel. | know, Mr.
12 that Hydro ought to deal with that asset in 12 Bowman, that you' re familiar with the Province
13 providing support for the system from timeto 13 generally for personal reasons.
14 time? 14 MR. DOUGLAS BOWMAN:
15 MR. DOUGLAS BOWMAN: 15 A.Yes
16 A.l understand that, yes. 16 MR. YOUNG:
17 MR. YOUNG: 17 Q. And that, you know, you know the distribution
18 Q.| wonder if we can go to Chart 3.9 on page 347 18 of peoplein the Provinceiswhat itis. It's
19 of Hydro’s pre-filed evidence? Thank you. 19 -- there’safew larger towns, there'safew
20 Zoomin onthe chart a little bit please. 20 cities and there’ salot of sparse areas. And
21 Thanks. Bringing this up, Mr. Bowman, for 21 I'll ask you whether you would agree that
22 your comment because we're talking about 22 that's asotrue for Newfoundland Power’'s
23 forecast risk, thisis diesel fuel price 23 service area to some degree? They have areas
24 variability. Thisis in Hydro's pre-filed 24 like the Burin Peninsula, for example, that
25 evidence. | would suggest to you there'sa 25 are generally geographically distant from a
26 lot of things you can say about this graph, 26 large centre and a lot of spread out
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1 customers. 1 straight forward and useful way to deal with
2 MR. DOUGLAS BOWMAN: 2 that. Would you have any problemif the
3 A Yes 3 deficiency were approved to be collected that
4 MR. YOUNG: 4 it would come from that source?
5 Q. I'mjust wondering if weweretodo -- and I’'m 5 MR. DOUGLASBOWMAN:
6 not suggesting this, by the way, but if we 6  A. | think the balances that have built up in the
7 wereto doacost of servicestudy or have 7 RrsPshould be used to smooth customer rate
8 Newfoundland Power do onethat looked at the 8 impacts and if the Board were to decide that
9 cost structures and actually what the costs 9 those 2014 costs wereto be recovered, that
10 are of different regions of their service 10 would be one thing to look at.
11 territory, would you anticipatethat there 11 MR. YOUNG:
12 would be higher costs in rural, sparsely 12 Q. Thank you. Thoseare all my questions for Mr.
13 populated areas and lower coststo urban ones? 13 Bowman.
14 MR. DOUGLAS BOWMAN: 14 CHAIRMAN:
15  A. Generally speaking, yeah. 15 Q. Mr. O'Brien.
16 MR. YOUNG: 16 MR. DOUGLASBOWMAN, CROSS-EXAMINATION BY MR. LIAM O'BRIEN
17 Q. And would you anticipate that someonein -- if 17 MR.O'BRIEN:
18 you wereto do that and show those numbers, 18 Q. Thank you, Mr. Chair. Good morning, Mr.
19 would you anticipate that there might be some 19 Bowman.
20 disagreement potentially at least -- put that 20 MR.DOUGLAS BOWMAN:
21 information on the bills, as we heard 21 A. Good morning.
22 yesterday -- from people in the higher density 22 MR. O'BRIEN:
23 and lower cost areas? 23 Q.lonly haveafew areas, | guess, to cover
24 MR. DOUGLAS BOWMAN: 24 with you, a couple of areas. The rura
25  A. Disagreement on costs? 25 deficit, | guess, isthe main area for me.
26 MR. YOUNG: 26 And I’ ve listened to your direct evidence here
Page 38 Page 40
1 Q. Yeah. Do you think somebody might say that 1 today. Soyou've sat through and listened to
2 that’sa subsidy | shouldn’t pay, for example? 2 the testimony of anumber of the expertson
3 MR. DOUGLAS BOWMAN: 3 thisand | take it from what you’ ve heard and
4 A.Oh, | think -- yeah, | think if the customers 4 what you've said this morning, you agree
5 wereaware. Likefor example, St. John's 5 obvioudly this allocation is sort of an
6 customers are aware that they’'re paying 6 arbitrary exercise. Isthat right?
7 probably more than their true cost of supply, 7 MR. DOUGLAS BOWMAN:
8 | think they might object, yes. 8 A.ldo.
9 MR. YOUNG: 9 MR. O'BRIEN:
10 Q. Anddoyou thinkitlikely at all that they 10 Q. Andl takeityou would agree with me that
11 would say it should come from the shareholders 11 whilewe're talking fairness, we're really
12 of Newfoundland Power? Or do you think that 12 trying to decide which isthe least unfair way
13 they would look to some other regulatory 13 to do this.
14 process? 14 MR. DOUGLAS BOWMAN:
15 MR. DOUGLAS BOWMAN: 15  A. That'strue.
16 A.ldon't know what they’d do. 16 MR. O’'BRIEN:
17 MR. YOUNG: 17 Q. Because ultimately, there’ s no cost causality
18 Q. No, | don't either. My last question isjust 18 and these two groups are -- it wouldn’t be --
19 amatter of clarification unrelated to the 19 it's not necessarily fair in genera for
20 other two, andit relatesto Hydro has an 20 someone to pay more than their cost of
21 application before the Board, as you readlize, 21 service?
22 for the 2014 and 2015 revenue deficiency and 22 MR. DOUGLAS BOWMAN:
23 we've made a proposal, and just curious about 23 A.That'strue.
24 your views about this, that the easiest way -- 24 MR. O'BRIEN:
25 | spoke to Mr. Brockman about this -- is that 25 Q.Okay. AndI takeit you would have no qualms
26 it could betakenfrom theRrspas afairly 26 with agreeing that really we're all expertson
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1 general fairness. There's nobody in the room 1 customers are being required to pay 12 percent
2 really an expert inthat regard. Would you 2 more. | don’t see where it matters how much -
3 agree? 3 - what the magnitude of that number is. Like
4 MR. DOUGLAS BOWMAN: 4 when you get into the magnitude of the number,
5 A. | agree everybody has an opinion. 5 how much -- like | don’t know how you decide
6 MR. O'BRIEN: 6 when enoughis enough. Likethis is 42
7 Q. Yeah, and redly there's no perfect way to 7 percent versus 12, why 42 percent and not say
8 deal with this allocation, isthere? 8 30 percent and 12 and a half or something? |
9 MR. DOUGLAS BOWMAN: 9 don’t know how you' d make that distinction.
10  A.I'd behard pressed to come up with a perfect 10 MR. O'BRIEN:
1 way of dealing withit, yes. 11 Q. Waell, let’s put aside the magnitude of it, |
12 MR. O'BRIEN: 12 guess, in terms of that and just ook at the
13 Q. And | think that tends to bethe general 13 concept itself. Do you agree or do you have a
14 consensus. Wondering intermsof your pre- 14 concern with the fact that on the basis of the
15 filed evidence, you focused onthe -- it 15 revenue requirement method, someonewho is
16 appeared to meyou were focusing on the 16 paying a higher cost of serviceis being asked
17 revenue requirement method. Isthat your 17 to take on a higher portion of this
18 preferred method for this allocation? 18 alocation, just because they have ahigher
19 MR. DOUGLAS BOWMAN: 19 cost of service? That's what the revenue
20  A. Therevenue method, | think it’ s referred to, 20 requirement method resultsin, doesn't it?
21 yeah. 21 MR. DOUGLAS BOWMAN:
22 MR. O'BRIEN: 22 A. It doesthat in terms of the magnitude.
23 Q. Andyou've read the Board' s 1992-93 Order from 23 MR. O'BRIEN:
24 the generic cost of service? 24  Q.Yeah.
25 MR. DOUGLAS BOWMAN: 25 MR. DOUGLAS BOWMAN:
26 A.lhave. 26 A.Andlikel said, | think this comes down to
Page 42 Page 44
1 MR. O'BRIEN: 1 the Board deciding whether a customer paying
2 Q. Andnoted, I'm assuming, that the Board at 2 42 percent more than its cost of service and
3 that time rejected that method? 3 another one paying 12 percent more, | think
4 MR. DOUGLAS BOWMAN: 4 that is akey issue here, and the Board has to
5 A.ldo,yeah. 5 decideif that’ s reasonable and if it is, how
6 MR. O'BRIEN: 6 do you integrate that the one customer group
7 Q. And one of the reasons | believe they 7 is being allocated more of that subsidy, and |
8 indicated they didn’t like the method wasis 8 don't -- | guess| don't seethat sameissue
9 that it sort of looked like someone who was 9 that Mr. Brockman'’s talking about.
10 paying a higher cost of servicewas being 10 MR. O’'BRIEN:
11 asked to pay more because they’ re paying more. 11 Q. When you say 42 percent more, you're talking
12 Isthat right? 12 about the table that we saw, Table 4.2 in the
13 MR. DOUGLAS BOWMAN: 13 evidence? Isthat right? The revenue to cost
14  A. | think that was alluded to. 14 ratios that we saw, 1.42 and 1.12?
15 MR. O'BRIEN: 15 MR. DOUGLAS BOWMAN:
16 Q. Yeah. And do you have any comment or opinion |16  A. Yes.
17 onthat? Doesthat bother youin terms of 17 MR. O'BRIEN:
18 that method? 18 Q. Okay. Andso, and that’swhat you mention
19 MR. DOUGLAS BOWMAN: 19 when you say the 42 percent premium and the 12
20 A.No. 20 percent premium in your direct?
21 MR. O'BRIEN: 21 MR. DOUGLAS BOWMAN:
22 Q. Andwhy isthat? 22 A.That'sright.
23 MR. DOUGLAS BOWMAN: 23 MR. O'BRIEN:
24  A. Tome, the cost of serviceis what it isand 24 Q. Andthose revenue to cost ratios, is that
25 they’'re being asked to pay 42 percent more 25 generally how you would measure fairnessin
26 than their costs and Newfoundland Power 26 this type of a context?
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1 MR. DOUGLAS BOWMAN: 1 Q. Andif company B had ten dollars revenue and
2 A lt'sanindicator of fairnessto me, yes. We 2 ten dollars cost, what would the revenueto
3 aways look at the -- that number, the 3 cost ratio be?
4 denominator isthe cost that come out of the 4 MR. DOUGLAS BOWMAN:
5 cost of service study. 5 A.One
6 MR. O'BRIEN: 6 MR. O'BRIEN:
7 Q. Yeah 7 Q. And let’ s suppose we decided to allocate five
8 MR. DOUGLAS BOWMAN: 8 dollarsto each oneof these, asif it'sa
9 A.The numerator is the revenuesthat you're 9 subsidy to each company. So we take company
10 collecting from that customer class. So it 10 one which got revenue of five, cost of five,
11 does reflect the premium that they’ re paying 11 and hasone. We gave themfive in the
12 over the cost of supply. 12 revenue, we' d have ten over five, wouldn’t we?
13 MR. O'BRIEN: 13 MR. DOUGLAS BOWMAN:
14 Q. And because one ishigher thanthe other, 14 A.Yes
15 that’syour -- isthat your definition of 15 MR. O'BRIEN:
16 fairness, the two should be the same? 16 Q. And what's the revenue to cost ratio there?
17 MR. DOUGLAS BOWMAN: 17 MR. DOUGLAS BOWMAN:
18  A. |l think they should bealot closer than 42 18  A. That would be two.
19 and 12. 19 MR. O'BRIEN:
20 (10:15am.) 20 Q. That'd betwo. If you gave five to company B,
21 MR. O'BRIEN: 21 you have ten over ten, you gave themfivein
22 Q. Andyou heard Mr. Brockman'’s testimony, just 22 the revenue and now you have 15 over ten.
23 sort of on therevenue to costratios in 23 What’ s the revenue to cost ratio?
24 general, on how they’re used? You generally 24 MR. DOUGLAS BOWMAN:
25 put all the costsinto revenueand al the 25  A. 15
26 costsin the numerator and all the costsin 26 MR. O'BRIEN:
Page 46 Page 48
1 the denominator, don’t you? 1 Q. Arethey the same?
2 MR. DOUGLAS BOWMAN: 2 MR. DOUGLAS BOWMAN:
3 A.Wadll, you generaly put al the costs derived 3  A.No, those would be different. 1.5 is
4 in the cost of service in the denominator. 4 different from two.
5 MR. O'BRIEN: 5 MR. O'BRIEN:
6 Q. Okay. 6 Q. Yeah, afair bit different, isn’t it?
7 MR. DOUGLAS BOWMAN: 7 MR. DOUGLAS BOWMAN:
8 A.ldon't know that you put subsidies inthe 8 A.Yes, certainly.
9 numerator. | don’t agree with his statement 9 MR. O'BRIEN:
10 onthat. Like if you putthose costs in, 10 Q. Okay. Andyou ve given them both the samein
1 you'd get one every time. 1 terms of the allocation.
12 MR. O'BRIEN: 12 MR. DOUGLAS BOWMAN:
13 Q. You'd get one every time, wouldn’t you? 13  A.Yes.
14 MR. DOUGLASBOWMAN: 14 MR. O'BRIEN:
15 A.Yeah. | don’tunderstand how that provides 15 Q. Okay. So doesthat revenue to cost ratioin
16 any useful information. 16 that example indicate anything about fairness?
17 MR. O'BRIEN: 17 MR. DOUGLAS BOWMAN:
18 Q. Well, let me just seeif | can walk through 18  A.Likel said, | think thisiswhat the Board
19 with you just asimple example. Let's suppose 19 has to wrestle with, this point. Like |
20 we had two companies, A and B, and company A 20 understand you' retalking about transferring
21 had a -- paid five dollars ayear in revenue 21 more of the money to one customer group just
22 and fivedollars cost. What would their 22 because it has a higher cost of service. |
23 revenue to cost ratio be? 23 understand the concept. | just think that you
24 MR. DOUGLAS BOWMAN: 24 till -- 1 think still that 42 percent more
25 A.One 25 versus 12 percent more is extreme.
26 MR. O'BRIEN: 26 MR. O'BRIEN:
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1 Q. Now we have 50 percent more in these ones, but 1 A.lIt'snot the correct analogy for the rura
2 both got the same interms of the revenue 2 rate deficit which has no cost causality.
3 allocation, which iswhat the other -- the 3 MR. O'BRIEN:
4 shared cost, customer cost is reporting. 4 Q. It did seem to be the analysis the Board took
5 MR. DOUGLAS BOWMAN: 5 in’93 though? Isthat right? They looked
6 A.Yeah, | agree with your math. | didn’'t agree 6 at, well, we should separate how we ook at
7 with your analogy. | don’t agree with the 7 the fairness of the allocation from the fact
8 result. 8 that one has -- the result ultimately isthe
9 MR. O'BRIEN: 9 Labrador Interconnected customers would end up
10 Q. Okay. Andyoutalked aboutimpact inyour 10 paying twice what the Newfoundland Power
11 direct and wedid -- and I’ve gonethrough 11 customers would be paying?
12 with a couple of the withesses and | think you 12 MR. DOUGLAS BOWMAN:
13 had heard aswell and sort of attributed a 13 A. | think the Board looked at the result, yes.
14 comment to me aswell in your direct about the 14 MR. O'BRIEN:
15 impact. You'retalking about magnitude as 15 Q. Okay. Andthey were satisfied at that point
16 being different now than it was back then. Is 16 they could deal with that difference inthe
17 that your concern for the Board? In 1992-93, 17 context of arate design or a phasing?
18 wewere -- theBoard waslooking at a 50 18 MR. DOUGLAS BOWMAN:
19 percent increase or a difference between the 19  A.l don't know what the Board’ s thinking was on
20 two groups. Isthat right? 20 that. | don’t remember them-- | don't
21 MR. DOUGLAS BOWMAN: 21 remember the Board specifically stating that.
22 A.Actudly, | don't think | referred to that in 22 MR. O'BRIEN:
23 my evidence. 23 Q.Okay. Maybel can point you to the comment,
24 MR. O'BRIEN: 24 just to be -- could we bring up PUB-NLH-113,
25 Q. Okay. And maybe | misunderstood you. | think 25 Attachment 1, page 62 of the attachment? I'm
26 you had attributed a comment to me about 26 just going to find my reference for you. If
Page 50 Page 52
1 impact. 1 welook at -- canwego up just alittle bit
2 MR. DOUGLAS BOWMAN: 2 there? Okay, that's59. Sorry, page 65. |
3 A.No, I think thecomment I attributed to you 3 apologize. Yeah, okay.
4 was about the -- you determined in atypical 4 When we come down here, "the result of
5 cost of servicestudy, thefirst thing you 5 this approach isto increase unit cost equally
6 look atis youget a cost, you determine 6 to two interconnected systems." So that’s
7 causality. 7 what the unit cost approach that was proposed
8 MR. O'BRIEN: 8 by Mr. Baker would do, according to the Board.
9 Q. Yeah, okay. 9 "However, Mr. Baker points out that this
10 MR. DOUGLAS BOWMAN: 10 method attempts to equalize the subsidy
11 A. What caused you to incur that cost. And then 11 between the Island and Labrador. Since
12 you select an allocator to fairly allocate 12 Labrador has not paid the subsidy in the past
13 that cost to the customer groups. 13 and has not been adjusted in costs for the
14 MR. O'BRIEN: 14 purpose of thisallocation only, Labrador’s
15 Q. Okay. 15 increasein cost istwice aslarge as for the
16 MR. DOUGLAS BOWMAN: 16 Isand." So atthat time, the Board was
17 A. Andthen if it has an adverse customer impact, 17 cognizant that that would be twice as much for
18 then you address that in rate design, and | 18 Labrador customers as the Idland. And
19 think that’s the quote you're making. | put 19 "matters relating to the possible rate shock
20 that in layman’ sterms, but | think that’s the 20 are best addressed in the context of arate
21 analogy you were making and | was saying that 21 hearing. Thisreport has been restricted to
22 that isa correct analogy for a cost of 22 methodology only."
23 service. 23 MR. DOUGLAS BOWMAN:
24 MR. O'BRIEN: 24 A. Okay.
25 Q. Okay. 25 MR. O'BRIEN:
26 MR. DOUGLAS BOWMAN: 26 Q. Soyou agree with me that the Board |ooked at
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1 the allocation methodology separate from sort 1 Newfoundland Power’s marginal cost on the
2 of the amount and how to deal with that? 2 island are considerably higher than they are
3 MR. DOUGLAS BOWMAN: 3 in Labrador. Soyou could also increase the
4 Al think they did, yes. 4 rates considerably in Newfoundland Power and
5 MR. O'BRIEN: 5 still be well under the marginal price signal.
6 Q. Andnow, | takeit your opinion now isthat 6 MR. O'BRIEN:
7 the Board should take another review of this 7 Q. Sointermsof wecan -- | can take you to an
8 onthe basis that the magnitudes are much 8 RFI, but | understand that Hydro’ s position is
9 different now than they were back then? 9 with the interconnection, the marginal cost of
10 MR. DOUGLAS BOWMAN: 10 Newfoundland Power’s customers and Hydro's --
11  A.Yes 11 and the Labrador Interconnected customers
12 MR. O'BRIEN: 12 would be similar. Do you accept that?
13 Q. Okay. One of the other things| wanted to 13 MR. DOUGLAS BOWMAN:
14 talk to you about, Mr. Bowman, was in your 14  A.No.
15 evidence youtalked about aconcern about 15 MR. O'BRIEN:
16 price signals and Mr. Brockman gave some 16 Q. Youdon't?
17 evidence on that yesterday. | believe you had 17 MR. DOUGLAS BOWMAN:
18 indicated that you were concerned that having 18 Al will wait to see the results of the marginal
19 so much of the rura rate subsidy go to 19 cost study before | accept that.
20 Labrador Island interconnected customerswould {20 MR. O'BRIEN:
21 distort the pricesignal. Canyou talk me 21  Q.Okay. So,if they aresimilar and they're
22 through that? 22 higher than what the unit -- what the cost the
23 MR. DOUGLAS BOWMAN: 23 Labrador Interconnected customers are paying
24 A.Wdll, it distortsthe embedded price signal. 24 right now, would we be sending a different
25 These customers are paying 42 percent more 25 signal by having them pay less right now?
26 than 100 percent of the costs. So that sends 26 MR. DOUGLAS BOWMAN:
Page 54 Page 56
1 aconservation signal to them that’ s probably 1 A. Canyou repeat that?
2 quite a bit more than what it should be. Mr. 2 MR. O'BRIEN:
3 Brockman talked about the margina price 3 Q. Okay. Well, let'ssupposethey are, and we
4 signal. | agree with his concept on that. | 4 get the understanding from the RFI we looked
5 don't know that | agree with the marginal 5 at yesterday, and maybe | can takeyou to
6 costs that are attributed to Labrador. It'sa 6 that, that the marginal cost in 2018 would be
7 hydro based system. I’'m not sure the marginal 7 around, | guess, five cents akilowatt hour.
8 costs aren’t closer to zero. 8 $50 a megawatt hour, | think iswhat the RFI
9 MR. O'BRIEN: 9 said.
10 Q. Okay. And to be honest, | think -- | believe 10 MR. DOUGLAS BOWMAN:
11 | understood that might be what you were going 11 A. Canyou take usto that?
12 tosay. You accept what Mr. Brockman said in 12 MR. O’'BRIEN:
13 terms of when you talk about efficiency, you 13 Q. Yeah. Let'shavealook at the RFI just to be
14 look at the marginal costs. But I’m not sure 14 sure. | think it's CA-NLH-033, Revision 1,
15 you accept Hydro’'s numbers intermsof the 15 and if we scroll through to the next page,
16 marginal costs for this. 16 okay. So this is the Labrador
17 MR. DOUGLAS BOWMAN: 17 interconnection. After interconnection we see
18 A.I'mnot surel accept that, plusl aways 18 thelsland, and | don’'t believe isolated is
19 believethefirst order of efficiency isto 19 intended to be there. | understand the Island
20 have rates that reflect costs, and that’s -- 20 Interconnected system, the marginal cost would
21 inthisjurisdiction, that’ s based on embedded 21 be $50 a megawatt hour.
22 costs. Second order of efficiency is to 22 And we see from another RFI, which | can
23 reflect the marginal price signal in the 23 take youto, NP-NLH-402, read through the
24 rates, and if you were to use Mr. Brockman's 24 question there, "the Labrador Interconnected
25 analogy of the marginal price signal, that 25 system is expected to be linked to the Island
26 applies equally aswell to Newfoundland Power. 26 Interconnected system in the foreseeable
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1 future. Please explain whether Hydro 1 more information you can put in front of the
2 considers that following interconnection, the 2 Board to make the decision.
3 marginal cost of power on both systems would 3 MR O'BRIEN:
4 besmilar." And if youlook at line 10to 4 Q. Andwhat if things change as aresult of that
5 12, Hydro would consider the marginal cost of 5 and then you have to go back to have alook at
6 power on both systemsto besimilar after 6 it again?
7 consideration of losses following 7 MR.DOUGLASBOWMAN:
8 interconnection. 8  A. Il don't know what would change. You'vegot a
9 MR. DOUGLAS BOWMAN: 9 rural deficit. | supposeif the deficit -- if
10 Al saw that, yes. 10 it disappeared, that would change things.
11 MR. O'BRIEN: 11 MR.O'BRIEN:
12 Q. Yeah, okay. Soif what we understand now, 12 Q. | think we're probably in agreement that might
13 that Labrador costs inthe -- as proposed 13 not happen, but you see no reason to consider
14 would be three centsa kilowatt hour, 3.4 14 this down the road?
15 cents a kilowatt hour, and we' re expecting an 15 MR. DOUGLAS BOWMAN:
16 interconnection marginal cost to be around 16 A.ldon't see any reason to wait, no.
17 five cents a kilowatt hour, would we not want 17 MR.O'BRIEN:
18 to send costs up a little bit closer to 18 Q. ldon't haveany further questionsfor Mr.
19 marginal cost as opposed to keeping them down 19 Bowman.
20 to send the right signal ? 20 CHAIRMAN:
21 MR. DOUGLAS BOWMAN: 21 Q. Mr. Coxworthy.
22 A.If you do, you can do that in the rate design. 22 MR. DOUGLAS BOWMAN, CROSSEXAMINATION BY MR. PAUL
23 MR. O'BRIEN: 23 COXWORTHY
24 Q.Okay. Soif that'stheway to do it -- you'd 24 MR. COXWORTHY:
25 mentioned in terms of marginal cost, you're 25 Q. Yes, thank you, Mr. Chair. Mr. Chair, there
26 not really certain that the margina costs are 26 are acouple of areas that | anticipate cross-
Page 58 Page 60
1 going to be what Hydro hasindicated here. 1 examining Mr. Bowman on. Oneof which he's
2 MR. DOUGLAS BOWMAN: 2 adverted to some information that the Consumer
3 A.ldon't think anybody is, asmarginal cost 3 Advocate has previously requested for by way
4 setting that way. 4 of an undertaking, but I'm certainly prepared
5 MR. O'BRIEN: 5 to start on the other area, but once we get to
6 Q.Okay. Andweknow there'sa marginal cost 6 that area, | may be asking if we could break
7 study that’ s going to be donein the next -- | 7 in anticipation that that further information
8 believeit’'sa year and ahalf, | think, by 8 may be available during the break.
9 theend of 2016. Isthat what Hydro has 9 Good morning, Mr. Bowman.
10 indicated? 10 MR. DOUGLAS BOWMAN:
11 MR. DOUGLAS BOWMAN: 11 A. Good morning.
12 A. | thought it was the end of this year. 12 MR. COXWORTHY:
13 MR. O'BRIEN: 13 Q. Mr. Bowman, I'd liketo turn to page 13-14 of
14 Q. Okay, end of thisyear. So, |I'm wondering 14 your pre-filed evidence, and that's your
15 whether or not it would be more appropriate to 15 evidence with respect to the treatment of the
16 look at marginal cost and another cost of 16 Industrial Customer load variation component
17 service study before we consider making any 17 of theRspthat’s accumulated from September
18 changesto the system we haveright now, in 18 1, 2013 to December 31st, 2014.
19 terms of allocation. What's your thoughts on 19 MR. DOUGLAS BOWMAN:
20 that? 20 A.Yes.
21 MR. DOUGLAS BOWMAN: 21 (10:30am.)
22 A.l don’'t think you need to wait. 22 MR. COXWORTHY:
23 MR. O'BRIEN: 23 Q.lIs that till your position as expressed
24  Q.No? Why not? 24 there, that there should be atransfer of that
25 MR. DOUGLAS BOWMAN: 25 accumulated load variation component to the
26 A.lt'safairnessissue. | don’'t know how much 26 Newfoundland Power account, RSP account?
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1 MR. DOUGLAS BOWMAN: 1 paying much less than the cost of service, it

2 A.ldon't know if that requiresa transfer or 2 amounted to a subsidy of 37.6 million dollars

3 not. It's just an account that’s sitting 3 transferred from Newfoundland Power customers

4 there. So they have to decide how to disburse 4 to the Industrial Customers.

5 it. 5 MR. COXWORTHY:

6 MR. COXWORTHY: 6 Q. Sowhat would beserved by transferring the

7 Q. What you say, and thisisat page 14 of your 7 1.85 million dollarsif, asyou characterize

8 evidence, isyou are proposing to the Board 8 it, the Order in Council has had this effect

9 that "an order transferring this balance from 9 as has been answered by Hydro in RFI? What's
10 the lIsland Industrial RSP account to 10 the purpose of transferring if it'ssimply a
1 Newfoundland Power’s account, athough 1 symbolic gesture?

12 symbolic, would at least allow the Board to 12 MR. DOUGLAS BOWMAN:
13 recognize the violation of cost of service." 13 A. | think the 1.85million would be happily
14 So areyou proposing to the Board that they 14 received by Newfoundland Power customers.
15 should make such an order? 15 MR. COXWORTHY:
16 MR. DOUGLAS BOWMAN: 16 Q. How much do you think that would work out per
17 A. | think the Board should consider doing that, 17 customer?
18 yes. 18 MR. DOUGLAS BOWMAN:
19 MR. COXWORTHY: 19  A.ltwould besmall. It's not nearly aslarge
20 Q. The1.85million dollar figure that you refer 20 asthe 37.6 million dollars. Asl say, it's
21 to, and you refer to it in reference to CA- 21 symbolic.
22 NLH-311, and perhaps we could bring that up, 22 MR. COXWORTHY:
23 please, Ms. Gray? And if wecould turnto 23 Q. And how would you think that would end up back
24 pageone of one. Andthe 1.85figure -- 24 in the hands of the Newfoundland Power
25 million dollar figurethat you refer to in 25 customers? Are you proposing that this should
26 your evidence, Mr. Bowman, can you confirmis |26 be added on to the rebate that’ s provided for
Page 62 Page 64

1 that -- are you adding in column I, the 1 in the Order in Council?

2 451,000 odd dollars at the end of 2013 with 2 MR. DOUGLAS BOWMAN:

3 the 1.4 million at the end of 2014 to derive 3 A.The way | see it, there’'s a number of

4 at that number? 4 accounts, RSP accounts out there with balances

5 MR. DOUGLAS BOWMAN: 5 in them and | would just see the Board

6 A.lcan't seetheend column. 6 alocating those balancesin some form that

7 MR. COXWORTHY: 7 smooths out rate increases.

8 Q. Itisdifficult because when you scroll down, 8 MR. COXWORTHY:

9 you start to lose the plot a little bit. So 9 Q. Youvesuggested inthisevidence that this
10 itis Column|, the load variation for the 10 would be ameans of the Board recognizing,
11 Industrial Customers. Just if you could 11 acknowledging you say in another place, the
12 advise us what the -- how you derived at 1.85 12 violation of cost of service and rate design
13 million? 13 principles that arose as aresult of the Order
14 MR. DOUGLAS BOWMAN: 14 in Council. Areyou suggesting to the Board
15 A.Oh,okay. Yeah,Ithink| just added those 15 that they should disregard the spirit and
16 two numbers together. 16 intent of the Order in Council?

17 MR. COXWORTHY: 17 MR. DOUGLAS BOWMAN:

18 Q. Andintermsof ordering that transfer, with 18  A.No, | think they’relegally bound by it.

19 the Board ordering the transfer of that 19 MR. COXWORTHY:

20 balance, you characterize that as "although 20 Q. Have you considered whether what you're
21 symbolic". Can you expand on why you consider 21 proposing, transferring that balance, might be
22 it to be symbolic? 22 aviolation of the Order in Council?

23 MR. DOUGLAS BOWMAN: 23 MR. DOUGLAS BOWMAN:

24 A.Weéll, as Hydro pointed out in one of its RFIS, 24 A.ldon'tknow ifitis ornot. | guessyou

25 because the Industrial Customers were paying - 25 lawyers will decide that.

26 - because their rates were frozen and they're 26 MR. COXWORTHY:
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1 Q. That's right, that is amatter for legal 1 MR. COXWORTHY:
2 submission, isn’t it? 2 Q. Wadl, let'sturn to the original one. So when
3 MR. DOUGLAS BOWMAN: 3 you were referring, Mr. Bowman, to 1C-NLH-140
4 A Yes 4 and you have the -- that is the one that was
5 MR. COXWORTHY: 5 filed in the origina general ratefiling in
6 Q. Thank you, Mr. Bowman. Mr. Bowman, during the 6 2013.
7 cross -- sorry, during your direct evidence, 7 MR. DOUGLAS BOWMAN:
8 you referred to agreeing to the evidence of 8 A.Yes
9 Mr. Brockman from April 2014 with respect to 9 MR. COXWORTHY:
10 normalization of the 2013 test year? 10 Q. Whenyou were referring in your evidenceto
11 MR. DOUGLAS BOWMAN: 11 IC-NLH-140, were you referring to this
12 A.Yes. 12 response or to the Revision 1?
13 MR. COXWORTHY: 13 MR. DOUGLAS BOWMAN:
14 Q. Andyou referred to agreeing to the evidence 14  A.l believeit’sthisone, but | don’t have the
15 of Mr. Patrick Bowman, his 2014 evidence with 15 revised onein front of me.
16 respect to normalization of the 2013 test 16 MR. COXWORTHY:
17 year? 17 Q. Sure. Well, let'sbringup -- infairness,
18 MR. DOUGLAS BOWMAN: 18 let’snow bring up the Revision1, sol'll
19 A.Yes 19 give you the chance.
20 MR. COXWORTHY: 20 MR. DOUGLAS BOWMAN:
21 Q. And youalso referred to agreeing to Mr. 21 A.Yeah. Yeah, | wasreferring to the first one.
22 Dean's 2014 evidence with respect to 22 MR. COXWORTHY:
23 normalization of the 2013 test year? 23 Q. And so Hydro has revised and do you not agree
24 MR. DOUGLAS BOWMAN: 24 with Hydro’ s response, Revision 17?
25 A.Yes 25 MR. DOUGLAS BOWMAN:
26 MR. COXWORTHY: 26  A. | agreethe load factor is higher now. Our
Page 66 Page 68
1 Q. Would you agree that their evidence was with 1 differencesliein the fact that it's still a
2 respect to addressing instability within a 2 transition period.
3 single test year, within 20137 3 MR. COXWORTHY:
4 MR. DOUGLAS BOWMAN: 4 Q. If wecouldturn, Mr. Bowman, to -- Ms. Gray,
5 A. They were applying that to the 2013 test year. 5 if wecould turn to the evidence of Mr.
6 MR. COXWORTHY: 6 Greneman from September 28th, page 66, and if
7 Q. So they weren't looking at instability or 7 we could go to line22? Sothis was a
8 concerns about load changesin 2014 or 2015? 8 response that Mr. Greneman gave in aresponse
9 MR. DOUGLAS BOWMAN: 9 to some questions that were posed by Mr.
10 A.No. They were, yes, because Mr. Patrick 10 Johnson, and Mr. Greneman, at line 22, states
11 Bowman said "analysis should reflect fair and 11 "the projected loads for Vale and Praxair” --
12 reasonable estimation of cost responsibility 12 and he' stalking about 2016-2017 -- "'l would
13 between customer classesfor the periodsin 13 suggest are not known with any certainty and
14 which the study is being applied". 14 there's perhaps some speculation in that.
15 MR. COXWORTHY: 15 What | am suggesting isthat if one wereto
16 Q. If we couldturn to IC-NLH-140, not the 16 redo the cost of service study to reflect the
17 Revision 1, but the original one? Because | 17 loads that you suggest for Vae and Praxair,
18 believe in your evidence, you did refer to IC- 18 that it would not be asimple matter to do
19 NLH-140? 19 such. It wouldn't be a simple matter to do a
20 MR. DOUGLAS BOWMAN: 20 shortcut method.” Are youin disagreement
21 A.ldid. 21 with Mr. Greneman, both intermsof what he
22 MR. COXWORTHY: 22 says about the speculative nature of the
23  Q.Andl don't think you werereferring to the 23 forecast and also what he says about it
24 revision. 24 wouldn’t be a simple matter to do a shortcut
25 MR. DOUGLAS BOWMAN: 25 method to adjust for that?
26 A. | don't know. 26 MR. DOUGLAS BOWMAN:
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1 A. Asfar asthe speculation goes, it’s no more 1 us to have that information before us before
2 speculative than what was done in IC-NLH-140. 2 we get into discussing allocatorsand what
3 Actually, that was more speculative because 3 alocatorsthey are.
4 you're assuming - 4 MR. DOUGLAS BOWMAN:
5 MR. COXWORTHY: 5 A.Itwould also be helpful to see what they did
6 Q. Andyou're not talking about Revision 1? Are 6 with 1C-NLH-140 because they attached afull
7 you talking about the original IC-NLH - 7 cost of service study to that and I’'m not sure
8 MR. DOUGLAS BOWMAN: 8 what they did there, if they just changed the
9 A.Theorigina, the original one. 9 alocatorsor they actually did runa full
10 MR. COXWORTHY: 10 cost of service study.
11 Q. Thank you. 11 MR. COXWORTHY:
12 MR. DOUGLAS BOWMAN: 12 Q. Once we have the undertaking response, perhaps
13 A.That was more speculative because you're 13 -- maybe not all will be made clear, but maybe
14 speculating on what the load factor might be. 14 we'll have some answers. | would like though
15 Inthiscase, | don't know -- like the fact 15 while we'retalking about the speculative
16 is, the load forecastis what itis. Like 16 nature of looking at future load forecasts, to
17 you're using atest year with aload forecast. 17 turnto your responseto-- | understand it
18 Y ou have to use the best information possible. 18 would have been your response, NP-CA-009. And
19 MR. COXWORTHY: 19 Mr. Bowman, you were asked this question in
20 Q. Mr. Greneman had a concern about looking into 20 the context of what has now been settled, that
21 future years, that you're enteringinto a 21 therewill not be changes made to the RsP
22 greater realm of speculation than within one 22 methodology in thisproceeding. And you
23 year. Isthat fair? 23 certainly had -- the first part of your answer
24 MR. DOUGLAS BOWMAN: 24 talked about the history, your history in
25  A.lthinkit's-- | think that’ sfair, yes. 25 terms of the testimony or evidence you've
26 MR. COXWORTHY: 26 given in previous proceedings in this
Page 70 Page 72
1 Q. Andyou said that there was also a speculative 1 proceedings about the RSP design?
2 aspect to IC-NLH-140, the origina one, but 2 MR. DOUGLAS BOWMAN:
3 again, that’s speculation confined to asingle 3 A Yes
4 year. 4 MR. COXWORTHY:
5 MR. DOUGLAS BOWMAN: 5 Q.Butlwantto turnthentoline 13 that you
6 A.Wdl, asingleyear, but acustomer load that 6 make -- "he makes this recommendation in part
7 didn’t exist. 7 because he believes the RsPwill be terminated
8 MR. COXWORTHY: 8 following commissioning of the Labrador Island
9 Q. Sowithrespect to the second aspect of Mr. 9 interconnection, but primarily because there
10 Greneman’ s answer, that if wewereto do a-- 10 will be substantial increasesin the Island
11 if Hydro wasto redo a cost of service study, 11 Industrial customer load in the coming years
12 that there’s no shortcut to doing that to 12 and Hydro has limited ability to forecast how
13 address the 2016-2017 load forecast. 13 quickly this new load will materialize."
14 MR. DOUGLAS BOWMAN: 14 Doesn't that apply to the 2016-2017 years, the
15 A.Oh, | think thereis. 15 forecast for Vale and Praxair?
16 MR. COXWORTHY: 16 MR. DOUGLAS BOWMAN:
17 Q. Doyou agree? 17 A.ltdoes, butit'sstill the best information
18 MR. DOUGLAS BOWMAN: 18 available.
19 A.No, I think thereisashortcut. | think you 19 MR. COXWORTHY:
20 change the alocators. But I'll be interested 20 Q.Aren’'t you saying here that though is
21 to see what Hydro comes up with. 21 something that can be addressed by leaving the
22 MR. COXWORTHY: 22 RSP -- but perhaps not perfectly, but can be
23 Q. Andinfairness, so would we. So perhaps, you 23 addressed by leaving the RSP methodology as it
24 know, at some point, | will want to ask for a 24 is? You'resaying that that’sthe primary
25 break so we canlook atthat information, 25 reason why you're accepting that that's a
26 because | agree it would be helpful for all of 26 reasonable thing to do?
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1 MR. DOUGLAS BOWMAN: 1 Q. Mr. Coxworthy.
2 A.I’'mnot accepting that as areasonable thing 2 MR. COXWORTHY:
3 to do onthe -- asfar asthe 1cload goes. 3 Q. Thank you, Mr. Chair. Mr. Bowman, so do you
4 Theicload will affect the capacity component 4 have Undertaking 41 there before you?
5 aswell. You may argue that the RSP will 5 MR. DOUGLAS BOWMAN:
6 address changesin energy and | don’t think 6 A.ldo.
7 that' s an accurate assessment either, but it's 7 MR. COXWORTHY:
8 certainly not an accurate assessment of the 8 Q. And have you had an opportunity to review it?
9 demand. 9 MR. DOUGLAS BOWMAN:
10 MR. COXWORTHY: 10  A. A quick look.
11 Q. Mr. Chair, at this point, I will ask for the 11 MR. COXWORTHY:
12 Chair’s indulgencefor a break because we 12 Q.Yes. It'salot of informationthere. In
13 would, if this undertaking response is 13 terms of the Table 1 and Table 2 summaries of
14 available, | think we' d be entering into an 14 caculations, and there are some basis support
15 area now where it would be helpful for both 15 provided for that in the attachments,
16 Mr. Bowman and everyone else to havethat in 16 Attachment 1 and Attachment 2, do you accept
17 front of them. 17 theinformation in Table 1and Table2 as
18 COMMISSIONER WHALEN: 18 being accurate, correct, or have you not had
19 Q. lsitavailable? 19 sufficient time to -
20 MR. YOUNG: 20 MR. DOUGLAS BOWMAN:
21 Q. ltcanbeavailablein avery short period of 21 A.We'dhave totalk toHydro first before |
22 time. I’m just wondering about -- you know, 22 could say anything on that.
23 I’m not sure if Mr. Coxworthy is suggesting we 23 MR. COXWORTHY:
24 just break early and - 24 Q. Soyou would need more time to review it to be
25 MR. COXWORTHY: 25 able to say whether you do or you don’'t?
26 Q. Yes, absolutely, yeah. 26 MR.DOUGLASBOWMAN:
Page 74 Page 76
1 CHAIRMAN: 1 A Wedl,whatl seehereisin 2015 test year,
2 Q. Want to take our half-hour break now, is that 2 under Table 1, the IC allocated demand revenue
3 what you' re suggesting? 3 requirement is 8.9 million. | see when you
4 MR. COXWORTHY: 4 take the average for 2015 through 2017, | see
5 Q. lthink, Mr. Chair, I’'m inyour hands, but 5 an alocated revenue requirement of 10.2
6 yes, | think that would be appropriate. 6 million. That differenceisabout 1.3 million
7 CHAIRMAN: 7 dollars. That says to me that the
8 Q. Okay. 8 Newfoundland Power and the Island Rural
9 (BREAK - 10:44 am.) 9 customerswill have 1.3 million dollars less
10 (RESUME - 11:22 a.m.) 10 alocated to them. That tells methereisan
11 CHAIRMAN: 11 impact on alocations. And when | ook at the
12 Q. Now, sir, | think we're back to you. 12 energy table, Table 2 -
13 MS. GLYNN: 13 MR. COXWORTHY:
14 Q. We have to enter the undertaking first. 14 Q.Yes
15 CHAIRMAN: 15 MR. DOUGLAS BOWMAN:
16 Q. Oh, okay, sorry. 16 A.2015test year, 32 million assigned to the
17 MS. GLYNN: 17 Industrial Customers. The averageis just
18 Q. That's okay. 18 about 38 million. That’sadifference of six
19 MS. PENNELL: 19 million and | would see -- based on what | see
20 Q. Mr. Chair, we have Undertaking No. 41, which 20 here, | would assume that that amount lessis
21 Mr. Coxworthy was so patiently waiting for. 21 alocated to Newfoundland Power and the Island
22 CHAIRMAN: 22 Rural customers. Again, | don't -- | can't
23 Q. Okay. 23 verify these numbers.
24 MR. COXWORTHY: 24 MR. COXWORTHY:
25 Q. Thank you. 25 Q.Okay. And I'm not suggesting you should
26 CHAIRMAN: 26 accept them on face value if you feel you need
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1 to discuss further with Hydro, but you don't. 1 industrial load beyond the 2015 test year will
2 You needto have further discussions with 2 be shared between Newfoundland Power and the
3 Hydro before you' d accept these numbers? 3 Industrial Customers through the load
4 MR. DOUGLAS BOWMAN: 4 variation component of the RCMPwhich al
5 A. That'sright. 5 parties have agreed will be based on the
6 MR. COXWORTHY: 6 percentage of annual energy use.”
7 Q. Okay. Thank you. All right. Assuming after 7 So as| read that or as | understand it,
8 that review that the numbers as presented in 8 Hydro is saying whatever change, minimal
9 Table 1 and Table 2 are numbersthat you can 9 change that’sreferred to inthe previous
10 accept, after you’'ve had the opportunity to 10 paragraph, will be addressed by way of the
11 review, looking at page two of Undertaking No. 11 continuation of the RSP methodology, in terms
12 41 in the first narrative paragraph there, the 12 of capturing the change in fuel consumption at
13 statement appearsthat thereisa-- "there's 13 Holyrood.
14 minimal changein the unit energy costsasa 14 MR. DOUGLAS BOWMAN:
15 result of the higher energy billing units used 15  A. | think he's saying that with regards to the
16 to compute the cost." Would you agree that if 16 energy part, not with regardsto the demand
17 theinformation in Table 1 and Table2 is 17 part. Also, | -- hasthat been accepted? |
18 correct, accurate, that that statement is 18 thought Mr. Patrick Bowman's evidence
19 correct? 19 suggested that they would be eliminating the
20 MR. DOUGLAS BOWMAN: 20 load variation component.
21 A.Wadll, | guessit depends on your definition of 21 MR. COXWORTHY:
22 minimal. | see-- like again, 1C, this amount 22 Q. Certainly that’ s the long term position of the
23 of money aso would be changed for 23 Industrial Customers, but | believe that for
24 Newfoundland Power and the Island Rural 24 purposes of the settlement, it’s been agreed
25 customersand | would need to see those as 25 to leave things where they stand.
26 well before | could really comment on that. 26 MR. DOUGLAS BOWMAN:
Page 78 Page 80
1 MR. COXWORTHY: 1 A Oh, hasit?
2 Q. Aren't those numbersin the attachments? 2 MR. COXWORTHY:
3 MR. DOUGLAS BOWMAN: 3 Q. Sorry?
4 A.They could be. 4 MR. DOUGLAS BOWMAN:
5 MR. COXWORTHY: 5 A.Hasit? Isthat correct? Y our client doesn’t
6 Q. Okay. You haven't had achanceto - 6 look like -
7 MR. DOUGLAS BOWMAN: 7 MR. COXWORTHY:
8 A.No. 8 Q. Wdl, I'm not giving testimony here. That's
9 MR. COXWORTHY: 9 my understanding, that that’s been -- that
10 Q. Andfair enough. We've all only had thisfor 10 issue has been settled.
11 lessthan half an hour. | understand more 11 MR. DOUGLAS BOWMAN:
12 time may need to be spent with it. 12 A. Oh. Maybe we should look at his presentation
13 MR. DOUGLAS BOWMAN: 13 and see what he says.
14 A. | think we need Mr. Fagan to explain what was 14 MR. COXWORTHY:
15 done here and | need to see what was donein 15 Q. I’msorry, excuse me for amoment, Mr. Bowman.
16 IC-NLH-140 as well to see the parallels there. 16 | mean, you've -- with your indulgence, Mr.
17 MR. COXWORTHY: 17 Chair, if 1 may speak to our expert for a
18 Q. Butif you'd alow mejust perhaps one more 18 moment?
19 question on Undertaking 41 before we punt it 19 CHAIRMAN:
20 over to Mr. Fagan, in the next paragraph, | 20 Q. Sure.
21 think this goes to the minimal change and does 21 MR. COXWORTHY:
22 it matter, doesit not matter, in terms of 22 Q. Mr. Bowman is correct when he said if there's
23 using a 2015 test year as proposed by Hydro. 23 aload variation component included in the
24 The comment is made in the second paragraph on |24 RSP, it isto bedone onthis basis. So
25 page two that "the additional fuel costs 25 you' re absolutely right.
26 incurred at Holyrood to serve theincreased 26 MR. DOUGLAS BOWMAN:
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1 A. Thank you. 1 MR. LUK:
2 MR. COXWORTHY: 2 Q. Canyou comment on the application of those
3 Q. lthasn't beensettled in the manner | was 3 criteriato the number of customers method?
4 suggesting. Thank you. If itissettled on 4 MR. DOUGLAS BOWMAN:
5 that basis or if it's resolved, | should say, 5 A.ldon't seethe-- | seethe amounts. | think
6 by this hearing on that basis. 6 the number of customer method would work fine
7 MR. DOUGLAS BOWMAN: 7 if that's-- | think it would addressthose
8 A.lfitis, | don't necessarily accept that. | 8 issues.
9 would need to see proof of that. 9 MR. LUK:
10 MR. COXWORTHY: 10 Q. Okay. It would not have a significant
11 Q. Thank you. Mr.Bowman, | don't have any 11 difference as between -- there would not be a
12 further questions for you. Thank you. 12 significant difference between the number of
13 MR. DOUGLASBOWMAN: 13 customers method and the revenue requirement
14 A. Thank you. 14 method as -
15 CHAIRMAN: 15 MR. DOUGLAS BOWMAN:
16 Q. | think we're over to you, Mr. O’ Reilly. 16 A. Notinterms of impacts, no.
17 O'REILLY,Q.C.: 17 MR. LUK:
18 Q. Wehave no questionsof thiswitness, Mr. 18 Q. And soin your view, bothwould be good
19 Chair. 19 options?
20 CHAIRMAN: 20 MR. DOUGLAS BOWMAN:
21 Q. Mr. Luk? 21 A.Yes
22 MR.DOUGLASBOWMAN, CROSS-EXAMINATION BY MR. SENWUNG LUK 22 MR. LUK:
23 MR.LUK: 23 Q. Insofar as there aregood optionsin this
24 Q. Thank you, Mr. Chair. Just abrief question, 24 debate.
25 Mr. Bowman. My nameis Senwung Luk. I'm 25 MR. DOUGLAS BOWMAN:
26 counsd for Innu Nation. 26 A.Yes
Page 82 Page 84
1 MR. DOUGLAS BOWMAN: 1 MR.LUK:
2 A.Yes 2 Q. Okay. Thanksvery much, Mr. Bowman.
3 MR. LUK: 3 CHAIRMAN:
4 Q.Ms. Gray, could you please pull up the 4 Q.| think we're over to Board counsel.
5 application, page 4.10? So, Mr. Bowman, | 5 MR. DOUGLASBOWMAN, CROSS-EXAMINATION BY MAUREEN GREENE,
6 believein your pre-filed evidence, you had 6 Q.C.
7 recommended between these three methods that 7 GREENE, QC.:
8 are laid outin the table, the existing 8 Q. Thank you, Mr. Chair. Good morning, Mr.
9 method, the revenue requirement method and the 9 Bowman.
10 number of customers method, you had suggested |10 MR DOUGLASBOWMAN:
11 that the Board adopt the revenue requirement 11 A. Good morning.
12 method. 12 GREENE, QC.
13 MR. DOUGLAS BOWMAN: 13 Q. | do have some questionsfor you. Thefirst
14 A Yes | didinmy most recent testimony. | 14 area concerns your recommendation -- first
15 think | leftit -- | think | said both were 15 rather, your concern with respect to whether
16 acceptable in my first testimony, athough | 16 the test year should be adjusted to reflect
17 can't confirm that without checking it. 17 the factthat Vale and Praxair’s load is
18 (11:30 am.) 18 increasing. Isthat correct?
19 MR. LUK: 19 MR. DOUGLASBOWMAN:
20 Q. And]I believe that the two criteriathat you 20  A. That'scorrect.
21 applied for choosing between these methods 21 GREENE, QC:
22 were fairness and minimization of the impact 22 Q. Andyour concern arisesfrom thefact you
23 onthepricesignal? Isthat - 23 believe that the load is increasing and
24 MR. DOUGLAS BOWMAN: 24 therefore the test -- the 2015 test year is
25 A.Yes, | think those are -- that's a fair 25 not representative of the period over which
26 Statement. 26 the rates will bein effect? Isthat -
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1 MR. DOUGLAS BOWMAN:
2 A.I'msuretheforecast load isincreasing and |
3 believe that the test year, without
4 normalizing those loads and taking that into
5 account, may result in unjust and unreasonable
6 rates.
7 GREENE, Q.C.:
8 Q. And fromyour perspective, what should be
9 adjusted to reflect theincreased forecast
10 load for 2016 and 20177
11 MR. DOUGLAS BOWMAN:
12 A.l think again, | can’t comment on this
13 undertaking until we' ve actually discussed it
14 with Mr. Fagan, but obviously thisdidn’t take
15 agreat deal of time to put together like Mr.

16 Greneman had suggested and like was suggested
17 in responseto one of our RFIS. It's a

18 normalization. What was changed, | believe,
19 was the allocators only. The revenue

20 requirement stayed the same. Y ou just changed
21 the allocation of that revenue requirement

22 amongst the customer classes on the Island

23 Interconnected system.

24 GREENE, Q.C.:
25 Q. Mr. Greneman had also mentioned that in his

Page 87

1 MR. DOUGLAS BOWMAN:

A. Wdll, if you had picked the appropriate test
year to begin with, you wouldn’t have to do
that. Inthiscase, like all of the experts
have said, there's aramping up of operations
at Vale and Praxair that wasn't taken into
account. If that had been taken into account,
then we wouldn’'t have to look for this
normalization adjustment that the Industrial
Customers asked for, that Mr. Brockman asked
for, and what I’ m asking for now.

12 GREENE, Q.C.:

13 Q. Withrespect to other changes from the 2015

© 0O N O Ul WDN

B
= o

14 test year, for example there might be a change
15 in what the forecast rate base was or a change
16 with respect to certain material costs, what

17 is your view asto whether thetest year

18 should be normalized for those types of
19 things?

20 MR. DOUGLAS BOWMAN:
21 A.l wouldn’'t make changesfor that. | said |
22 would change the allocators because they're
23 not fair.

24 GREENE, Q.C.:

25 Q. Do youhave any concernswith respect to

26 view other factors would have to be adjusted 26 whether the 2015 test year put forward by
Page 86 Page 88
1 as well if theload were adjusted. He 1 Hydrois representative of the costto be
2 mentioned the concern of possibly the Holyrood 2 incurred in the forecast period?
3 fuel conversion factor, the volumes of fuel, 3 MR. DOUGLAS BOWMAN:
4 and | wanted to know what isyour opinion as 4 Al think that’swhat this hearing is supposed
5 tothe impact of changing the load on any 5 to decide, isn't it?
6 other input into the 2015 cost of service? 6 GREENE, Q.C.:
7 MR. DOUGLAS BOWMAN: 7 Q. But from the fact of where we are with respect
8 A.If you changetheload in the cost of service 8 to the forecast and actuals, are you familiar
9 study, you haveto do that. That’s not what 9 with the information with respect to that?
10 I’m saying though. I'm saying changing the 10 MR. DOUGLAS BOWMAN:
11 alocatorsin the cost of service study. The 11 A.l amfamiliar withtheinformation, but I'm
12 revenue requirement portion of the cost of 12 not suggesting that Hydro has carried out
13 service study would remain the same. The cost 13 their cost of service study correctly. I'm
14 of service study does two things. It 14 not going to verify that their costsin that
15 determines the revenue requirement and then it 15 cost of service study are correct.
16 allocates that revenue requirement amongst the 16 GREENE, Q.C.:
17 different customer classes. What I'm 17 Q. Sodo | take from your answer you would accept
18 suggesting is you change those allocators for 18 that there might need to be normalization of
19 the second step. 19 certain other factorsor costsaswell, in
20 GREENE, Q.C.: 20 addition to the load?
21 Q.And | guess what I'm having trouble or 21 MR. DOUGLAS BOWMAN:
22 difficulty in understanding is why you would 22 A.All I'madvocating is that those allocators,
23 look atan allocator and say that that’s 23 they take another look at those allocators and
24 necessary to change but not some other inputs 24 revise them to reflect the increasing loads at
25 into the cost of service which may also be 25 Vaeand Praxair.
26 relevant to load. 26 GREENE, Q.C.:
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1 Q. Andinyour opinion, thereis no disconnect 1 remember here that the RSP was supposed to be
2 between adjusting the allocator, as you 2 looked at following the last GRA and there was
3 explained it, to reflect the forecast 3 astudy that wasinitiated on that. 1t was
4 increased load but not adjusting any other 4 never completed. One of the big problems|
5 factor? 5 have with theRsP is the load variation
6 MR. DOUGLAS BOWMAN: 6 component. I've advocated in the past that
7 A.ldon'tsee any disconnect at all, andit’s 7 that be eliminated and my hope was that that
8 like Mr. Greneman on cross-examination said on 8 would force Hydro to better design the Island
9 Monday, they’ve already made a number of 9 Industrial customer rates, have a two-block
10 adjustments in this way. The Holyrood 10 rate with the second block reflecting marginal
11 capacity factor comes to mind. We're 11 costs. If they had that rate, then they
12 alocating on the basis of Holyrood capacity 12 wouldn’t need the load variation component.
13 factor that | believeis 24 percent. Butin 13 That hasn't been a problemin Newfoundland
14 the cost of service study, it's capacity 14 Power’ s rate, which does have asecond block
15 factor is something on the order of 39 15 that reflects the marginal cost of energy.
16 percent. If youdidn't do that, you would 16 GREENE, Q.C.:
17 never have enough energy to supply theload 17 Q. Andyou're saying that this -- your position
18 and your costs would be incorrect. So again, 18 islivewith it for now provided that thereis
19 inthe second step of the cost of service 19 acost of service study that will include this
20 study, they’re adjusting the allocators and 20 review?
21 thisisn't the only place they do that. They 21 MR. DOUGLASBOWMAN:
22 do that in anumber of places. 22 A.Yeah, | think, you know, that that’s as
23 GREENE, Q.C. 23 accurate as anything. Again, we've been
24 Q. Besidesthe Holyrood capacity factor, could 24 living with it since 2007 when we were
25 you use another oneto illustrate your point? 25 certainly hopeful that it would have been
26 MR. DOUGLAS BOWMAN: 26 corrected at that time and because nothing was
Page 90 Page 92
1 A.No, but we can get Mr. Fagan up here, | think, 1 done with it, the Industrial customer rates
2 and he'll verify what others are using. 2 were frozen and that’'s why we're in this
3 GREENE, Q.C.: 3 situation we'rein now with in the origina
4 Q. And perhapswe'll take that up then with Mr. 4 filing, the Industrial customers had arevenue
5 Fagan. 5 to cost ratio of 65 percent and Newfoundland
6 MR. DOUGLAS BOWMAN: 6 Power’swas in excessof 98 percent. That
7 A Yeah 7 shows you the level of cost subsidization that
8 GREENE, Q.C.: 8 was going on as aresult of the RsP.
9 Q. Theother issueiswith respect to the RsPand 9 GREENE, Q.C.:
10 | just wanted to confirm your position for the 10 Q. Canyou explainwhy -- asl| understood the
11 record. Inyour direct examination, you 11 presentation that wasfiled this morning by
12 stated that you've never agreed with the 12 Mr. Patrick Bowman, he is still recommending
13 current design of the rate stabilization plan. 13 that the load component of the RSP be
14 Isthat correct? 14 eliminated and he's still taking that
15 MR. DOUGLAS BOWMAN: 15 position, at least in his presentation. Do
16  A. That’scorrect. 16 you believeit’s appropriate for that to be
17 GREENE, Q.C.: 17 considered now or that it be deferred?
18 Q. Okay. | understood your position to date to 18 MR. DOUGLAS BOWMAN:
19 be that you were not recommending that thersp |19 A. W, first off, | thought that was something
20 be reviewed or looked at in this hearing, but 20 that was agreed upon and | think the I1C's
21 that you are satisfied with the current RsP at 21 counsel aso thought it was something that was
22 thispoint in timefor this particular GRA. 22 agreed upon. So, if it'ssomething that's
23 Isthat correct? 23 agreed upon, then | don’'t think we should be
24 MR. DOUGLAS BOWMAN: 24 looking at it. If it'snot something that’s
25  A.I’maccepting it on condition that it’ s looked 25 agreed upon, | would say leaveit and ook at
26 at nextyear. | think it'simportant to 26 itagain next year inthe cost of service
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1 study while the study is supposed to look at 1 respect to these proceedings. Do you adopt
2 al of these adjustment clauses. 2 that evidence as your evidence?
3 GREENE, Q.C:: 3 MR. PATRICK BOWMAN:
4 Q. Thank you, Mr. Bowman. That's all my 4 A Yes
5 questions, Mr. Chair. 5 MR. COXWORTHY:
6 COMMISSIONER WHALEN: 6 Q.And you'vealso responded to requests for
7 Q.| have no questions. Thank you, Mr. Bowman. 7 information that weredirected to you in
8 COMMISSIONER NEWMAN: 8 relation to your pre-filed testimony and
9 Q. Noquestions. 9 updated pre-filed testimony by the parties,
10 CHAIRMAN: 10 and responded to those. Do you adopt that as
11 Q. Doyou have any? 1 part of your testimony?
12 COMMISSIONER OXFORD: 12 MR. PATRICK BOWMAN:
13 Q. No, Mr. Chairman. 13  A.Yes
14 CHAIRMAN: 14 MR. COXWORTHY:
15 Q. Okay. | think we'refinished, sir. 15 Q. Mr. Bowman, could you provide a summary to the
16 MR. DOUGLAS BOWMAN: 16 Board of your quaifications that you're
17 A. Thank you. 17 presenting to the Board interms of your
18 MS. GLYNN: 18 experience and educationto speak to the
19 Q. Sowe'll take aquick break while we change 19 issues that you speak toinyour pre-filed
20 withess. 20 testimony?
21 CHAIRMAN: 21 MR. PATRICK BOWMAN:
22 Q. Set up for the next Mr. Bowman. 22 A.Yes. Good morning, Mr. Chairman and members
23 MS. GLYNN: 23 of the Board. | possess aMastersdegreein
24 Q. Exactly. Three minutes again. 24 Natural Resources Management from the
25 CHAIRMAN: 25 University of Manitoba, primarily in the field
26 Q. Okay. 26 of economics, and I’ve beenworkingin the
Page 94 Page 96
1 (BREAK - 11:412.m.) 1 field of rateregulation and energy project
2 (RESUME - 11:48 am.) 2 development for about 17 years. I've
3 CHAIRMAN: 3 testified about 18 times across Canada,
4 Q. SoMr. Bowman, | presume. | have been advised 4 approximately six different provinces and
5 you wish to use the Bible. Isthat correct? 5 territories where | submitted evidence,
6 MR. PATRICK BOWMAN: 6 including both rate regulators aswell as
7  A.Yesdr. 7 development regulators, such as Northwest
8 CHAIRMAN: 8 Territories Water Board. I’ ve been present in
9 Q. Youarenow swornin, Sir. 9 Newfoundland for Newfoundland Hydro hearings
10 MS. GLYNN: 10 starting in 2001 GRA. | submitted evidence
11 Q. Mr. Chair, before we move to direct, we do 11 and testified in the 2003 GRA. | submitted
12 have to enter the PowerPoint presentation of 12 evidence in 2006 GRA, athough that was
13 Mr. Bowman and we'll enter that onto the 13 settled so we couldn’t testify to that. And
14 record as Exhibit No. 2. The parties have 14 then submitted evidence in the 2009 Industrial
15 also consented to the RsPreport of August 15 RSP hearing which never had a hearing
16 2015 being entered as Consent No. 3. 16 associated with that.
17 CHAIRMAN: 17 My work with rate regulation is
18 Q. Okay. Sol guess, Mr. Coxworthy, it looks 18 approximately equaly divided between
19 like you're on. 19 customers and utilities. | do a considerable
20 MR. PATRICK BOWMAN, SWORN, EXAMINATION-IN-CHIEF BY MR. 20 amount of work with utilitieson these same
21 PAUL COXWORTHY 21 matters, as well as some retail customers, in
22 MR. COXWORTHY: 22 Manitoba and British Columbia with industrial
23 Q. That'scorrect. Thank you, Mr. Chair. Mr. 23 customers, up north with anumber of the
24 Bowman, you havefiled, together with your 24 utilities there, aswell as some municipal
25 colleague, Mr. Najmidinov, some pre-filed 25 governments, municipal utilities and
26 testimony and updated pre-filed testimony in 26 government.
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1 MR. COXWORTHY: 1 You'll note that our work did not focusto a
2 Q. Andtheissuesin your pre-filed testimony to 2 great extent on revenue requirement. The
3 which you' re speaking, Mr. Bowman, are issues 3 Industrial Customers that we're working with
4 of revenue requirement, issues of cost of 4 in this hearing represent the entire
5 service and rate design and are you presenting 5 industrial class, between five and eight
6 yourself asa person who can give expert 6 percent of the load, depending on the measure
7 evidenceto the Board on all three of those 7 you use, so the revenue requirement items, we
8 areas? 8 were asked to focus on some highlights, but
9 MR. PATRICK BOWMAN: 9 otherwise not to get into the detail of those.
10 A. Yes 10 Primarily we dealt with matters relating to
11 MR. COXWORTHY: 11 cost of service and rate design and now that
12 Q. The evidence that's been filed has been 12 those are settled, you'll see there's about
13 identified as being pre-filed testimony of 13 six topicsthat remain, two of which are
14 yourself and Mr. Najmidinov. Can you please 14 revenue requirement.
15 provide some information as to what Mr. 15 So, working through this, if we could go
16 Najmidinov’srole wasinthe preparation of 16 tothe second dlide, just to summarize the
17 that testimony? 17 recommendations. Thefirstis inregardsto
18 MR. PATRICK BOWMAN: 18 the Holyrood efficiency and after working
19  A.Yes. Mr. Ngmidinov hasworked with me for 19 through the data provided, it was our
20 about six years and he would be involved in 20 conclusion that the Holyrood gross efficiency
21 some of thedetail of running someof the 21 Hydro proposes of 650 kilowatt hours per
22 scenario analysis onthe cost of service 22 barrel, that’ s the total output of the units,
23 scenarios that we have worked through and 23 isreasonable and should be accepted. Our
24 (unintelligible) some of the modelling for 24 concern was that when you move to the revenue
25 some of the topics. | had overal 25 requirement, the focus becomes on then the net
26 responsibility for the preparation of the evidence. 26 efficiency, so net of what power is used by
Page 98 Page 100
1 MR. COXWORTHY: 1 the organization itself. That estimateis 43
2 Q.And | would note, Mr. Chair, that Mr. 2 kilowatt hours per barrel and that to uswas
3 Najmidinov is there in St. John's and 3 highand I’ll walk through why that is, but
4 available should there be an issue with 4 our recommendation would be to reduce that 43
5 respect to that underlying information. 5 to 28 kilowatt hours per barrel, and I'll go
6 Mr. Bowman, you've prepared a 6 through that.
7 presentation in relation to your direct 7 Second topic here we raise in regard to
8 evidence that’s been entered as Exhibit 2. 8 Hydro's cost of capital. The cost of capital
9 Perhaps we could turn to that and I’d ask you 9 includes some components that are-- were
10 to take us through that presentation. 10 expected to bepaid out before now, but
11 MR. PATRICK BOWMAN: 11 nonetheless are expected to be paid out any
12 A.Yes, thank you. Mr. Chairman, when we went 12 time now, as | understand it, and they will
13 through the two negotiated settlements and 13 significantly reduce the cost of capital of
14 compared them to the pre-filed testimony, it 14 financing the rate base, and that adjustment
15 was apparent that much of it has been 15 would be on the order of five million dollars
16 addressed by settlement agreements, and so we 16 in overal revenue requirement for that
17 decided to pare back somewhat so that we could 17 matter, and I’ ve got a few notes on that.
18 at least focuson what’sremaining, rather 18 The third item listed there is one that
19 than having to pick through and highlight this 19 we'vehadinfor alongtimeand| just did
20 isin, thisis out. Sothe purpose of this 20 review the negotiated settlements and if this
21 was primarily just to highlight those matters 21 need not be here, that’ s fine, but our review
22 that are still on the table and to pull this 22 of the negotiated settlement amoment ago
23 toasimpler level. 23 confirms it. It says that if the load
24 The review that we undertook is 24 variation provision isto be kept in the Rsp
25 summarized in the pre-filed testimony in 25 that it should be allocated on a particular
26 Section 2 in regards to the assignment. 26 basis. My understandingis that left the
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1 question of whether therewould bea load 1 matter settled.

2 variation provision in the Rsp at al to this 2 To moveto thefirst topic, side seven,

3 hearing and so our recommendation is similar 3 Ms. Gray. Asl noted, Hydro's fuel efficiency

4 to what you would see going back all the way 4 number that you will hear proposed for

5 to the 2001 hearing | participated in, is that 5 Holyrood is 607 kilowatt hours per barrel.

6 you shouldn’t haveone. There might be a 6 It's important to understand that that is

7 guestion as to the timing as to when one gets 7 actually a sum of two values, one of whichis

8 rid of it. 8 called the grossefficiency, what the units

9 The fourth item to addressisin regards 9 actually put out, and then they subtract from
10 tothe deferral accounts proposed for bulk 10 that the power actually used by the station,
11 power supplies from I1PP and Exploits. The 11 and those two numbers are independently
12 evidence recommends that those -- that 12 forecast by Hydroto comeup with the 607
13 stabilizing the volumes of those suppliesis 13 kilowatt hours per barrel, which actually
14 reasonable. Stabilizing the prices does not 14 leaves the station and sent out to serve load.
15 seem advisable at thistime. And that, in 15 We looked at them independently because
16 doing that, it would be better done through 16 they’re forecast independently by Hydro, and
17 the RSP rather than a separate account, as 17 the 650 kilowatt hours per barrel, we said it
18 I’ ve understood the proposal of Hydro. 18 -- we focused only on the data since 2009 when
19 The fifth item relates to the 19 Hydro started using this.7 percent sulphur
20 specifically assigned charge and our review 20 fuel; normalized the data points for the BTUS
21 focused on the specifically assigned chargeto 21 in each delivery each month that they reported
22 Corner Brook Pulp and Paper for the frequency 22 in the -- thiswas in the response to NP-69 --
23 converter and the focus being on the O&M 23 and put those onto the chart, asyou'll see,
24 component, which is the only component that | 24 with the loading. All those dots are
25 believe is gtill in the scope for this 25 individual monthsin the 2009 to 2014 period.
26 hearing, and our review was that the evidence 26 And you can see the efficiency that was
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1 didn’'t justify increasing this charge by the 1 achieved and the line iswhere the load is on

2 extent proposed. If anything, the evidence 2 average for the 2015 year, without getting

3 would raise questions asto why it be raised 3 into the monthly details, and you'll see that

4 at al, other than perhapsto modernize it 4 the dots generally -- we didn’'t put aline on

5 from the 2007 level. 5 this, an R squared value or something. It'sa

6 And thefinal topic that I'll addressis 6 bit of apoor dataset totry todo that

7 one that we recommended in our 2013 evidence, 7 analysis. But thevaue of 650 on the

8 there be an adjustment for normalizing the 8 vertical axisyou'll seeis not -- you know,

9 load, which you've heard about this morning. 9 just eyeballing, not far off of where one
10 In our 2014 evidence, when we looked at the 10 would expect whenyou have this type of
11 updated loads, it didn’t seem that that was 11 loading, again monthly versus annual, but when
12 necessary. I'll cover why that is and why we 12 you have thistype of loading, 650 did not
13 end up with somewhat of a different conclusion 13 seem out of line. So, we said there's a weak
14 than what you have heard this morning. 14 relationship in the data, but you know, 650 is
15 I’ll note on this slide that as a result 15 credible.
16 of the settlements, my understanding is all of 16 It'swhen you go to the 43 kilowatt per
17 the other matters addressed in our evidence, 17 barrel proposed for the station’s service that
18 as well as all of the RFI responses we 18 we startto have anissue. Andon this
19 responded to, relate to matters which are now 19 measure, Hydro used a percentage, 6.61
20 settled, with the exception of a portion of 20 percent, which is based on afive-year average
21 oneRFl response, which was about the new 21 of what the station service levels have been.
22 generation supply cost deferral account and 22 But as you have just seen inthe previous
23 whether it's needed or whether they should 23 graph, over that five-year period, most of the
24 just have more frequent GRAS. So that one, | 24 dots are considerably to the left of where we
25 guess, the response is il relevant. But 25 arenow. They'relower -- thelast five years
26 other than that, all of the RFIS relate to 26 have had lower Holyrood loading than we're
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1 going to seein future. 1 completed. Late2014 ismy understanding.

2 (12:00 p.m.) 2 There'sone very large capital project, the

3 So, if you see the blue diamonds, if you 3 variable frequency drive units that are being

4 like, on this graph, those arethe actual 4 installed on the fansat Holyrood, and this

5 annual station service loads from 2000 to 5 project isin evidence as paying for itself in

6 2014. They're annual values and they give you 6 less than one year through the savings to the

7 an idea of how much was used and that's as 7 energy used at Holyrood. These variable

8 reported in the evidence, and you can see the 8 frequency drive fanslet thefan runat a

9 square and the diamond are the’15 and’ 16 9 speed that varies, so it uses less power when
10 numbers that Hydro isusing to project the 43 10 Holyrood is running at alow level, rather
11 kilowatt hours per barrel, the percentages 11 than having to run it full speed all the time.
12 that ultimately lead to that. 12 And Hydro' s capital budget had said that the
13 Now we had two comments on this. The 13 project would cost 3.36 million, whichisin
14 firstis that by simply using a percentage 14 rate base, and that the savings would be
15 focused on the average in the last five years, 15 greater than that in one year and there’ s some
16 which would tend to be those values over to 16 different numberscited. 4.7 million ayear
17 the left, you're going to end up with a 17 was onethat’s cited inthe 2013 capital
18 percentage that’s quite a bit higher than 18 budget. AndinNP-191, asreferenced there,
19 you're projecting for the usagein the test 19 thiswas estimated at eight kilowatt hours per
20 years. S0, for one, the first problem we had 20 barrel.
21 was the selection of thefive-year data set 21 And so we said this isaproject that’s
22 didn’t seem to give an efficiency percentage 22 supposed to occur in 2014 and we know that one
23 that is representative of the year in 23 of the IRsreferenced that it was being
24 question, 2015. And the adjustment, if you 24 commissioned in late 2014. Sorather than
25 were to put these onto a-- draw a bit of a 25 just looking backwards, this should be built
26 line through them, tends to come out to about 26 into the rates, especially because the cost of
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1 5.85 percent rather than 6.61. That number is 1 the project has been approved, the project

2 not on there, but it ends up being about seven 2 under way, it should be put to rate. So

3 kilowatt hoursper barrel. And I'll say 3 that’s afurther eight kilowatt hours per

4 that’ s even a bit generous in the sense that 4 barrel.

5 some of these dotscome from much earlier 5 The sum of the two, if we go to the next

6 years, before Hydro has done many of their 6 dlide, isit’sasum of 15 kilowatt hours per

7 improvements to Holyrood that it’s been doing 7 barrel off of the station’s service estimate

8 over the years. 8 and it reducestest year fuel costs to about

9 So if you look through each of the annual 9 63,000 barrels, and depending on whatever
10 capital budgets and programsthat have been 10 price you come up with.So that was one set of
11 undertaken, and there's some RFIs that refer 11 recommendationsin the revenue requirement.
12 tothis, there’sbeen anumber of projects 12 The second relatesto the topic of cost of
13 that have been done that should make Holyrood 13 capital, andthis is a littlebit of an
14 more energy efficient, upgrades to lighting, 14 unusua topic. When you think about a
15 changesto duct work, changesto pumps, all 15 utility’s revenue requirement, there is
16 those sorts of things. So, alot of these 16 obviously the component for operating cost,
17 dots, if anything, if they were modernized to 17 for depreciation, and all of that, but then
18 the current Holyrood, they should be even -- 18 there' sthe component which relatesto the
19 beabit lower. But wejust used that was 19 capital that is used to finance the rate case,
20 projected onto the line. 20 finance the assets of the utility, much like
21 So that’ s the first type of adjustment we 21 for an accountant balance sheet, the rate base
22 suggested was needed. The second -- so that’s 22 islikeyour balance sheet, and the ideais
23 seven kilowatt hours a barrel. 23 that it would balance. In this case, what
24 The second one is related to capital 24 Hydro ends up doing is having arate basein
25 improvements happening today, as we speak, as 25 2015 that’ s approximately 1.78 million, it has
26 | understand or probably just recently 26 other assets which area work in progress of
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1 about - I'm sorry, of 1.8 billion, and awork 1 originally directed to be paid out already,
2 in progress of about another 1.4 billion, but 2 which has a significant impact on rates. The
3 if you actually look to the projected capital 3 third item goesto theRrsp, and I’'ll move
4 structure, they only have 1.78 hillion to 4 through this one quickly because | believel
5 finance that set of capital. It's about a 160 5 understand that this relates to the settlement
6 million dollar difference, and thereasonis 6 topic, but theload variation provision RSP
7 because there'sa very large RSP balance, 7 has been an item of concern to the industrial
8 which acts ailmost like aloan to Hydro. Hydro 8 customersfor along time. | agree with Mr.
9 paysinterestson the RsPbalance. Ifit's 9 Doug Bowman that it isafeature of the RSP
10 owed to customers, it's likea loan from 10 that is unusual, that you don’t see with other
11 customers, and you'll seein the RSP accounts 11 regulated utilities, it's servesto provide
12 every month there’s an interest paid to the 12 Hydro with a certain type of protection that
13 RSP for the funds that Hydro is hanging on to 13 isvery rare. Most utilities carry thistype
14 at the weighted average overall cost of 14 of risk at least until their next GRA. It'sa
15 capital, and that’s been in placefor along 15 feature that allows Hydro to avoid future GRAS
16 time. The net result is Hydro doesn’t need to 16 because if it has changes, in this cost
17 borrow this money at the current time because 17 structure it doesn’t need to come back to you
18 it' s sitting on an amount owed, a payable. As 18 and change itsrates, it just automatically
19 soon asit pays that out, it’s going to have a 19 gets covered and to some extent it's a
20 need to generate that cash. There's some RFIS 20 function of the rate design that’ s here today.
21 that refer to this. | think we can probably 21 There are ways to do different rate designs
22 go to the next dlide now, Ms. Gray. There's 22 that would reduce the need forit. The
23 some RFIs that refer to this, but as soon as 23 comment you'll note | put thereisthat if the
24 it paysthat out, it's goingto need to 24 Board were to elect to retain it in thetime
25 finance that cashthat it lays out, and 25 being, thereisroom to talk about eliminating
26 currently in financing of the rate base, 26 it astheinitiation of Labrador in-feed when
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1 you'll see around this 160 million dollars, 1 these revenue costs no longer becomes
2 financed at about a 6.8 percent cost. As soon 2 Holyrood, because there’ s aprovision which
3 asthat’s paid out, you'll end up going down 3 I’'m sure people are familiar with islinked to
4 to something more like anew long term debt 4 how much does your load change, how much does
5 costing about 3.6 percent. It'sabout a5 5 your revenue change, and how much does the
6 million dollar difference. That’ll happen as 6 cost at Holyrood change, and the net change in
7 soon asthose balances are paid out, and we 7 those costs Hydro gets to recover or refund to
8 have some cross-references there to some 8 the RsP. The fourth topic we dealt withis
9 forecast that Hydro provided which similarly 9 the energy supply cost deferral account
10 shows its cost going down, and theresultis 10 proposals that Hydro hasputin. As | read
1 that if there isn’t some adjustment done, that 1 their submission, in 2013 Hydro first proposed
12 isan item that would goto reduce Hydro’s 12 - in the 2013 filing, there isno filing,
13 cost in afuture year, not atest year. Rate 13 Hydro first proposed that the RsP be expanded
14 payers wouldn't see the benefit until the next 14 so that it picks up changesin not just
15 GRA if there’ s no adjustment done today, and 15 hydraulic generation asit has now, but also
16 weknow it'sgoingto occur. We know that 16 IPP generation and wind generation, so that
17 that payout has to occur. You'll notethat in 17 all of those amounts become stabilized. When
18 Hydro'scost structure there are many, many 18 we reviewed their proposal in 2013 and the
19 itemsthat are stabilized through an RSP or 19 updated version, it seemed appropriate to us
20 through deferral accounts, as Mr. Doug Bowman |20 that the volumes would be stabilized, and |
21 referenced. Thisisnot one of them. Thisis 21 can go into a bit more detail on that, and the
22 one that if their costs go down, it goes 22 reason is because if you get more power from
23 straight to Hydro’ s net income, and similarly 23 one source at acost that's something you
24 if thecost wentup, it goesstraight to 24 can't control like the flows on the Exploits
25 Hydro's net income, but in this case we seea 25 system or thewind generation, that does
26 significant change on the horizon which was 26 change your cost profile for Holyrood or
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1 whatever your incremental supply is, and it’s 1 arrangement will change. | have seen it said
2 long been accepted here aswell as other 2 that assets transfer to Hydro and become part
3 places that thisis an uncontrollable material 3 of rate base. I’'m not sure that iswrittenin
4 variable set by external forces, and it's 4 stone. Our concern with it isif you've got a
5 inherently unstable and if youdon't find a 5 fixed price and the uncertainty relates to how
6 way to stabilize this, we're going to end up 6 these assets will be transferred by government
7 spending alot of time arguing them in this 7 or directed by government to be transferred,
8 room and all we're going to end up withisa 8 what you're effectively doing by putting in a
9 winner and a loser at the end, and wewon't 9 deferral account is protecting Hydro, this
10 know - you could pour over the detail to try 10 type of account protects Hydro from actions of
11 to get the right number, but somebody is going 11 itsown shareholder, and that’s sort of an
12 to bewrong, it's going to be wrong, and it’s 12 unusual use of the account. If the price
13 awaysgoing to bewrong, and somebody is 13 changesfrom 4 centsto 8 cents, or if the
14 going to win and someone is going to lose out 14 price becomes part of rate base, it's easy
15 of that. So the ability to put this off and 15 enough for someone to say come back to this
16 put it into something that stabilizesit and 16 Board and have it reviewed for reasonableness
17 savesusall alot of time and fuss has some 17 rather than automatically have an account in
18 appeal, and for the same reason that you do it 18 placethat will take those amountsand put
19 for Hydro's own hydraulic plants, you could 19 them off on the side. That’s all this account
20 think about it for IPPs and wind on volumes. 20 isgoing to do, right, it's going to make it
21 So that part we said made sense. Go tothe 21 so that these amounts automatically go to the
22 next slide, Hydro isalso proposing to do it 22 side rather than maybe come back before this
23 for the prices, and it wasn’t apparent to us 23 Board and have the transaction or the change
24 that the prices for these supplies meet the 24 inprice reviewed. So by thetime we were
25 normal test that one would think about for 25 through that, we said that it didn’t make
26 stabilizing deferral accounts, and that’s 26 sense to us, and that on these items of price
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1 based on the understanding we got from 1 you would have the item stabilized. I’'m going
2 reviewing the evidence that there's 2 tothe 17th slide now. | also note that if
3 effectively two types of supply arrangements 3 the intent of the Exploits, including Exploits
4 we'retaking about. Oneis aset of IPP 4 in the deferral account is that if it’s cost
5 contracts, such as the ones that have been in 5 change as aresult of transferring the assets
6 place for along time, since 2000 or before, 6 to Hydro to become part of arate base asset,
7 that has price escalators built into them. 7 it'll befairly difficult, if not unworkable,
8 They'rejust aninflationary typeof price 8 to figure out how you go from 4 set power to
9 increase. You wouldn't only go about finding 9 whatever this new cost is, given this new cost
10 away to defer off or not reflect inflationary 10 would actualy be integrated into Hydro's
11 price increases inautility’s own account. 11 overall rate base and how it’s financed by its
12 Wedon't doitwith labour, wedon't do it 12 assets and setting up depreciation rates and
13 with cost of steel, | don’t know why we would 13 al of thelikefor that plant. Soit’s not
14 doit with cost of something that’s just a 14 like just saying it went from 4 to 6, it would
15 simpleinflationary effect. If it's something 15 be4 to 1, thismixture of different cost
16 like Holyrood fuel, fine, but thisisjust a 16 itemsthat probably meritsareview by this
17 simple inflationary effect as it's been 17 Board rather thanjust have an automatic
18 presented. The second set of power supply is 18 deferral. The fina comment on those was
19 that thisis proposedto apply tois the 19 there was some appeal to usthat the volumes
20 Exploits purchases, and | won't say that | 20 would be stabilized as part of the RSP, which
21 have kept up on every exchange about the 21 iswhat Hydro originally proposed in 2013. In
22 Exploits contracts or timing of pricing, but 22 the second filing, it was proposed that these
23 to my understanding there is a pricing regime 23 become their own deferral account, and |
24 in place that continuesto bein place at 4 24 couldn’t see the rationale for that. |1 would
25 cents akilowatt hour, and it’'ll bein place 25 say theipp volumesand the wind are not
26 for some period of time, and at some point the 26 really that different than Hydro’'s own
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1 hydraulic variances, and there would be room 1 direct maintenance people al theway upto
2 todo that withinthe RsPand to have it 2 head office and administrative costs to that
3 consistently dealt with. | raise that 3 asset, which is then charged to the customers
4 particularly in light of some of the recent 4 as part of their specifically assigned costs,
5 transactions we see in the 2015 RsP, which has 5 and that's been donefor alongtime. The
6 been filed as a consent exhibit, and the 6 alocation is based on the gross plant cost of
7 extent to which these other supply services 7 that asset, whichis somethingthat | know
8 now like wind and IPP purchases have grown a 8 Vaewill be discussing and issues with using
9 little bit change or undermine some of the 9 the gross plant value, but they’'re not
10 supply cost itemsin the Rspand how it works. 10 calculated with referenceto any type of
11 The premises behind the hydraulic account in 11 analysis of what it actually coststo operate
12 theRsPis that if you don’'t get the energy 12 and maintain the asset in question. It’s just
13 from your own hydro, you're going to get it 13 amathematical exercise done (unintelligible)
14 from Holyrood, so if your hydro is down, the 14 by saying, I’ll put this big piece of cost,
15 RSP pays Hydro to get that energy from 15 I’'vegot an extraset here, I'll put extras
16 Holyrood. There' sa transaction that pays 16 into the cost to that asset. The standard
17 them the difference. It'sin the hydraulic 17 ratio is reasonable. Typically it'susedin
18 variance and vice versa, Hydro credits the 18 lotsof partsof the allocation of cost of
19 savings to the account. That works when you 19 service studies, but any of thesetype of
20 have two supply options that oneis up and one 20 alocations have to also be tested for
21 isdown, but when you have athird option 21 reasonableness, fairness on the ground, if you
22 that’snot in the mix, what you can end up 22 like, that doesit passa smell test when
23 with is some very weird mismatches like what 23 you're doneor have youjust simply gone
24 shows up as this summary in the RSP where the 24 through a bunch of mathematics and the end
25 hydraulic generation is way down, but there's 25 result doesn’t make any sense. That's our
26 no Holyrood being used. It's way down 26 concern with Corner Brook’s specifically
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1 presumably not because of a shortage of water, 1 assigned charge inthis hearing. Corner
2 and even if there is a shortage of water, it's 2 Brook’s O& M component is proposed to increase
3 not being replaced by Holyrood generation 3 from 140,000 a year, which was the value from
4 becauseyou can look and there'svery few 4 2006, up to 352,000 ayear whichis the new
5 barrels from Holyrood. It’ s being replaced by 5 value. Thereasonthat goesup isbecause
6 what; by a third source that’s missing from 6 they’ ve built some new thingsin Corner Brook.
7 the mix, and because you have three variables 7 They’ ve added--rewound the unit, they’ ve done
8 now moving, 1PPs, hydraulic, and Holyrood, 8 afew capital projects and the like. One of
9 some of the basic premise on which your RsP 9 the interrogatories we asked was can you show
10 works starts to have a bit of internal 10 us anything onthetime sheet study or how
11 inconsistency. So to us, it makes more sense 11 much time staff spend there, or anything that
12 to put thisinto the RSPso you don’t end up 12 sort of gives areasonable basis, any evidence
13 with this mismatch set of assumptions. 13 tojustify the 352,000 isreasonable other
14 (12:15 p.m.) 14 than just some math that somebody can run on a
15 The last item that we had a recommendation for 15 spreadsheet, and we didn't get any useful
16 change was the specifically assigned charge, 16 response, | would say, nothing that we found
17 O&M, and it's my understanding the rest of the 17 helpful. If anything, there’s actually even
18 facts associated with the specifically 18 been one capital project undertaken whichisa
19 assigned charges have been negotiated or 19 remote vibration monitoring system that | put
20 agreed to or put off for the time being. The 20 some notes on there, which isdesigned to
21 question isthe operating and maintenance 21 reduce O& M, if anything. It’'sto reduce the
22 costs and allocation, and the mechanics behind 22 need for remote checks on the unit because -
23 Hydro's cost of service study are such that 23 on-site checks on the unit, sorry, because of
24 when an asset is specifically assigned to a 24 the remote monitoring being done on the
25 customer, the cost of service study doesan 25 vibration of the unit. | copied in the record
26 alocation of O&M costs, everything from 26 aswe understand from that project, but the
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1 end result was to remove the labour intensive 1 order. Normally industrial customerswill say
2 checksthat weregoing on. Inthat first 2 here' s the maximum amount we' re going to use
3 bullet, | see 144 and 145 were requested for 3 during the year and you charge that to them
4 substantiation and we weren't able to receive 4 al twelve months. When you’ re ramping up, if
5 it. We can’t see on the ground evidence that 5 you're not careful, what you say to the
6 there' s areason for this huge increase in the 6 customer is your demand in December, and we'll
7 charge. It's only being driven by the fact 7 chargeyou what you expect in December all
8 that new capital was spent, some of that 8 twelve months, even though in March you might
9 capital is actually designed to reduce cost, 9 not even be connected to the system yet, or
10 and asa result, | don't think the evidence 10 you're just connected to the system, you might
11 supportsincreasing that charge from 140 to 11 be still ramping up. So they each have their
12 352,000. Now | note that Vale has offered an 12 own specia order exempting them from the type
13 aternative suggestion of how to deal with 13 of considerations that go into anormal power
14 specifically assigned charge O&M. Their 14 onorder. Soin the 2013 evidence, it was
15 concern issimilarly spreadsheet based or 15 clear to us that we needed to review whether
16 mathematicsbased. They just say that if 16 these two customers were actualy
17 you're going to allocate using gross plant 17 appropriately included in an industrial class
18 values, you should adjust for inflation, and 18 to begin with. The premise of aclassin the
19 it'sareasonablerationale, and it actually 19 cost of servicestudy is you group like
20 does approximately the same thing I’ m talking 20 customerstogether and if they’renot like
21 about, but | don't want itto be suggested 21 customers, they shouldn’t be part of the same
22 that that solves the problem without the need 22 class. So we'veconsidered thosetype of
23 for considering whether the end result is 23 options, and also whether the effect of what's
24 reflecting what you see on the ground in terms 24 happening in the cost of service study
25 of the effort that’ srequired. Thelast item 25 underlines and neuters what the Board was
26 | address here isone that we said was a 26 trying to do by saying "as you ramp up, you're
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1 problemin our 2013 test year, and we don’t 1 not responsible for paying today for what your
2 seethe problemin 2015. | raise this, in 2 load is going to be later". Inthe 2013
3 particular, becauseit’s obviously an item of 3 evidence, looking at 2014 cost of service, it
4 concern and it’ s got alot of background and a 4 was clear tous that there were effects
5 lot of detail associated with this, and | want 5 occurring that were causing costs to be
6 to make sure that we are understanding of what 6 alocated as if Vale and Praxair were high
7 we were trying to proposeis clear and what | 7 load factor customers even though they
8 see 140 was doing is clear, the response has 8 weren't, exactly what the Board' stwo orders
9 been referenced, and why that’ s different than 9 were intended to not cause. So we requested
10 some of the proposals that are being discussed 10 Hydro to run a scenario where these customers
11 now. Soin 2013 test year, we did an analysis 11 loads were - theword is"normalized’. The
12 of the cost of service study, and saw that 12 customers loads were flattened to be more
13 Vae and Praxair were not operating like 13 representative of an industrial customer load
14 industrial customers. They were ramping up. 14 profile. The key to that iswe used the same
15 Y ou can see their load factors; Vae was at 28 15 test year, both were based on 2014, thereis
16 percent and Praxair was at 8 percent. Those 16 no changeto theforecast energy, soyou're
17 are not typical industrial customer numbers. 17 till dealing with the same load, all you're
18 You usually see very high load factors or 18 changing is the load shape, the load profile,
19 something like Corner Brook, which hasitsown |19 there' s no change to the revenue requirement,
20 generation, of not quite as high, but till at 20 no changeto the fuel needed because you
21 operating company profile. These are not 21 haven’t changed the energy at al, so there's
22 operating company type profiles. Therewas 22 no mismatchesinherent init, but the peaks
23 also thisspecial background that each of 23 were flattened to be consistent with what the
24 those customers had itsown order by this 24 Board ordered. We went through a number of
25 Board saying asyou ramp up, you're not 25 options for how you could deal with this
26 responsible for the normal rules for power on 26 situation and this IC-140 was only one option.
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1 One option was to normalize the load. Another 1 mismatch, you canruninto problems. What’s
2 wasto create another class, and we did put 2 being proposed isto say let’ s recognize that
3 the - next dide, please. Wedid run four 3 the industrial customer is growing and so this
4 optionsin that submission. So one option was 4 pie, if you like, will becut into more
5 to run another class, and had you run another 5 pieces, so each share will be smaller, and if
6 class, the - it'sin the submission, | didn’t 6 that were the case, the customers | represent
7 put it intothis dlide, but the industrial 7 should be firstin lineto say absolutely,
8 customer demand rate for operating industrial 8 let’ s do that, because our share is also going
9 customers would go down by a dollar a 9 to get cheaper, and people pay less, we'll pay
10 kilowatt, which isavery large change, that 10 less, Vale will have this huge extra share
11 the non-operating industrial customersas a 11 because they’re going to get allocated as if
12 class would have a demand rate that went up by 12 they were the 2016 or 2017 load, but it’'s
13 something like 6 dollars a kilowatt, so there 13 going to lead to the exact same place that we
14 would be something like $8.15 is the numbers| 14 had the problems in thefirst one, whichis
15 canrecall, | can pull them up, because of the 15 you end up allocating to a customer costs that
16 issue of them ramping up, and because the cost 16 unfortunately there’ s no load to pay for them,
17 of service datawould be trying to do through 17 and what the Board have said, | don’t want to
18 the back door what the Board said don’t do 18 alocate those costs until the load is there,
19 through thefront door. In other words, 19 as part of those past orders. So if anything,
20 assignyou afull shareof costasif you 20 the proposal to use the future load forecast
21 operated all year, but try to collect it back 21 is creating the very issue wetried to solve
22 on alimited number of units because you 22 with the proposal in the 2013 cost of service
23 didn’t operate all year. That was the problem 23 that we no longer seein the 2014 cost of
24 with this cost of servicestudy isit was 24 service, and | think that’s only emphasized by
25 taking an $8.00 group of customers and a 25 the exhibit we saw early this morning, which
26 $15.00 group of customers and averaging them 26 I’ve had afew more minutes to review than Mr.
Page 126 Page 128
1 together and calling it $9.00, and the $15.00 1 Doug Bowman did, and even thenit'sstill in
2 number was not appropriate given the fact that 2 the early stages of review, if you like, but
3 they were ramping up. So our sensitivity with 3 theend result isdoing effectively what we
4 that and our normalization was based on 4 would have thought - | quoted some numbers,
5 ensuring that we were focusing on not 5 you'll notice on the slide. They were from an
6 assigning cost to a class for which there’ sno 6 earlier version of thisthat was being passed
7 load to pay for it. Intheir case, there 7 around at the time of the negotiated
8 would be no loadto pay for this cost. 8 settlement, but the end result isthat if you
9 Because they have asmaller load, you'd have 9 have more load on whichto split the same
10 to increase the rate. Now that we've got to 10 costs, everyone paysless. Soyour demand
11 2015 and we see a high load factor among the 11 charges will actually go down, or at least not
12 whole class, and that’s been agreedto, | 12 change materially, and that’ s exactly what you
13 understand, everyone understands that, there's 13 seein Hydro' s numbers. The problem isif you
14 no need to do this similar adjustment. We're 14 actually do that, and pardon me, I'll go to
15 not seeing that same type of ramp up factor in 15 the exhibit Hydro just pulled out.
16 the cost of service study, so the 2015 cost of 16 MR. COXWORTHY:
17 service study is only assigning cost to the 17 Q. Undertaking 41.
18 class for which there’saload to actually pay 18 MR. PATRICK BOWMAN:
19 for. That's why wedidn't recommend any 19  A.Undertaking 41. Canwe pull up Undertaking
20 changes. The issue- on my last page, page 20 41, and | apologize for this, but I’m going to
21 22, theissue in regards to the unsettled item 21 take you to the third page which is the small
22 isthat you need to be careful ina cost of 22 numbers. What you see inthe first group,
23 service study you're not mixing and matching 23 first box, isthe 2015 test year, and there's
24 loads and costs from different years. | don’t 24 afair number of numbers at the top, but if
25 think I'min adifferent place than Mr. Doug 25 you work way down to the bottom, you'll see a
26 Bowman about that, and if youdo have a 26 number that says, IC Demand cost, $8.38.
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1 That'swhat’s being proposed inthis here. 1 bill of what they would have paid if it was
2 Y ou go further down, and you see an NP demand 2 2017, thisyear and next year. So this
3 cost, which isa cost alocation, it's not 3 alocation isif you only focus on one piece
4 actually the rate proposed or anything, it'sa 4 of it, if you only focus on Newfoundland Power
5 cost obligation of $10.18, and two rows up 5 paying 1.7 million less, that sounds great,
6 from that you' |l see what that meansin dollar 6 but that’ s a share that some day Vae will be
7 terms. Theindustrial customerswill get 8. 9 7 onthe systemto pay, but they don't exist
8 million dollars of costs, NPwould get 153 8 there yet for to pay that, their load isn’t at
9 million. Now we're going to move across the 9 that level, and if anything, it seems to be
10 page and what Hydro has providedis a 2016 |10 longer and longer beforeit’sgoing to show
11 forecast and a 2017 forecast, meaning forecast 11 up. So that’sthe reason why mixing and
12 loads, just loads, and then at the end a three 12 matching the years starts to lead you into
13 year average, and it might just be easiest to 13 problems and Hydro' s line that thisisjust a
14 go to the 2017 as an example. 14 cost of service, we' re going to get our money
15 (12:30 p.m.) 15 either way, under this scenario they won't get
16 If you look atthe 2017, what you see is 16 their money, their rates will be lower on the
17 industrial customers go from 8.9 millionin 17 same load, Hydrowill actualy be out a
18 costsup to 11.6 million, right, they got a 18 portion of its revenue requirement, and the
19 bigger share, the share of the pie going to 19 reason | can’t suggest our clients argue for
20 industrial customers isgoing up, but their 20 thisis because|’'m pretty sure Hydro will
21 billing unit, if we have the 2017 load, would 21 come back and say we need to find away to get
22 be 1.4 million billing units, sothe rate 22 that money back and it'sgoing to come back
23 comes out exactly the same. NP gets a smaller 23 around. So I'm not suggesting that we
24 share of cost, down by 1.7 million dollars 24 shouldn’t look at acost of service that is
25 alocated to it, so it'saverage cost goes 25 representative over the period, but the piece
26 down a bit. So far, if wewent down this 26 you should look at as representative is
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1 road, industrial customers hold the same rate, 1 whether the ratethat’s being putin place
2 NP pays less. We're going to flip to the next 2 today reasonably represents what the rates
3 page which says "Energy”, so we can seethe 3 would be in 2016 and 2017, given the load, and
4 whole picture, and energy isbasically doing 4 if you see that with something like the rates
5 the same thing, it’s showing dollars with the 5 here that they’re not changing dramatically,
6 unitsand then therates, and again inthe 6 they’ re going down, but they’re not changing
7 first piece you see 5.151, which isthe energy 7 by ahuge amount, if that’s the conclusion,
8 rate proposed for the ICsin this hearing, and 8 then you're fine. If you see them changing by
9 NPisat 5.16, which again isthe average NP 9 ahuge amount, then it just tells you you need
10 energy cost in this hearing as proposed in the 10 a2016 or 2017 test year, and by the time you
1 cost of service study, and if we move over to 1 do that, Hydro is going tobring in new
12 2017 and say what if we carved up 2015 costs 12 revenue requirements and the like, but the
13 based on 2017 load, the industrial customer 13 evidence isn't here today to do that.
14 rate drops from 5.1 centsto 4.9 cents, and 14 MR. COXWORTHY:
15 the NPrate drops from5.16t04.91. Soif 15 Q. Thank you, Mr. Bowman. Mr. Chairman, there's
16 only we could do this, if only we could use 16 no further direct.
17 the 2017 loads, the industrial customer rate 17 CHAIRMAN:
18 would be lower, and NP s rate would be lower, 18 Q.| think we start with you, Mr. Y oung.
19 which sounds great, we would be thefirst to 19 MR. YOUNG:
20 line up that, except this has the problem that 20 Q. Yes, Mr.Chair. Actualy, I’'mgoing to ask
21 if people actualy paid that rate, Hydro 21 for a couple of minutes, if you don’t mind. |
22 wouldn’t reach revenue requirements because 22 fed likeI've been drinking through afire
23 it'strying totakeits revenue requirement 23 hose in the last few minutes of - fair bit of
24 for 2015 and carve itup on aload that 24 datacoming at me. I'd liketo take just
25 doesn’'t exist in 2015. There’ s no oneto pay 25 three or four minutes to discuss this with my
26 that amount unlessVale somehow pays their 26 people, who will give me some advice on one or
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1 two items. 1 normally, and this isin agreement with the
2 CHAIRMAN: 2 comments of Mr. Doug Bowman, normally fuel
3 Q. Sure 3 efficiency is something you would like to see
4 MR.YOUNG: 4 the utility on the hook for, if you like, or
5 Q. Thank you. 5 somehow having a financial impact, and you'll
6 (12:34p.m.) 6 seethat in alot of different jurisdictions,
7 (RECESS) 7 but given the fact that Holyrood is in this
8 (12:52 p.m.) 8 transition phase, it's afairly limited period
9 MR. PATRICK BOWMAN - CROSS-EEXAMINATION BY MR. GEOFFREY 9 where we're going to be dealing with it, we
10 YOUNG: 10 didn’'t take any objection to what Hydro was
11 MR.YOUNG: 11 proposing on stabilizing efficiency, and
12 Q. Good afternoon, Mr. Bowman. 1'd just liketo 12 that’s summarized at page 3 of our pre-filed
13 thank the Board and the parties for giving me 13 testimony.
14 that indulgence, | did need to speak to some 14 MR. YOUNG:
15 people. There wasastrange question asked 15 Q. Yes, and that’swhere | was going to take you,
16 earlier in the hearing to awitness, were they 16 but | don't need to. Thank you. The other
17 an engineer, and the answer was "no", and then 17 point, similar in asense, isthe combustion
18 "I’'m not an engineer either, | need to speak 18 turbine at Holyrood, which there is testimony
19 to one", so | think to actually have an 19 preceding you with regard to the way that may
20 opportunity to have done so might make thisa 20 be used at different times of year for
21 little bit more efficient, the whole area of 21 different purposes. The amount of fuel that’s
22 questioning that | was going to wander 22 used there, do you think that’s also afuel
23 through, which | don’t need to go through. | 23 supply matter that should go - because it
24 wonder if | could start with the issue of the 24 could be larger, it could be small, it depends
25 deferral accounts. Y ou mentioned at the end 25 largely on the circumstances. | think that's
26 of your testimony that some of these things 26 the testimony. Do you think that’s also
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1 haveto be tested for reasonableness on the 1 something that we could properly deal with in
2 ground, and some of theissuesthat you've 2 adeferral account to support that?
3 explored, it occurred to me, and we can start, 3 MR. PATRICK BOWMAN:
4 if youwish, with the Holyrood efficiency 4 A I'll say yes, with one small caveat, whichis
5 issue, the station services and that amount 5 | did see some new information coming out of
6 and, | think, as| understand your testimony, 6 some of the earlier cross-examination now that
7 you don’t have the data you would like to know 7 the combustion turbine is available, Hydro has
8 exactly wherethat is, and, of course, we're 8 anew opportunity to optimize how it deals
9 using five years of history to try to get an 9 with loading of Holyrood in certain
10 assessment of that. Because of the potential 10 circumstances, such asyou only need a few
11 variability of this, and asyou said, there 11 hoursaday of supply, keeping aunit on at
12 are circumstances changing, and | think you're 12 Holyrood which doesn’t ramp up and down
13 probably aware that there’'s testimony to the 13 easly, canlead to a very low efficiency at
14 Board that the manner in which the Holyrood 14 Holyrood. So eventhough fuel oil, like,
15 thermal plant isbeing used to meet system 15 number 6 oil would be cheaper on an output
16 requirementsis changing alittle bit, do you 16 basis, you' re spending more to keep this unit
17 think it will bea good idea if we could 17 warm than just to turn on the turbine and turn
18 insulate customers from the ups and downs of 18 it off. Whenever you have that kind of trade
19 that by putting this issue into deferral 19 off available to a utility, you' d want to go
20 account, or dealing with it in that manner so 20 through al of the linkages to make sure that
21 that the efficiency is different than we 21 there' s not some weird incentive that if | do
22 anticipate, and we don’'t know where it’s going 22 it that way, you know, | win, or do it that
23 to be, so that customers neither win nor lose? 23 way, you lose, something that | get to charge
24 MR. PATRICK BOWMAN: 24 into RSP one way, and oneway it hits my
25 A.Yes, | diddea with that in the pre-filed 25 books, so you end up with weird incentives,
26 testimony. | didn’t go toit, but just to say 26 and | can’t say I've thought that all the way

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

Page 133 - Page 136




September 30, 2015 Multi-Page™ Hydro 2015 GRA
Page 137 Page 139
1 through, but it seemsto methat if it'sa 1 thisissort of coming at you somewhat cold
2 resource of that type which hasa trade off 2 this morning, but what | understood you to say
3 with Holyrood, probably you'd end up with the 3 isthat if you, for want of a better word,
4 result being they would be treated similarly. 4 "tinker" with some of these factors, you can
5 MR. YOUNG: 5 get untoward results or results which may not
6 Q. Yeah, | think that you answered the question 6 be stable or robust as you go through this. |
7 the way | expected you to, the point being if 7 suppose in atheoretical ideal you would have
8 the company isrunning those assets together 8 numerous test years and would change al of
9 for the optimum way, but there isatrigger in 9 these factors correctly, but | got the
10 the way that you' re awarded or penalized with 10 impression you were saying if you changed some
11 respect to something an efficiency of aunit 11 of these factors without considering the
12 which you shouldn’t be running very high 12 larger picture, you can get results which are
13 because of other reasons, that might give the 13 reliable, is that correct? Wasthat your
14 wrong sort of results from the point of view 14 message?
15 of the company doing the wrong thing on that 15 (1:00 p.m.)
16 day. Soif you remove that concern, | think 16 MR. PATRICK BOWMAN:
17 this is what you're saying, and let the 17 A.Wéll that’sthe sort of truism, if you like,
18 company do the right thing for the system and 18 before you change onething, you at least
19 avoid those penalties or rewards with respect 19 understand what the others are going to do and
20 to an efficiency factor, it might be better 20 if they’rematerial. My comments, if it
21 and I'll say we'refairly new at this because 21 helps, were along thelines of | think you
22 the cT isarelatively new asset for us. 22 need to find a consistent year, a consistent
23 MR. PATRICK BOWMAN: 23 time period for which you can design a set of
24  A.Yeah,and| think you'renot only new at it 24 rates that fully recover the revenue
25 becausethe cTisnew, | think you’re new at 25 requirement, recognizethe loads that are
26 it because Holyroodis playing a different 26 there, and then look at thetime periodsin
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1 role, whichyou'll seea fair bitin our 1 which those rates would be applied. If you
2 evidence, although thisis amatter that's 2 had atest year every year, we wouldn’t have a
3 been put off, but Holyrood wasjust abulk 3 problem, but we're not trying to have atest
4 power of resource before. Now it's doing 4 year every year, so becausewedon’'t havea
5 reliability roles and voltage stability and 5 test year every year, you' d run the 2015 rates
6 al these things as Avalon load grows and 6 and seeif those kind of worked over '16 and
7 other loads shrinks, so itsroleis not going 7 17 and I’'m sympathetic to people saying that
8 to change and this just underlinesit even 8 ittakesalot of datatodothat. | think
9 more so. And | just want to be careful that 9 this is not that different than | would
10 in the comments I’m not trying to suggest that 10 approach it onthe quick way, | accept Mr.
11 Hydro would act improperly or somehow notin |11 Greneman’s point that you could certainly do
12 the least cost fashion, but you do haveto 12 itin afar more detail level, but as a quick
13 recognize financial incentives and, you know, 13 way, thisisa perfectly reasonable approach
14 whether those incentives are acted upon or 14 and what it saysto me, if I’mlooking at it
15 not, it certainly makes thisroom alot easier 15 from anindustrial customer’s perspective,
16 if people aren’t suspicious that they may have 16 this suggests that the rates are, for 2015
17 been, so if you can find away that the system 17 that are proposed, are not orders of magnitude
18 is clean, then that works better. 18 different than what would happen if you had a
19 MR. YOUNG: 19 2017 test year, recognizing that this 2017
20 Q. Thank you. Your discussion at the end of your 20 number doesn’t have new 2017 costs built in,
21 testimony regarding the undertaking this 21 right, as they’re going to be building things,
22 morning, undertaking 41, I’'m trying to get a 22 they’re going to be borrowing money and all
23 better sense of what you said at the end of 23 that sort of stuff. But they’re not, you
24 that. | wastryingto follow it, of course, 24 know, some order of magnitude that would swing
25 this was not something you had an opportunity 25 things dramatically and | think the demand
26 to provide anything pre-filed on it because 26 charge wouldn’t be different at al. Andto
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1 the extent their energy rateis different, 1 balance. Sothe concern raised in that
2 this-it would raise questions as to whether 2 context and the ideawould be the amount we
3 continuing to pay the 5.1 cent rate while the 3 paid out including within the test years we
4 cost level starts to drop towardsthe 4.9 4 are dealing with. Now that it's pushed
5 would lead to somehow Hydro profiting from 5 beyond, you know, that is an issue that, yeah,
6 load growth because charging 5.1 when the 6 there would be pluses, there would be minuses
7 costing is4.9, but we already know through 7 and this would be one of the factors, assuming
8 the RFP mechanism Hydro is not able to 8 it'snot paid out in calendar 2015.
9 (inaudible) put the costs through there and 9 MR. YOUNG:
10 the revenues through there, so, now, as Mr. 10 Q. Thank you, Mr. Bowman, those are my questions.
11 Greneman says if youwere to do a huge 11 Thank you, Mr. Chair.
12 spreadsheet and follow all this through, we'd 12 CHAIRMAN:
13 really check with the RSP data, really check 13 Q. think Mr. O’Brien, we' re over to you.
14 with the cost of service data, but | don’t 14 MR. PATRICK BOWMAN, CROSS-EXAMINATION BY MR. LIAM O'BRIEN
15 think you’ d--this doesn’t, to me, suggest a 15 MR. O'BRIEN:
16 major base of concern. 16 Q. Thank you, Mr. Chair. Mr. Bowman, | only have
17 MR. YOUNG: 17 acouple of questionsfor you, one of them
18 Q. My last question has to do withthe point 18 dealswith the load variation component, the
19 you'veraised about the current Rsp balance 19 rRspand you had indicated, | guess, that it
20 and the change and theway it’s going to be 20 should be eliminated. I’'mwondering and |
21 treated from a borrowing methodology, once 21 sort of got a feeling that you're not
22 it'spaid out. I’'mjust wonderingif you 22 necessarily head strong on that being
23 agree with me that while that is a change that 23 eliminated right now if we're going to look at
24 may occur, that over the next year or so when 24 that in a Cost of Service Study in the next
25 therates are goingto beset and put in 25 couple of years, am | fair in my assessment of
26 place, all kindsof thingschange, that is 26 that?
Page 142 Page 144
1 one, but there is inflationary changes, 1 MR. PATRICK BOWMAN:
2 there' s capital changes, there’ s assetsgo in 2 A That'sfair.
3 and out of service, | mean, thisisjust one 3 MR. O'BRIEN:
4 of the number of variables, would you agree? 4 Q. Because there may be some rate design changes
5 MR. PATRICK BOWMAN: 5 for theindustrial customers that might arise
6 A.Yeah, | agreewith that and I’d even underline 6 out of that Cost of Service Study and it might
7 it by saying when we first went through this, 7 be appropriate to look at all of this at one
8 we were sitting with an oiC saying these 8 time.
9 amounts would be paid out by Christmas, 2013, 9 MR. PATRICK BOWMAN:
10 if 1 have my dates correctly and this, 10 A. Well as amatter of fact, that was exactly
11 particularly the NP balance, whichis one 11 what was proposed out of the 2006 settlement
12 major cash transaction that would be aknown 12 that there would be an industrial customer
13 event and we looked at the 2014 test year and 13 rate design working group and a RsPworking
14 we came up with the recommendation saying this |14 group, and the ideawas we'd head towards
15 wasa problem and certainly in discussions 15 somewhere wherethe load variation wasn't
16 with the clients, we'd raisethis the same, 16 needed and we know what, you know, industrial
17 thisitem isworking, it's (unintelligible) 17 customer rate design got delayed and now we
18 it's going to be there along time and al the 18 are where we are, so the two are linked.
19 time it's there, it's earning 7 percent 19 MR. O’'BRIEN:
20 interest, you know, on the balances and where 20 Q. Okay, the only other question | had, just in
21 isthat 7 percent, it's coming out of rates, 21 terms of the O&M costs you were talking about,
22 like people are paying these amounts and maybe |22 your comments were really associated with the
23 people should look at transferring this to 23 frequency converter, | think, more so than Mr.
24 somewhere whereit’s financed by a low cost 24 Dean’ s position with respect to O&M charges,
25 debt, rather than assuming it’ s this high cost 25 isthat fair to say?
26 equity and long-term debt finance short-term 26 MR. PATRICK BOWMAN:
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1 A.My commentswere specifically look at the 1 Q.C:
2 facts of the frequency converter, the comments 2 JOHNSON, Q.C.:
3 on the principles | think would apply to 3 Q. If I could get some clarity on the load
4 either situation. 4 variation position, | guess what I'm
5 MR. O'BRIEN: 5 interested in knowing, it's one thing to say
6 Q. Okay, to either situation, and in terms of Mr. 6 well | don't feel strongly about it, I'm not
7 Dean’ s position, and we will hear from him, | 7 head strong about changing the load variation,
8 guess, as to how you would calculate or pro- 8 but can | take that as meaning, look, I'm not
9 rate O& M costs by looking at the Handy Witman | 9 going to be asking the Board at the end of the
10 Index and making some assumptionsin terms of 10 day to change the load variation in this
1 plant in-service dates, that sort of thing, so 1 proceeding and we' Il study it further? Can we
12 you account for the time, value, money. Are 12 get some clarity on that, Mr. Bowman?
13 you aware of any other jurisdiction that would 13 MR. PATRICK BOWMAN:
14 do that? 14 A.Mr. Johnson, I'mjust a guy retained to
15 MR. PATRICK BOWMAN: 15 provide advice and writea report for the
16 A. Not specifically, but | did do some work on 16 client, they're goingto come up with a
17 this tolook into the other jurisdictions 17 position they recommend at the end of the day.
18 we' veworked inand | will tell you quite 18 My review of it is the load variation
19 frankly | wasn’t even ableto identify one 19 provision, we recommended--people from my firm
20 that I’'m familiar with that charges specific 20 who were involved in 2001 testified here that
21 O&M at all. Specificson assets, so people 21 it didn’t belong in’03 and ’ 06. Our position
22 pay for assets up front, but | did check with 22 wouldn’t have changed on that but in terms of
23 Manitoba Hydro and I've looked at our 23 when you do it, it'sbeen 15 yearstrying to
24 situation, we hooked up aminein Y ukon and 24 get people totak about it and go through
25 some othersand most people don’t bother to 25 those permutations. | don’t thinkit's a
26 try to go dlong and also say |I'm going to do 26 drop-dead position for the industria
Page 146 Page 148
1 something like this and without going too far 1 customersas | understand it, but itis a
2 down in my conversation with people at 2 concern about the risk distribution.
3 management of Hydro, | certainly had them 3 JOHNSON, Q.C.:
4 scratching their head about how much effort it 4 Q. Yes, because dropping theload variationin
5 might beand how they would doit in a 5 the absence of having, looking at the
6 defensibleway. Now they are amuch smaller 6 industrial customer’s energy rate or trying to
7 specifically assigned asset bases, so | can’t 7 set it to marginal cost, that has implication
8 recall the numbers of how many contributed or 8 for Hydro’' s bottom line, doesn't it?
9 customer paid for assets are. 9 MR. PATRICK BOWMAN:
10 MR. O'BRIEN: 10 A.Yes.
11 Q. Sointermsof the question, | guess, you're 11 JOHNSON, Q.C.:
12 not aware of any other jurisdictions that 12 Q. So forinstance if we see the industria
13 would do it the way Mr. Dean is proposing to 13 customer class load going up fairly
14 doit? 14 significantly in 2016 and 2017, in the absence
15 MR. PATRICK BOWMAN: 15 of the load variation and of course the
16 A.No, I'mnot awarethat any would need to 16 settlement agreement aready indicates that
17 because they don’ttry to go through an 17 theicrate is settled upon, soif we didn’t
18 allocation process, so neither what's done 18 have that load variation and we had 1C load
19 here or what Mr. Dean’s approach is consistent 19 ramping up in 2016 and 2017, that would mean
20 with any other | was able to quickly look at. 20 that would be aloss going to Hydro’ s bottom
21 MR. O'BRIEN: 21 line, would it not?
22 Q. Okay, dl right, I have no further questions 22 MR. PATRICK BOWMAN:
23 for Mr. Bowman. 23 A.Unlessit wasa 2016, 2017 test year.

24 CHAIRMAN:

25

Q.

Mr. Johnson, | believe.

26 MR.PATRICK BOWMAN, CROSS-EXAMINATION BY TOM JOHNSON,

24 JOHNSON, Q.C.:

25
26

Q.

Right, and we've also agreed that that’s not
going to be likely happening, right?
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1 MR. PATRICK BOWMAN: 1 as amatter of fact, but | don’t know that it
2 A Yes 2 solvesthe entire problem. And | say that in
3 JOHNSON, Q.C.: 3 light of the fact that you have to recognize
4 Q. Sotheideathat we would entertain dropping 4 and thisisin evidence, there are clientsin
5 the load variation in this proceeding without 5 our group that would actualy pay abit more
6 having thework doneonthelc rate, that’s 6 asaresult of applying that method, they’re
7 not agood idea, right? 7 not just let, soit’s not just a matter of
8 MR. PATRICK BOWMAN: 8 getting the rate down, but the approach is an
9 A.ldon'tdisagree with you. 9 improvement, it doesn’t end the need to do a
10 JOHNSON, Q.C.: 10 reasonabl eness check.
11 Q. All right. Now, with relation to the 11 JOHNSON, Q.C.:
12 specifically assigned charge issue and | just 12 Q. Soinyour opinion, Mr. Bowman, is the record
13 want to get you to turn to page 21 of your 13 that’ s before the Board and just to put it
14 dlide fora moment. You indicate at the 14 thisway to you now, we' ve heard that there’s
15 bottom of the dlide therethat "Mel Dean 15 hardly anybody else doesthisinany of the
16 offers alternative solution for specifically 16 other regulatory boards, right, and Mr.
17 assigned cost O&M and you say rationale is 17 Greneman from Hydro said look, you know, we
18 sound, but this approach does not eliminate 18 came up with this sort of model assort of a
19 need to make sure final result is reasonable.” 19 discussion piece type of idea, you know, |
20 That looks to meto say, look, | don’t think 20 tend to think from what I’ m reading that there
21 that we should, in this proceeding, make a 21 might be some sympathy for some of the
22 changeto the Board’s accepted methodology. 22 arguments, but you' re not suggesting that the
23 He' s opened up a potentia issue, but perhaps 23 record in this proceeding is sufficient to
24 we should study it when we were studying the 24 give aleve of satisfaction to you that the
25 other cost of service issues, would that be a 25 final result that comes out of thiswould be
26 proper characterization of whereyou are on 26 reasonabl e?
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1 that, Mr. Bowman? 1 MR. PATRICK BOWMAN:
2 MR. PATRICK BOWMAN: 2 A.l would suggest that the record in this
3 A.No, the bullet, Mr. Chairman, the bullet was 3 proceeding and basic understanding of
4 added to emphasize that I’ m cautious of anyone 4 economics is that what Mr. Mel Dean has
5 ever coming up with a simple, like a 5 suggested it is preferable, is a preferable to
6 spreadsheet solution to analyzing this problem 6 the method that Hydro has been using and that
7 away, that somebody at a desk and Handy Witman 7 should be applied, and on top of that, a
8 or do something else to make sure that they’ ve 8 reasonableness check should be applied to see
9 arrived at a fair result. They may have 9 if that does address the issue or not. | can
10 arrived at an analytically correct result, but 10 tell you that when Corner Brook looks at the
11 | still think there’s a need to make sure that 11 result, when onelooks at theresults from
12 the end result is reasonable and if it doesn’t 12 Corner Brook where the O& M charges are more
13 pass the reasonableness test, then there’'sa 13 than doublein this rate change, in this
14 needto find a--to do an adjustment. 1've 14 proposal that Hydro has provided, the
15 certainly seen that in other cost of service 15 application of Mr. Dean’s method would reduce
16 issues where, you know, an issue may have 16 that significantly to the point where you may
17 evolved over many, many years and cost of 17 look atit and say thecharges, the O&M
18 service studiesget adopted every GRA and 18 charges have gone up but it hasn’'t gone up by
19 methods change a bit and pretty soon you get 19 that much more than inflation and so we don’t
20 somewhere and people look at it and say, wait 20 need to spend a whole bunch more time
21 a minute, that's far away from what is 21 assessing Hydro's proposal and whether the
22 reasonable at all and it’ stime to do a bit of 22 evidence supports it. Theevidencethat a
23 anoverride. So | think if anything what 23 charge goes up by inflation is pretty, you
24 Mel’s suggesting, Mel Deanis suggesting is 24 know, isreasonable onthe face of it at
25 probably an improvement if you're going to 25 least. So | think, no, | thinkit's an
26 specifically assign O& M, it is an improvement 26 improvement to do what Mr. Dean is suggesting
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1 and | think that then there’s aneed to also 1 (phonetic) that people use in the industry and
2 do across-check and | think frankly it’s on 2 say, well you know, a normal percentage of O& M
3 Hydroto do itto make sure that the end 3 might be"X" percent, | don’t know if that's 4
4 result distribution. 4 or not, | haven't looked at transmission lines
5 JOHNSON, Q.C.: 5 inawhile, | certainly have looked at Hydro's
6 Q. So have you seen evidence on the record asto, 6 plans, but not transmission lines, so
7 you know, the cross check that you're 7 something like that might be an industry wide
8 suggesting and how we would ascertain this 8 cross-check. The other thing is probably not
9 reasonableness here in this proceeding? 9 that different than some of what I’ ve read and
10 MR. PATRICK BOWMAN: 10 | admit, | haven't gotten into great detail of
11 A. No, asamatter of fact | said it's not there, 11 it, but some of what I’vereadin terms of
12 so something like Corner Brook’sO&M charge, |12 Hydro’sown internal cost alocations, what
13 you know, $140,000 ayear iscurrently built 13 it's doing with sister companies, can you look
14 into rates was accepted and presumable Hydro 14 at a timesheet study, can you look at what
15 considered it was reasonable, it came out of 15 your cost of alineman is and what's a
16 the 2006 negotiations, so for whatever reason, 16 reasonable number of hours that they might be
17 you know, the Board has had that in place. It 17 spending on harbour tightening or, you know, a
18 seemsto me that the evidence to increase that 18 clearing, how much doesiit cost to clear that
19 or change that, if wewereusing Mr. Dean’s 19 brush line every oncein a while and come up
20 method and | don’t have the numbersright in 20 with some type of normal levelized cost
21 front of me, but if we'reusing Mr. Dean’s 21 estimates. Peopledo desktop studies on
22 method and it came back that the chargeis up 22 transmission lines all the time that have O& M
23 by acertain amount, but that amount is not 23 estimates, those are not uncommon, so to just
24 that different than inflation since 2006, then 24 sort of revert toit’sthis percent or go 4
25 | think you’ ve probably gone most of the way 25 percent and off wego, | think it isn't as
26 to showing that the result is reasonable. 26 defensible as alittle bit of homework would
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1 JOHNSON, Q.C.: 1 give you.
2 Q Wadl |l understand and we'll getinto thisa 2 JOHNSON, Q.C.:
3 little bit more with Mr. Dean, but therein 3 Q. Soit soundsto methat that issueis tailor
4 the Ve situation there was about 11 million 4 made for the 2016 review, to get into that
5 dollarsin capital that wasputin placein 5 sort of level of detail and justification,
6 terms of transmission lines and a termina 6 would you not agree?
7 station, acouple of transformers, et cetera 7 MR. PATRICK BOWMAN:
8 and the specifically assigned O&M cost is 8 A.lthink therefinementswe re talking about
9 around $400,000, so about 4 percent of that 9 could be part of that, but asl said, the
10 figure, and in terms of dealing with what Vale 10 current method, Mr. Dean’s method | think on
11 isseeking, doyou have any knowledge that 11 the merits, Mr. Dean’s approachis better
12 would indicate whether it should be 100,000 or 12 because it addresses one known problem with
13 200,000 or 300,000, I mean, in terms of doing 13 the current method which is the date of
14 this reasonableness check you're talking 14 implementation of the costs and inflationary
15 about? 15 pressures over that period.
16 MR. PATRICK BOWMAN: 16 JOHNSON, Q.C.:
17 A.Wdl first of al, | don't have those numbers 17 Q. Just onthe Holyrood conversion account, the
18 handy, I'll take your numbers, | don’t have 18 deferral account, Mr. Bowman, | think your
19 any objection to them, but | think there are a 19 evidence, if we could bring it up on page 22,
20 couple of ways one could look at this for a 20 line 21 onpage 22, connection with the
21 reasonableness check. Certainly lots of 21 Holyrood fuel conversation factor, you say in
22 people who do planning of transmission lines 22 the second paragraph, "In addition the current
23 will say, you know, you're doing an economic 23 amended 2013 GRA proposes a mechanism which is
24 cost benefit, they will say that 24 intended to provide protection for both Hydro
25 (unintelligible) cost 10 million dollars and 25 and rate payersif the fuel efficiency varies
26 there's some standard type of adders 26 from the GRA forecast.” And | guess that
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1 statement, Mr. Bowman, caught my attention 1 on equity pursuant to a government directive
2 because the evidence that we've heard, 2 to the Board, very much higher than what the
3 including from Hydro’'s executives, Mr. 3 Board set for them in the previous two GRAS,
4 Henderson, Mr. Martin, they have characterized 4 you're familiar with that?
5 these deferral accounts, including this one, 5 MR. PATRICK BOWMAN:
6 as amechanism that in fact shifts risks away 6 A.Yes
7 from Hydro and on to customers, okay, in the 7 JOHNSON, Q.C.:
8 financial sense, okay? Would you agree that 8 Q. Okay, now can you explain why in that
9 infact thisdeferral account does exactly 9 circumstance that customers should want to
10 that, it shifts risk from Hydro to customers? 10 sign onto yet another protective mechanism for
11 MR. PATRICK BOWMAN: 11 Hydro which actualy shifts risk to
12 A.When you're looking a it from Hydro's 12 themselves?
13 perspective, it shifts risk from Hydro to 13 MR. PATRICK BOWMAN:
14 customers, yes. 14 A.Wéll, Mr. Johnson, the problem we have is that
15 JOHNSON, Q.C.: 15 thereisin the future going to be a correct
16 Q. Right, so your statement that it’ s intended to 16 number in each instance in time and it’s going
17 provide protection for both Hydro and 17 to vary and we don’'t know what it's going to
18 customersis not true in the financial sense, 18 be, just as accepting that variability has an
19 isit? 19 element of risk, | think, evenin the street
20 MR. PATRICK BOWMAN: 20 we talk about, you know, locking your mortgage
21 A.Fromafinancia sense Hydro will haveless 21 aso hasrisk, not risk in that the number is
22 risk in asense of variability as aresult of 22 going to change, but risk in that you locked
23 having this mechanism, so it will shift risk 23 in at the wrong time, if you like. So part of
24 from Hydro. 24 therole and | do have some notesthat |
25 JOHNSON, Q.C.: 25 glossed over in thedirect to save a bit of
26 Q. From Hydro. 26 time, but part of the role of this type of
Page 158 Page 160
1 MR. PATRICK BOWMAN: 1 stabilization account isto say thereis a
2 A.From Hydro, yes, to customers. 2 fuel price, there is a hydrology, for example,
3 JOHNSON, Q.C.: 3 thereis an efficiency that’s going to exist
4 Q. Right, and presently customers are protected 4 that we can all spend time sort of arguing
5 from that risk, right, in the absence - 5 over and trying to get right, it’sgoing to be
6 MR. PATRICK BOWMAN: 6 different than we all assumed it was, no
7 A.Wdl protected in the sense that they have a 7 matter what, and the question is who should
8 rate they know they’re going to pay. If you 8 carry that variability? Things like hydrology
9 have a, you know, risk entails both sort of 9 and fuel have been well accepted that Hydro
10 downside and upside and customers are not 10 should be protected from those and customers
11 exposed to that at the moment. 11 should pay the actual amount whichis ina
12 JOHNSON, Q.C.: 12 sense a protection from customers from having
13 Q. Yeah, butrisk inthefinancia sense, asl 13 to guess at ahearing likethisor come up
14 understand it, is precisely variability up and 14 with exact right number, they’ll argue to get
15 down, right? 15 lower amounts or higher hydrology or lower
16 MR. PATRICK BOWMAN: 16 fuel pricing or anything like this and then be
17 A.Right. 17 stuck with that if it turns out to be
18 JOHNSON, Q.C.: 18 materially wrong. So the question iswhere
19 Q. Right, which presently belongs completely to 19 does hydrology better fit and isit better fit
20 Hydro. 20 likerainfall or isit better fit in something
21 MR. PATRICK BOWMAN: 21 that’sin, you know, or at the very least it’s
22 A. Correct. 22 with Hydro rather than customers. The
23 JOHNSON, Q.C.: 23 advantage isif the variability sits with
24 Q. Right, okay. Now, | just want to understand 24 customers, it makes customers pay the actual,
25 why in the context, because you' re aware that 25 it makes customers not have to come into a
26 Hydro in this proceeding is getting areturn 26 hearing like this and debate what the right
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1 numbers and live with it, whether they’re 1 be abit more comforted that whenyou go
2 wrong or not and particularly in an 2 through that, | have some recommended
3 environment where Hydro has the advantage of 3 suggestions but if the Board isto accept
4 better information, the full record, all the 4 those, it would come out to about 622 kil owatt
5 detailsor isit better that the variability 5 hours a barrel and we don’t have to argue for
6 reside the other way, and normally | would 6 626 because we know that if it does come out
7 argue that efficiency is better suited to the 7 to 626, we're going to see the upside of it.
8 utility because they actually have some 8 So | would say that the concern that | would
9 ability to control it, they have some efforts 9 seeisthat in the type of operation Hydro is
10 and it’sa good incentive piece to put on to 10 facing, there is potentially more upside than
11 the utility and they can see an ROE that gives 11 downside in the fuel efficiency factor and if
12 them compensation for bearing such arisk, and 12 that were not available to customers, | think
13 the load variations exactly the same, if you 13 we' d have to have a bit more debate here about
14 look down thislist of characteristics, load 14 how much upside might still be there.
15 variations would be on the utility whichis 15 JOHNSON, Q.C.:
16 why we say get rid of it. If your question is 16 Q. Nosense to ask another question now, Mr.
17 how isit consistency, I'll give you a higher 17 Chairman at this hour.
18 ROE and take away variability fromyou, | 18 CHAIRMAN:
19 think that is somewhat inconsistent and it's a 19 Q. Okay, so weshall adjourn until tomorrow
20 divergence that exists at thistime and that’s 20 morning.
21 got to be considered. 21 Upon conclusion at 1:28 p.m.
22 JOHNSON, Q.C.:
23 Q. And having thought about it, like as you have,
24 and | appreciate the fact that you're
25 reflecting on it there, et cetera, but having
26 reflected on that a bit further, would you
Page 162 Page 164
1 agree with me that, you know, in the light of 1 CERTIFICATE
2 these circumstances that we really ought not 2 1, Judy Moss, hereby certify that the foregoing is atrue
3 to be relieving Hydro of arisk that we' ve 3 and correct transcript of a hearing in the matter of
4 been paying Hydro to manage up until now for a 4 Newfoundland and Labrador Hydro's General Rate
5 far lower ROE? 5 Application heard on the 30th of September, A.D., 2015
6 MR. PATRICK BOWMAN: 6 before the Commissioners of the Public Utilities Board,
7 A.Asl| saidover thelong term, | would say 7 St. John's, Newfoundland and Labrador and was transcribed
8 efficiency should reside with the utility. If 8 by me to the best of my ability by meansof asound
9 efficiency was dill residing with the 9 apparatus.
10 utility, 1 think you'd find that some of 10 Dated at St. John's, Newfoundland and L abrador
1 comments | made in thefirst section of our 11 this 30th day of September, A.D., 2015
12 evidence might be stepped up abit, likel 12 Judy Moss
13 don't think they have the record of how 13
14 Holyrood operatesin this day and age with all
15 the improvements done on it at the load levels
16 they’re talking about. To metherecordis,
17 650 is areasonable estimate, but | think if
18 you redly went through it, you'd probably
19 come up abit higher. | think you'd see the
20 same thing on the station service side, you'd
21 come up abit lower and if that was about
22 dollarsin the pocket at the end of the day, |
23 think you'd be very careful that you didn’t
24 set that too low and alow Hydro to profit
25 from upside. We would want to work hard to do
26 that. Because of this account, | think we can
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