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1 OCTOBER 7, 2015 1 in position, | would seek the Board' s approval
2 (9:28am.) 2 to permit me to cross-examine Mr. Henderson’s
3 CHAIRMAN: 3 panel further on this issue, and 1 would
4 Q.| believewe're ready to start again, and | 4 propose to do so, if permitted, once the other
5 think, madam, you have an undertaking. 5 counsel have finished with the panel and
6 MS. PENNELL: 6 before Ms. Greene, Board hearing counsel,
7 Q.Yes, | do, Mr. Chair. We have Undertaking 28 7 questionsthe panel. | guess, the second
8 which gives the percentage of the performance 8 point is aprocedural point that | wish to
9 bonuses that relate to reliability and asset 9 make about this situation. From a procedural
10 management that were paid out for 2014 10 point of view, this situation is very unusual.
11 performance. 11 We have Hydro resiling from its own
12 CHAIRMAN: 12 application and asking the Board to do
13 Q. Okay, and| think next I'mgoing to Mr. 13 something different from what its application
14 Johnson for a couple of matters. 14 sought. There isno application before the
15 JOHNSON, Q.C.: 15 Board from Hydro seeking the implementation of
16 Q. Yes, Mr. Chairman, Commissioners, good 16 this new methodology that it now seeks, and
17 morning. Mr. Chairman, Commissioners, the 17 utilitiesthat seek a departure from Board
18 consumer advocate has been proceeding on the 18 approved methodology would be expected, in my
19 basis that Hydro was requesting that the Board 19 opinion, to bring forward an application that
20 approve itsrate schedule, including the rate 20 outlines its position, provides regulatory
21 schedules for industrial customers, which set 21 support for its position, provides the impacts
22 each of these customers specifically assigned 22 on other customers, and provides an
23 charges, and these are outlined in page 6 of 23 implementation proposal. The parties would
24 46 of the rate schedule which was discussed 24 then have an opportunity to file RFIs on that
25 with Mr. Fagan yesterday. These chargesfor 25 application, test it, and proceed. In light
Page 2 Page 4
1 specifically assigned charges are in 1 of the circumstances, the consumer advocate
2 accordance with the Board’s approved 2 would respectfully submit that if Hydro is
3 methodology. Yesterday Mr. Fagan, Hydro's 3 going to continue not to seek these
4 Manager of Rates and Regulation, stated that, 4 specifically assigned charge rates that it has
5 in fact, Hydro is not requesting that these 5 applied for, that it should be ordered to file
6 specificaly assigned charges be approved. 6 aproper application. That would be my two
7 Instead Hydro now believes that Mr. Dean’'s 7 opening submissions this morning on those two
8 approach would be agood placeto start with 8 matters.
9 until it can be further reviewed in the 2016 9 CHAIRMAN:
10 cost of service methodology hearing. So Hydro 10 Q. Okay, has this been - do you have any
11 now proposes a significantly different 11 comments?
12 methodology for calculating these costs, and 12 MR. CASS:
13 that has an impact on other customers. To 13 Q. Wedo, Mr. Chair, if we might provide some
14 date Hydro hasno amended its filing to 14 comments briefly. Of course, aswe al know,
15 reflect this change of position. Had the 15 the application was filed originally in
16 consumer advocate been made aware of this 16 accordance with Board approved methodology.
17 changein position at an earlier stage, such 17 Through the course of thecase, different
18 as at the outset of the hearing, it would have 18 perspectives have emerged on the allocation of
19 permitted me the opportunity to question Mr. 19 these specifically assigned costs. Thisisan
20 Henderson and his panel about issues arising 20 issue, of course, that affects cost allocation
21 from this changein Hydro’s requested relief 21 and inwhich representatives of different
22 in this application. Asthe Board is aware, | 22 customer groups have different perspectives.
23 have ended my cross-examination of Mr. 23 In my submission, that’s not highly unusual in
24 Henderson and the panel at this stage, but in 24 alarge case that there would be some fluidity
25 light of my lack of notice of Hydro's change 25 on particular issues as the case proceeds. In
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1 my submission, it’s not that unusual that the 1 anomalies are pointed out and something
2 applicant here has a perspective on an issue 2 doesn't hold water, the evidence doesn’t
3 that’sa different perspective, and agrees 3 support an application, then that’s the
4 that that’ s a reasonable perspective. | would 4 purpose of the hearing, isn't it? | mean, all
5 submit to the Board that it doesn't 5 of this wasprefiled evidence, RFIs were
6 necessarily follow that when the applicant has 6 filed, everybody had achance toread the
7 heard a perspective and indicated that that 7 guestions that were put to Hydro, the requests
8 sounds reasonable, that the applicant must go 8 for information and to read the responses.
9 back every time and amend its application 9 Surely it can’'t besaid that this is a
10 because a particular customer representative 10 surprise to anybody. That'sthe only thing
11 has brought forward a reasonable perspective 11 I'dsay. | think that thisisnot redly -
12 on an issue. However, in specific response to 12 this is aprocedura quagmire that we're
13 the things Mr. Johnson has said, Hydro agrees 13 getting into we don’t need to get into.
14 with Mr. Johnson’s proposal that he be ableto 14 CHAIRMAN:
15 ask the questions of Mr. Henderson, and given 15 Q. Anybody else have any comments on this matter?
16 the attention that this particular issue has 16 MS. GLYNN:
17 drawn and our respect for the views of others, 17 Q. No, Mr. Chair.
18 Hydro will take this one back under advisement 18 CHAIRMAN:
19 and consider whether it’s appropriate to amend 19 Q. Waell, I guesswhat we should do is postpone a
20 the application. Agan the genera 20 final determination arising out of Hydro's
21 proposition, | would suggest, Mr. Chair, is 21 response, Mr. Johnson, would that satisfy you
22 just because something comes up with a 22 on an interim basis?
23 witness, that the witness agrees is a 23 JOHNSON, Q.C.:
24 reasonable perspectiveon an issue that's 24 Q. ltwould, Mr. Chairman. | think it’sfair for
25 different than Hydro's original perspective, 25 Hydro to take it under advisement and tell us
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1 that doesn’t always mean the application needs 1 where they are, and then we can take it from
2 to be amended, but we'll take this one back 2 there.
3 under advisement and consider what Mr. Johnson | 3 CHAIRMAN:
4 has said in relation to an amendment of the 4 Q. Okay. That's what we shall do.
5 application on thisissue. 5 MS. GLYNN:
6 CHAIRMAN: 6 Q.Andon theissue of cross-examination, Mr.
7 Q. Do any of the other solicitors present have an 7 Chair?
8 opinion on this matter which they would like 8 CHAIRMAN:
9 to offer? 9 Q.| begyour pardon.
10 O'REILLY, Q.C.: 10 MS. GLYNN:
11 Q. Mr. Chairman, I'djust liketo makea few 11 Q. Ontheissue of Mr. Johnson’srequest to be
12 commentson that. It seemsto me that the 12 able to cross-examine Mr. Henderson further?
13 process of ahearing is designed to test the 13 CHAIRMAN:
14 evidence in support of the application. If we 14 Q. Oh, I think that's appropriate, isn't it?
15 carry Mr. Johnson’s suggestion to itslogical 15 Does anybody have any objectionsto that or
16 conclusion, it may very well mean that the 16 any comment on Mr. Johnson'’ s request to recall
17 only avenue opento the Board would be to 17 Mr. Henderson arising out of some comments Mr.
18 reject that portion of Hydro's evidence and 18 Fagan made. Okay, so you are finished, Mr.
19 that part of its application, seeking to 19 Coxworthy, are you?
20 assign a specifically assigned charge to 20 MR. COXWORTHY:
21 industrial customers, on the groundsthat an 21 Q.| am finished with this witness, that's
22 anomaly has been identified that Hydro agrees 22 correct.
23 with and is prepared to recognizethat in 23 CHAIRMAN:
24 their rate structure. It cannot be accepted 24 Q. lthink I'mgoingto Mr. O'Reilly, isthat
25 as apart of the process that going through if 25 correct?
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1 O'REILLY, Q.C.: 1 to permit the Board to make that assessment,
2 Q. That'scorrect. 2 and you'll recall that in this case, both in
3 MS. GLYNN: 3 his vive voce evidence and also in his
4 Q. There was a preliminary matter for Mr. 4 prefiled evidence, Mr. Dean described his
5 O'Reilly. 5 professional education leading to a
6 CHAIRMAN: 6 designation as a professional engineer, an
7 Q. Oh, you have a preliminary matter, I’'m sorry, 7 electrical engineer. He also described his
8 yes, Sir. 8 lengthy industrial experience and his lengthy
9 O'REILLY, Q.C: 9 regulatory experience on the matter, and that,
10 Q. Yes andit involvesthe questioning of Mr. 10 | suggest, was the basis for his evidence. |
11 Fagan yesterday by Mr. Johnson. [I've 11 was reluctant to raise this, but my concernis
12 discussed this with Mr. Johnson. Can we bring 12 if I didn't raisethis at this particular
13 up yesterday’ s transcript at page 68, line 13, 13 point, silence might be considered as
14 and it involves an issue with respect to Mr. 14 acquiesence in the comments that are made. |
15 Dean’s qualification or his ability to testify 15 raisethat, | put that on the record because |
16 on the mattersthat he did testify on. In 16 think that the appropriate time probably
17 other words, the scope of his evidence, and | 17 should have been when he said it, but | wanted
18 just want to read from starting at line 13, 18 to check the record to make sure that |
19 thisis Mr. Johnson, he's putting thisto Mr. 19 understood the comments clearly at thetime,
20 Fagan. They were ina discussion at this 20 and I've discussed thiswith Mr. Johnsonin
21 point on the amended O & M charges as a part 21 advance of the hearing. | just want to put
22 of the specifically assigned charge, andin 22 that on the record.
23 particular, the result of Hydro's 23 JOHNSON, Q.C.:
24 recalculation of that as seenin Vae 083, 24 Q. Justto ensure Mr. Dean, mentioning that he
25 Revision 1, and Mr. Johnson saysto Mr. Fagan, 25 was Vae switnesswas just indicating that he
Page 10 Page 12
1 "Right, and sojust to understand now, Mr. 1 was Vae switness. | didn’t mean to say that
2 DeanisVae switness. He' sindicated he's 2 because he's Val e switness that you take less
3 not an expert witness, but he has come up with 3 from what the gentleman is saying at all, but
4 this new methodology and he would like that to 4 he's not a cost of service expert and he
5 be implemented in this GRA or he can live with 5 wouldn’t put himself forward as that, but, you
6 Hydro's 150,000 dollar figure". Now the 6 know, that’s - | certainly think that the
7 question | want to raise here dealswith the 7 gentleman has long experience and he’ s ableto
8 suggestion that’s contained in that, that 8 provide a perspective on the issue and | think
9 somehow Mr. Dean’s evidence, because he's 9 he' s done so.
10 Vale switness and has not been declared to be 10 O'REILLY, Q.C.:
11 an expert, somehow that his evidence doesn’t 11 Q. That'sfine
12 speak with the same efficacy as other 12 CHAIRMAN:
13 witnesseswho havetestified inthis area. 13 Q. You'rehappy, Mr. O'Reilly?
14 The fact that Mr. Dean was retained by Vale, | 14 O'REILLY, Q.C.:
15 submit, Mr. Chairman, does not distinguish the 15 Q. Il don't think - this isnot World War liI.
16 efficacy of his evidence and that of any of 16 It'sapoint to put on the record, and | think
17 the other witnesseswho were retained by 17 Mr. Johnson and | will resume our usual
18 either Hydro or any of the intervenorsto give 18 conviviality and proceed with the hearing.
19 evidence here. It doesn’t suggest because 19 CHAIRMAN:
20 they’reretained that it contains any kind of 20 Q. Soyouwon't start World War 111 over this.
21 bias. That's open for the Board to accept, to 21 O'REILLY, Q.C.
22 scrutinize the evidence to see whether or not 22 Q. Wewill not, not over this, anyway.
23 it'sreasonable, and that the person who's 23 CHAIRMAN:
24 giving the evidence has the background and 24 Q. Okay, very reassuring, sir. We are safe for
25 necessary - has laid the necessary background 25 another few hours. Where am | going now?
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1 O'REILLY, Q.C: 1 related to specifically assigned, so they go

2 Q.| thinkit' s back to me. 2 back in as being common to be reallocated.

3 MR. KEVIN FAGAN - CROSS-EXAMINATION BY O'REILLY, Q.C.: 3 O'REILLY, Q.C:

4 O'REILLY,QC: 4 Q. ltwould gointo - yes, ageneral issue.

5 Q. ljust have afew questions of Mr. Fagan, and 5 MR. FAGAN:

6 again picking up the theme that we discussed 6 A.Yeah.

7 before my soliloquy here dealing again with 7 O'REILLY, Q.C.:

8 theO & M charges, Mr. Fagan, we spent a 8 Q. Soyou recognize, Mr. Fagan, that these rates

9 considerable amount of time on that, the 9 that are applied for are final rates? The
10 recalculation that Hydro did under 083, 10 rates that are being applied for are final ?

11 Revision 1, Vale 083, Revision 1. Now as| 11 MR. FAGAN:

12 understand your testimony, the recalculation 12 A.Yes, | understand. | may have said interim,

13 that was done by Hydro, and | take it your 13 but it wasn't from alegal sense of interim.

14 fingerprints are on this - 14 O'REILLY, Q.C.

15 MR. FAGAN: 15 Q. No, but they’re final until the next - they

16 A.I'mvery familiar with it, yes. 16 will be final until the next GRA?

17 O'REILLY, Q.C.: 17 MR. FAGAN:

18 Q. Ontherecalculation, the indexing issue and 18  A.Yes, but the plan will beto review the whole

19 the recalculation of the numbers that appear 19 cost of service methodology. When we're

20 in Revision 1? 20 reviewing all aspects of the cost of service

21 MR.FAGAN: 21 methodology, we'll aso review the

22 A.|didn't specifically do the numbers, but it's 22 specifically assigned.

23 under my direction. 23 O'REILLY, Q.C.

24 O'REILLY,Q.C: 24 Q. But these rates that are being applied for in

25 Q. Under your direction you did it, okay. Now we 25 thishearing will befinal until the next
Page 14 Page 16

1 recognize in that hearing - as aresult of the 1 hearing?

2 application of the indexing principle that 2 MR. FAGAN:

3 we've discussed at length in this hearing, it 3 A Certainly.

4 was determined that three of the industrial 4 O'REILLY, Q.C.

5 customers onthat basis of indexing would 5 Q. lsthat correct?

6 have, if these rates, if the original rates as 6 MR. FAGAN:

7 applied for by Hydro, would result in three of 7 A.Yes

8 the industrial customers being assigned a 8 O'REILLY, Q.C.:

9 charge, an annual charge. In thecase of 9 Q. So that if Hydro recognizes that these
10 Vale, | think it was $291,000.00, almost 10 charges, in particular I'm referencing Vale
11 $300,000.00; in the case of Corner Brook Pulp 11 now, but they equally apply to Teck and Corner
12 and Paper, $165,000.00, and | think in the 12 Brook Pulp and Paper, if these rates as
13 case of Teck there's something less, 13 originally applied for gointo effect, Vae
14 $90,000.00 or something of that nature. 14 will be required to pay until the next GRA an
15 MR. FAGAN: 15 annual charge of $291,000.00?

16  A.lthink so. Wecan look at Table4 at the 16 MR. FAGAN:

17 bottom of Vale 083, and we'll see the actua 17 A.No, no, the annua charge would be
18 numbers. So Vaewould have been $291,000.00 18 $145,000.00, the same -

19 savings, Corner Brook Pulp and Paper about 19 O'REILLY, Q.C.

20 $166,000.00, Teck $109,000.00, Newfoundland 20 Q. $145,000.00.

21 Power was $59,000.00, North Atlantic Refining 21 MR.FAGAN:

22 would have been anincrease in specifically 22 A. Thesavingswas 291 -

23 assigned O & M of $22,000.00, and those costs 23 O'REILLY, Q.C.:

24 would effectively be deemed to be not 24 Q. Yeah, and - but it would be overchargeif the
25 appropriate with respect to being O & M 25 origina rate is $291,000.00?
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1 MR. FAGAN: 1 Q. Okay, wheream| now? Oh, I'm sorry, | beg
2 A.Yes, because of the position that the use of 2 your pardon, Madam Dawson.
3 original cost isinappropriate, yes. 3 MR. KEVIN FAGAN - CROSS-EXAMINATION BY MS. DAWSON:
4 O'REILLY, Q.C. 4 MS. DAWSON:
5 Q. Andthey will berequired to pay $291,000.00 5 Q. Thank you. Mr. Fagan, | represent the
6 in excess of what would have been appropriate, 6 Nunatsiavut Government in these hearings, and
7 what Hydro considers as appropriate, and no 7 I just want to give some context to where I'm
8 chance of getting that back until the next 8 going. We're new to the party, and | think
9 GRA? 9 before | came in January of this year,
10 MR. FAGAN: 10 athough it seems like afew years ago now,
11  A. That’scorrect. 11 therewas, | think, about athousand RFiSin
12 O'REILLY, Q.C: 12 place.
13 Q. That would be gone forever? 13 CHAIRMAN:
14 MR. FAGAN: 14 Q. Excuse me, can you speak into the mic? We're
15 A. That’scorrect. 15 having trouble -
16 O'REILLY, Q.C.: 16 MS. DAWSON:
17 Q. And Hydro, | take it, does not agree that 17 Q. That would be helpful, wouldn't it?
18 that’ s appropriate? 18 CHAIRMAN:
19 MR. FAGAN: 19 Q. Yeah, it kind of would.
20 A.No,we don't. | understand Mr. Johnson’'s 20 MS. DAWSON:
21 concerns with regard to the impacts not being 21 Q.Yes, I'll start from the beginning. |
22 clear, so I've done some - had some 22 represent the Nunatsiavut Government and we're
23 discussions with our own internal staff, so 23 late to this party in that we just came aong
24 what we plan on doing is providing an updated 24 in January of thisyear, and before | came
25 cost of service with the changes made so it’s 25 aong, | think therewas about 1,000 RFIS
Page 18 Page 20
1 clear toal parties inadvance of fina 1 filed, and so my focusis going to be alittle
2 argument. 2 different than some of the more seasoned PUB
3 O'REILLY, Q.C: 3 people. I'm not going to focus on things like
4 Q. Okay. 4 marginal costs and embedded costs because they
5 MR. FAGAN: 5 don’t mean anything to the people | represent.
6 A.So we'll have that on the record as 6 So I'mgoing totakeitto a very different
7 information for the other parties to know what 7 level and try to explain or try to get some
8 the impacts are of flowing it through to the 8 understanding of this whole process, but
9 common as well. 9 before | go there, | want to ask you did you
10 O'REILLY, Q.C. 10 have any understanding as an employee of Hydro
11 Q. Yes. You mean, theexercise that you've 11 that both the Public Utilities Act and the
12 initiated to see how this - when you take that 12 Electrical Power Control Act has a particular
13 out of the specifically assigned and it goes 13 provision in there that recognizes Inuit Land
14 back into the general cost, how that will 14 Claims Agreement?
15 trickle through to the rate payers? 15 MR. FAGAN:
16 MR. FAGAN: 16 A.lwasn'tinitidly awareof it. I've heard
17 A.Right, so we'll provideinformation to show 17 you mention it throughout the proceeding, so |
18 what the impactswould beonal customers 18 had someone check to see if there was anything
19 with regard to the specificaly assigned 19 withinthat Act whichwould refer to rate
20 charges as well as the other charges. 20 setting practices, and my understanding is
21 O'REILLY, Q.C.: 21 that there wasn’'t, sofrom arate setting
22 Q.| think that'sal | have, Mr. Chairman. Thank 22 perspective, I'd still be dealing with the
23 you, Mr. Fagan. 23 directives of government aswell asthe -
24 (9:45am.) 24 which, | guess, would be within the Act, so
25 CHAIRMAN: 25 with regard to the Public Utilities Act and
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1 the Electrical Power Control Act. 1 the isolated systems, Labrador isolated, and
2 MS. DAWSON: 2 Labrador isolated is approximately 27.5
3 Q. That would befair, but I’m going to suggest 3 million. 1’m not sure - we could ball park it
4 to youthat the fact that the Inuit are 4 with respect of the number of customers, but
5 mentioned at all as opposed to other minority 5 Nain isyour area, correct, your customers are
6 groups in Newfoundland, suggests that the 6 in Nain?
7 government at least have them in mind when 7 MS. DAWSON:
8 these Acts were put in place. 8 Q. Wadl, there'sfive. Nainisthe biggest.
9 MR. FAGAN: 9 MR. FAGAN:
10 A. | accept that. 10 A.Yes, | wasthinking about the biggest. If |
11 MS. DAWSON: 11 had the customer numbers split between the
12 Q. Okay. Sothen | understand that you are only 12 five isolated systems versus the total of the
13 familiar - you're familiar now with the 13 Labrador isolated system, | think I - it would
14 special recognition of the Inuit because of 14 probably be ball park to take the proportion
15 your involvement in the proceedings, not 15 of the 27 million.
16 because it is apolicy that was brought to the 16 MS. DAWSON:
17 forefront by Hydro or its executives, would | 17 Q. Okay, so what you're suggesting | do - and
18 be fair in saying that? 18 fair enough, | just wanted to have a - because
19 MR. FAGAN: 19 that becomes more relevant for me when | speak
20 A. That'scorrect. 20 to Mr. Moore about the diesel and where Hydro
21 MS. DAWSON: 21 isgoing with diesel and generation and things
22 Q. Now asyou may be aware, and I'm sureyou are |22 like that. So if | take the 25 and divide it
23 aware, you set ratesfor 21 isolated diesel 23 by - I think oursisabout 3,500 people, so
24 communitiesin the Province of Newfoundland, 24 that would give me some - if you want to do it
25 correct, Newfoundland and Labrador? 25 that way.
Page 22 Page 24
1 MR. FAGAN: 1 MR. FAGAN:
2 A.Yes. 2 A. Wédl, the number of customers on the isolated
3 MS. DAWSON: 3 systems in Labrador is - isit 4,600, |
4 Q. Andthat the Nunatsiavut Government or the 4 recall, being on the isolated system.
5 people of Nunatsiavut reside in five of those, 5 MS. DAWSON:
6 right? So that would be Nain, Hopedale, 6 Q.Yeah, but we'renotal of that see, but |
7 Postville, Makkovik, and Rigolet, correct? 7 understand what you' re saying.
8 MR. FAGAN: 8 MR. FAGAN:
9 A.lthink you'reright, yes. 9 A.No, but if youlooked at that relative - |
10 MS. DAWSON: 10 believe there's 4,600 on the total of the
11 Q. Andldon’'twant to-I'll try not toraise 11 isolated systems, and if you took the total
12 too much, but | will raise the infamous rura 12 number of - not population, but customer is
13 deficit. Isthere any way that | can get a 13 how we refer toit, that you'd takeas a
14 handle on how much of the rural deficit that 14 percentage of that 4,600 and you apply that to
15 we areresponsible for? I1t'snowherein the 15 thetotal between the island and Labrador,
16 figures, and | redlize it might be too 16 which isthe 35 million, you'd probably come
17 difficult for you to, but aball park figure 17 up areasonable number.
18 would be nice. So of the five communities 18 MS. DAWSON:
19 that we represent, I'm just trying to figure 19 Q. Okay.
20 out how much of the rural deficit we would be 20 MR. FAGAN:
21 responsible for? 21  A. Theaverage cost per isolated system isfairly
22 MR.FAGAN: 22 highin al of them, it may be 80 to 90 cents
23 A.Just onesecond. Could you please bring up 23 per kilowatt hour, so | think the customer
24 Exhibit 13, page 3 of 109, please. If we can 24 split to be reasonable.
25 zoominon therural deficit - so we've got 25 MS. DAWSON:
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1 Q. Okay. 1 particular I'd liketo start at page 12 of

2 MR. FAGAN: 2 that RFI.

3 A.Sorry, | don't have the numbers right now. 3 MR. FAGAN:

4 MS. DAWSON: 4 A. Which attachment?

5 Q.| appreciate- | think therewasan RFI and 5 MS. DAWSON:

6 there was some indication that it might be too 6 Q. I'msorry, Attachment 3, page 1 of 12.

7 difficult to figure out, but | do understand 7 MR. FAGAN:

8 it's about 80 cents on the dollar. 8 A. Attachment 3, page 1 of 12, okay. Yes,

9 MR. FAGAN: 9 Attachment 3 is the Labrador isolated systems.
10 A.We don't do cost of service studies by 10 MS. DAWSON:
1 isolated system. 11 Q. Yes. | understand that D1.20, domestic diesel
12 MS. DAWSON: 12 would be an example of abill that somebody in
13 Q. No, | understand. 13 Nunatsiavut would receive, am | correct about
14 MR. FAGAN: 14 that? That’s one of the rates or the class of
15  A. Because we actually aggregate them and we 15 ratesthat’sin Labrador isolated?
16 alocate - got overhead allocations and stuff 16 MR. FAGAN:
17 aswell, and fuel costs, and we don'’t track 17  A. That’'s correct.
18 al our cost by isolated system, but if one 18 MS. DAWSON:
19 wasjust tryingto get an estimate from a 19 Q. Nowwhen| look at the basic customer charge
20 communications perspective in speaking to 20 of 15.68, what isin that charge? What does
21 someone, | think a portion allocation of the 21 that charge cover? I’ m going to say what kind
22 customer counts would be unreasonable. 22 of widgets does that charge cover?
23 MS. DAWSON: 23 MR. FAGAN:
24 Q. Okay. When you're about to set rates, do you 24 A. First from apolicy perspective, an historical
25 have any discussion with your customers? Do 25 perspective, the basic customer charge for the

Page 26 Page 28

1 you discuss this issue with Newfoundland Power 1 customers indiesel systems and the first

2 or the province, or let’s say, the Nunatsiavut 2 block energy chargeis established based on

3 Government? Do you give people a heads up? 3 Newfoundland Power’ srates.

4 MR. FAGAN: 4 MS. DAWSON:

5 A.Sowe regoing back to prior to Hydro filing. 5 Q. Oh,we'll getintothat. That's coming.

6 | wasn't with Hydro when the original 6 MR. FAGAN:

7 application was filed, but prior to the 7 A Yeah, okay.

8 amended application being filed, we would have 8 MS. DAWSON:

9 had discussions with Minister of Natural 9 Q. ljust wantto know now -
10 Resources, did a presentation for the Minister 10 MR. FAGAN:
11 responsible for labrador. 11 A.I’'mnot avoiding the question.
12 MS. DAWSON: 12 MS. DAWSON:
13 Q. That's the Provincia Government you're 13 Q. No, Ijust want toknow what isit that
14 speaking about? 14 customer charge covers?
15 MR. FAGAN: 15 MR. FAGAN:
16 A. TheProvincia Government. 16 A.Okay. Thecost of servicestudy itself is
17 MS. DAWSON: 17 split between generation, transmission, and
18 Q. Not the Nunatsiavut Government? 18 distribution costs and customer costs, okay.
19 MR. FAGAN: 19 The distribution costs are also split between
20 A.No,we didn’'t havea presentation for the 20 customer and demand. So customer costs in
21 Nunatsiavut Government. 21 general that people would think about would be
22 MS. DAWSON: 22 the billing system, meter reading, meters -
23 Q. Sol'mgoingto get you now justto takeme 23 what else? There's certain aspectsof the
24 through abill, just ground zero. | want to 24 distribution system, the fact that there'sa
25 look at IN-NLH-004,if we could, and in 25 proportion of the transformer and certain
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Page 29
aspects that are also considered customer
costs. | think the average customer cost of
serving domestic customers may be closer to
around inthe neighbourhood of $20.00 per
customer. The actua customer charge
historically has been dlightly below that, but
ingeneral, if you delineate the customers,
you' re talking about the cost of reading their
meters, billing, and you' ve got a call centre
to deal with customer callsand stuff like
that, but there’ salso a portion of the
distribution system reflected in the customer
charge.

14 (10:00 am.)

1 reasonabl e proportion of the cost.
2 MS. DAWSON:
3 Q. There sbeen alot of discussion - some of the
4 buzz words, | don’t get, but | think abuzz
5 word that a lot of people use, is it price,
6 something or other?
7 MR. FAGAN:
8 A. Priceedlasticity.
9 MS. DAWSON:
10 Q. Pardon me?
11 MR. FAGAN:
12 A. Price éasticity, is that what you're
13 referring to?

14 MS. DAWSON:

15 MS. DAWSON: 15 Q. No, | think the idea -
16 Q. Okay, sothen what does- when| get to the 16 MR. FAGAN:
17 next linewhich is how much someone gets 17 A. Or the marginal price versus embedded price.
18 charged per kilowatt hour, what does that 18 MS. DAWSON:
19 cover, what does the actual rate of in this 19 Q. Right,and I'mjust tryingto - sothe 17 isa
20 caseit's11.171 cents, and that’sthe first 20 little higher because you' d like to discourage
21 block, what does that cover? 21 people from going to that next block?
22 MR. FAGAN: 22 MR. FAGAN:
23 A.Wadll, in aggregate energy charges, well, for 23 A.Wadll, it'sa pricethat better reflectsthe
24 domestic customers where we don’t have demand |24 cost to serve the customers inthe diesel
25 charges, the energy chargesrecover all the 25 areas. For example, the average cost of fuel
Page 30 Page 32
1 fuel costs, the transmission lines, the 1 may be 30 to 40 centsakilowatt hour, it's
2 generating equipment, and most of the 2 probably closer to 40 cents akilowatt hour,
3 distribution system. So for diesel areas, 3 just the diesel fuel in theisolated systems
4 it’ sthe generator and the distribution system 4 in Labrador. Soif it’s 40 cents a kilowatt
5 inthediesal areas, but now therate - the 5 hour, then - now we' ve got a directive that we
6 actual priceitself is established, the first 6 don’t recover the full cost from the customers
7 block price is established based on 7 inisolated systems, but | think it was back
8 Newfoundland Power rates, which you say you'll 8 in the late 90s that there was - actually it
9 get to later on. 9 wasin early 90s when Mr. Baker did areview
10 MS. DAWSON: 10 of the rural deficit allocation, and he also
11 Q We'll get intoit. So thenthe next one, 11 did areview of therural rate designs, and
12 17.083 cents for the next kilowatt, | guess, 12 came up with some proposals on what the excess
13 past the life block, that covers the same sort 13 block rates or the end block rates would be
14 of things, distribution, that kind of thing, 14 for customers, so the rates would reasonably
15 or energy charges? 15 reflect the margin cost or the cost of fuel
16 MR. FAGAN: 16 that’s been incurred. So ascustomers go
17 A.l wouldsay that- al energy charges in 17 above we call thelifeline block usage, they
18 general are recovering al the costs, as | 18 would see a better price signal more
19 mentioned. We're moved into rate design now 19 reflective of the cost of serving, andit’s
20 with respect to that - because the customers 20 primarily the fuel cost that it’s reflecting.
21 areon diesel systems, we givethem aprice 21 Soit's dtill below thefuel cost, but it
22 for higher usage to reflect the higher cost of 22 givesthe customer - well, one, it provides
23 fuel of serving customers in diesel systems, 23 for cost recovery, but also gives the customer
24 to give them a message for conservation 24 an incentive to conserve.
25 effectively, and asoto try and recover a 25 MS. DAWSON:
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1 Q. Okay, now the next bill - I’'m not going to go 1 MS. DAWSON:
2 through all of them, but I'm goingto go 2 Q. And so then the kilowatt hour is dramatically
3 through - the next one | would like to ook at 3 different in this case and it’ s $69.70?
4 iIs9of 12. Now there's some RFIS that |eft 4 MR. FAGAN:
5 me alittle bit confused about whether there 5 A.That'scorrect.
6 isactual a G2.10 in Labrador isolated? 6 MS. DAWSON:
7 MR. FAGAN: 7 Q. Sotome, that's fundamentally different than
8 A. That would be a government rate. 8 the one welooked at earlier, which was
9 MS. DAWSON: 9 $17.08. So now we're into $69.00 per
10 Q. That’'sagovernment rate? 10 kilowatt.
11 MR. FAGAN: 11 MR. HAYES:
12 A.Yes 12 Q. It's69 cents.
13 MS. DAWSON: 13 MS. DAWSON:
14 Q. Sothis government rate then isalittle bit 14 Q. Pardon me, 69 cents, sorry.
15 higher. We have a basic charge of 44.82, and 15 MR. FAGAN:
16 I'minterested in - and you'vealready - I'm 16 A.69cents. Itishigh, butit’snot -
17 assuming the basic customer chargein this 17 MS. DAWSON:
18 case, the government case, does it cover the 18 Q. Sorry about that. Y ou wish, eh, yeah. Anyway,
19 same sorts of chargesthat you talked about 19 we wouldn’t be here.
20 when it came to a customer rate? 20 MR. FAGAN:
21 MR.FAGAN: 21 A.Newfoundland Power might wish asit would
22 A.ltdoes, butinthis particular case - so when 22 reduce the rural subsidy.
23 Hydro doesits cost of service study for its 23 MS. DAWSON:
24 isolated systems, it breaks the cost down 24 Q. Yeah, right, 67 cents, and would that be more
25 between, as | mentioned, customer costs, 25 reflective then of what it would be - | guess,
Page 34 Page 36
1 demand costs, and energy costs, and we 1 my question is, you're actually charging the
2 actually derive the unit cost per customer, 2 government on this bill more of what it costs
3 and the unit cost per demand, and the unit 3 to supply the diesel to that particular
4 cost per energy. So for government 4 customer?
5 departments, the policy wasputin placeto 5 MR. FAGAN:
6 make a full cost recovery ratesand that’s 6 A.It'sour estimation of full cost of supply of
7 reflected in Order PU-7-2002/2003, that so the 7 the diesel to customers on diesel systems. So
8 rates we see here come from that cost of 8 that cost - because this customer is, we call
9 service, s0 thisisthe unit cost derived from 9 it 2.1, so the demand would be below 10
10 our cost of service study for the test year 10 kilowatts, so it would be a very small
11 for government customers on the isolated 11 facility. Sometimes you seea small corner
12 systems. 12 store, actually, if they got refrigeration
13 MS. DAWSON: 13 even, they may be above 10 kilowatts, soit
14 Q. Sodo take it then that the 44.82 is more 14 could bejust - if you look at astrip mall,
15 representative of the actual costto havea 15 at astrip mall you see all these little
16 diesel generated facility in isolated areas? 16 stores side by side, so there's not alot of
17 MR. FAGAN: 17 load, so something of that size, an individual
18 A.l mentioned that the customer charge, the 18 onewould be arate 2.1, below 10 kilowatts.
19 15.68 you referred to, was probably slightly 19 So it'sasmall customer. So the 69.7 reflects
20 less than the actual customer cost. 20 both the demand cost and the energy cost
21 MS. DAWSON: 21 blended into a single charge.
22 Q. That'sright. 22 MS. DAWSON:
23 MR. FAGAN: 23 Q. Yes but isthisthe government rate oris
24 A. Sothiswould be the actual estimated customer 24 this -
25 cost within the isolated systems. 25 MR. FAGAN:
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1 A.It'sagovernment rate. 1 profit for that matter. Anything that’s not
2 MS. DAWSON: 2 residential, it's considered general service,
3 Q. Thisisthe government rate? 3 so if their demand goes above that 10
4 MR. FAGAN: 4 kilowatts - say, alarger corner storetype
5 A Yes 5 thing, but if this would be a government owned
6 MS. DAWSON: 6 one, then it’ s got both a demand charge and an
7 Q. Okay. 7 energy charge. So you'd seethe energy charge
8 MR. FAGAN: 8 here would be 49 cents, 49.554 cents per
9 A.They're structured the same as the rates for 9 kilowatt hour, and $11.40 per kilowatt. I'm
10 the non-government customers, except the cost 10 sorry, | got that wrong, $53.68 per kilowatt.
11 reflected inthe government rate are full 11 I’m not used to the higher numbers. So the
12 costs. So whenwe see G2.1 versus D2.1, the 12 blending of the $53.68 and the $49.554 in the
13 design of therateisthe same, but the cost 13 previous rate where we looked - got a higher
14 for the government rate strictly come from the 14 energy charge, so in this one we've split out
15 cost of service study, whereas the practices 15 the energy charge into both a demand charge
16 for therate for the customersthat are non- 16 and an energy charge, so it gives customers a
17 government, we've got the basic customer 17 signal to try and manage what appliances or
18 charge will be the same as Newfoundland Power, |18 what facilitiesthey’ ve got in their building
19 the lifeline block rate the same as 19 that are on at the sametime to try and keep
20 Newfoundland Power, and that’s on a domestic 20 the demand down, so that you won't get
21 basis, but you’ ve got the excess rate based on 21 everything turned on the onetime and drive
22 something in between the Newfoundland Power |22 costs up, and have to put additional
23 rate and the actual fuel cost of service. So 23 transformersin and stuff like that.
24 the design of the rates isthe same for 24 MS. DAWSON:
25 government from a structure perspective, but 25 Q. So,in thiscase, am| correct that it is
Page 38 Page 40
1 the actual prices are alot different because 1 $53.64?
2 they’re recovering full costs. Did | confuse 2 MR. FAGAN:
3 you on that? 3 A.Inthiscase, yes, you are.
4 MS. DAWSON: 4 MS. DAWSON:
5 Q. Okay. So then the next onel want you to look 5 Q. Okay. So, and then you explained the blend in
6 atis11 of 12, and | want to confirm that the 6 there. My question thisisthat | understand
7 service hereis G2.20, genera service. 7 from the--that you're asking the PUB to
8 MR. FAGAN: 8 increase the rate for this particular service,
9  A. For government. 9 the G2.20 to 25.4 percent?
10 MS. DAWSON: 10 MR. FAGAN:
11 Q. Thisisalso agovernment rate? 11 A.l believe that's correct. There's a
12 MR. FAGAN: 12 difference between the government rates and
13 A. That’scorrect. 13 the--from arate change, between test years.
14 MS. DAWSON: 14 Government rates are not updated between test
15 Q. And again the - but it's a different structure 15 years for changesin price of fuel.
16 here, it seems. Well, the basic chargeisa 16 MS. DAWSON:
17 little higher and this time there' s a demand. 17 Q. Okay.
18 MR. FAGAN: 18 MR. FAGAN:
19 A.Yes 19  A. Other customers ratesare. So, there's a
20 MS. DAWSON: 20 July 1 rate change for Newfoundland Power’s
21 Q.Whichistypical for anindustrial customer, 21 customers which flows through to Hydro’ s non-
22 there' s aways a demand charge? 22 government customers. So, their rate change,
23 MR. FAGAN: 23 each July 1 reflects changes in the price of
24 A.Wdll, it isn'tjust industrial, it's any 24 fuel. The government customers do not.
25 commercia or could be - it could be non- 25 They'rejust set every test year. So, because
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1 there’' sbeen a long time since the previous 1 large as 25. Soit's more of acatch up, and
2 test year, there’ s been a bigger increasein 2 so gradualism has -- the sensitivity on
3 the rate for these government customers. 3 gradualism for government accounts who many
4 MS. DAWSON: 4 people would say well, government made the
5 Q. S0, thelast rate change that | get from what 5 decisionto createtherural deficit rather
6 you' re saying was 2007? 6 than have to pay itself asit was doing prior
7 MR. FAGAN: 7 in 1989, that the government should at least
8 A. That's my understanding. 8 pay their full shareof costs. So, I think
9 MS. DAWSON: 9 that’s considered a stronger factor, rather
10 Q. Thelast test year? 10 then the concept of gradualism in this case.
11 MR. FAGAN: 11 MS. DAWSON:
12 A Yes 12 Q. Okay. All right. Sothat gives me -- thank
13 MS. DAWSON: 13 you, and | appreciate how tediousit might be,
14 Q. Butl amcorrectin that the increase you're 14 but | wanted to have some understanding of the
15 looking for is 25.4 percent of arate increase 15 different -- of what goesinto abill, an
16 for this particular class in isolate 16 everyday hill, so when peoplelook at it
17 communities. 17 they’ll say, well, thisiswhat or thisis how
18 MR. FAGAN: 18 thisgoes. But at the end of theday, |
19 A.That'scorrect. Andon theinterim accrual, 19 guess, | don’t understand, and maybe thisis
20 July 1 by theBoard, | think the Board 20 not the right forum, how you managed to get to
21 approved half of theincrease. So, some of 21 deciding 25.4 for this customer versusthe 7.1
22 the increase has been - 22 for the domestic customer, and | just -- how
23 MS. DAWSON: 23 do you decide what percentage of each or maybe
24 Q. Hasaready started? 24 thisis not the right forum for that?
25 MR. FAGAN: 25 (10:15am.)
Page 42 Page 44
1 A.Onaninterim basis, correct. 1 MR. FAGAN:
2 MS. DAWSON: 2 A.No, it'stheright forum.
3 Q. Okay. Sothere wasalittle -- there wasa 3 MS. DAWSON:
4 discussion between you and Mr. Johnson 4 Q. How doesone --then how doyouget to7.1
5 yesterday about theideaof gradualism and, 5 hereand 4.3 here and 5.6 here? Is it a, |
6 you know, doing such an increase in increments 6 guess, apercentage of the cost of service?
7 and I’'m going to suggest to you that 25. -- 7 Isthis how that goes?
8 given -- | understand what you’ve said, but 8 MR. FAGAN:
9 the 25.4is quite dramatic in this case for 9 A. Let me gothrough each oneof them. Still
10 this particular customer or customersin this 10 with the government onefirst, okay. So the
11 class, would it not? 11 government oneis actually probably simpler.
12 MR. FAGAN: 12 So, the rates currently in place are based on
13 A.l don't disagree. However, back inthe-- 1 13 2007 test year and so when we created anew
14 don’'t know if itwas '92 or '95, but the 14 test year, we derived new unit costs for the
15 review of rural rates over the years has two - 15 government customers in each of the classes
16 - therewas arural rate inquiry back in’ 95, 16 and those are the rates that are proposed for
17 and one of the items came out of that was -- 17 government. We take those rates and apply it
18 and it looked at practices across the country 18 to our forecast consumption for 2015, both
19 -- that one way of reducing the rural deficit 19 existing rates and get the revenue under
20 paid by the customers was to have government 20 existing and then we apply the proposed rates
21 institutions, RcMP for example, those types of 21 coming out of the cost of service study and we
22 customers, paying full cost rates. So, the 22 come up with the revenue on the proposed and
23 gradualism approach, had they had increases 23 effectively, amathematical calculation gets
24 from 2007 on up through like other customers 24 you the rate increase proposed for the
25 had, the rate increase proposed wouldn’t be as 25 government customers. So theirsissimpler.
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1 Let’'sgo now to -- before | get to the 1 A.They'll beyour rates. They're not your
2 Isolated Systems, | want to get to the 2.8 2 Costs.
3 percent, which would be the basis first before 3 MS. DAWSON:
4 you get up to the seven percent. 4 Q. Okay.
5 So Hydro designs arateto recover its 5 MR. FAGAN:
6 costs from Newfoundland Power and from that we 6 A.They'rethebasisfor a portion of the rates
7 come up with an estimated increasein its 7 to customers on the Labrador Isolated Systems.
8 wholesdle rateto Newfoundland Power. We 8 They’ re not based -
9 estimate the impact of our rate proposal on 9 MS. DAWSON:
10 the customers of Newfoundland Power. So, we 10 Q. Well, the Labrador Interconnected.
11 talk to Newfoundland Power and say "well, what 11 MR. FAGAN:
12 proportion of your costs are purchases from 12 A Well, let mefinishfirst and then we'll get
13 Hydro?" and based on our discussions, we come 13 to the Isolated Systems first.
14 up with say 67.5 percent, so about two-thirds. 14 MS. DAWSON:
15 So, and so we say okay, the net effect of the 15 Q. Okay.
16 changes for Newfoundland Power -- | think if 16 MR. FAGAN:
17 we went to -- | think it's Exhibit 3, page -- 17 A.SotheRural Island Interconnected rates, so
18 Exhibit 13, page three of 109 again. | don’t 18 we're talking about Hydro’s customers on the
19 know if it's quitethere, but it may beup 19 Great Northern Peninsula, for example. |If
20 further. | think this one provides the actual 20 Newfoundland Power’s wholesale rate goes up
21 rate changes. No, let'sgotol thinkit's 21 4.1 percent, then Newfoundland Power’'s
22 page 4.51 of the evidenceto the Amended 22 customer rates are estimatedto goup 2.8
23 Application, 4.50. 23 percent. So because their customer rates
24 So, when we come up with the -- we have a 24 would go up 2.8 percent, Hydro would increase
25 -- in Newfoundland Power, we have what we call 25 its rural customer rates 2.8 percent. So that
Page 46 Page 48
1 abaserate, but I mentioned the rate changes 1 2.8 percent -- remember when we looked at the
2 that occur year over year with respect to rate 2 -- if we could go back to thehill, the
3 stabilization adjustments due to fuel changes. 3 domestic bill for Innu-004, maybe page one of
4 So without getting into the complexity of 4 12in Attachment 3 probably. Sothe 11.1
5 that, the total firm NP, if we go over to the 5 cents, okay. So if therewasgoingto bea
6 far right, has acaculation of the total 6 rate change to Newfoundland Power’ s customers
7 billings for Newfoundland Power under the 7 of 2.8 percent, then that first block price
8 existing rates versus the proposed rates, and 8 would increase 2.8 percent to customers on the
9 the rate change is4.1 percent. Now | 9 Labrador Isolated System and the -- because as
10 mentioned that Newfoundland Power’s customers |10 well, the second block price would increase
11 cost from Hydro make up about two-thirds of 11 the same percentage.
12 that, so if wetook two-thirdsof the4.1, 12 But there’s actually a-- sorry, haveto
13 67.5 percent, you' d get to 2.8 percent, which 13 be careful about the blocks. Inthe rate
14 isunder Rural Island Interconnected, down 14 schedules, there' s actually three blocks, but
15 just below Canadian Forces Goose Bay there. 15 there's -- the months of February, January and
16 So that 2.8 percent is an estimated increase 16 February and December, there's -- so the 1,000
17 for Rural Island Interconnected Customers. 17 -- there’ s 1,000 kilowatt hour first block and
18 MS. DAWSON: 18 everything above that is priced at the higher
19 Q. Based on -- see, thisiswhere | get alittle 19 priceof 17 cents. If you didthisfor a
20 confused. You're basing our diesel fuel or 20 summer bill, which there may be onealittle
21 our cost of the system, right, our cost of 21 further on, the-- it may bethe first 800
22 having a plant and the plant giving peoplein 22 kilowatt hours. There s different block sizes
23 Nain electricity based on Newfoundland Power’s |23 in the rate schedule in which that first block
24 rates, which are not our rates, right? 24 price appliesto.
25 MR. FAGAN: 25 But all inall, thefirst 1,000 kilowatt
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1 hours, the energy rate that appliesto the 1 4.1 percent. Sol think if we go to response
2 first 1,000 kilowatt hours would increase at 2 to -
3 the same percentage as Newfoundland Power’s 3 MS. DAWSON:
4 customer rate increases, 2.8 percent. It's 4 Q.lthink if you goto 107, PUB-NLH-107. |
5 actually -- sorry, it would -- it’sthe same 5 don’'t know if that’s where you’ re thinking.
6 rate as Newfoundland Power’ s rate that results 6 MR. FAGAN:
7 from the 2.8 percent increase, just so I'm 7 A.lwasgoing togoto -- yeah, we can go to
8 clear. So that 11.171 cents at the date of 8 there. 1 would go to 400 first, PUB-NLH-400
9 this schedule would be the same rateas a 9 first. Soif wegotolines?22, sothe -- and
10 Newfoundland Power customer pays. But if 10 say the non-lifeline portion of the Domestic
11 there’'sa 2.8 percent increase and it went 11 energy rate, that's that 17 cents we're
12 across all components, that would go up@. 12 talking about.
13 percent. So we set that rate to be the same 13 MS. DAWSON:
14 as Newfoundland Power’s. The highest rate, 14 Q. Um-hm.
15 which isthe 17.083 cents we apply the average 15 MR. FAGAN:
16 increase to Newfoundland Power’s -- apply to 16 A. That wasforecast to increase by 15 percent in
17 Newfoundland Power’s customersto that higher |17 2007.
18 block. 18 MS. DAWSON:
19 So that’ s the normal way of getting the 19 Q. That’sthe non-lifeline portion?
20 rate for the Labrador Isolated Systems. In 20 MR. FAGAN:
21 this particular proceeding, the proposed 21  A.Right, that 17 centsakilowatt hour. Asa
22 increaseis higher. Partof it'sthe 2. 8 22 result of increased fuel costs since the
23 percent and you referred to, | believe it was 23 previous GRA. | mentioned the automatic
24 the 7.1 percent for domestic customers. 24 adjustment mechanism that occurs each July for
25 MS. DAWSON: 25 current rate changes for Isolated Systems.
Page 50 Page 52
1 Q. Actualy, I don't know, do you want to focus 1 That wasn't in place between 2004 and 2007, so
2 onthe 7.1 or do you want to focus on what's 2 it wasacatch up effectively with regard to
3 actually going to happen? Because 7.1 is not 3 fuel price increases since the previous GRA,
4 quite correct, right? 4 similar to what we just talked to with regard
5 MR. FAGAN: 5 to the government rates. So there's a
6 A.Yeah. I'dliketo go therefirst just so that 6 proposal of 15 percent increase for that non-
7 wecan go through the math of how we get 7 lifeline portion of the energy charge. Now,
8 there. 8 that rate change wasn’t implemented in 2007.
9 MS. DAWSON: 9 A Government directive effectively provided
10 Q. Okay. Sol'm going to refer you to your page 10 the funds to offset that 15 percent increase.
11 in the application, the GRA Application, page 11 It was reflected in Hydro's revenue
12 1.6R iswhere you'll find al the rates and 12 requirement in determining the rural deficit,
13 thenl’d liketo-- wecango through that 13 so that the rate increase proposed effectively
14 before we get into the 11 -- because it 14 was approved from a revenue reguirement
15 actually goesto 11.4, not 7.1, but maybe we 15 perspective. So Hydro recovered those funds
16 should start here first. 16 but through government funding, and so the
17 MR. FAGAN: 17 fact that it wasn't implemented didn’t drive
18  A.Yeah, | think that’s good. 18 the rural deficit up for any other customers.
19 MS. DAWSON: 19 MS. DAWSON:
20 Q.| think that might be better. At leastit’ll 20 Q. No, because the Government of Newfoundland, |
21 be better for me. 21 understand, is about paying about $400,000 a
22 MR. FAGAN: 22 year.
23 A.Yeah, okay. Sothe7 -- soin this particular 23 MR.FAGAN:
24 schedule for both |sland and Labrador |solated 24 A.Yes, that wasthe estimated impact at that
25 Systems, okay, for the 2015 test year, it's 25 time, okay. So, they’ve continued to pay that
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1 amount. So, the-- but so what’sin Hydro's 1 Q. Okay.

2 application reflects the elimination of that 2 MR. FAGAN:

3 funding by government and putting that 15 3 A.Sotherateincreasefor the genera service

4 percent increase on that tail block rate or 4 customers proposed in the Amended Application

5 that non-lifeline rate, and the 15 percent 5 was around 18-19 percent.

6 increase on the non-lifeline rate causes the 6 MS. DAWSON:

7 2.8 percent increase which would apply if it 7 Q. Okay.

8 was --if that -- if we hadn't had this 8 MR. FAGAN:

9 deferred charge effect, goes from 2.8 percent 9 A.Sothat’s getting from the 2.8 that would
10 up to the 7.1 percent. So 4.3 percent of the 10 normally occur, but compounding the effect of
11 increase for the domestic customersis because 11 the delayed increase that was being funded by
12 of bringing that -- carrying that forward from 12 the government for the period 2007 and
13 2007 test year into the 2015 test year. 13 continuing now with an Order in Council that
14 MS. DAWSON: 14 supposedly would expireat theend of this
15 Q. Okay. Sothe 7.1 increase that you mentioned 15 year.
16 inthe GRA filing includes or catches up or 16 MS. DAWSON:
17 includes the 15 percent deferred since 20077? 17 Q. For the 15 percent deferral, okay. But
18 It's been deferred every year since 2007 and 18 eventually, we actually do have to pay 11.4,
19 the government has been paying Hydro on or 19 right, on the domestic?
20 about $400,000 every year in lieu of that 20 MR. FAGAN:
21 deferred rate increase? 21 A.lIsthat in PUB-NLH-485? What's the source of
22 MR. FAGAN: 22 your 11.4?
23 A. That’scorrect. 23 MS. DAWSON:
24 MS. DAWSON: 24 Q. PUB-107.
25 Q.Okay. Soagain, your -- because we'll get 25 MR. FAGAN:

Page 54 Page 56

1 moreinto thisbut the-- sothe7.1 does 1 A.Oh. Your caculation of 11.4 percent is

2 recognize now the 15 percent deferral ? 2 reflecting the Northern Strategic Plan.

3 MR. FAGAN: 3 MS. DAWSON:

4 A Yes 4 Q. Now I’'mgoing to get you to -

5 MS. DAWSON: 5 MR. FAGAN:

6 Q. Okay. Then!'ll let you go ahead. 6 A.Explainthat part?

7 MR. FAGAN: 7 MS. DAWSON:

8 A.And that also impacts the genera service 8 Q. Wdl, I'm going to get you to start from the

9 customers on the diesel system. The general 9 beginning on this particular RFI. So, you've
10 service customers on the diesel system, when 10 aready talked to usabout the 15 percent
11 welook -- | don't know if welooked at it, 11 deferral, the 15 percent rate change. You've
12 but it doesn’'t have alifeline block. We 12 talked to usabout that. Andthen you've
13 actually did look at some of them, but there's 13 talked to us about the 4.2 whichis what it
14 no lifeline block on the general service. So, 14 should -- the increase should be, right, what
15 the 15 percent would have went on the energy 15 itis for, | guess, for Newfoundland Power
16 chargein the general service customers, | 16 customers.
17 think maybe the energy and the demand charges. |17 MR. FAGAN:
18 Sothere’'s a full -- soit’'s thefull 15 18  A. Okay.
19 percent on the general service rate whereas on 19 MS. DAWSON:
20 the domestic rate, the impact is not as 20 Q. Okay. Now the 2.8 isconnectedtothe 4.2, is
21 material becauseit’s-- it's still material, 21 it not?
22 but it’s not as material, because it was only 22 (10:30am.)
23 applying to the non-lifeline portion of the 23 MR. FAGAN:
24 charge. 24  A.Let mejust look at thisfor amoment.
25 MS. DAWSON: 25 MS. DAWSON:
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1 Q. Thisiswherel get really confused with this 1 MR. FAGAN:
2 particular -- because I’'m not sure where the 2 A.The 114is an estimated bill impact for
3 11.4 comes from. Maybe | shouldn’t be adding 3 customers as aresult of the fact because the
4 any of thefiguresat all. 4 customerson the Labrador Isolated Systems
5 MR. FAGAN: 5 receive a price, a reduced pricefor their
6 A.The4.2isnot the Newfoundland Power number. 6 lifeline block because of the Northern
7 The 4.2 isthe overall average impact on the 7 Strategic Plan. So the rates we looked at --
8 customer rates of the 15 percent. Because the 8 if we could go back to your Innu 4, please,
9 15 percent isonly applying to the non- 9 Attachment 3, page 1 of 12? So the Labrador
10 lifeline portion, if you took that and 10 Coast Electricity Rebate, the $87.44 that's
11 expressed the dollar effect of the 15 percent 11 shown there.
12 as aproportion of the total revenues, you'd 12 MS. DAWSON:
13 come up with the 4.2. 13 Q.Yes
14 MS. DAWSON: 14 MR. FAGAN:
15 Q. Okay. 15 A. Okay. So,the 11.171 cents per kilowatt hour
16 MR. FAGAN: 16 is Newfoundland Power’s residential customer
17 A.Sothe4.2is the, I'll cal it the bump up 17 rate, and there's also the basic customer
18 resulting from the 15, because if you look at 18 charge, which is Newfoundland Power’s basic
19 your total bhill, the 15 percent is only 19 customer charge of $15.68. The Labrador
20 belonging to a portion of it. So the total 20 Interconnected rate has alower basic customer
21 bill increase is 4.2 because of the 15 percent 21 charge by about eight dollars. It's got a
22 on the non-lifeline block. 22 lower energy charge of dlightly more than
23 MS. DAWSON: 23 seven cents a kilowatt hour. So the Northern
24 Q. Okay. 24 Strategic Plan alowsthose lower rates to
25 MR. FAGAN: 25 apply to the basic customer charge and that
Page 58 Page 60
1 A Sothat's the4.2. Thenthere's 2.8 which 1 first block energy charge and come up with a
2 would be the proposed increase for 2 credit whichis referred to as the Labrador
3 Newfoundland Power’s customers and then the 3 Coast Electricity Rebate here of $87.44. So
4 compounding effect of the 4.2 and the 2.8 gets 4 effectively, the customers for that first
5 you to 7.1 percent. 5 1,000 kilowatt hours are paying more inthe
6 MS. DAWSON: 6 neighbourhood of dightly around three cents a
7 Q. Okay. Sohowdol getto 11.4? 7 kilowatt hour and a lower basic customer
8 MR. FAGAN: 8 charge which may be | think around seven
9 A.Wadl, life'snot easy on some of this stuff. 9 dollars. Sothat -- so if you made those
10 The Northern Strategic Plan isnot part of 10 adjustments to the customer and -- so the base
11 Hydro'srates, okay. So Hydro'srates and 11 isdifferent, so you end up with adifferent
12 when we propose our rates, we propose them 12 percentage impact because -- so, if you reduce
13 based on our accepted practices and so, the 13 their bill reflecting the Northern Strategic
14 government policy that’sin rural ratesand is 14 Plan and Hydro is proposing a 15 percent
15 approved by the Board, so wefollow those 15 increase on the non-lifeline portion of the
16 practices. 16 rate, which the Northern Strategic Plan
17 MS. DAWSON: 17 doesn’'t apply, it drives up the effective rate
18 Q. Soall thingsbeing equal, if we werejust 18 increase for the customers.
19 going to go with your methodology and nothing 19 MS. DAWSON:
20 else, it would be 7.1? 20 Q. So,you're asking thePUB to increase the
21 MR.FAGAN: 21 ratesby 7.1 or 11.4? That’s my question.
22 A.7.1is what the impact on Hydro’'s revenues 22 MR.FAGAN:
23 are, okay. 23 A.7.1. Theeffective impact ona customer’s
24 MS. DAWSON: 24 bill because they received the Northern
25 Q. Right. 25 Strategic Plan approved by government is
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1 higher on a percentage basis, but that’s only 1 percentage basis, but the effect of the
2 because their rateis much lower if you take 2 Northern Strategic Plan haveto be looked --
3 into account the Northern Strategic Plan. But 3 you'vegot to look at two sides of it, |
4 what Hydro is proposing is 7.1. 4 guess. But from a customer who's -- ultimate
5 MS. DAWSON: 5 customer paying their bill, the effect of the
6 Q. Buttheeffect of that is 11.4, an increase of 6 increase will be 11.4.
7 11.4? 7 MS. DAWSON:
8 MR. FAGAN: 8 Q. Nowdo youwantto explainalittle bitin
9 A.Yes, from apercentage basis, but it can be a 9 detail for the Board what the Northern
10 little misleading because the dollar effect of 10 Strategic Plan isal about. What wasit for
11 it, the dollar impacts when you look at the 11 and what wasit -- what isit supposed to do?
12 dollar -- thehills that the customers are 12 MR. FAGAN:
13 paying are much lower than the average hill 13 A.ldon't know if I can comment on that other
14 that Hydro would compute for the customer 14 than -
15 because it doesn’t take into account the 15 MS. DAWSON:
16 Northern Strategic Plan. So the percentage, 16 Q. Well, what does it affect on the rate then?
17 yes, itis11.4. 17 Canyou -- surely you cantell me what its
18 MS. DAWSON: 18 effect on arate?
19 Q. Right. 19 MR. FAGAN:
20 MR. FAGAN: 20 A. Theeffect on arate for customersis that the
21  A.But it'snot Hydro's proposed increase to 21 customerson the Labrador Isolated Systems,
22 customers. Hydro’s proposed increase to the 22 including L’ Anseau Loup, will pay the same
23 customersis7.1. 23 rates as customers on the Labrador
24 MS. DAWSON: 24 Interconnected System for their lifeline block
25 Q. Yes, but | guesswhat I’'m saying to you, when 25 and for their basic customer charge.
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1 aperson getstheir bill, right, the average 1 MS. DAWSON:
2 everyday person getsabill, the effect will 2 Q. Right. Butitonly -- it doesn’'t relate to --
3 bel1l.4. They don'tredly carewhere it 3 the Northern Strategic Plan doesn’t relate to
4 comes from. 4 the non-lifeline block?
5 MR. FAGAN: 5 MR. FAGAN:
6 A.lagree 6 A.That'scorrect.
7 MS. DAWSON: 7 MS. DAWSON:
8 Q. Right. They don’t care if it comes from 8 Q. Thedeferral, the 15 percent deferral relates
9 wherever. Attheend of theday when they 9 to abovethe lifeline?
10 look at their bill, they're paying 11.4 10 MR. FAGAN:
11 percent more. Therateincreaseis11.4 more 11 A. That’scorrect.
12 iswhat I’'m saying to you. 12 MS. DAWSON:
13 MR. FAGAN: 13 Q. Right. But the Northern Strategic Plan just
14 Al agree. 14 relates to the lifeline block?
15 MS. DAWSON: 15 MR. FAGAN:
16 Q. Okay. 16  A.Yes, that’s correct.
17 MR. FAGAN: 17 MS. DAWSON:
18  A.It'sjust from the perspective of looking at 18 Q. Okay.
19 thesize of their bills. | mean with the 19 MR. FAGAN:
20 Northern Strategic Plan, a customer on the 20 A.Now, the-- | lost my train of thought.
21 Labrador Isolated System may be able to use up 21 That's okay, you go ahead.
22 to, you know, 15 -- more than 15 kilowatt 22 MS. DAWSON:
23 hours and still have rates that would be maybe 23 Q. Now, now that we've gone through all of this,
24 lower than the Island Interconnected system. 24 and no disrespect to you, I’'m not sure I’m any
25 So, | know theincrease is high from a 25 better off, but | don’t think that’s you; |
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1 think that's me. There's been some 1 you mentioned yesterday when you did your --
2 discussion, particularly between Mr. Johnson 2 when you did the tour of Newfoundland on rural
3 and you and others and you, about transparency 3 rates. There was an issue that you raised and
4 and billsand I’ m going to suggest to you that 4 I’m going to bring it up again. That at least
5 it would be impossible to explain any of this 5 as it relatesto Labrador, there's great
6 inabill to anyone what you' ve just walked me 6 wealth of resources there, either through
7 through. 7 Churchill Falls and now through Muskrat Falls,
8 MR. FAGAN: 8 to the tune of, | think, a development to the
9 A ltwouldn't be easy. 9 tune of, isit 700 -- no, it'sover seven
10 MS. DAWSON: 10 billion now for Muskrat Falls. Soit's a
11 Q. No. 11 great wealth of resources that at least people
12 MR. FAGAN: 12 in the Province of Newfoundland and L abrador
13  A.No. 13 are going to benefit, but the people in
14 MS. DAWSON: 14 Nunatsiavut will not benefit from any of that
15 Q. Soif we'regoing to tell people about the 15 15 development. So, | put that in the context of
16 percent deferral and the Northern Strategic 16 what your comments were yesterday. They say,
17 and then we're going to tell the Isolated 17 yes, we pay -- we contribute tothe rura
18 communities oneset of ideas, that you're 18 deficit, but you guys are here developing our
19 getting a benefit, and the people who are 19 hydroelectric resources or our fallsand yet
20 paying, then we'll get into the rural deficit 20 we're not getting any benefit of it. So why
21 and all that. It's going to get confusing if 21 would you ever put it on ahill, right?
22 you want to explain all this with the idea of 22 MR.FAGAN:
23 transparency, right? 23 A.Yes, certainly, that's definitely the
24 MR.FAGAN: 24 perspective of the customersthat I’'ve met in
25 A.lagree, and| indicated yesterday that it 25 the Isolated Systems.
Page 66 Page 68
1 gets-- it makesit even more difficult if 1 MS. DAWSON:
2 you'retrying to apply -- givea different 2 Q. Okay. Now I think I just have a few follow
3 message to two groups about the rural deficit, 3 up. Yes, there isa-- inthe Amended GRA,
4 if you want totalk to one group about how 4 thereis anew ideaof anisolated system
5 they're being subsidized and another group 5 supply cost deferral account.
6 about how they’re subsidizing someone else. | 6 MR. FAGAN:
7 was talking to someone from Newfoundland Power 7 A Okay.
8 yesterday and we were talking about what 8 MS. DAWSON:
9 happened back in 1996 when Newfoundland Power 9 Q. Could you explain that to me, please, how that
10 proposed it and it was customers saying that's 10 would work?
11 fine, you canidentify it as a separate 11 MR. FAGAN:
12 charge, but we just won't pay it. So, quite 12 A. Okay. It'sstrictly aprice variance deferral
13 often you could end up with a collection issue 13 account. We've -- | believeit'sin one of
14 by identifying some new chargethat’s not 14 the finance schedules at the back of the
15 associated with providing service to the 15 evidence. It'sin the Finance evidence.
16 customers of Newfoundland Power that they -- 16 MS. DAWSON:
17 they’ d say but that is not about me providing 17 Q. 1L11R 1 have.
18 aservice, soI'mnot paying that portion of 18 MR. FAGAN:
19 the charge. I'vehad customerstell me that 19 A.It'sasoin Finance Schedule 6. | think we
20 on a coupleof occasions with regard to 20 might have passed it. No, that’sthe --
21 certain charges. So, it's an important 21 that’s in -- okay, we're getting there.
22 component when you look at the transparency 22 That'sit.
23 that it can create some other issues. 23 Soif we--it's awayseasy to get A
24 MS. DAWSON: 24 times B minus C, it sounds fairly simple, but
25 Q. AndI’m going to suggest -- and something that 25 you got to look at the definitions. So, we
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1 look at the -- the purposeis to look at the 1 year, then Hydro would recover the costs and
2 actual cost, so if welook at B first. We 2 of course, if the price of fuel went down.
3 look at the actual cost of fuel suppliedin a 3 But we're at a stage now that we're at alower
4 year divided by the kilowatt hours and we come 4 cost period, so setting the test year based on
5 up with an average cost, average actual cost 5 lower cost period isa fairly largerisk for
6 of purchases, and as well as fuel, so 6 Hydro because one would anticipate that fuel
7 production, and we compare it to the test year 7 priceswill go back up and Hydro will incur
8 costs, average costs, and multiply that by the 8 the additional cost of supplying fuel to the
9 actual supplied kilowatt hours. So, we come 9 diesel areas. So this effectively would
10 up with adollar effect of the changein the 10 provide savings to customers or savings to
11 cost of supplying the isolated systems. 11 Hydro, depending on the direction of where
12 So, we havea certain forecast in our 12 fuel goes, relativeto theforecastin the
13 test year for purposes of rate setting and we 13 test year.
14 talked about a change in fuel forecast 14 (10:45am.)
15 yesterday. So when Hydro filed its Amended 15 MS. DAWSON:
16 Application, it was based on $93.32 and that 16 Q. Yes, but which customers are you benefitting
17 wasNo. 6 fuel, which is-- theprice is 17 here? You're not suggesting the isolated
18 correlated to the No. 2 fuel that's usedin 18 communities. You're going to benefit the
19 the Isolated Systems, okay. It'snot direct 19 rural deficit -- people who pay into the rura
20 correlation, but it'srelated. So if the cost 20 deficit?
21 of one goes up, usualy the cost of the other 21 MR.FAGAN:
22 goes up or down. So they generally follow in 22 A.If theprice isset too highand there's
23 direction. 23 savings, then the savings would flow through
24 So, what this mechanism would do isif 24 to the customersthat pay therural deficit,
25 the price of fuel went up before the next test 25 but if it resulted in a rate change,
Page 70 Page 72
1 year, each year, Hydro would determine what 1 contribute to alower rate to their customers,
2 the effect of that price change would be and 2 then that flows through through the -- asa
3 file an application for recovery of those 3 rate change to the Isolated System customers
4 costs. | think it's in the subsequent year, 4 aswell.
5 prior to March 1st, for recovery of those 5 MS. DAWSON:
6 costs to be recovered from customers 6 Q. Sowe could benefit?
7 eventually, which would include any customers 7 MR. FAGAN:
8 who are paying therural deficit, and the 8 A.Yes, youcould. It dependson the direction.
9 effect of that would be flowed through to 9 It could be acost increase if the price goes
10 other customers whose rates are impacted by 10 up or it could be a cost decrease if the price
11 Newfoundland Power. 11 goes down.
12 So thisisjust strictly about how it’'s 12 MS. DAWSON:
13 recovered. It doesn’t get to the next stages 13 Q. So are you suggesting then that the -- and I'm
14 of how it would be dealt with after it's put 14 alittle confused here. The savings that you
15 in deferral account for -- the Board would 15 -- let’s say the price goes down, but the
16 approve some recovery mechanism for it. So, 16 rates stay the same, but the price of diesel
17 if the price of fuel -- we've got aprice, a 17 goes down, are you suggesting that that may be
18 fairly high price in our test year. If the 18 -- that the isolated communities may have the
19 price declined, then the savingsgo back to 19 benefit of arate reduction?
20 customers. If we change the fuel price 20 MR. FAGAN:
21 forecast to reflect amore recent price with 21  A.There' sthe automatic rate adjustment that
22 say the $70 we discussed yesterday and also a 22 occurs each July 1st which deals with
23 lower diesel fuel price, assuming the 23 disposition of balances in the rate
24 relationship is consistent, then if the price 24 stabilization plan balances, so Newfoundland
25 of fuel goes up relative to the approved test 25 Power flowsit through totheir customers
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1 through their rate stabilization account. |’ d 1 time, if theprice of fuel just went up or
2 assume deferral account chargesor savings 2 down and on average stayed the same, on a
3 flow through to Newfoundland Power which 3 cumulative basis it probably wouldn’t shift
4 currently happens with Hydro's rate 4 risk. What it would result in would be more
5 stabilization. This would be the same 5 of astabilization of rates. So | think Mr.
6 approach and so the savings fromthis, it 6 Patrick Bowman talked about rate
7 would flow through to Isolated Systems as 7 stabilization. Sothisis similar to arate
8 well, if therewas savings or additional 8 stabilization plan but from an Isolated System
9 costs. 9 perspective. Thatit's giving -- so it
10 MS. DAWSON: 10 doesn't necessarily -- becausethe utility
11 Q. And why --what was the thinking behind 11 could getless --if Hydro didn't have a
12 putting thisin place at thistime? Because 12 maximum on its earnings type thing, they could
13 it's new. 13 make alot more money insome years for
14 MR. FAGAN: 14 savings but incur alot more costs in other
15 A Wdl - 15 years. The cumulative effect over the years
16 MS. DAWSON: 16 may be zero, but with regard to reporting in a
17 Q. Doesit relateto therate - 17 single year, it could be material. So | think
18 MR. FAGAN: 18 most parties would probably say it would
19 A.If you gotothe Financeevidence, | think 19 reduce risk for Hydro, but Hydro believesit’'s
20 there’'sa chart which showsthefuel price 20 appropriate with respect to providing
21 variances. | think Mr. Henderson may have 21 reasonable cost recovery of providing service.
22 referred to it earlier. Page 3.47, Section 3: 22 MS. DAWSON:
23 Finance. So, when Hydro's rateswere setin 23 Q.| suppose, | guessmy thinking isthis, that
24 2007, in 2007 the cost per litre of diesel 24 at least in -- since I’ ve been buying gas, the
25 fuel was just over mid 50 cents per litre. 25 fuel rates or diesel rates or fuel rates are
Page 74 Page 76
1 Then between 2008 and 2009, it went up to 1 aways going up and down and that hasn’t
2 $1.10. So Hydro incurred those costs, 2 changed since I’ ve been putting gasin my car
3 additional costs over that period and wouldn't 3 or diesel in avehicle. So how is it
4 have received any recovery. Then therewas 4 different in 2015, right now, versus years -
5 also the price dropped down to about 50 cents 5 MR. FAGAN:
6 in early 2009, so the savings that would have 6 A. Withrespect to fuel, the Board approves price
7 occurred during that period, Hydro would have 7 changesto reflect the changesin costs so
8 achieved some savings. If you had a deferral 8 that the company selling it recover their
9 account in play, the additional costs for a 9 costs. In our case, the fuel price goesup
10 period would accumulate and go against the 10 for Hydro, but Hydro doesn’t get to change the
11 savingsif it’swithin the same period. But 11 price its charging its customersfor it, so we
12 over time, since 2007, the average cost per 12 don’t recover the costs.
13 litre has gone from just over 55 cents per 13 MS. DAWSON:
14 litre up to looks like mid 90s. So Hydro has 14 Q. No, and | understand that, but my question is
15 been incurring those costs and not getting 15 why at this date are you looking for this and
16 recovery through its rates from its customers. 16 you did not look for it in 2007 and I’m going
17 So that’s the reason we're proposing it at 17 to suggest it's because you're shifting the
18 thistime. 18 risk from shareholder to -- or from -- yeah,
19 MS. DAWSON: 19 from the shareholder to the customers.
20 Q.Butl guessto draw on something that Mr. 20 They’ re going to bear the risk for this now.
21 Johnson related to earlier, this then would be 21 MR. FAGAN:
22 ashift of risk then from the -- moreto the 22 A.Wadll, | think there'sa lot of things that
23 customer versus the shareholder? 23 have gone on since 2007 with respect to supply
24 MR.FAGAN: 24 cost variances and when we talked yesterday
25 A.Wadl, | think ona cumulative basis, over 25 about the rate stabilization plan where Hydro
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1 doesn't increase its earnings based on 1 settlement agreement. You've aready been
2 increased energy salesfrom customers, okay. 2 asked some questions on those. My question is
3 And there's capital investment. There's 3 with respect to the margina cost study
4 increasing in the system. Sothere's alot 4 scheduled to be filed by the end of thisyear
5 more cost pressures for Hydro with regard to 5 and the two for next year, the cost of service
6 the increased capital investment. If we look 6 study by March 31st, 2016 and the report on
7 back to 2007 and prior years, | think the 7 supply cost recovery mechanisms by June 15th,
8 capital budgets were materially lower than are 8 2016. Could you please advise the Board where
9 currently going before the Board. So you got 9 Hydro iswith the current schedule for those
10 your depreciation costs, your return on your 10 studies and if you are on schedule?
11 investment. We've got aging assets referred 11 MR. FAGAN:
12 to by Mr. Martin and Mr. Henderson. So, we've 12 A. Themarginal cost study, so we've engaged a
13 got alot of other coststo try and manage. 13 consultant, Christensen Associates, to
14 So when you look at all that increased costs 14 complete the marginal cost study for us. We
15 then now looking at the price variability 15 initially had NERA, National Economic Research
16 that’s been experienced that wethink it's 16 Associates, review the methodology that they
17 appropriate that we address this now to 17 would recommend because they did the last
18 provide amore consistent stream of earnings 18 marginal cost study. Sothey came forward
19 going forward. 19 with a recommendation on an approach, which
20 MS. DAWSON: 20 was consistent with the approach they
21 Q. Okay. Thank you. That'sall the questions| 21 recommended back in 2007, assuming
22 have. 22 interconnection with Labrador. And so, we
23 CHAIRMAN: 23 werein the -- so we circulated all of that to
24 Q.Now | moveto-- doyou want to take your 24 Newfoundland Power as well for their comments
25 break now or what do you want to do? Or dowe |25 before we proceeded, and so once we settled on
Page 78 Page 80
1 want to finish off Mr. Fagan? Not literally 1 an approach, we then engaged Christensen who
2 now, but you know. 2 came up to Hydro and we' ve been in meetings
3 MR FAGAN: 3 and went through data gathering, information
4 A. Getting there. 4 gathering exercise and they’re continuing to
5 MS. GLYNN: 5 provide alist of information required. |
6 Q. Ms. Greenehasindicated that she would take 6 think within the next week or so, hopefully
7 longer than five minutes, so | think the half- 7 we'll have all theinformation required for
8 hour break at this point. 8 Christensen to complete the marginal cost
9 CHAIRMAN: 9 study. But as of now, we believe we're still
10 Q. Okay. Sowe'll adjourn. 10 on schedule for that one.
11 (BREAK - 10:54 a.m.) 11 GREENE, Q.C.:
12 (RESUME - 11:33 a.m.) 12 Q. Okay.
13 CHAIRMAN: 13 MR. FAGAN:
14 Q. So Madam, you are on. 14  A. Thecost of service methodology, we sat down
15 MR.KEVIN FAGAN, CROSS-EXAMINATION BY MAUREEN GREENE, 15 and -- well, at the time when we were sitting
16 Q.C. 16 down and defining the scope of the cost of
17 GREENE, QC. 17 service methodology, we were also in
18 Q. Thank you, Mr. Chair. Good morning, Mr. 18 settlement negotiations and so we' ve made sure
19 Fagan. 19 that the cost of service methodology scope
20 MR. FAGAN: 20 reflects the settlement agreements, and we' ve
21 A. Good morning, Ms. Greene. 21 got -- we've had discussions on the approach
22 GREENE, QC: 22 by Christensen on that particular study.
23 Q.| wanted tofirst talk about the future 23 They’'ll be doingthat aswell. They're a
24 regulatory studiesthat Hydro has agreed the 24 fairly large firm. They've got about |
25 schedule for filing as set out in the 25 believe 55 consultants, so they’ve got alot
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1 of resources. So that one, we don’t have any 1 GREENE, Q.C.:
2 reason to believe that that one will be behind 2 Q. TheresTable 4.15. There wego, yes. So
3 schedule. | believe it's currently on 3 thiswasin Hydro's Amended Application that
4 schedule. 4 was filed in November 2014. |sthat correct?
5 The rate design review, we' ve defined the 5 MR. FAGAN:
6 scope of the rate design review with respect 6 A.That'scorrect.
7 to at thisstage dealing with Industrial 7 GREENE, Q.C.:
8 Customer rates and the wholesale rate. It's 8 Q. Andthere, we see Hydro was proposing at that
9 not areview of retail ratesat this stage. 9 time for Newfoundland Power, after an RSP
10 So, Christensen has reviewed all the contracts 10 adjustment, an overall increase of 4.1
11 with respect to purchases of Muskrat Falls 11 percent. Isthat correct?
12 power and that combined with the information 12 MR. FAGAN:
13 aswe get the marginal cost study completed 13 A Yes
14 and the cost of service methodology review 14 GREENE, Q.C.:
15 will be used in the rate design review. So, 15 Q. Andthat was based on your proposed $93 and
16 that aspect webelieve is-- it'sa tight 16 some odd cents for No. 6 fuel? Is that
17 schedule, but we still think we can meet the 17 correct?
18 schedule. 18 MR. FAGAN:
19 The supply cost recovery mechanism 19 A. That’scorrect.
20 review, that one, we've done alittle bit of 20 GREENE, Q.C.:
21 education with respect to the rate 21 Q. Andinthe mediain this hearing, we' ve heard
22 stabilization plan, but that one, we're 22 anincrease of 2.8 percent being proposed.
23 putting as afairly high priority with respect 23 That 2.8 percent, isit correct to say that
24 to having Christensen review all the contracts 24 that comes from this, your original
25 and all the flow through of costs once 25 application? That the 4.1 percent would
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1 Labrador Interconnection proceeds to determine 1 trandlate into 2.8 percent at the end consumer
2 how costswill vary into the future and flow 2 level?
3 through to Hydroand to be proposed for 3 MR. FAGAN:
4 recovery. Soanalysing the cost variances 4 A That'scorrect. It's an estimated number, but
5 with respect to capital and how capita 5 it's - you know.
6 investments are dealt with versus operating 6 GREENE, Q.C.:
7 costs versus purchasesif hydraulics on the 7 Q. And| think this morning you said it’ s roughly
8 isand is above or below normal, analysing 8 atwo-thirds flow through?
9 that aspect of itto come up with some 9 MR. FAGAN:
10 assessment of what mechanisms are required in 10 A. That'scorrect.
11 the future. So that oneis at the preliminary 11 GREENE, Q.C.:
12 stages, but we till think we can meet the 12 Q. Okay. And at that time, you were also looking
13 schedule. 13 at anincrease of 39.2 percent for Industrial
14 GREENE, Q.C.: 14 Customers? Isthat correct?
15 Q. Thank you. | wanted to talk to you now about 15 MR. FAGAN:
16 the rate increasesthat Hydro is seeking 16 A.Yes, that's correct.
17 approval of inthis application, and if we 17 GREENE, Q.C.:
18 could turn first, please, to Table4.15 in 18 Q. Andl won't takeyou through the others, but
19 your application? 19 we do see that you've aso indicated the
20 MR. FAGAN: 20 proposed increases you were seeking in
21 A.lIsthat at page 4.507? 21 November of 2014 based on your application for
22 GREENE, Q.C.: 22 al your customer classes. What | wanted to
23 Q.| don't have the page number here. 23 do now isto go to PUB-NLH-485 and thiswas a
24 MS.GRAY: 24 question put to Hydro by the Boardto ask
25 Q. Yes itis 25 Hydro to reflect the impact of the interim

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

Page 81 - Page 84




October 7, 2015

Multi-Page™

Page 85 Page 87
1 order and the change in rates that happened on 1 through afue rider. 1 think it’s probably
2 July 1, and the question was asked in terms of 2 more appropriate that you do it through atest
3 your price for No. 6 fuel of $93, whichis 3 year price difference from a -- with respect
4 still in your application -- and that's Table 4 to how we do rate design and stuff, | think it
5 1, so if we could look at Table 1, Mr. Fagan. 5 makes more sense. But, so from -- so it would
6 Soam| correct in saying that thisis 6 be anticipated by Hydro that whether it’s done
7 the comparison we should make to your original 7 through afuel rider or through a test year
8 filing, your original table, the 4.15 that we 8 price adjustment that the customer impacts
9 just looked at? 9 would be less than presented here, because of
10 MR. FAGAN: 10 the new fuel price forecast that will be filed
11 A.Yes Asaresult of the July 1st rate change, 11 next week.
12 which was a decrease for customersin the 12 GREENE, Q.C.:
13 neighbourhood of around five percent, that the 13 Q. Andthen we'll cometo that, | guess. One of
14 -- of course, with the proposed rates that 14 -- to put it in context, one of the reasons
15 were put forward in November still reflecting 15 for asking the question was there was the
16 the $93 a barrel, the increase for 16 confusion as to what Hydro’ s proposal actually
17 Newfoundland Power on the wholesale rate would 17 iswith respect to the rate increase. There
18 have went from4.1to 10.3 and on aretail 18 was the 2.8 percent in the media. We see from
19 level would have went from 2.8 to 7.0. 19 hereit’s more like seven percent at the end
20 GREENE, Q.C.. 20 consumer level, on an apples to apples
21 Q. Right. So based on the application that Hydro 21 comparison to your application.
22 has filed, the application as you just 22 MR. FAGAN:
23 mentioned, is proposing the 10.3 percent for 23 A.l think whenthose -- we struggled with
24 Newfoundland Power, which isroughly seven 24 actually communications somewhat because
25 percent at the end consumer level? Isthat 25 knowing that the fuel price change that’s
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1 correct? Do we cover the revenue reguirement 1 occurred out there will be reflected in
2 that you haveincluded inyour application 2 customer rates at the end of the day, so there
3 which hasn’'t been amended? 3 was some complication and not trying to create
4 MR. FAGAN: 4 someimpression that there may bea seven
5 A.That's right. And that’sthe one that's 5 percent increase when our most current
6 reflecting the fuel price of approximately 6 information would indicate it would be less.
7 $93. 7 So, there was reluctance to go out with the
8 GREENE, Q.C.: 8 higher number rather and create confusion.
9 Q. Okay. 9 GREENE, Q.C.:
10 MR. FAGAN: 10 Q. And! understand that in fact that’s why in
11 A. Fud cost. 11 the question from the Board, the information
12 GREENE, Q.C.: 12 was asked to be presented with a fuel price
13 Q. Andisthat what Hydro’ s proposal is before 13 that was used to set the interim rate. So if
14 the Board? 14 we could look at Table 2?
15 MR. FAGAN: 15 MR. FAGAN:
16 A.That'sthe current application. However, | 16 A. Okay.
17 mean, I've looked back at previous general 17 GREENE, Q.C.:
18 rate applications and the Board -- well, 18 Q. But Hydro chose not to amend your application
19 within therate stabilization plan rules, 19 with respect to fuel price, did you?
20 thereisarequirement that if a more current 20 (11:45am.)
21 fuel price forecastis ontherecord, then 21 MR.FAGAN:
22 it'sreflected in an application beforethe 22 A.Wdl, weview it asa-- therewill bealot
23 Board, that the Board would use that for 23 of changes to the numbers as we proceed
24 establishing customer rates. Now, therate 24 through the GRA, so as| mentioned earlier
25 stabilization plan provides it to be done 25 with respect to the specifically assigned
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1 charge for the Industrial Customers, we didn’t 1 there' s been no changesin Industrial Customer
2 think just a--if werecommended asingle 2 rates since 2007, so the process hasn't
3 changeitem from what was inthe original 3 necessarily been clear to everybody, but once
4 application, we didn’t think it was necessary 4 the year end bal ances are established for the
5 to or most effective to fully amend the 5 rate stabilization plan, Hydro would file its
6 application for that. 6 application in January to reflect the fuel
7 GREENE, Q.C.: 7 price that was put out there in October. So,
8 Q. WE€Il come to the specificaly assigned 8 you wait 'til you get thefull year end
9 charge, but on fuel price? 9 numbers. So, we're saying well, that process
10 MR. FAGAN: 10 really doesn't work with respect to getting
11 A.Yes, | agree with what you said. 11 something in in January. So we'retrying to
12 GREENE, Q.C.: 12 develop an approach to get rates in effect for
13 Q. Okay. Sowhenwelook at Table 2, that will 13 Industrial Customers for January 1st and so
14 show theimpact if the price usedin the 14 we'll be providing additional information and
15 interim rate application of $73.75 abarrel is 15 in discussions with al the parties, including
16 used? Isthat correct? 16 Board staff on that.
17 MR. FAGAN: 17 GREENE, Q.C.:
18 A.Yes 18 Q. Sowith respect to the question of Hydro's
19 GREENE, Q.C.: 19 proposal on fuel price to be used -
20 Q. Andyou vegiven evidence and you'll befiling 20 MR. FAGAN:
21 anew fuel forecast that is showing a forecast 21 A.Wedo agreethat the fuel price of $69.00,
22 for 2016 of $70.00 per barrel for No. 6 fuel? 22 between 69 and $70, is appropriate for rates
23 Isthat correct? 23 for 2016. There’'saquestion we may want to
24 MR.FAGAN: 24 use adifferent onefor 2015 for purposes of
25  A. Approximately. Between 69 and 70. 25 the RSP run for ’ 15, the net income deficiency
Page 90 Page 92
1 GREENE, Q.C.: 1 for '15.
2 Q. Andwill Hydro be proposing that that fuel 2 GREENE, Q.C.:
3 price be the one accepted by the Board? 3  Q Andwe'll come tothe 2014 and 2015 revenue
4 MR. FAGAN: 4 deficiencies.
5 A.Oneof thethings-- I'd say yes, but | just 5 MR. FAGAN:
6 want to explain it alittle bit. Andwe've 6 A. Okay.
7 discussed alittle bit about desirability to 7 GREENE, Q.C.:
8 have ratesfor January 1stfor Industrial 8 Q. Soif you stay with me with respect to this,
9 Customersaswell. So, as well aswe talked 9 so the information is that thiswas based on
10 about the revenue deficiency for 2015 that the 10 the $73.00 a barrel, so it is more
11 rates that the Board approved July 1st deals 11 representative of what may happen, assuming
12 with Newfoundland Power’sand not Industrial 12 that Hydro’ s proposed revenue requirement is
13 Customers. So, Hydro is currently looking at 13 fully accepted by the Board?
14 what should be done for January 1st and just 14 MR. FAGAN:
15 gathering the information and talked to Mr. 15  A.Yes, that's correct.
16 Coxworthy yesterday with respect to Rspand 16 GREENE, Q.C.:
17 we'll tak with the Industrial Customers 17 Q. Okay. So here wewould see at $73.00 a
18 before we file anything with respect to a plan 18 barrel, there would actually, given the RspP
19 for that. But, so we've -- so readly 19 adjustment, a decrease proposed for
20 gathering the information with respect to that 20 Newfoundland Power and a smaller increase for
21 proposal. 21 the Industrial Customers? Isthat correct?
22 Because normally what we filefor the 22 MR.FAGAN:
23 Industrial Customersis actualy the fuel 23 A.Yes.
24 price protection initially not an application, 24 GREENE, Q.C.
25 okay. The application -- unfortunately 25 Q. When doesHydro hopeto beina position to
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1 provide an update with respect to the proposed 1 Board.
2 fuel priceit will be proposing? 2 GREENE, Q.C.:
3 MR. FAGAN: 3 Q. You are aware that the 2014 revenue deficiency
4 A.lthink there'sa requirement that we file 4 isbased on five months of actual costsand
5 within ten working days, firstten working 5 seven months of forecast costs to determine
6 daysof October. Sothat would be fairly 6 the 45.9 million?
7 Soon. 7 MR. FAGAN:
8 GREENE, Q.C.: 8 A.That'scorrect, | am.
9 Q. And maybe | misunderstood. | understood that 9 GREENE, Q.C.:
10 you may not be -- you're under advisement as 10 Q.| wonder if wecould goto the transcript,
11 to whether that specific price will be the 11 October 5th, please, page 149? So at page
12 price that you' re suggesting for the January 1 12 149, lines six to nine, and | won't -- unless
13 adjustment for Industrial Customers. 13 you want to, | don’'t think we need to go back
14 MR. FAGAN: 14 to the previous page, but here you were
15 A.Well, wewill proceed with providing that, the 15 responding to a question from Mr. O’ Brien and
16 actual price information within the scheduled 16 it was to deal with the revenue deficiency for
17 time. With regard to the impacts on the test 17 2014 and the fact that the Prudence Review was
18 year -- because | think if we're going to be 18 looking at some of those costs, but your
19 adjusting the test year for that, you'd also 19 answer there was "it is my understanding, but
20 want to belooking at what the most recent 20 all the costs are obviously before the Board
21 diesel fuel price forecast was aswell. So, | 21 for review." And | wanted to ask you for the
22 was anticipating we would provide the 22 2014 revenue deficiency, the 2014 test year,
23 information reflecting the fuel price 23 how doyou see theBoard reviewing those
24 differential, but -- and if we could, and had 24 costs?
25 al theinformation in time, we could come up 25 MR. FAGAN:
Page 94 Page 96
1 with what an estimated impact ontest year 1 A.Wadll, Grant Thornton has completed its report
2 revenue requirement would be with respect to 2 reviewing Hydro’'s 2014 costs and provided its
3 both numbers, both No. 2 and No. 6 fuel. So 3 report on that, so -- and that the Board will
4 I’vegot people working on coming up with 4 hear -- has heard some evidence and will hear
5 those. 5 more evidence on Hydro's costs and basis for
6 GREENE, Q.C.: 6 the costs, cost management. So the Board, my
7 Q. And | understood that and | guess my question 7 view that the Board would rule onwhat a
8 was an estimate of timing when the information 8 reasonable 2014 test year revenue requirement
9 would be availablefor the partiesand the 9 would be.
10 Board. 10 GREENE, Q.C.:
11 MR. FAGAN: 11 Q. And in reviewing and deciding on the
12 A. Hopefully it would be within thefirst ten 12 reasonableness of the 2014 test year, what, in
13 days, working days of October, so we could do 13 your opinion, istherole for the actual cost
14 it all within the regular timeframe. 14 incurred in 2014, seeing that we're now almost
15 GREENE, Q.C.: 15 -- we' d be looking at 2016 before we probably
16 Q. Okay. So turning to the 2014 revenue 16 get an order from this matter?
17 deficiency, you already indicated that your 17 MR. FAGAN:
18 involvement, as| understood it, was with 18 A.We'll alwaysview atest year asatest year
19 respect to how the deficiency, whatever the 19 and that unless some -- unless the test year
20 amount the Board approves is, would be 20 isrevised for some reason, the Board would
21 recovered as opposed to how it was calcul ated. 21 evaluate thetest year costsand the actual
22 Isthat correct? 22 costs generally are at the risk of the
23 MR. FAGAN: 23 utility, if they’re -- assuming they’ re above
24 A.Yeah, my role was more focused on recovery of 24 test year.
25 the amount that would be determined by the 25 GREENE, Q.C.:
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1 Q. Soif inthe Prudence Review it is determined 1 A ltwasanticipated -- the 70 percent was based
2 that certain actual costs which were spent 2 onlooking at other jurisdictionsand what
3 were imprudent, would that mean that the Board 3 they would achieve when requesting interim
4 would ignore thefact -- that fact when 4 rates. So, Hydro proposed interim rates with
5 looking at your 2014 forecast cost? 5 the anticipation of having them implemented
6 MR. FAGAN: 6 earlier. 1 don't -- I'mnot sureif it was
7  A. | think the Board would want to look at -- I'd 7 March or April, but earlier, inan earlier
8 look at the 2014 test year as Hydro presented 8 period, earlier date than was actually
9 its forecast based on five months actual and 9 achieved. So, the delay in implementation of
10 seven months forecast. If one -- if alot of 10 interim rates upto July resulted in an
11 additional costswereincurred in the latter 11 increased deficiency beyond the 70 percent.
12 half of 2014 for certain projects that weren’t 12 Evenif -- sowhen wefiled that, it was
13 reflected in the test year, then Hydro 13 Hydro's-- it wasin anticipation that Hydro
14 incurred those costs in 2014 and didn’'t get 14 would have an order for prior to the end of
15 recovery of those costs through higher rates 15 thisyear. Now we're looking at maybe not
16 anyway. So, thoseare-- they haven't been 16 having a final order until next year. So,
17 put before the Board for review, so if Liberty 17 it's more about that the schedule has gone on
18 reviewed those costs and said Hydro shouldn’t 18 longer. But now, we recognize that we're not
19 get recovery and removed them from the 45.9 19 going to have an approval prior to the end of
20 million deficiency which never included those 20 2015, whether a70 percent recovery of our
21 coststo meit would be effectively double 21 revenue deficiency wouldn’t be reasonable for
22 counting of the costs because Hydro would have |22 financials for 2015.
23 aready incurred the costs and not got 23 GREENE, Q.C.:
24 recovery. So if youtook it out of the 24 Q. Now the 70 percent was based on, in part, it's
25 revenue requirement for '14, they’d be 25 my recollection, that it was because there was
Page 98 Page 100
1 penalized twice. 1 anumber of items that were contentious in the
2 GREENE, Q.C.: 2 revenue requirement and that parties were --
3 Q. Thismay beaquestion that’s better for the 3 may during the course of this proceeding
4 Finance Panel, but isit Hydro’s position that 4 challenge, so that it wouldn't be appropriate
5 the 2014 forecast deficiency is not going to 5 to recover the full amount of your forecast
6 be updated, the 45.9 million? 6 deficiency. Was that part of your rationale?
7 MR. FAGAN: 7 MR. FAGAN:
8 A.It'smy understanding it’snot, but you can 8 A.Not realy. It wasmore about practice.
9 just double check with the Finance Panel. 9 There was obviously contentiousitems and |
10 GREENE, Q.C.: 10 think it's very clear on therecord where
11 Q. Turning tothe 2015 revenue deficiency, | 11 Hydro has disagreed with someitems and not
12 wonder if we could go tothe transcript of 12 disagreed with others. But | think the dollar
13 October 5th, page 138, and it'slines two 13 amount of 30 percent of the proposed changein
14 through 17, and I'll give you a moment to read 14 revenue requirement would probably be well
15 it. So thisrelates to the application Hydro 15 beyond, | think, any amount that would
16 has made to defer costs from 2015 and seek to 16 probably be disallowed based on a Board review
17 recover them later. Inlistening and then 17 of Hydro's costs.
18 reading the transcript, we didn’'t quite 18 GREENE, Q.C.:
19 understand why if you were looking for 70 19 Q. So where did the 70 percent come from?
20 percent at thetime you filed, butif the 20 MR. FAGAN:
21 matter is not dealt with soon, asyou get 21 A.ltcamefrom looking at other utilitiesand
22 closer to year end, you may need to amend the 22 implementing interim rates about the general -
23 application to get a higher proportion of the 23 - an estimate of the percentage that would be
24 forecast revenue deficiency. 24 permitted through recovery of interim rates
25 MR. FAGAN: 25 prior to full testing of the costs.
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1 GREENE, Q.C.: 1 Q. The2015 test year which isa forecadt, it
2 Q. Right. So the 70 percent came from the 2 would be the same, is it, that it would be
3 practice in other jurisdictions to take into 3 generally the test year would not be adjusted
4 account the fact that the revenue requirement 4 except following the Board' s decision asto
5 may be reduced through the Board process? 5 what would be reasonable expensesor other
6 (12:00 p.m.) 6 decisions on issues that are before them?
7 MR. FAGAN: 7 MR. FAGAN:
8 A. Right. 8 A.Yes. Theonly thing, and | mentioned it in my
9 GREENE, Q.C.: 9 opening statement with regard to looking at
10 Q. Okay. 10 2015 net income deficiency different, and we
11 MR. FAGAN: 11 need -- if you want to look forward and see if
12 A.Now Hydro hasn't -- we'rereviewing it. We 12 rates are reasonable for 2016, but you're
13 only started discussions on this last week. | 13 probably going there next.
14 was speaking with the general manager and 14 GREENE, Q.C.:
15 we're talking about, okay, the 2015 15 Q. Yes, so perhapsif you look at the transcript
16 application hasn’t been addressed, so we need 16 for that, October 5th, page 111. I'mjust
17 to sit back and look, look at thisand seeif 17 going to ask you to explain that. So
18 we need to make a change and determinewhere |18 generally you wouldn't adjust the test year,
19 the application is and determine where we go 19 except when the Board does with respect to
20 from here. We haven't sat down and actually 20 whatever they allow or disallow based on the
21 determined what we're doing with respect to 21 evidence in the hearing?
22 thisyet. 22 MR.FAGAN:
23 GREENE, Q.C.: 23 A.| agree.
24 Q. And that was actually my next question. Would 24 GREENE, Q.C.:
25 you have any understanding at this time of the 25 Q. Okay.
Page 102 Page 104
1 time period inwhich youmay befiling an 1 MR. FAGAN:
2 amended application or making that decision 2 A.Butl provided the example of the Holyrood
3 whether to file or not file? 3 combustion turbine in my opening statement.
4 MR. FAGAN: 4 So, the Holyrood combustion turbine, when the
5 A.l thinkit'll probably be -- have to be 5 2015 test year was developed, it was assumed
6 decided in the next few weeks. We want to 6 that the Holyrood combustion turbine would be
7 give the Board time to review and have proper 7 in service in December. So, the full cost of
8 process. 8 the Holyrood combustion turbine are reflected
9 GREENE, Q.C.: 9 in the test year revenue requirement. There
10 Q. With respect to the 2014 revenue deficiency, 10 was delayed implementation, so -- I’'m not sure
11 you've already explained it's Hydro’' s position 11 of theexact date, maybelate January or
12 that the test year forecast isthe onethat 12 February before it gotin inservice. So,
13 should be used and from your perspective, it 13 what normally would occur in calculating the
14 shouldn't be adjusted. Is that -- | 14 rate base, you' d take the Holyrood combustion
15 understood your answer previoudly, is that 15 turbine out of the opening balancein rate
16 correct? 16 base because it was assumed for purposes of
17 MR. FAGAN: 17 the test year to bein the opening balance.
18  A. For evaluating recovery of costsfor 2015, 18 So that would reduce the rate base and
19 yes. 19 therefore have an impact on the return and --
20 GREENE, Q.C. 20 return mostly, | guess maybe some depreciation
21 Q. Sothe 2015 proposed revenue deficiency -- 21 expense as well because of delayed
22 sorry - 22 implementation. So that would reduce the
23 MR. FAGAN: 23 revenue requirement for 2015.
24 A. Forecast. 24 However, due to delayed rate
25 GREENE, Q.C.: 25 implementation that we may not have rates go
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1 early '16, then the Holyrood combustion 1 A. Well, we-- | think we probably should provide
2 turbine would bein service for al of the 2 some information on what the impact of that
3 year, the rate year, rather than the test 3 adjustment would be to the Board so that they
4 year. So Hydro believesit’s reasonable that 4 would be quite clear in determining the 2016,
5 it should recover the full cost associated 5 the adjustment to rate base for that.
6 with the Holyrood combustion turbine because 6 GREENE, Q.C.:
7 it'sin service for the whole period in which 7 Q.Okay. Sol takeit then that Hydro would be
8 the rates are being applied. So if the Board 8 submitting a proposal to more fully explain
9 approved an exclusion of that for I'll call it 9 that.

10 half year adjustment because it wouldn't have 10 MR. FAGAN:

11 been in the opening balance, Hydro would be 11 A. Doyou cal that an undertaking?

12 forced to maybea potentia five million 12 GREENE, Q.C.:

13 dollar impact or more, be incurring that cost 13 Q. No, I’d consider it an amendment to your

14 over the next two years until the next general 14 application.

15 rate application. So we wouldn't be 15 MR. FAGAN:

16 recovering the full cost associated with the 16 A. Amendment, okay.

17 Holyrood combustion turbine. So that’swhy | 17 GREENE, Q.C.:

18 was trying to make a distinction with regard 18 Q. Or further clarification of your application,

19 to capital assetsfor purposes they may want 19 whichever Hydro would prefer to call it.

20 to consider in rate base that you may need to 20 MR. FAGAN:

21 -- want to adjust rate base for determining 21  A. Certainly we're planning on discussing itin

22 revenue requirement for rate setting separate 22 final argument, but | think it would be proper

23 from revenue requirement for determining the 23 to have the clear impact of it. |1 know alot

24 2015 net income deficiency. 24 of itis presented actually in the response to

25 GREENE, Q.C.: 25 the rRFI that we talked about. | believeit’'s

Page 106 Page 108

1 Q. And is Hydro going to propose that 1 PUB-487. Anyway, that's only fairly high
2 specificaly to the Board asan adjustment 2 level summary. We' d want to give more detailed
3 that they are proposing? 3 information to the Board on that.
4 MR. FAGAN: 4 GREENE, QC::
5 A.Yes wewill. 5 Q. Okay, now Mr. Patrick Bowman suggested another
6 GREENE, Q.C.: 6 change to reflect the financing cost
7 Q. Arethere any other adjustments that Hydro is 7 associated with the RsP surplus refund.
8 thinking about at this point in time? 8 MR. FAGAN:
9 MR. FAGAN: 9 A.Yes | understand his proposal, but | think

10 A.Weveonly been mainly -- only talking really 10 that one you' d have to deal with Mr. Pelley in

11 about the capital because that’s the biggest 11 the Finance Panel on that one.

12 piece of the cost. So Hydro has proposed no 12 GREENE, QC.:

13 other adjustments. | mean, rateswill be 13  Q.But | took - has Hydro considered that

14 goinginfor ’16 reflecting 2015 costs that 14 suggestion or proposal from the industrial

15 arefrom an operating perspective. That in 15 customers?

16 itself is a productivity allowance 16 MR. FAGAN:

17 effectively. But thisisthe only issue that 17  A.Hydro has, butthere'sa - weview that as

18 Hydro has been presenting because it’s such a 18 singling out one particular item on the

19 material issue with regard to revenue 19 finance side versus other cost increase items,

20 requirement for Hydro. 20 so | think we wouldn't agree with Mr. Patrick

21 GREENE, Q.C. 21 Bowman on that particular recommendation.

22 Q. Andyou will bebringing forward aproposa 22 GREENE, Q.C..

23 with respect to that, | understood your 23 Q. I'msorry, you wouldn’t agree?

24 answer, or do we take it from your evidence? 24 MR.FAGAN:

25 MR. FAGAN: 25  A. Wewouldn’t, no, we wouldn't.
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1 GREENE, Q.C.: 1 GREENE, Q.C.:
2 Q. Soat thispoint in time, the discussion we've 2 Q. Soit'syour view of that. Has government -
3 just had on the combustion turbine is the only 3 or has Hydro had any discussions with
4 change Hydro has identified that it will be 4 government about this concept of affordable
5 seeking with respect to the 2015 test year? 5 electricity rates and what it means for
6 MR. FAGAN: 6 customers? Let’s start with you, have you in
7 A.Wadl, | think - my example was the combustion 7 your role as Manager of Rates, have you had
8 turbine, but 1 think we were talking 8 any discussions?
9 specificaly about capital assets. Grant 9 MR. FAGAN:
10 Thornton’s Report recommended adjusting the 10 A.I'’vehad discussions -
11 2015 test year for capital assets that weren't 11 GREENE, Q.C.:
12 - the projectsweren't finishedin’14 and 12 Q. With government about affordable electricity
13 were carried into ’ 15. So we viewed it should 13 rates and what it means for rural customers?
14 be appropriate for all the capital projects. 14 MR. FAGAN:
15 GREENE, Q.C.: 15 A Well, every few weeks there's usudly a
16 Q. Soit'sall of those capital, not just the CT? 16 meeting between Hydro and representatives of
17 MR. FAGAN: 17 government on different issues, and so rates
18 A.Yeah 18 issues come up occasionally, so I’'m requested
19 GREENE, Q.C.: 19 to attend and discuss ratesissues that are
20 Q. Soturning to another topic whichis rural 20 active and often in the genera rate
21 rates, and Mr. Dawson did cover with you some 21 proceeding, and so we talk about the rural
22 of the questions that | did have for you on 22 subsidy and theimpact on customers, but |
23 this, but | till have afew. First I'd like 23 don't know if anyone hasever specifically
24 to bring you to the transcript of October 5th 24 used the words with regard to that’ s what the
25 at page 87, line 22. So you were describing 25 direction is somewhat. It's more my
Page 110 Page 112
1 the rural deficit and in lines 22 to 24, you 1 assessment of what the effect is.
2 said, "Government policy on rural rates is 2 GREENE, Q.C.:
3 based on providing affordable electricity to 3 Q. Andinthose discussions with government with
4 customers on Hydro’s rural systems'. 4 respect to rural rates, who would have
5 MR. FAGAN: 5 attended on behalf of Hydro?
6 A. That'smy view. 6 MR. FAGAN:
7 GREENE, Q.C.: 7  A. It would have been me.
8 Q.lwas going toask youthe basisfor the 8 GREENE, Q.C.:
9 statement? 9 Q. Onlyyou?
10 MR. FAGAN: 10 MR. FAGAN:
11 A Wdl - 11 A Wéll, what wedo - you've got anumber of
12 GREENE, Q.C.: 12 issues to be dealt with my government in the
13 Q. Isitinany of the Ordersin Council that are 13 meeting, and so different people come in at
14 onfilefor the hearing from the government 14 different timesto deal with their area. So
15 with respect torural rates, their rationale 15 when it'son the rates aspect, I’'m there and
16 for why they gave direction? 16 usually someone from shareholder relations may
17 MR. FAGAN: 17 be there.
18 A. |l don't think so. 18 GREENE, Q.C.:
19 GREENE, Q.C.: 19 Q. Soit'syou and customer relations?
20 Q. No. 20 MR. FAGAN:
21 MR.FAGAN: 21 A.No, | think they’re called Corporate and
22 A.No. Minewas only based on the fact that the 22 Shareholder - it's Ms. Dalley’ s group.
23 average cost is 80 cents, and the effect of 23 GREENE, Q.C.:
24 the policy is more about my view of 24 Q. Socoming back tothe statement here with
25 affordable. 25 respect to that, that’ s your conclusion, your
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1 own personal conclusion because there's 1 GREENE, Q.C.:

2 nothing you can refer us to as to a statement 2 Q. .Soif wecome totheidand interconnected
3 for the basis for government policy, isthere? 3 system customers, | wonder if we could look at
4 MR. FAGAN: 4 NP-NLH-035, Revision 2, and this was a

5 A. | thought there was something - 5 question for the revenueto cost ratiosfor

6 GREENE, Q.C.: 6 the systems by year. So if we could go to the
7 Q. I'll hepyou out. It's notinany of the 7 next page. We see for the island

8 Ordersin Council that are on file. 8 interconnected system, the one we were just
9 MR. FAGAN: 9 discussing, the revenue to cost ratio is .67,

10 A.lthought therewassomething in- | don't 10 so those customersare roughly paying two-
11 know if it'sin the Electrica Power Control 11 thirds of the cost of serving, and isthat

12 Act that talks about customersin similar 12 correct?

13 circumstances paying, you know, same rates, 13 MR. FAGAN:

14 there may be some statement there. 14  A.Yes, based on 2015 test year, that wasthe
15 GREENE, Q.C.: 15 forecast.

16 Q. That'sagenera statement in the Electrical 16 GREENE, Q.C.:

17 Power Control Act, and how rates are set 17 Q. Yes. Now you've also mentioned in your
18 generally? 18 testimony this week with respect to

19 MR. FAGAN: 19 preferential rates, and by preferential rate,
20 A.Right, so| don’'t know whether that would be a 20 | mean a customer - a rura customer who
21 view that if it's domestic customer, a 21 recelves a lower rate than another customer
22 Newfoundland Power domestic customer or a |22 receiving the same servicein the rural area.
23 Hydro domestic customer on the island 23 Is there any customer in the idand
24 interconnected system, for example, that they 24 interconnected system who receives a
25 pay the samerates, somewhat consistent with 25 preferential rate?

Page 114 Page 116

1 that particular statement. To me, that’sthe 1 MR. FAGAN:

2 way | would interpret it. 2 A.l believeit’ sthe Burgeo School and library.
3 GREENE, Q.C.: 3 GREENE, Q.C.:

4 Q. Waél, youdo realizethat that position has 4 Q. And that is the only customer in the

5 never been put forward by Hydro beforein the 5 interconnected system?

6 2001, 2003, or 2006 hearing with respect to 6 MR. FAGAN:

7 the policy for rural rates? 7 A.lthink so.

8 MR. FAGAN: 8 GREENE, Q.C.:

9 A . Wdl- 9 Q Andif wegotoPUB -

10 GREENE, Q.C.: 10 MR. FAGAN:

11 Q. Torely onthe power policy and the Electrical 11 A. Sorry, | think that’sin the rate schedule,

12 Power Control Act? 12 actually.

13 MR. FAGAN: 13 (12:15 p.m.)

14 A.l was specificaly referring to the idland 14 GREENE, Q.C.:

15 interconnected system, though, that these 15 Q. Soif you go to PUB-NLH-310.

16 customers are on the same system, so they're 16 MS. GRAY:

17 paying the same rates. | viewed it there more 17 Q. Revision 1, Ms. Greene?

18 than with respect to the isolated systems. 18 GREENE, Q.C.:

19 GREENE, Q.C.: 19 Q. PUB-NLH-310, Attachment 1. Oh, which
20 Q. And again that hasn’t been advanced before by 20 revision? Thisone, Revision 1. So these are
21 Hydro asa reason or a rationalefor the 21 the - if you go back for amoment, Mr. Fagan,
22 government policy about the interconnected 22 | should let you see the question.

23 rates, hasit, to you knowledge? 23 MR. FAGAN:

24 MR.FAGAN: 24 A. Okay.

25 A.lwouldn’t beableto say. | don’t know. 25 GREENE, Q.C.:
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1 Q. Thisquestion wasto list the preferential 1 we may as well talk about this. Within the
2 rates and how they differ from the standard. 2 isolated systemsthere are certain customers
3 So the Burgeo School and library isthe only 3 who get a rate, a preferentia rate, inthe
4 school on the idand interconnected system 4 sense that they pay less than another
5 that receivesthis rate, doesit? It would 5 equivalent customer with the same energy
6 appear from this answer. 6 characteristics and demand. These are
7 MR. FAGAN: 7 churches, schools, community halls, and if you
8 A.Yes. 8 scroll down, fish plants, is that correct?
9 GREENE, Q.C.: 9 MR. FAGAN:
10 Q. IsHydro awareof any rationale why it would 10 A.Yes, thechurches, schools, and community
11 receive that rate? 11 halls are on the domestic diesdl rate rather
12 MR. FAGAN: 12 than on the general service diesel rate, and
13 A. Hydro had proposed to phase this out - | 13 the fish plants, they’re on the island
14 thought it was the 2006 GRA. They definitely 14 interconnected rates applicable to their load
15 proposed it at the prior one, which was - | 15 rather than the diesdl rates.
16 think the application, the order was PU-7- 16 GREENE, Q.C.:
17 2002/2003, so Hydro has triedto eliminate 17 Q. Okay, so we havea number of customerswho
18 thisrate inthe past. It was rejected, | 18 from afairness perspective aregetting a
19 believe. | was pretty sure it was government 19 lower ratethan other customersin the same
20 direction with regard to maintaining the rate. 20 area receiving the same service, is that
21 GREENE, Q.C.: 21 correct?
22 Q. Subject to check, would you agreethat the 22 MR.FAGAN:
23 proposal to phase out preferential rates was 23 A.Wadll, | hesitatewhen you say the "same
24 by Hydro in the 2001 hearing as aresult of a 24 customers' because if there' sanother fish
25 direction from the Board? 25 plant in the same area, the fish plant would
Page 118 Page 120
1 MR. FAGAN: 1 be getting the same rate.
2 A.lthink you're correct. 2 GREENE, Q.C.:
3 GREENE, Q.C.: 3 Q. Another non-fish plant, but with the same type
4 Q. Andthenagain subject to check, that after 4 of demand and energy usage?
5 that direction, government issued an Order in 5 MR. FAGAN:
6 Council to confirm the continuance of the 6  A.You could have a customer with the same demand
7 preferential rates, and | can take you through 7 level inthe same system paying adifferent
8 that if you - 8 rate.
9 MR. FAGAN: 9 GREENE, QC::
10 A.No, you'reright. 10 Q. So could we go now to PUB-NLH-079, Revision 1,
11 GREENE, Q.C.: 11 and when you look at the question, it does
12 Q. Okay. Justagainit's for clarity forthe 12 refer youto aprevious question, and again
13 record, so if we move on then from the island 13 subject to check, if you'll accept that the
14 interconnected system - 14 question dealt with the preferential rates and
15 MR. FAGAN: 15 this question was designed to show the cost of
16 A. Sorry, | mentioned in my evidence that Hydro 16 these additional preferentia rates in rural
17 had proposed it, but | probably wasn't clear 17 areas, so if we could go to page 2, and what
18 whether it wasadirection of the Board or 18 isthe cost inthe 2015 forecast for these
19 not. | wasn't sureit was at the time. 19 preferential rates?
20 GREENE, Q.C.: 20 MR. FAGAN:
21 Q. So if we move now from the island 21 A. It'sapproximately amillion dollars.
22 interconnected system to the isolated systems, 22 GREENE, Q.C.:
23 and again we don’t need to review the policies 23 Q. Okay. Now if we could go back, please, to NP-
24 becauseyou did that with Ms. Dawson this 24 NLH-035, Revision 2, the island isolated
25 morning, and while we have this on the screen, 25 system there is forecast to pay a revenue cost
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1 ratio of just .16 in thetest year, isthat 1 Council wasissued, whichison therecord?
2 correct? 2 Have there been any discussion you've been
3 MR. FAGAN: 3 involved inas to whether this should be

4 A Yes, that's correct. 4 brought to the attention of government, given

5 GREENE, Q.C.: 5 the magnitude of the deficit?

6 Q. And would you agree that the policy with 6 MR. FAGAN:

7 respect to how rates are charged has had an 7  A. Thegovernment is aware of the magnitude of
8 impact on the size and magnitude of the rural 8 the deficit. 1’ve been involved and we talked

9 deficit? 9 about the dollars because one of the - after

10 MR. FAGAN: 10 we filed our application and we informed
11 A Yes 11 government on the different proposals, and we
12 GREENE, Q.C.: 12 discussed the sharing of therural deficit

13 Q. We'vedready heard some evidencefrom Mr. 13 between Newfoundland Power’s customers and
14 Henderson and Mr. Martin with respect to 14 Labrador interconnected customers, so the
15 whether the magnitude and the underlying 15 dollarswere discussed, so they’'re aware of

16 policies related to the rural deficit has been 16 the dollars. So the magnitude of the impact

17 anissuefor Hydro. To your knowledge, have 17 on customers, they’re aware of. There’ s been
18 you been involved in discussionsinternally or 18 no indication that there's any change with

19 externally with respect to the growing size of 19 regard to the policy on rates, nothing that
20 the rura deficit, and asto whether the 20 |’ve seen.
21 underlying policies continue to be 21 GREENE, Q.C.
22 appropriate? 22 Q.Canwegoto PUB-NLH-339, please, Attachment
23 MR. FAGAN: 23 1. If we could go back to the question first,
24 A. Just give me asecond to think and recall. 24 please. So thisreferred toa discussion
25 GREENE, Q.C.: 25 paper that Hydrofiled in response to a

Page 122 Page 124

1 Q. Thelast order - 1 previous Board direction, pointing out all

2 MR. FAGAN: 2 policy implications for government with

3 A .Wevehad internal discussionson L’Anse Au 3 respect to the rural deficit. Has Hydro done

4 L oup because that particular one was approved 4 anything, to your knowledge, since thiswas

5 by the Board with respect to the use of the 5 donein 2003 in this analysis way to provide

6 idand interconnected rates for L’Anse Au 6 information on the size, magnitude, and

7 Loup. The other ones - the other rate 7 implications of the policies for the deficit?

8 policies have been directive from government, 8 MR. FAGAN:

9 so Hydro has been - we' ve been just complying 9 A.To my understanding, there’'s been nothing
10 with the government policy, but there’s been 10 similar to this done since.

1 some internal discussion on whether the 11 GREENE, Q.C.:

12 practices for L’Anse Au Loup should be 12 Q. Andthequestion aso asked Hydro to update
13 changed. 13 the information provided in the paper on the
14 GREENE, Q.C.: 14 practices for subsidization in other

15 Q. Andthat was at an internal level, was it? 15 jurisdictions, if you want to take a moment to
16 MR. FAGAN: 16 read the question. Hydro’s response was that
17 A.Yes. There sbeen someRFIsfor it aswell. 17 it was unable to update that information.

18 GREENE, Q.C.: 18 MR. FAGAN:

19 Q. Yes, andintheinterest of time, | won't take 19 A.Yes, alot of the jurisdictions don’'t keep the
20 you there, but have there been any 20 details on that as much as are done here.
21 consideration that you have beeninvolvedin 21 GREENE, Q.C.:
22 asto whether the matter of thishas been 22 Q. Sothere' s no new evidence on the record today
23 brought to the attention of government, the 23 with respect to the subsidization of rural
24 impact of thesepolicies since they last 24 rates provided in Newfoundland with respect to
25 reviewed them in 2003 when the Order in 25 other jurisdictions, isthere?

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

Page 121 - Page 124




October 7, 2015 Multi-Page™ NL Hydro GRA

Page 125 Page 127

1 MR. FAGAN: 1 cost of service study versus another system

2 A.ldon'tthink there’s been any update on the 2 which has a combination of rural and urban.

3 numbers, no. 3 GREENE, Q.C.:

4 GREENE, Q.C.: 4 Q. Okay.

5 Q. When you were giving evidence, you referred to 5 MR. FAGAN:

6 the island interconnected system in response 6 A.Soif you had broke out rural from urban with

7 to anumber of questions from Mr. Johnson that 7 respect to Newfoundland Power, you would

8 the island interconnected system, which is 40 8 createa rura deficit within Newfoundland

9 percent of the deficit, within that the 9 Power system.

10 subsidization is similar between urban and 10 GREENE, Q.C.:

11 rural aswould occur within the Newfoundland 11 Q. And the 40 percent deficit number is the fact

12 Power system. Do you recall that? 12 that the idland interconnected system

13 MR. FAGAN: 13 contributes 40 percent of the overal rura

14 A.ltcouldbe. It depended how you broke out 14 deficit?

15 the pieces, okay. 15 MR. FAGAN:

16 GREENE, Q.C.: 16 A.Yes. Now the context of discussion was

17 Q. Andl was goingtoask youthat. Haveyou 17 somewhat along thelines of identifying it

18 doneor seenany analysisthat’sdone that 18 with respect to asalineitemon the hill,

19 would demonstrate the size of the 19 that if I'm in Deer Lakeand I’'m driving to

20 subsidization between urban and rura that 20 Rocky Harbour, and so people are going to get

21 exists within Newfoundland Power? 21 anote on thebhill saying, oh, thisis a

22 MR.FAGAN: 22 subsidy you're paying and lists of f the towns,

23 A. Certainly not anything recent, no. 23 oh, Rocky Harbour isone of the townsyou're

24 GREENE, Q.C. 24 subsidizing, so you' re putting two towns that

25 Q. Okay. 25 may be quite close to one another separating
Page 126 Page 128

1 MR. FAGAN: 1 as one being subsidized and another - or you

2 A. |l thought there may have been some questions 2 could have a smaller townin aNewfoundland

3 on that of Newfoundland Power back mid 90s, 3 Power service areathat may be closer to Baie

4 something like that, but | don’t think the 4 Verte and intuitively (phonetic) think it may

5 information was provided. 5 be cheaper to provide serviceto the larger

6 GREENE, Q.C.: 6 town, so it was in that context | was

7 Q. Correct me if I'm wrong, | understood from 7 discussing it.

8 your answer to some of the questions that you, 8 GREENE, Q.C.:

9 yourself, weren’t fussed about the size of the 9 Q. Now dso theissue of subsidization from urban
10 deficit with respect to the idand 10 to rural and whether it was a common practice
11 interconnected system, in particular, because 11 was raised previously aswell. Can | go back
12 it's 40 percent of the rural deficit, and is 12 to page 3 to the attachment. 1f you go down
13 very similar to Newfoundland Power, and you 13 to the quote - if you could scroll down, Ms.

14 get that cross subsidization between urban to 14 Gray, please. Thisisthe easiest way to find
15 rural in most systems, anyway, is that 15 it, there’'s discussion in the Board Report,

16 correct? 16 and | just want to refer youto the quote,

17 MR. FAGAN: 17 "While cross subsidization among rate payers
18 A.l don'tthink | can really comment on the size 18 is acommon practice, witnesses noted that the
19 of the deficit with regard to - 19 magnitude of the subsidy isof fundamental
20 GREENE, Q.C. 20 importance. The Board acknowledges the burden
21 Q. Orthefact that it exists? 21 the rural deficit places on subsidizing rate

22 MR.FAGAN: 22 payers and is concerned with the potential for
23 A.The fact that it exists, it's certainly 23 increasing levels of subsidization". So at

24 understandable, the fact that you’ ve got rural 24 that time while there was evidence from
25 areas being identified separately within a 25 experts with respect to what you've just
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1 referred to for Newfoundland Power, that that 1 MR. FAGAN:
2 might be acommon practice within the same 2 A.Wadl, with respect to the size of the deficit,
3 system, and you might even view the isand 3 though, because | believe in that document it
4 interconnected system as very similar to 4 would show for Hydro Quebec -
5 Newfoundland Power’s, what was different here 5 GREENE, Q.C.:
6 in Newfoundland is the magnitude of the 6 Q. Yes, Hydro Quebec was higher, yes.
7 deficit and the magnitude that customers are 7 MR. FAGAN:
8 expected to pay towardsit. Do you have any 8 A.Washigher.
9 information that would cause us to view that 9 GREENE, Q.C.:
10 differently than what the Board found back in 10 Q. Yes, that wasthe only jurisdiction.
11 that hearing? 11 MR. FAGAN:
12 (12:30 p.m.) 12 A. But because they had a much larger base, the
13 MR. FAGAN: 13 percent impact was lower.
14  A.Wdl, thereisaresponse, | believe, NLH-NP- 14 GREENE, Q.C.:
15 019, | think is theright oneto show the 15 Q. Right, so theimpact per customer is lower
16 information. So thiswas aquestion that 16 because they had a higher base?
17 Hydro asked Newfoundland Power showing the 17 MR. FAGAN:
18 rural deficit allocated to Newfoundland Power 18  A. Right, yes.
19 as a percentage of total revenue requirement. 19 GREENE, Q.C.:
20 Soif wego back to the 2002 test year, the 20 Q. Right, okay.
21 deficit allocated to Newfoundland Power, | 21 MR. FAGAN:
22 don't see the exact numbers there, but it 22 A.Sojust withregardto thedollars, | just
23 looks likeit'sinthemid teensin the 2002 23 wanted to be clear on that.
24 test year versusif you look at the 2007 test 24 GREENE, Q.C.:
25 year and the 2015 test year, it's more along 25 Q. Sosincethen -
Page 130 Page 132
1 the lines of dlightly more than 10 percent. So 1 MR. FAGAN:
2 from arelative perspective, the deficit asa 2 A.No, there’sno - | would say, no, there's not.
3 proportion of thetotal revenue requirement 3 GREENE, Q.C.:
4 for customers, it looks likeit's reduced. 4 Q. Allright.
5 Obvioudly, the size in dollars has grown, but 5 MR. FAGAN:
6 al costs have grown because fuel costs have 6 A.Inanswer toyour question.
7 increased and has contributed to it, but from 7 GREENE, Q.C.:
8 acustomer bill impact on a percentage basis, 8 Q. Youasomentioned indiscussing, and | can
9 | don’t see the percentage increasing. 9 bring you to the transcript, but for time,
10 GREENE, Q.C.: 10 that customers were aware that their rates
11 Q. And if you like, we can goback to the 11 were not uniform and that they were paying for
12 previous attachment. The question was at the 12 other peopl€’s cost.
13 time this was reviewed with expert evidence 13 MR. FAGAN:
14 about how the rural deficit should be treated 14 Al think | indicated that most people, say, who
15 and the impact of the subsidy, the Board found 15 are billed by Newfoundland Power probably
16 that, "Even though it was a common practicein 16 recognize that the cost of serving peoplein
17 other jurisdictions, the size of the deficit 17 urban areas versusrural areasdiffer, but
18 in  Newfoundland relative to other 18 most people, | think, are aware that they pay
19 jurisdictionswas afundamental difference” 19 thesamerates. Sothey probably recognize
20 and was of concern to them, and my question to 20 that rates reflect average cost. | think that
21 you was that from 2002 when this quote was 21 would be my view.
22 made, is there any evidence on the record that 22 GREENE, Q.C.:
23 would cause the Board to change their opinion 23 Q. Soyou wouldn’'t be aware of any research that
24 about why the rural deficit is very 24 has been done, or are you, that would show how
25 significant here versus other jurisdictions? 25 much a customer iswilling to pay for the cost
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1 of service of another customer from another 1 issue is under advisement by Hydro, but if we
2 system? 2 could go tothe transcript of yesterday,
3 MR. FAGAN: 3 October 6th at page 59, and here at lines 12
4 A No. 4 to 14 we seethisisin response to a question
5 GREENE, Q.C.: 5 toyou from Mr. Johnson, Mr. Fagan, you'll
6 Q. Youaso mentioned that certain customers are 6 recognize that here you say, "So what Mr. Dean
7 very much well aware of the fact they receive 7 has presented seems like a reasonable
8 asubsidy, but that’s not important to them 8 approach”, and then you go on to describe what
9 becauseit’s use of their natural resource. 9 the approach is. Y ou describe his approach as
10 Do you recall that discussion? 10 areasonable one. Now if we could go to the
11 MR. FAGAN: 11 transcript, same day, page 101, | don’'t know
12 A.l don't know if | quite said it wasn't 12 if we needto start at 15, but if you goto
13 important to them, but when we had the rural 13 line 20, here wesee, "So if the Board
14 rate inquiry and we travelled around the 14 believes it's reasonable to restate the
15 island, customers were aware that the rates 15 original cost of service for purposes of
16 they were paying were |less than the cost that 16 determining specifically assigned charges
17 was incurred to serve them, but most presented 17 based on read dollars, and caculate the
18 that position with regard to how they 18 specificaly assigned charge, we'll make
19 contribute to the provincial economy and that 19 changes to comply with the order of the
20 should be given consideration. 20 Board". Sol understood from those comments
21 GREENE, Q.C. 21 that it was areasonable approach and the
22 Q. But to your memory, was there any discussion 22 Board could - you didn’t need to, and | can
23 of their awarenessof the magnitude of the 23 take you to another quote, but | don’t think
24 subsidy they were receiving? 24 it's necessary, you didn’'t need to make a
25 MR. FAGAN: 25 specific application because it was all before
Page 134 Page 136
1 A.Therewas information presented during the 1 the Board and they could decide if it was
2 proceedings so they were aware, but obviously 2 reasonabl e?
3 | don’t think all customers are aware. 3 MR. FAGAN:
4 GREENE, Q.C.: 4 A .Well,| mentioned this morning to make it
5 Q. And areyou aware that when Bay d' Espoir, the 5 clear what theresults would be for all
6 rates were designed, people who wereliving 6 parties, that we'll file an updated cost of
7 next to the Bay d Espoir plant thought that 7 service so it’s clear to all parties.
8 they should receive alower rate becauseit 8 GREENE, Q.C.:
9 was their resource that was being devel oped? 9 Q. I'mgoing tocometo that, and | guessthe
10 MR. FAGAN: 10 reason for doing thisisto understand from
11 A.Yes, | do believe there was actually customers 11 the discussion yesterday what Hydro’ s position
12 from Bay d’ Espoir wrote letters to the Board 12 is. If | looked at those two, because | guess
13 with respect to that position, and | think 13 wewere - | was somewhat perplexed aswell
14 Newfoundland Power has had that position put 14 yesterday and even amtoday asto Hydro's
15 to them as well withregard to customers 15 position on this. Soyou look at that asa
16 proximity to the resource. 16 reasonabl e approach, but now if we could go to
17 GREENE, Q.C.: 17 the transcript from yesterday at page 58, line
18 Q. And normally those sorts of things don’t enter 18 23. We certainly understood, and | wanted for
19 into rate design, do they? 19 you to help me with understanding your
20 MR. FAGAN: 20 comments yesterday.
21 A.No, normaly they don’t, no. 21 MR.FAGAN:
22 GREENE, Q.C.: 22 A. Sure.
23 Q. Okay. Moving to the last topic, specifically 23 GREENE, Q.C.:
24 assigned charges, and | just really do want to 24 Q. So we understood from what we just looked at
25 clarify Hydro's position on this, | know this 25 that you certainly thought that Mr. Dean’s or
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Q. So, | guess thedilemmais, in listening to

Page 137 Page 139
1 Vale's approach was a reasonable one and that 1 what you said, and | know how you’re taking it
2 it's something the Board should consider, and 2 under advisement, but we have evidence from
3 then we come back toyour comments about 3 the manager of rates that the proposal in your
4 Hydro's proposal. So here again if you'd like 4 application, which is the only one before the
5 to take the time, but beginning at line 12, 5 Board, that you believe your approach is
6 you' re describing how it was somewhat of a new 6 flawed and itisunfair and will resultin
7 issue that caused you to look at it? 7 overcharging, isthat your position?
8 MR. FAGAN: 8 MR. FAGAN:
9 A.Yes, | don'trecall the specific issue being 9 A.Yes Now I'djust like to clarify one item.
10 dealt with at previous Hydro hearings with 10 When Hydro filed its application and had a
11 regard to a specifically assigned charge on O 11 number of proposals, we've had settlement
12 & M. 12 discussions with the parties and we changed--
13 GREENE, Q.C.: 13 some of the proposals have changed subject to
14 Q. Andif you scroll down to line 20, you say, 14 a settlement agreement, so no, we haven't
15 "Soitwasn't - | think it was probably not 15 filed any amended application to reflect that,
16 reviewed closely enough with regard to the 16 soit'sanegotiation -
17 components and whether it wasa reasonable 17 GREENE, Q.C.:
18 number upfront, but | think Hydro recognizes 18 Q. Butyou havefiled a settlement agreement to
19 that it’s probably not afair approach with 19 reflect the agreement.
20 respect to specifically assigned charges'. 20 MR. FAGAN:
21 Then you go on again to say that you haven’t 21 A.Ohyes, okay, true, we have. We havefiled a
22 amended the application, but it has merit and 22 settlement agreement, but there would still be
23 the Board can consider it. 23 no application to change from what was
24 MR.FAGAN: 24 originally filed, so | guess it’'s subject to
25  A.Yes. 25 counsel whether a revised application is
Page 138 Page 140
1 GREENE, Q.C.: 1 required. But | think there' s been a number
2 Q. So hereyou'rerecognizing that your approach 2 of issues historically before the Board that
3 isnot afair approach, and now if you could 3 when a utility filesan application and all
4 cometo page 79, line 8, yousay, "All I'm 4 the evidence is before it, that we can change
5 saying isthat the current methodol ogy that we 5 our mind with respect to what’s areasonable
6 have got presented to the Board in the 6 thing to do based on the evidence presented.
7 application appearsto have aflaw based on 7 Soin this particular circumstance, that’s
8 what’ s been analyzed", and then you go on to 8 what wethink isappropriate. Now to be
9 talk about the clAc policy. So hereyou're 9 clear, though, what we will do is make sure we
10 saying that; one, your approach was unfair, 10 file an updated cost of service so all parties
11 and hereit has a flaw, and then this morning 11 can see theimpacts of this changeon all
12 in cross-examination by Mr. O’Reilly, and 12 charges, if it was approved, soit’s quite
13 again| don't havethe transcript, but my 13 clear when the Board considersit.
14 understanding of what you said was you agreed 14 GREENE, Q.C.:
15 with Mr. O'Reilly that if you followed your 15 Q. And when you gave evidence earlier this
16 methodology, it would result in overcharging 16 morning, you indicated that that would be
17 to Vaeinappropriate charges for between now 17 filed in time for final submission, now that
18 and it may be formally changed. Do you recall 18 will be after cross-examination where the
19 that this morning? 19 parties have the opportunity to determine and
20 MR. FAGAN: 20 review the implicationsfor the changes, is
21 A.Yes, | believe | recall saying that there 21 that correct?
22 would be overcharging O&M costs until rates 22 MR.FAGAN:
23 will be reset going forward. 23 A.Weéll Vale 83, it shows the impacts of--if we
24 GREENE, Q.C. 24 could bring that up for amoment, please?

25 GREENE, Q.C.:
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Page 141
1 Q.| understood you were asking your staff to--
2 want arevised cost of service study to show
3 the implications.
4 MR. FAGAN:
5 A.Yes
6 GREENE, Q.C.:
7 Q. And that that will befiled.
8 MR. FAGAN:
9 A.lwasjust going to--the impact, the amount of

1
2
3
4
5
6
7

8
9

Page 143

autility to change their position when they
hear the evidence, is there anything else
Hydro is contemplating changing their
proposals on at this point in time?
MR. FAGAN:
A. No.
GREENE, Q.C.:
Q. Okay, those are al my questions, thank you.
VICE-CHAIR WHALEN:

10 change that we're dealing with here is a 10 Q.| have no questions, thank you, Mr. Fagan.
1 $600,000 shift from specifically assigned to 11 CHAIRMAN:
12 common, so when you run that through, it's 12 Q. Okay, | think Mr. Fagan, we--no, re-direct,
13 likely that this will be about a $500,000 13 I”’m sorry, you guys got anything?
14 impact approximately, dightly less, probably 14 MR.CASS:
15 on Newfoundland Power’s. It'snot a major 15 Q. No, wedon't, Mr. Chair, thank you.
16 shift inthe cost of service from what's 16 CHAIRMAN:
17 currently presented, so it's not as earth 17 Q. Okay, so | think we're goingtotake afew
18 shattering with respect to it, so the impacts 18 minutes break and then we're going to shift
19 can befairly well anticipated without having 19 gears, isthat correct?
20 afull cost of service study actually filed, 20 MS. GLYNN:
21 but we'll fileit just so al parties can see 21 Q. Absolutely.
22 what the numbers are. 22 CHAIRMAN:
23 GREENE, Q.C.: 23 Q. Okay.
24 Q. And of the $600,000 that will shift back and 24 (RECESS 12:45P.M.)
25 be specifically assigned to common, you just 25 (RECONVENED 12:55 P.M.)
Page 142 Page 144

1 indicated approximately 500,000 of that would 1 CHAIRMAN:

2 be your very rough estimate of what would be 2 Q. Sowe're back with Mr. Henderson and his group

3 passed to Newfoundland Power as a result? 3 and | understand, gentlemen, that you're all

4 MR. FAGAN: 4 men of honour, unlikethe Sopranosso you

5 A.Of the 600,000, about 60,000 is aready 5 don’'t have to be sworn again. And we' re back

6 Newfoundland Power, so it would be areduction 6 to Mr. Coxworthy, | believe, sir, in the

7 of that, so it would be 540 and probably about 7 order.

8 90 percent of the 540, so you might be talking 8 MR. COXWORTHY:

9 about 480,000, but that's an approximate 9 Q. That'scorrect, Mr. Chair, thank you. Welcome
10 estimate. 10 back, Mr. Moore, Mr. Henderson, Mr. Gardiner.
11 GREENE, Q.C.: 11 I’d like to start with some undertakings that
12 Q. Okay. | just didn’t hear that number that you 12 were requested andin one case answered.

13 said. 13 Undertaking No. 22 that was put to the HR
14 MR. FAGAN: 14 panel and undertaking No. 25, also put to the
15 A. That'sokay. 15 HR panel, and | understand the same response
16 GREENE, Q.C.: 16 appliesto both, so if that could be brought

17 Q. And how long doesit take to run the revised 17 up. And as| understand it, the undertaking

18 cost of service? 18 22 was to askif there is any template

19 MR. FAGAN: 19 available to give guidance to Nalcor employees
20 A. For a specificitem like this, I'm surewe 20 as to when they should be charging their time
21 could prabably provideit within afew days, 21 to Hydro, when it’s appropriate to do so, or

22 probably early, maybe Monday or Tuesday, 22 whether there was any under development. So
23 something like that. 23 my question is, am | to takeit from this

24 GREENE, Q.C.: 24 particular responsethat there is nothing

25 Q. Now you've mentioned that it’s not unusual for 25 further under development, Mr. Henderson, to
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1 your knowledge? 1 MR. HENDERSON:
2 MR. HENDERSON: 2 A Wdl that would be reviewed by their
3 A. Notto my knowledge. 3 supervisors to ensure that that’s correct and
4 COXWORTHY, Q.C.: 4 that’ s where the check is with respect to the
5 Q. Theresponseto the undertaking sends usto 5 supervisor.
6 Exhibit 8 of Volume 2 of the Hydro 6 (1:00 p.m.)
7 Application, so if we could turn to Exhibit 8, 7 COXWORTHY, Q.C.:
8 pages5and 6? And | think at the bottom of 8 Q. And/I'll return to that, but fair enough, the
9 page 5 if where we can start, tied to 9 other undertaking then, and | believe itis
10 corporate costsand as | understand it, the 10 dtill outstanding and it is not an
11 response to the undertakings 22 and 25, direct 11 understanding that was requested by myself,
12 us to this section of Exhibit 8. So corporate 12 I'll clarify, it was requested by the Consumer
13 costsincurred within the variouslines of 13 Advocate. It was requested two weeks ago,
14 business are charged to the appropriate line 14 approximately, September 24th, again of the HR
15 of businessas below, andthen there's a 15 panel and undertaking 37 and perhaps it would
16 section there for 3.2.1 "Employee Labour 16 help to turn to thetext that's referred to
17 Costs' and as| understand the undertaking 17 here, and again, that isthe September 24th
18 response, that is the whole of the direction 18 transcript, page 93, starting at line2. So
19 or guidance that's provided to Nalcor 19 the Consumer Advocateisraising aquestion
20 employees with respect to when they should be 20 about issuesof conflict and transparency
21 charging in or when it’ s appropriate to charge 21 within the Hydro matrix organization scheme,
22 in their time directly to Hydro, is that your 22 theidland industrial customers certainly have
23 understanding as well, Mr. Henderson? 23 questions about that as well and what | would
24 MR. HENDERSON: 24 ask and perhaps this is appropriate for
25  A.Yes itis 25 counsel to respond to, is given that this has
Page 146 Page 148
1 COXWORTHY, Q.C.: 1 been outstanding for two weeks and given that
2 Q. Are you sdtisfied that that's sufficient 2 | understand that the operation panel may be
3 directly to Nalcor employees for the time 3 up and down perhaps as soon as tomorrow, is
4 they’re charging in to your organization? 4 there any prospect of this being answered and
5 MR. HENDERSON: 5 provided by tomorrow?
6 A. That'spretty consistent with the way we've 6 MR.YOUNG:
7 been doing it over they years. For any work 7 Q. Mr. Chairman, | can respond to that, thereis
8 that’ s being done on a specific task that you 8 some prospect of it being available tomorrow,
9 keep track of it in your daytimer or whatever 9 | can't guarantee it, but we're hoping that we
10 mechanism that you have to keep track of where |10 can haveit ready.
11 itisand chargeit to the appropriate work 11 COXWORTHY, Q.C.:
12 orders. 12 Q. Thank you, Mr. Young. I'd liketo move on,
13 COXWORTHY, Q.C.: 13 Mr. Henderson, to the Exploit's Power
14 Q. Yes,and Mr. Roberts gave ussome evidence 14 purchases?
15 about the work orders and how that helpsto 15 MR. HENDERSON:
16 orient him and | assume other Nalcor employees (16  A. Yes.
17 asto how they should allocate their time. 17 COXWORTHY, Q.C.:
18 I’m going to say at the outset I’'m certainly 18 Q. Andif we could turn to the September 23, 2015
19 not going to be asking for the work orders or 19 transcript, page 103 and you were asked some
20 undertaking for any work orders, but would you 20 questions by Mr. O’'Brien with respect to
21 agree that to have transparency asto thetime 21 deferral accounts, the deferral accounts that
22 that’s allocated that someone would have to 22 Hydro is seeking and in particular | think the
23 look at the work orders to understand whether 23 relevant one here isthe energy supply cost
24 infact thisis time properly allocated to 24 variance deferral account, and how that
25 Hydro? 25 relates to Exploit's and | certainly
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Page 151

1 understand and accept the appropriateness of a 1 MR. HENDERSON:
2 deferral account with respect to hydraulic 2 A.Yeah, and that would be the--right now that’s
3 variation, but Mr. O’ Brien was asking as well 3 the way the priceis set is by the government,
4 with respect to whether the deferral account 4 so to the extent that the government seesa
5 was intended to capture any increase in the 5 driver that drives the cost up and they put
6 price being paid to government for that power, 6 forward the costs, the charge in that regard,
7 which is now 4 cents a kilowatt hour, and your 7 then | can’'t dispute, I'll say, and say that
8 response and we can go through it if you wish, 8 that’ s not right for Hydro and its customers
9 it'sthere before you if you want to refresh 9 to pay that cost.
10 your memory, your response was that you didn’t |10 COXWORTHY, Q.C.:
11 anticipate that a change of price would be an 11 Q Waéll and I'll take you back toit, so you
12 issue because you' re anticipating atransfer. 12 can't dispute, but should the customers,
13 What | didn’t understand you to answer in 13 Hydro's customers bare an increase in costs
14 terms of, and | think Mr. O’ Brien attempted to 14 that is imposed by, well ultimately Hydro’s
15 illicit aresponse and | will do the same, is 15 shareholder, Nalcor’ s shareholder? Isthat a
16 giventhat is Hydro prepared to say that it 16 cost that -
17 will not include any provision of that 17 MR. HENDERSON:
18 deferral account for an increase in pricein 18  A.Wéll | would say that it would depend on what
19 payment that would be paid to government for 19 the direction that the provincial government
20 that Exploit’s power, should conditions change 20 gave with respect to that cost becauseitis
21 are you prepared to say that Hydro is prepared 21 set by the provincial government.
22 to walk away from that in an expectation that 22 COXWORTHY, Q.C.:
23 there will be atransfer? 23 Q. Isthat an uncontrolled--deferral accounts, as
24 MR. HENDERSON: 24 | understand it, I'll paraphrase, are intended
25  A.Wdll | guessthe consideration there iswhat’s 25 to protect against costs that are beyond
Page 150 Page 152
1 driving that change and if it’s an appropriate 1 control, areasonable control of the utility,
2 change with respect to the cost of that power, 2 isthat acost that is reasonablefor the
3 then | think that would be appropriate, so you 3 customer to accept isbeyond the control of
4 know, at thispoint | would say it would be, 4 the utility, the utility shareholder changing
5 you' d have to consider what was the cause, but 5 aprice and without an explanation as to what
6 | think given that the costs would be driven 6 the drivers are for that?
7 by something to do with that asset that’s 7 MR. HENDERSON:
8 providing that service, then it would be 8 A.Wadl, asl said, that’s not controlled by the
9 appropriate that that be part of the change. 9 utility, that’s controlled by the provincial
10 COXWORTHY, Q.C.: 10 government.
11 Q. Tohelpme understand it, what's the driver 11 COXWORTHY, Q.C.:
12 for 4 cents akilowatt hour or drivers? 12 Q. And you think that's something that’'s
13 MR. HENDERSON: 13 appropriate to be captured by a deferra
14 A .Weéll the 4 cents was established by the 14 account?
15 provincial government, so there's no--1 don’t 15 MR. HENDERSON:
16 know in terms of being able to speak for what 16 A.Well,1 wouldsay to youif the provincia
17 the provincial government put that price, | 17 government isimposing a change in that cost
18 can't speak tothat, but my pointisis | 18 for good reasons, then | would assume that it
19 don't seethat there would be any change 19 would be appropriate for those coststo be
20 unless there was some driver for a cost 20 recovered from customers.
21 change. 21 COXWORTHY, Q.C..
22 COXWORTHY, Q.C.: 22 Q.Andwould you expect government to discuss
23  Q.Andyou can't illuminatefor uswhat that 23 with you the reasons for a change in costs if
24 driver could be, other than government for 24 there was a change in that cost?
25 some reason deciding to increase that price? 25 MR. HENDERSON:
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Page 153 Page 155
1 A. |l would expect that they would. 1 answer is, "Are you talking with regard to the
2 COXWORTHY, Q.C.: 2 500 kigawatt hours?* And Mr. Johnson
3 Q.I'd liketo moveon to another area, Mr. 3 confirms, "Yes." And your answer was, "We
4 Henderson and if we could turn to the October 4 would have found out at the same time as the
5 6th transcript, page 23, line 7, you weren't 5 general public would have found out when
6 here for Mr. Fagan's evidence and so | will 6 Corner Brook Pulp and Paper announced closure
7 take you through a question that was asked by 7 of their paper machines." So, Mr. Henderson,
8 Mr. Johnson to Mr. Fagan yesterday, and it’s 8 | just want to explore, through you, the state
9 with relation to theload variation surplus 9 of knowledge of Hydro with respect to load
10 that accumulated prior to September 2013, 10 changesin theindustrial customerin this
11 prior to government order-in-council, so Mr. 11 timeframe that we' re talking about prior to
12 Johnson was asking Mr. Fagan questions about 12 September 2013 and starting from 2007. If we
13 that and at page 23, line 7, asked "And the 13 could make referenceto, and this is an
14 monies that did happen to build up in the load 14 application, a 2009 application of Hydro that
15 variation account by reason of the industrial 15 | gave notice this morning that | would want
16 customer load dropping off, | mean, it's 16 to put to the cross-examination--in cross-
17 obviousbut | just state the question, that 17 examination to this panel and it isfound on
18 had nothing to do with industrial customers 18 the Board' s website under Board documents and
19 responding to a rate, signalling a rate and 19 | think we have it here before us, thank you
20 conserving or finding efficiencies?' And Mr. 20 Ms. Gray.
21 Fagan said, "That' s correct." And Mr. Johnson 21 MS.GLYNN:
22 went on to say, "It's just a shutdown that 22 Q. We'll enter that as Information No. 12.
23 Hydro isleft in the lurch on as | understand 23 COXWORTHY, Q.C.:
24 it, | read about it inthe paper." And Mr. 24 Q. Thank you. Andif we could turn to, first of
25 Fagan says, "It was the result of the closure 25 al, the table on page 2--yes, thank you and
Page 154 Page 156
1 of the mills and afuel savings that resulted 1 I'll give you amoment, Mr. Henderson, to
2 fromit, yes." Mr. Johnsonthen says, "Of 2 review that. Your reference to the 500
3 which Hydro was given no advance notice?' And | 3 kigawatt hours that wasyour understanding
4 continuesonto page 24, Mr. Fagan says, "l 4 that that’ s what Mr. Johnson was referring to
5 really couldn't say onthat", but hethinks 5 in terms of the load changes that were
6 that there’' s evidence on therecord to that 6 occurring, can you confirm to me or correct me
7 effect. And it's my understanding from the 7 if I'mwrong, that you arereferring to the
8 evidence that Mr. Fagan isreferring to based 8 load changes that are shown there for Abitibi
9 onmy review of the transcript, isevidence 9 and for Kruger or Corner Brook Pulp and Paper,
10 that was given by you, Mr. Henderson, earlier 10 thosetwo largegrey blocks, which | think
11 inthe proceeding. So if wecould turnto 11 comes out to about 500 kigawatts?
12 September 24, 2015 transcript, page 139, line 12 MR. HENDERSON:
13 19 please? Sothis is Mr. Johnson again 13 A.I’'mtrying torecall thefull conversation
14 questioning yourself, Mr. Henderson, "Did 14 with Mr. Johnson, but we were, | think -
15 Corner Brook Pulp and Paper apprise Hydro in 15 COXWORTHY, Q.C.:
16 advance that it would be reducing itsload to 16 Q. We can certainly go back to that transcript.
17 10 percent of previous levels at atime early 17 MR. HENDERSON:
18 enough so Hydro could avoid expenditures for 18 A. It wasrelated to energy change and the energy
19 generation and transmission capital to supply 19 changethat would have come about from the
20 itsload?" So the thrust of the question was 20 shutdown of paper machines and | clarified the
21 inrelation to adifferent issue and not the 21 500 because | just wanted to make sure we were
22 load variation, but nonetheless the question 22 talking about energy and not demand, whichis
23 of how much notice Hydro had of changesin 23 another component of the supply.
24 load was also part of the question and is sort 24 COXWORTHY, Q.C.:
25 of the common theme there. Andthen your 25 Q. Absolutely.
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1 MR. HENDERSON: 1 have to meet less energy than we had

2 A. Soweweretaking about energy and the amount 2 previously thought we would.

3 of energy that would have been impacted by the 3 COXWORTHY, Q.C.:

4 change in the paper machines. Once the 4 Q. Andisthereasettimeof year or wasthere

5 customer decide they are closing paper 5 at the time in 2008, 2009 when the industrial

6 machines or idling them, | think may have been 6 customerswould providetheir load forecast

7 the term that was used at the time, that was 7 for the following year?

8 when wewould see at that point forward, you 8 MR. HENDERSON:

9 know, that’s when the energy shortfall would 9 A.Thenormal processwith the customersis that
10 be or change would occur. 10 they would provide, | think it’s twice a year
11 COXWORTHY, Q.C.: 11 that we go out to the customersto get their
12 Q. Sowas this a-thiswasn't just an energy 12 forecast of consumption and so that would give
13 shortfall in terms of supplying Corner Brook 13 us an indication of what they were planning to
14 Pulp and Paper, isthat right, were you also 14 do.
15 referring in that 500 kigawatts to Abitibi? 15 COXWORTHY, Q.C.:
16 MR. HENDERSON: 16 Q. And were thosetwo times ayear, werethey
17 A.That's what it appears to be from this 17 different for different industrial customers
18 evidence. 18 or the same time--again, back at that timeto
19 COXWORTHY, Q.C.: 19 the best of your recollection?
20 Q. Sure, and this evidence was filed in 2009, of 20 MR. HENDERSON:
21 course you weren't in your current position at 21 A.I'll say generaly speaking there would be an
22 that time. 22 update in the Spring, another one in the Fall.
23 MR. HENDERSON: 23 COXWORTHY, Q.C.:
24  A. That'scorrect. 24 Q. Thank you. If wecould move on, then, still
25 COXWORTHY, Q.C.: 25 in the same application to paragraph 12 of the

Page 158 Page 160

1 Q. Youwere amanager of system operations. 1 application itself and the application recites

2 MR. HENDERSON: 2 various events, occurrences that have occurred

3 A That'scorrect. 3 prior to itsfiling in June of 2009 and one of

4 COXWORTHY, Q.C.: 4 the facts that it refers to is that on

5 Q. Andyou've previously given evidencethat in 5 December 20th, 2007, Hydro filed an

6 that position you would have been very 6 application to the Board for an order

7 familiar with the operations of the industrial 7 continuing on an interim basis, the rates that

8 customers. 8 in effect for theisland industrial customers

9 MR. HENDERSON: 9 on the basis that normal operation of the RsP
10 A. That'scorrect. 10 could cause significant rate volatility for
11 COXWORTHY, Q.C.: 1 theidland industrial customers. Would you
12 Q. Sowould you have been awarein your previous |12 agree with me that that was due to Hydro being
13 position in 2009 that this was happening? 13 aware at that time of load changes or imminent
14 MR. HENDERSON: 14 load changes in the industrial customer group?
15  A.l would have been made aware whenit was 15 (1:15p.m.)
16 generally made awarethat the change was 16 MR. HENDERSON:
17 occurring and that that would reduce the 17 A.lcan'trecal what weknew specificaly at
18 amount of energy and we would have had at that |18 that time, but | do know that the paper
19 time been getting forecasts from the customer 19 industry in general was having very
20 indicating what that meant in terms of energy 20 challenging times. We had recently
21 consumption which our economic analysisgroup |21 experienced the closure of the Stephenville
22 would be getting from the customer to indicate 22 paper mill and through regular contact with
23 what that means, and of course, we would then 23 the paper mills, we knew that there was always
24 usethat information to change theway in 24 achallenge with respect to costs and amount
25 which we operate the system becausewewould |25 of production that they were going to be
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Page 161 Page 163
1 expected to have because of changing paper 1 was facing market pressures, wasthere an
2 markets, so there wasa general knowledge of 2 understanding in January of 2009 by Hydro that
3 that and certainly with the Stephenville 3 there could be cutbacks in operations at
4 shutdown it had adramatic effect, so all of 4 Corner Brook Pulp Paper that would result in
5 those thingswould have been part of our 5 reduction in their load?
6 experience and recognizing that that potential 6 MR. HENDERSON:
7 could occur in the future, which would have a 7 A. Wdll according to this statement, yes.
8 dramatic effect on the amount of energy that 8 COXWORTHY, Q.C.:
9 the industrial customer group were using. 9 Q. Thank you. And if we could move on to
10 COXWORTHY, Q.C.: 10 paragraph 21 and so approximately six months
11 Q. And if I could then takeyou forward to 1 later, Corner Brook Pulp and Paper Limited
12 paragraph 14, sothe order seekingto make 12 does announce that it isidling itsNo. 4
13 interim, rates interim due to the volatility, 13 paper machine indefinitely, reducing the
14 theindustrial load was sought in December 14 electrical load for an unknown period of time.
15 2007, paragraph 13 indicates it was granted by 15 So going back to your answer you gaveto Mr.
16 the Board in January 2008, and it was about a 16 Johnson that your first notice would have been
17 year later, alittle bit less than a year 17 reading it in the paper or when the public
18 later that Abitibi announced it would be 18 knew, when the public knew, however that would
19 closing its Grand Falls paper mill, effective 19 have been, through the media, in terms of a
20 March 31st, 2009. So was Hydro--you just 20 final decision by Corner Brook Pulp and Paper
21 indicated Hydro was aware that due to markets, 21 asto what it was going to do with No. 4 paper
22 the market conditions out there, international 22 machine, you know, I'm not going to quarrel
23 markets, that there wasa risk that these 23 with that, but was there an understanding
24 particular industrial customersand the pulp 24 within Hydro before that for some time that
25 and paper business would haveto scale back 25 that Corner Brook load was at risk of being
Page 162 Page 164
1 their operations? 1 cut due to changes in operationsat Corner
2 MR. HENDERSON: 2 Brook?
3 A That'sgenerdly, yes. 3 MR. HENDERSON:
4 COXWORTHY, Q.C.: 4 Al would say generdly yes, that we knew that
5 Q. And Hydrowould have understood that that 5 there were risks associated with the paper
6 would have meant obviously a decrease in the 6 industry in their ongoing operations.
7 load profile of the industrial customer group? 7 COXWORTHY, Q.C.:
8 MR. HENDERSON: 8 Q.lI'dlike toturnto aBoard order, P.U. 20
9 A.Ifitoccurred, yes. 9 (2015). Thiswas an order with respect to an
10 COXWORTHY, Q.C.: 10 application brought by an industrial customer
11 Q. If wecould move on thento paragraph 19 of 11 earlier thisyear, Teck Resources Limited, in
12 the same application please? And paragraph 19 12 relation to their power and order and seeking
13 refersto on January 7th, 2009, the owner of 13 amendment to the contract, an application
14 Corner Brook Pulp and Paper Mill announced 14 which Teck, I'll hasten to add, was not
15 that it would be facing cutbacks to operations 15 successful. Are you familiar with the
16 inthree of its paper mills, including the 16 application, Mr. Henderson or the
17 Corner Brook mill. Thelevel of production 17 circumstances behind it?
18 cutbacks at the Corner Brook mill, impacts 18 MR. HENDERSON:
19 that it will have on energy consumption, were 19 A. |l wasaware of the application, not intimately
20 not known at that time. Was there asimilar 20 but | was aware that it occurred and what the
21 understanding as therewas with Abitibi at 21 request was.
22 thistime, we're talking about a year later, a 22 COXWORTHY, Q.C.:
23 year later from when you first would have, 23 Q. Sure. And if we could turn to page 3 and 4 of
24 well perhaps even a bit longer than that, when 24 that order and there’ s an explanation therein
25 you first would have understood that Abitibi 25 relation to clause 2.02 of the Service
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1 Agreement that Hydro has with Teck and there's 1 MR. HENDERSON:
2 anarrative there in relation to, submitted by 2 A That'sright, when weputin theindustrial
3 Hydro, it'sin italics, explaining the reason 3 contracts, wetried to haveidentica or as
4 behind clause 2.02 and perhaps before we get 4 close to similar terms as possible.
5 into the explanation, we can move down a 5 COXWORTHY, Q.C.:
6 little bit further on page 4 to the actua 6 Q. So when something happens like Abitibi
7 text of 2.02--I'm sorry, it's page 6 | 7 Stephenville mill closes or Corner Brook Pulp
8 believe. We'll find it--no, let’s see, yes, 8 and Paper reduces its operations, or for that
9 I’'m sorry, thereit is, thank you, Ms. Gray. 9 matter any other industrial customer, does
10 So thisis the text of 2.02 and what it 10 this afford protection to Hydro in terms of in
11 providesis, | think what you were aluding to 11 that following year if something happensin
12 earlier which is that the industrial customers 12 the middle of theyear, that that doesn’'t
13 haveto file or give noticeto Hydro inthe 13 change power and order, that the customer
14 year previous of what they expect their power 14 till hasto pay asif that isthe continuing
15 on order to be for the following year. So not 15 power and order for at least the balance of
16 later than October 1st of each calendar year, 16 that calendar year?
17 the amount of power on order for the following 17 MR. HENDERSON:
18 calendar year hasto be declared by the 18 A. That’scorrect.
19 industrial customer, inthis case Teck, to 19 COXWORTHY, Q.C.:
20 Hydro. And it goeson to say that subject to 20 Q. Andthat isaprotection for Hydro, isthat a
21 clause 2.05, which extraordinary circumstances 21 fair way of characterizing that?
22 would come to play, but short of that it may 22 MR. HENDERSON:
23 not provide for a decrease other than a 23 A.That would be protecting Hydro's demand
24 decrease to take effect on January 1st of the 24 revenue for that year from that customer.
25 following calendar year. So essentially and 25 COXWORTHY, Q.C.:
Page 166 Page 168
1 this order confirmed that this istheway in 1 Q. That'swhy I'd like to go back to paragraph or
2 which this order isto be interpreted, this 2 page 3, I'msorry, of thisorder because |
3 clauseto beinterpreted, once the customer 3 think that’s what the italicized section
4 declares power and order on October 1st, 4 there, which is an excerpt from Hydro's
5 they're stuck with that for the following 5 submission, explains. Mr. Chair, 1 am about
6 year, at least in terms of they can always ask 6 to gointo anew area, it won't finish in five
7 for more and if Hydro can provide more, that 7 minutes. | do respectfully requestif we
8 can be accommodated, but the customer can't 8 could adjourn for the day.
9 ask to be ramped down during the year or ask 9 CHAIRMAN:
10 for less and expect that under this 10 Q. Absolutely sir.
11 contractual term that that can be 11 COXWORTHY, Q.C.
12 accommodated, isthat afair - 12 Q. Thank you, sir.
13 MR. HENDERSON: 13 Upon conclusion at 1:25 p.m.
14  A. That'scorrect.
15 COXWORTHY, Q.C.:
16 Q. And would you agree that Corner Brook Pulp and
17 Paper has asimilar clause, 2.02 in its -
18 MR. HENDERSON:
19  A. That'smy recollection, | think most of the -
20 COXWORTHY, Q.C.:
21 Q. lcan certainly turn youto an order that
22 would demonstrate that, but subject to check
23 would you agree that the equivalent provision
24 appliesto Corner Brook Pulp and Paper, in
25 fact appliesto all the industrial customers?
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1 CERTIFICATE
2 1, Judy Moss, hereby certify that the foregoing isatrue
3 and correct transcript of a hearing in the matter of
4 Newfoundland and Labrador Hydro's Genera Rate
5 Application heard onthe 7th of October, A.D., 2015
6 before the Commissioners of the Public Utilities Board,
7 St. John's, Newfoundland and Labrador and was transcribed
8 by me tothebest of my ability by meansof asound
9 apparatus.
10 Dated at St. John's, Newfoundland and L abrador
11 this 7th day of October, A.D., 2015
12 Judy Moss
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