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1 (Time: 11:00 am.) 1 CHAIRMAN:

2 CHAIRMAN: 2 Q. Continuation of your cross-examination, and |

3 Q. Good morning, counsel. Mr. Kennedy, do we 3 just remind the panel--good morning,

4 have any preliminary matters before we begin 4 gentlemen--you’'re still under oath. With

5 this morning? 5 that, Mr. Hutchings, you may continue.

6 MR. KENNEDY: 6 HUTCHINGS, Q.C.:

7 Q.| don't believe so, Chair. | can confirm that 7 Q. Thank you, Mr. Chair. Good morning,

8 | have spoken to the parties about the 8 gentlemen.

9 schedule for the day and aswell, we' ve had 9 MR. DOWNTON:

10 some discussions concerning the filing of 10 A. Good morning.

11 written submissions on the conclusion and | 11 MR. HAYNES:

12 need to have just one more conversation with 12 A. Good morning.

13 counsel and then I'll be able to report back 13 MR. NICHOLS:

14 to the Board on that. 14 A. Good morning.

15 CHAIRMAN: 15 Q. We spoke on the last day about the

16 Q. Okay. That’'sgoing to be after the break? 16 applications enhancements at B-120/121. I'd

17 MR. KENNEDY: 17 just like to look briefly at the security

18 Q. Correct. 18 program for secure remote access at B-122. |

19 CHAIRMAN: 19 takeit this isactualy a two-year project

20 Q. I think, Mr. Hutchings, at this stage, you're 20 that is already commenced. Isthat afair

21 on deck withregard to commencing cross- 21 characterization?

22 examination, isit? 22 MR. DOWNTON:

23 HUTCHINGS, Q.C.: 23 A.Yes, that is correct.

24 Q.| did abit actually on the last day, if you 24 Q. Sowhenyou say "to ensurethis project will

25 recall. 25 be completed at the lowest possible cost,
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1 Hydro will solicit competitive bids for all 1 Q. Thatiscorrect. Sowecould, if the Board

2 materials and external labour," has that been 2 thought it appropriate, defer--you know, if it

3 done already? 3 thought it appropriate, if the Board wasn't

4 MR. DOWNTON: 4 satisfied that it had to be done in 2005, the

5 A.Yes it has. 5 2005 work could be hived off and done at a

6 Q. Soareall the contractsin place now? 6 later time?

7 MR. DOWNTON: 7 MR. DOWNTON:

8 A. With the exception of the 2005 work. 8 A.Thatisatthe Board' sdiscretion.

9 Q.Okay. Soyoudo haveto go back and call 9 Q. Yes okay. Sowe wouldn't lose anything out
10 another proposal for the 2005 work, do you? 10 of the 2004 work by not doing the 2005 work in
11 MR. DOWNTON: 11 2005?

12 A. That iscorrect. 12 MR. DOWNTON:

13 Q. So isthis al being done--1 mean, is it 13 A.That'scorrect. However, thefocusof the
14 anticipated to be done by different people or 14 2005 work isto further enhance, | guess, the
15 isit just likely to be a continuation of what 15 authenticational log-in process that we use
16 started last year? 16 for accessing our critical infrastructure

17 MR. DOWNTON: 17 devices. Sowe basicaly feel thatit is

18  A.Wéll basically, there stwo pieces of work. 18 critical to continue to move forward. | guess
19 For 2004, thereis a difference between 2004 19 when we look at our critical network

20 and 2005. 20 components we speak specifically of accessto
21 Q. Okay. Sothedoing of the 2004 work doesn’t 21 our energy management system, distributed
22 necessarily mean that the 2005 work has to be 22 control system at Holyrood, our switches and
23 donein 2005, doesit? 23 our firewalls. Sowhat we'relooking at for
24 MR. DOWNTON: 24 2005 is tointegrate our remote security

25 A.Yes, that’s correct. 25 administration software into those components
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1 MR. DOWNTON: 1 environment, what we mean by that iswithin
2 so that we're able to secure who accesses the 2 Hydro we run different applications basically
3 devices and that way we also have arecord of 3 for the business on a day--used on a day-to-
4 when they went inand what they did. So 4 day basis. Sothese would be the products
5 really it's, again, to enhance our overal 5 such as, you know, as we put forward here the
6 network reliability. 6 Metaframe, the network management tools and
7 Q. Okay. But thisisall part of one project and 7 the help desk tools which people use on a day-
8 you've spent 75,000 or you will spend 75,000 8 to-day basis or the 1S& T department uses on a
9 in 2004 on that project to enhance security, 9 day-to-day basisto keep the infrastructure up
10 correct? 10 and running. We have approximately over 40
11 MR. DOWNTON: 11 applications that we run within Hydro.
12 A. That’scorrect. 12 Q. Okay. Sotheseare all upgradesto existing
13 Q. And the request now isto spend another 76 in 13 applications within Hydro?
14 2005? 14 MR. NICHOLS:
15 MR. DOWNTON: 15  A.Yes, that iscorrect.
16  A. That iscorrect. 16 MR. DOWNTON:
17 Q. Okay. Thank you. If we can move then to B- 17 A.Thatiscorrect.
18 124, the corporate applications environment, | 18 Q. Now we askedin 1c-80for some particulars
19 think we had a brief discussion that referred 19 with respect to theseitems, and if we look at
20 tothisiteminthe course of our discussion 20 thereply, the first item referred to isin
21 about the applications enhancements. Can you 21 your project description as Metaframe Service
22 tell us what you mean by corporate 22 Operating System, and then in the reply to the
23 applications environment? 23 question, you say "Metaframe XP Presentation
24 MR. NICHOLS: 24 Server FR2,300 user licenses." |Is this
25 A.Redly | guess for the applications 25 basically a shell type of program that alows
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1 accessto the operating applications on the 1 over time, we' ve expanded theuse of that,
2 system? 2 this software.
3 MR. NICHOLS: 3 Q. Okay. And whenisthelast time-
4 A. What this server--what thisisisthe software 4 CHAIRMAN:
5 that we usein our thin client environment 5 Q. Excuse me. Didyou say 1993?
6 also to allow most of our--all of our people 6 MR.NICHOLS:
7 inthe office environment basically to get 7 A Yes
8 access to their applications on the server. 8 Q. Sorry, Mr. Hutchings.
9 Q. Okay. And isthat the only software that you 9 HUTCHINGS, Q.C.:
10 use for that purpose? 10 Q. No problem. When is thelast time that
11 MR.NICHOLS: 11 software was upgraded?
12 A.Thisisthe onethat we've used in our end- 12 MR. NICHOLS:
13 using infrastructure. That is correct. 13 A. This softwarewas upgraded, thelast time
14 Q. Okay. Soitistheonly onethat you use for 14 would have been around 2001/2002, and what it
15 that purpose? 15 is, this software, what'’ s driving the software
16 MR.NICHOLS: 16 upgrade on thisone, it istwo levels behind
17 A. Correct. 17 now. What it is, right now, we are at what
18 Q. Yes, okay. All right. Andwhenwas this 18 they call FR2which is what Citrix refersto
19 particular piece of software acquired? 19 as Future Release 2. Since then, they’ve put
20 MR. NICHOLS: 20 out Future Release 3 and then, what they did
21 A.Weverun--actually we' ve run this software in 21 then, likea lot of people, they started
22 various versions since about very--oh, back 22 changing the namesonthings. So the next
23 about 1993, and basically we've gone through-- 23 version that we would put inwas what they
24 used it for remote applications. First we 24 call Presentation Server 3.0. So redly, what
25 used it for internet access within Hydro, and 25 itis, this softwareis two releases behind
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1 MR.NICHOLS: 1 Q. Okay. Soljust wantto get the order of
2 the most current release, but the main driving 2 hierarchy here. What you have now isFrR2?1s
3 force behind this one is the Future Release 3 3 that correct?
4 provides better ways that this application 4 MR.NICHOLS:
5 will work inremote locations, in terms of 5 A.Thatiscorrect.
6 compression of datathat goes back and forth 6 Q. Andyou'regoing to skip over FR3and goto
7 between the user and our server. Sowefind 7 3.0?
8 it's going to enhance the communications that 8 MR.NICHOLS:
9 were done on the coast of Labrador for remote 9 A.Thatiscorrect.
10 terminal unit, with the thin client devices. 10 Q. Okay. Inyour answer -
11 Q. Okay. | just wanted to be clear on where we 11 MR.NICHOLS:
12 were. ISFR3 the same thing as 3.0, just 12 A.Wait now, sorry. We're at FR2, that’ sright.
13 renamed? 13 We're going to FR3--FR3 we're skipping and
14 MR.NICHOLS: 14 we're going to Presentation Server 3.0, yes.
15 A. No, it'snot. FR2 refers to Future Release 2. 15 Q. Yes okay. Becauseinyour earlier answer,
16 If you notice - 16 you said that FR3 would give you this
17 Q.No,FR- 17 capability of better remote access. Was that
18 MR. NICHOLS: 18 intended to refer to 3.0?
19  A.-way back when, Citrix called this Metaframe 19 MR.NICHOLS:
20 XP Server. Then they changed it to Metaframe 20 A.Thatis intendedto referto 3.0, that is
21 XP Server Future Release 1, Future Release 2, 21 correct.
22 Future Release 3 and now they--being a 22 Q. Yes, okay. All right. Soin your explanation
23 software company, they name it or the 23 at B-124, under operating experience, it says
24 marketing people renamed it, they now call it 24 "these software applications wereinstalled in
25 Presentation Server 3. 25 2000/2001." That’s not accurate with respect
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1 to the Metaframe Server, isit? 1 MR. DOWNTON:
2 MR.NICHOLS: 2 A.Yes, that'sright.
3 A Again, it goes back that we' ve used this type 3 Q. Okay. Inyour project description then, Item
4 of technology for many, many years. | mean, 4 B isnetwork management tools. Does one of
5 if you want to go back, at one point it was 5 the other paragraphsin 1c-80 address that
6 called Citrix Server 1.6, Citrix Server 1.8. 6 specifically?
7 Then they got into the--so we' ve--this version 7 MR. DOWNTON:
8 of the operating system that we' ve had, we' ve 8 A.Inic-80, thelast paragraph refersto the
9 had installed for thelast couple of years. 9 network tool, the CiscoWorks.
10 When I'm referring to the version, I'm 10 Q. Okay. So the network management tools
11 referring to the current version that’s 11 referred to in B in the description is
12 running NOw. 12 CiscoWorks? Isthat correct?
13 Q. Okay. And that’stheoneyou said was last 13 MR. DOWNTON:
14 operated - 14  A.Thatiscorrect.
15 MR. NICHOLS: 15 Q. All right.
16  A. Future Release 2. 16 MR. DOWNTON:
17 Q.- 2001 or 2002? 17 A.Actudly, I'd like to correct. The Metaframe
18 MR. NICHOLS: 18 upgrade is $60,000, not 95,000.
19 A. That’scorrect. 19 Q. Thank you. Whileyou're there, can you break
20 Q. And do you have any notion of the cost of that 20 down the other two items as well, cost wise?
21 upgrade, as opposed to the other two items 21 MR. DOWNTON:
22 under this heading? 22 A.The CiscoWorks server upgrade, we see as
23 MR. NICHOLS: 23 69,000 and the incident change in
24 A.Yes. Wesee that one as being $95,000. Is 24 configuration management tools at 111.
25 that right? 25 Q. And how did you describe that last item?
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1 MR. DOWNTON: 1 That software is basically used to keep
2 A. That isthe Helpdesk one, Helpdesk tool. 2 control of our network within Hydro and also
3 Q. Okay. You used other wordsin describing it 3 it'sused bothfor both the administrative
4 just now. 4 network and also the scaDA network also, and
5 MR. DOWNTON: 5 also to keep track of things like the
6 A.When | described it incident change in 6 firewallswhich connectsusto theinternet
7 configuration management tool, | guess I'm 7 and whatnot.
8 referring to, you know, the way we look at 8 Q.Okay. Sohow doesthat interact with the
9 incidents, and you know, whether it's an 9 enhancementsthat you're getting under the
10 incident or whether it'sa change or whether 10 project at B-122, which is secure remote
11 it'saconfiguration process. It worksfor 11 access?
12 all those processes. 12 MR.NICHOLS:
13 Q. Okay. All right. So I’'m trying to take these 13 A. Theway that interfaces then is that we would
14 in some kind of order, but the network 14 use--CiscoWorks basically allows people to get
15 management tools wasyour item B in the 15 access to these types of--like what we'd call
16 description, so let’stry to dea with that, 16 afirewall, which would protect us from the
17 and that’ s the CiscoWorks, which isreferred 17 internet. And so what this will alow usto
18 toin thelast paragraph of 1c-80. How long 18 do, it keeps--to make sure that nobody, only
19 have you been using that software? 19 authorized people are allowed to access that
20 MR. NICHOLS: 20 piece of machinery, the security upgrade would
21 A. CiscoWorks software has been--we' ve - 21 basically keep track of who logged in to it.
22 MR. DOWNTON: 22 It would automatically log it. It aso gives
23 A.2000/2001. 23 them a what we'd cal, a two-tier
24 MR. NICHOLS: 24 authentication and | believe we have a secure
25  A.-2000/2001, we' ve been using that software. 25 I.D. here, which basically what it means, a
Page 15 Page 16
1 lot of people now access their applications-- 1 backup configurations of these devices. So
2 when you log onto your PC, you'd log on with a 2 it'samonitoring tool for these devices.
3 password. So what this does right now--what 3 Q. Okay. So your secureremote access project
4 that will do with the CiscoWorks, which the 4 will determine who can get access and
5 CiscoWorks is the monitoring tool in 5 CiscoWorks will tell you who has had access?
6 networking, but what the security will dois 6 Isthat -
7 they haveto basically usewhat we'd call a 7 MR.NICHOLS:
8 secure |.D., which hasanumber on it which 8 A.No. CiscoWorks will basically allow you to
9 changes every 60 seconds. So they would have 9 run your network in the most efficient way.
10 to use that along with like a pin number which 10 Q. What do you mean by that?
11 you use for like your bank card, to get access 11 MR. DOWNTON:
12 to these devices. So what it does, it gives 12 A. CiscoWorksisaset of tools, and | guess what
13 usavery secureway for peopleto getinto 13 we're proposing for 2005 isto add three
14 it. Soonly very authorized people get or 14 modules as we identified in our evidence, and
15 even try to get onto these machines. 15 | guess what we're looking at bringing forward
16 Q. Okay. So thissystem with the card is part of 16 in 2005 iswhat we call aquality of service,
17 this secure remote access project at B-1227? 17 which basically allowsus to monitor the
18 MR. NICHOLS: 18 levels of service that we're providing to our
19 A.Yes 19 customers, and to ensure that it’s consistent.
20 Q.Okay. So CiscoWorksisintended to prevent 20 Soit'satool that allows usto monitor the
21 people from getting access? 21 network. What we're also proposing -
22 MR.NICHOLS: 22 . 1f I could interrupt you, just for a second,
23 A.No, CiscoWorks isused to monitor basically 23 because| didn’t--I"m not sure | understand
24 how busy itis. It showsthetype of traffic 24 that answer. When you say the service you're
25 that’s going through. It'salso used to 25 providing to your customers, do you mean the
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1 HUTCHINGS, Q.C. 1 MR. DOWNTON:
2 service 1S&Tis providing tothe rest of 2 A.l guesswhat’s aso in the network management
3 Hydro? 3 tools are toolsto allow usto ensure that we
4 MR. DOWNTON: 4 are not over allocating band width, whichisa
5 A.Waél, basically everyone' sa customer to us. 5 way that we useto ensure that we're keeping
6 So basically whether--yeah, primarily, it's 6 cost at aminimum, and again, thisalso ties
7 our employees. 7 into the area of security management. So
8 Q. Yes, okay. Sowhen you talk about customers, 8 these are some of the tools that we' re looking
9 you’ re not talking about the fellow who turns 9 to add as part of the Ciscoworks upgrade.
10 hislight switch and expectsthelights to 10 Q. Sothiscapital project relative to Ciscoworks
11 come on? 11 that you’ re talking about hereisintended to
12 MR. NICHOLS: 12 improve efficiency within Hydro? Is that
13 A. Yeah, but they aso interact with our network 13 correct?
14 system in turn that we have what they can look 14 MR. DOWNTON:
15 up their--you know, they can look up 15  A.It'sintended to ensure that we' re running our
16 information on their accounts through the 16 infrastructure in an efficient manner and it’s
17 internet and whatnot. Soit aso controls 17 aso intended to ensure that we are adequately
18 those types of - 18 securing our network.
19 Q. No, no, | understand that. But what | was 19 MR. NICHOLS:
20 trying to get was afeel for what Mr. Downton 20 A.Togiveyouanidea, alot of the applications
21 understood his customers to be. 21 now that are going into say Holyrood and
22 MR. DOWNTON: 22 Granite Canal, the control system for Granite
23  A.Yes. Basicaly, | guess, when welook at 23 Canal is actualy a Windows-type server which
24 customers, employees in this particular case. 24 runsit, basically, whichis ona network
25 Q. Okay. All right. 25 within the Granite Canal. Also, in Holyrood,
Page 19 Page 20
1 we have what we call abcssystem whichis 1 MR. DOWNTON:
2 basically running Windows-type servers and 2 A.No. However, | mean, on aregular basis, we
3 things like that. Over the last while, 3 try toensure that we are optimizing the
4 through putting these types of systemsin, we 4 bandwidth that we have to purchase from
5 haveto increase the number of firewallsto 5 Aliant, to optimize the bandwidth that we
6 isolate these systems from our corporate 6 provideinternally. Again, these aretools to
7 network. So basically to make sure that there 7 alow us to make surethat we're providing
8 will never beany interfacing, you know, 8 infrastructure that istuned properly to the
9 people tryingto get into those types of 9 requirements of our internal business
10 systems, whichwe're basicaly using, you 10 requirements, which does impact our customers
11 know, basically what I'd call, you know, 11 at the end of the day.
12 mainstream-type technology, which peoplehave |12 Q. And when isthe last time you reduced the
13 knowledge on. So when we say customers, they |13 amount of bandwidth that you take from Aliant?
14 do secure--we have both our internal 14 MR. DOWNTON:
15 customers, our employees, but we're also 15  A. Webasically reduced it in the 2002/2003 time
16 safeguarding the control systems and whatnot 16 frame. We probably reduced the amount of
17 for our customers for the electricity and 17 bandwidth substantially.
18 whatnot. 18 Q. Andthat wasrelated to some of the other
19 (Time: 11:20 am.) 19 capital projectsthat allowed you to use your
20 Q. Soto the extent that this project, as you say 20 own system, correct?
21 in1C-80, isintended to ensure that network 21 MR. DOWNTON:
22 services are efficiently delivered, haveyou 22 A.That'sright. We basically used our own--we
23 quantified, in termsof cost saving, the 23 leverage our own technology in that particular
24 efficiencies that are going to arise from this 24 case.
25 application? 25 Q. Okay. Andwasthat like your PLC and your
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1 HUTCHINGS, Q.C.: 1 this software basically to put it into a state
2 other - 2 of, you know, support from the vendor if we
3 MR. DOWNTON: 3 have any problem, and it goes back to Hydro’s
4 A. Primarily our microwave infrastructure. 4 policy. Wedon't do every release. We didn't
5 Q. Your microwave infrastructure, yes, okay. 5 do9.1and then 10.2. Webasicaly try and
6 Okay. So moving on then, the Helpdesk 6 skip releases and also we ook at, you know,
7 management tools, | take it, is what is 7 what the requirements are and whatnot before
8 referred to inthe second paragraph of the 8 we just upgrade software.
9 answer to 1C-80, GWI Support Release 8.17 Is 9 Q. Soisittypical then for thereto be anew
10 that correct? 10 release every second year or so on this type?
11 MR. NICHOLS: 11 MR. NICHOLS:
12 A.Thatiscorrect. 12 A. Typicaly, with most vendors, there' d probably
13 Q. Andyou're saying thisis aLotus Notes based 13 be arelease every year.
14 application. How long has this software been 14 Q. Bvery year?
15 in place? 15 MR. NICHOLS:
16 MR.NICHOLS: 16 A. Which we have found, yeah.
17 A. This software has been in place for about the 17 Q. All right. And these corporate applications
18 last four years, since 2000. At the present 18 environment projects are of the type of
19 time, we're running a version called Version 19 routine annual projects that your division has
20 8.1, whichis no longer supported by the 20 to deal with basically on an annual basis?
21 application vendor. So thiswill--basically, 21 MR. DOWNTON:
22 we'regoing from arelease 8.1to arelease 22 A.Wdl basically, again, every year we bring
23 10.2, which will be supported under our Lotus 23 forward what we call applications environment
24 6 environment, which we're moving to this 24 projects. AsMr. Nichols mentioned earlier,
25 fall. Sowhat this is, thisis to upgrade 25 we have about 40 major applications which run
Page 23 Page 24
1 on our desktop and server infrastructure. So 1 A.ltrunsboth the I Edwards software and also
2 every year we basically look at where the 2 the Showcase software which we use for
3 portfoliois. We basically look at vendor 3 reporting from J0 Edwards.
4 support.  We look a the business 4 Q.Okay. Now last year, there was a project that
5 requirements. We look at whether those 5 was put forward and then withdrawn to deal
6 applications will be supported on our desktop 6 with the issue of migration from JD Edwards
7 or server infrastructure, and then we make a 7 possibly to One World, and there was some
8 determination of what we bring forward, and 8 corporate mergers, | believe, that led to
9 again, this year we are bringing forward three 9 changesinthat. Canyou just tell uswhere
10 out of approximately 40, and as Mr. Nichols 10 al that stands now?
11 said, we do skip releases because we don’t 11 MR.NICHOLS:
12 feel thatis inthe best interest of our 12 A.l believethe project you'retalking to was
13 customers to basically be upgrading every 13 not a conversion of Jb Edwards, but was really
14 application on ayearly basis. 14 ai Series upgrade basically to basically run
15 Q. If we could move on then to B-125, thisisthe 15 our applications. It wasn'ta One World
16 project for replacement of what’s now referred 16 upgrade.
17 to asthei Series, which | understand was the 17 Q. Itwasa migration study from Jo Edwards to
18 ASA400, &S - 18 something else.
19 MR. NICHOLS: 19 MR. NICHOLS:
20 A. Thatiscorrect. 20 A.Yes, the-
21  Q.-that's the same piece of equipment we're 21 Q. Now the project was put in and then withdrawn.
22 talking about here. This isthe server that 22 So there was no -
23 runs the Jb Edwards software? |s that 23 MR. NICHOLS:
24 correct? 24 A.Yes, that project, you're talking about a
25 MR. NICHOLS: 25 different project which is being put out until
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1 MR. NICHOLS: 1 A Thatiscorrect.
2 2006/2007, | believe, basically because the 2 Q.Okay. So the As400 operating system isone
3 PeopleSoft--PeopleSoft and Jo Edwards--to give 3 that you had aproject in last year to
4 you an idea of what happened, J0 Edwards was 4 upgrade? Isn't that correct?
5 bought by PeopleSoft and then Oracle wants to 5 MR.NICHOLS:
6 buy PeopleSoft. So they’rein a corporate 6 A.Thatiscorrect.
7 fight at this point in time. So Hydro really 7 Q. And wasthat done?
8 didn’t--until al that sort of works its way 8 MR.NICHOLS:
9 out, Hydro's basically going to keep 9 A Yes, that project has been done. The project
10 leveraging the technology that we have now, 10 that was done this year to upgrade, we were
11 whichis World, and we'll wait for a time 11 running, at that point in time, aversion of
12 until alot of that goes away to see where we 12 the operating system at Version 5.1 basically,
13 wish togo at thattime. Sothat’s the 13 and we've upgraded that software to V5R2. The
14 project that was withdrawn last year. 14 technical support for the operating system
15 Q. Okay. Sothereis, at thispoint, no valuein 15 V5R1 was being dropped by 1BM and so we had--
16 pursuing acapital project to deal with any 16 that’ s what that project wasfor.
17 migration from your existing J0 Edwards 17 Q. Okay. So you ve completed now the project of
18 software? 18 upgrading to V5R2?
19 MR. DOWNTON: 19 MR. NICHOLS:
20 A.Wewill look atthat asweprepare our 2006 |20 A. Thatiscorrect.
21 five-year plan. 21 Q. Okay. And do you have a software maintenance
22 Q.Okay. Now thei Seriesreplacement or AS 400 |22 agreement or a support line contract with 1BM
23 0s, and that’ s just a change of name, just so 23 in respect to that?
24 I’m clear on that, isit? 24 MR. NICHOLS:
25 MR. NICHOLS: 25 A.Yes, wedo.
Page 27 Page 28
1 Q. Okay. So that software is good until 1 A.There snobody elsein the market for this
2 September 30th of 2005, correct? 2 type of machine. But saying that, thereis
3 MR.NICHOLS: 3 many dealersin St. John’swho do sell As400.
4 A TheV5R--l believe what you're looking at is 4 Q. Right. Andwhen you say thistype of machine,
5 the one, the V5R2 is supported--actually 1BM 5 is there nobody other than 1BM that builds a
6 has changed their policy and they will support 6 machine that can do what this machine does?
7 ituntil theend of next year, but they've 7 MR. DOWNTON:
8 advised us to be at V5R3 coming into 2006. 8 A. Thesoftwareisspecifically designed to run
9 (Time: 11:30 am.) 9 onani seriesIBM server.
10 Q. Okay. Nowin theproject toreplace this 10 Q. That'sthe software that you have now?
11 ASA400 server, are you seeking competitive bids 11 MR. DOWNTON:
12 for that? 12 A.The J0 Edwards software and the Showcase
13 MR. NICHOLS: 13 software.
14 A.Yes, wewill. That's correct. 14 Q. Okay. And thereisno option availableto you
15 Q. And are you specifying a particular 15 to convert that to any other operating system?
16 manufacturer for the equipment or not? 16 MR. DOWNTON:
17 MR. DOWNTON: 17 A. Theonly option to convert that is if we moved
18 A.Well basicaly it hasto bean1BM i Series 18 to a-well what PeopleSoft Jo Edwards call One
19 server because that's basically what our 19 World, and that isa significant project. So
20 applications run on now. 20 we are trying to leverage the technology that
21 Q. Sothereis--there’'s no option - 21 we have now, which is Jb Edwards World.
22 MR.NICHOLS: 22 Q. By proceeding now with the replacement of the
23 A. There'snobody elsein the market. 23 AS400 with another i Series, are you limiting
24 Q. Pardon me? 24 your options thereafter for your migration to
25 MR. NICHOLS: 25 different software?
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1 MR.NICHOLS: 1 that we areon, we currently haveon this
2 A.No, we're not. Basically this machine can run 2 machine will be supported until theend of
3 both, both types. 3 2005; will not be supported into 2006. We've
4 Q. Okay. Butyou're saying only this machine can 4 been advised by 1BM to basically, you know, if
5 run the existing software that you’ re running 5 you want this support for your software, you
6 now? 6 should be on the next version of V5R3 in 2006.
7 MR.NICHOLS: 7 And the 640 machine, whichis what we run
8 A.Thatiscorrect. 8 right now, the other thingis, the Showcase
9 Q. And at this point, you're not able to specify 9 software that we run also we' ve been advised
10 when you anticipate the necessity of changing 10 by them that if you want to run this Software
11 from the existing software, the World system 11 on this machine, there is some performance
12 that you have now? 12 problemsthat you will have with it, dueto
13 MR. NICHOLS: 13 the age of architecture and whatnot, that it's
14 A Thatiscorrect. And| guess one of the main 14 not meant to support these--what will they
15 reasons why we' re replacing the i series, why 15 call--you know, waysthat it interacts with
16 we want to replacethei Series next year is 16 the machine, the software. Soreally, the
17 really due more to a performance problem, more |17 just (phonetic) for thisoneis not--it has
18 than towhat type of software that we're 18 nothing to do with what version of software
19 running at this point in time. What we found, 19 that we're running at this pointin time.
20 this machinewas put inin 1997. Since that 20 It'sreally we want to--as | said earlier last
21 time, we' ve upgraded this machine twice. It 21 week, we were running into performance
22 was on lease from 1997 until 2001. The 22 problemswith running reports overnight and
23 operating system has gone through six 23 having to stop payroll from running and that
24 versions. Thething that’s happening with 24 type thing to get reports through and to get
25 this machine also is that the operating system 25 customer hillings through.
Page 31 Page 32
1 Q. Okay. | thought in the course of your answer 1 software that you need to perform the
2 you mentioned a 640 machine that you were 2 functionsthat the As4o0which the existing
3 running now? 3 software is performing now?
4 MR.NICHOLS: 4 MR.NICHOLS:
5 A.Yeah, andredly that’sthe model that we have 5 A. |l believe what you're asking isto move it to
6 in place right now. 6 a new platform, and by platform you mean
7 Q. That'sthe model of the As400? 7 operating system and whatnot?
8 MR. NICHOLS: 8 Q.Yes
9 A.Yes 9 MR. NICHOLS:
10 Q. Okay. And haveyou identified a specific 10 A. Atthispoint intimethen again that is not--
11 replacement for this As400 now? 11 that would be maybe a study in years to come.
12 MR. NICHOLS: 12 But at this point in time we were trying to
13 A. What we've done on that, we'vegoneand redly |13 leverage the technology that we have now and
14 we wouldn’t pick the machine right now until 14 basically running the software that we have
15 wewent out to tenders again, because this 15 now. Thisisjust the machine that has to run
16 technology does change, and they do changethe |16 it, the iSeries machine.
17 model numbers on aregular basis. So what was 17 Q. So you have not had any discussions with
18 used to put this quote together, we did put a 18 anyone other than 1BM in respect of a
19 quote together basically on the machine that’s 19 different operating platform to meet your
20 there now. But whenwe go to doit, we'll go 20 needs, is that correct?
21 out again and pick the machine that best suits 21 MR. NICHOLS:
22 the purpose at that time. 22 A.Yeah. Well, 1BM isthe thing, but really we
23 Q. Haveyou had any discussions with anyone other |23 talked to b Edwards to seewhere it is
24 than IBM with respect to a system to--which 24 because they are the people, they’'re--that’s
25 will provide you with the hardware and 25 the application that we're using.
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1 MR. DOWNTON: 1 mean, we just don’'t move softwareto move
2  A.Justto reiterate, the Jb Edwards software 2 software.
3 that we havehad torun onanIBM iSeries 3 Q. No, | understand that. But, | mean, since you
4 Server. 4 had put this project forward to study the
5 Q.| understand that. 5 migration, I'm surprised to hear Mr. Downton
6 MR. DOWNTON: 6 say now that youdon't inthe foreseeable
7 A.And| guesswhat we ve--wedo not see any 7 future see a need to migrate from Jb Edwards.
8 requirement for the foreseeable future to 8 MR. DOWNTON:
9 migrate to another set of applications from JD 9 A Wadl, foreseeable future, 1 guess, means
10 Edwards or anyone else, so we basically are 10 whether we look at amigration strategy in
11 recommending that we purchase an iSeries 11 2006, 2007, wedo not have anything on the
12 Server to handle theworkload requirements 12 horizon to say in 2008, 2009 we have to make a
13 that werequire. If at some future point in 13 transition. So | guess|'m using that in an
14 time we do needto upgrade to D Edwards 14 open context. | guessjust to go back to this
15 latest release, whichis One World, that 15 particular project, | mean, the driving force
16 system will be able to handle that workload. 16 for this project is that the current As400
17 Q.| understood you to say earlier that the only 17 Server will not meet our business
18 reason that you didn’t pursue the Jo Edwards 18 requirements. We are basically on a day to
19 migration assessment last year was because of 19 day basis, we have having problems with
20 the buy out of Jb Edwards by People Soft, is 20 running our reports, running our applications,
21 that not correct? 21 being able to provide reports for our customer
22 MR.NICHOLS: 22 services group, havingto what | call turn
23 A.Thatwas onefactor. But again, it's the 23 down reporting to get payroll to run. So the
24 requirements of what the business needs are at 24 system is not capable of handling the workload
25 thispoint in time and things like that. | 25 requirements that we haveandit’s having a
Page 35 Page 36
1 significant impact on the businessto the 1 JD Edwards will bring. You know, we have a
2 point that even in the business process group 2 number of people engaged in trying to enhance
3 they want to do various testing for different 3 the applications and improve al that. You
4 process changesthey want to make and we 4 know, and we have to keep in step with JD
5 cannot do those primarily because this system 5 Edwards and the hardware for now. If we were
6 cannot handle the workload. And there’sno 6 goingto contemplate at some futuretime a
7 upgrade path, additional upgrade path. The 7 major change, in al likelihood we would be
8 last upgrade path that was available on this 8 looking at a major change, you know,
9 unit was back in 2001. So we basically have 9 multimillion dollars to go out and possibly
10 no where to go with upgrading the existing 10 throw out J0 Edwards and go with some other
11 unit. There hasto be areplacement. 11 vendor. We're not contemplating that right
12 MR. HAYNES: 12 now. Wedon't think that is required. And to
13 A.If I could, from a corporate point of view, a 13 open the door to that would be alot more than
14 number of years ago when we moved to JD 14 oneor two milliondollars; it would be, |
15 Edwards, obvioudy that was, | believe, a12 15 would suggest, you know, ten plus million
16 or 13, 14 million dollar project, that 16 dollarsto actually goand do a wholesale
17 included the hardware and software. And | 17 change in the hardware and software technol ogy
18 mean, we are at the whim of the industry to 18 that we have. You know, oncewe' re in with
19 both the software and the hardware vendors 19 these companies, we're there for a number of
20 from that point of view. Soweare into JD 20 years before we get to the point where the
21 Edwards and IBM right now, and you know, we 21 business drives us elsewhere and that would be
22 are enhancing Jo Edwards, you know, here and 22 along and painful decision before we would
23 there. We've been vesting a lot of time and 23 present that to the Board. If that’s helpful.
24 money inthe company right now trying to 24 Q. Thank you. If wecanlook now to B-127, the
25 enhance and trying to mine out the value that 25 End User Evergreen program? And | just want
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1 HUTCHINGS, Q.C.: 1 GREENE, Q.C.:
2 totry to put thisin context from where we 2 Q. Thatiscorrect. Lastyear there wasthree
3 werelast year. There'saproject at B-127 3 elementsto the project which when we were
4 for End User Evergreen program and another one | 4 preparing this year we believed lead to some
5 at B-134 which is aserver and operating 5 unnecessary confusion and we have split the
6 systems Evergreen program, in comparison to 6 matter into threethis year. The As400
7 last year wherethere wasasingle project 7 replacement had been included last year as
8 which showed up in the 2004 Capital Budget at 8 part of that project that you just referred
9 page B-66 which wasthe End User and Server 9 to, Mr. Hutchings. Thisyear we have three
10 Evergreen program. Am | correctly seeing that 10 separate oneswith full justification for
11 what was one project or grouping last year has 11 each.
12 been divided into two this year? 12 HUTCHINGS, Q.C.:
13 MR. NICHOLS: 13 Q. Just flicking through last year’s project, |
14  A.Three 14 didn’t see a specific reference thereto the
15 Q. Three? 15 AS400, but | guess it was included in the
16 MR. DOWNTON: 16 servers -
17 A.Yes. 17 GREENE, Q.C.:
18 Q. Okay. Sowhere' sthe third one? 18 Q. Itwasthere. Andif you looked at the cross-
19 MR.NICHOLS: 19 examination last year and the direct
20 A.End User, Server and iSeries. 20 examination, one component, the third element
21 Q. AndiSeries? 21 was the As400. That project was not approved
22 MR.NICHOLS: 22 by theBoard last year. Wethen brought
23 A.Um-hm. | believe. You'retalking - 23 forward two separate ones in the winter of
24 MR. DOWNTON: 24 2004 and we did not bring forward of the
25  A.Yes, that's correct. 25 As400, we deferred it until this Capital
Page 39 Page 40
1 Budget hearing this year. 1 initiated, staff in the support role were
2 HUTCHINGS, Q.C.: 2 reduced by three and approximate savings of
3 Q. Okay. So, we ve had thiswhat was one project 3 180,000 per year." That would have been two
4 in 2004 has now been split out into three for 4 years ago when we basically started to move
5 2005. We've aready dealt with the As400 5 out of the lease program and implement what we
6 project or theiSeries asit is now known, so 6 call the Thin-Client strategy which we brought
7 we're left now with the End User Evergreen and 7 forward to the Board.
8 the Server and Operating Systems Evergreen. 8 (Time: 11:45am.)
9 In respect of the End User project we had 9 Q.Okay. Sothere werethreestaff positions
10 asked at--well, thisis generally with respect 10 eliminated in 2002 as a result of that
11 to the production evidence at 1C-81 to 11 program?
12 identify Capital Budget itemswhich reduce 12 MR. DOWNTON:
13 cost or improve efficiency and try to quantify 13 A Yes
14 thisin respectto B-127. Inthat answer 14 Q. Hasthere been any further reduction since?
15 which is at the bottom of the first page there 15 MR. DOWNTON:
16 it'sindicated that there would be efficiency 16 A.There has not been any further reduction
17 improvements are anticipated but the savings 17 since.
18 are not readily quantifiable. And then 18 Q. Okay. The project explanations| think for
19 there's a referenceto when the move to 19 both of these Evergreen projects do make some
20 Evergreen was initiated. When do you regard 20 references to industry standards. And there
21 the move to Evergreen as having been 21 isareply to a request for information that
22 initiated? 22 directsitself tothoseindustry standards.
23 MR. DOWNTON: 23 Andthat’s specificaly 1c-35. Thisis in
24  A.Inthe context of B-127 webasicaly say, 24 reference to the B-134 project for the Server
25 "However, when the move to Evergreen was 25 and Operating Systems. Does Hydro regard
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1 HUTCHINGS, Q.C.:

Page 42

1 MR.NICHOLS:

2 itself as being in both of these projects but 2 A.Thatiscorrect. And| guessthat’swhat we
3 the End User Evergreen program and the Server 3 look at these on ayearly basis.
4 Evergreen program as being consistent with 4 Q. Soevenif you had a server that was only two
5 industry standards? 5 years old and the vendor support for the
6 MR.NICHOLS: 6 operating system went away, that would bea
7 A.Thatiscorrect. 7 cause of concern for you, would it not?
8 Q. Okay. 8 MR. NICHOLS:
9 MR. NICHOLS: 9 A.ltcould beaconcern. You'dalso haveto
10 A.And actualy, we again on the Server one, we 10 look at what was running on that server, you'd
11 from our research and what we' ve seen, they 11 also have to seeif the business requirements
12 put afive-year life on servers, and basically 12 for that type of software were dtill
13 some of our servers we keep for more than five 13 applicable to the users and whatnot.
14 years. And it really goesdown to the four 14 Q. Okay. So, inthe answer to 1C-35 you refer to
15 points that are below in that we look at the 15 your own 15 years of experience and the
16 hardware vendor support, basicaly what the 16 deployment and administration of servers, and
17 operating system isgoing to be able to 17 | take it that would equally apply to End User
18 support on that machine. We also look at what 18 devices?
19 the application vendor support islike and 19 MR.NICHOLS:
20 also what really the requirements of what the 20 A.Can't remember whenwegot thefirst pCat
21 users or business needs are for that server. 21 Hydro.
22 Q.Okay. These four items, though, areissues 22 Q. Probably more than 15 years ago?
23 that would haveto be dealt with no matter 23 MR. NICHOLS:
24 what the age of the particular equipment was, 24 A.Yeah, | believe so.
25 isn't that correct? 25 Q.And yousay this experience combined with
Page 43 Page 44
1 discussions with other 1T departments and 1 tous. There'salot out there. And asowe
2 hardware and software vendors are used to 2 have discussions with the vendors which really
3 confirm the life expectancy of the servers. 3 are the driving force for the server
4 o, isthere any independent standard to which 4 infrastructure.
5 Hydro refers in determining the life 5 Q. Areyou aware of any other organizations which
6 expectancy? 6 operate at the level of technological
7 MR. DOWNTON: 7 sophistication of Hydro that follow a program
8 A.Notredly, | guess, an independent standard, 8 which use these service lives for these
9 | guess, and independent standard. | guessit 9 various pieces of equipment?
10 comes back to our experience, experience that 10 MR. DOWNTON:
11 we get, research that we do and also 11 A.Agan, there's, again, the servicelifeisan
12 discussions we have with the hardware vendors. 12 approximation. | guessif | wereto look at
13 And basically what we see isa consistent 13 local companies, | mean, Newfoundland Power
14 story that for server infrastructure typically 14 basically follows the same sort of guidelines,
15 after five years the vendors will not support, 15 the same sort of analysiswhen they replace
16 typically will not have parts to support any 16 their server infrastructure. And there are
17 server infrastructure in the Windows 17 lots of other companies that we've had
18 environment in particular. 18 discussions with, not necessarily local, that
19 Q. Okay. When wediscussed thislast year, the 19 basically again use the same sort of factors
20 reference was made to the Gartner best 20 to take in consideration when they’'re
21 practices information. Isthat used by Hydro 21 replacing their server infrastructure. And
22 or not? 22 again, each company hasto look at where they
23 MR. DOWNTON: 23 are and then basically have alook at the four
24  A.Webasicaly look at Gartner research. We 24 factorsthat are put forward thereto make a
25 also look at other research that’s available 25 determination on a yearly basis as what makes
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1 MR. DOWNTON: 1 public tender. Now, whether it' sanBM or a
2 sense to replace and to lay out a program for 2 Del or aCompaq, | don’t know, and we'll have
3 that. 3 to look at those factors as we evaluate them.
4 Q. Inrespect of B-134, and | think it’s probably 4 Q. Okay. Now, whenyou say whether it'san 1BM
5 convenient to discuss these two projects 5 or aDel ora Compag, areyou--will your
6 together, there wasno indication in the 6 tender call leave open the ability of
7 project description or the explanation 7 different manufacturersto provide equipment
8 provided that you'd be going to tender on 8 to satisfy your needs under this proposal?
9 this, but you have confirmed in 1C-34 that you 9 MR.NICHOLS:
10 would be calling tendersin respect of this 10 A.Thatiscorrect.
11 work. In your tender call do you specify a 11 Q. Soyou may end up with to deal with Bell or
12 brand name for the equipment that you're 12 Compag as opposed to IBM?
13 acquiring? 13 MR. NICHOLS:
14 MR. NICHOLS: 14  A.That iscorrect.
15 A.What we've donewith serversover the last 15 Q. Andisthat equally trueinrespect of your
16 couple of years, we went out and basically got 16 End User devices?
17 apurchase order for one for a couple of years 17 MR. DOWNTON:
18 because we didn’'t want to switch vendors every 18 A. Yes, that iscorrect.
19 year becausethey al bring their different, 19 MR.NICHOLS:
20 you know, tools and whatnot with them. We've 20 A. Thatiscorrect.
21 reached the point again where we want to go 21 Q. Okay.
22 back out to the marketplace to get--to 22 MR.NICHOLS:
23 basically seewhat’s out there and see what 23 A.Again, we did the samething with the End
24 the different vendors can provide for us. So 24 Users, and we didn’t want to have, you know,
25 that’ s why this year we will be going out for 25 five different brand names at Hydro, so we
Page 47 Page 48
1 basically bought from one brand name. But 1 whatnot, the servers that we're replacing
2 again, Hydro is going back out to the 2 under that budget, it'samodel of aserver
3 marketplace to see which is the best machine 3 what we'd call an HP300R. And going back to
4 to suit and get the best price and whatnot and 4 their--they do not support the 2003 operating
5 services from the vendor. 5 system on that machine.
6 Q. Okay. | wanttolook at the answer to 1C-36 6 Q. When you say they do not support, who do you
7 for a moment. And this relates to the 7 mean?
8 suggestion that the current serversdo not 8 MR.NICHOLS:
9 support the 2005 operating system. The 9 A.HP itwasanHPserver.
10 question asked what the system isand | don’t 10 Q.Okay. Soareyou tellingusthat the 2003
11 think we got an answer to that in the 11 server operating system from Microsoft won’t
12 response. Could you indicate to uswhat the 12 run on the HP 300R?
13 2005 operating system is? 13 MR. NICHOLS:
14 MR.NICHOLS: 14  A.I'mtelling youthat it'snot supported by
15  A. Thecurrent operating system for the servers 15 that hardware vendor. You might get itto
16 is what Microsoft calls their 2003 server 16 run, but what complications that can run into
17 operating system. 17 isthat with any operating system they have
18 Q. Andwhat arethe hardware requirements for 18 pieces of software which are written to talk
19 that system? 19 to, say, the hard drive, they’reto talk to,
20 MR. NICHOLS: 20 say, the cards for the network. And what HP
21 A. The hardware requirements for that systemin 21 have said basically isthey will not support
22 the servers, well, what we looked at, again, 22 the 2003 operating system on that machine.
23 going back to1c-35where we'd look at the 23 Q. Okay.
24 hardware vendor, we' d look at the application,
25 we'd look at the business requirements and
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1 MR.NICHOLS: 1 Q. Sothis-I haveabit of ambiguity inyour
2 A.Soif youran intoa problem, don't phone 2 answer because you say no and then you say but
3 them. 3 that’s part of thereason. | mean, isthis
4 Q.In the explanation and the project 4 being driven by the requirements for
5 justification for B-134 if we follow over to 5 additional functionalities and enhancements?
6 the top of page B-136, you say that the 6 MR. DOWNTON:
7 replacement addition and the upgrade of 7  A.No,itisnot.
8 hardware components and software related to 8 Q. It'sbeing driven by the fact that you can’t
9 the corporation shared server infrastructure 9 get support for the new operating system on
10 will allow Hydroto operateina supported 10 your existing servers, isthat fair?
11 environment the 2008, 2009 time frame and 11 MR. DOWNTON:
12 allow Hydro to take advantage of the, | take 12 A.Yeah, that is correct.
13 it that should have been functionality and 13 MR. NICHOLS:
14 enhancements included within the new release. 14  A.Wecan go back to1c-35 again, like you say,
15 Isthe added functionality and enhancement 15 tolook at, welook atthe hardware vendor
16 part of the reason for justifying this project 16 support, we look at the operating system, the
17 at thistime? 17 application, vendor support and also the
18 MR. NICHOLS: 18 business requirements. And really these
19 A.No. It'spart of it. The other mostly part 19 serversthat we're replacing this year, you
20 of itis that the servers that are being 20 know, they do thingslike control the, they
21 replaced are running an operating system 21 have the monitor and control of our microwave
22 called Windows NT,which was put out by 22 system, they also control the what we call our
23 Microsoft in 1996 and basically there isno 23 security system for the door, you know, these
24 support for that operating system at this 24 swipe cards, it aso controlsthe doors and
25 point in time. 25 that within Hydro Place and alsoin Bishop
Page 51 Page 52
1 Falls. And another oneis also to support the 1 A.Yes. Theother thingisyou have to remember
2 Lotus Notes and development environment. We | 2 if we put a server out in 2006, we would want
3 look at it’snot just the operating system 3 that to support itself out to 2011. And
4 alone, but we aso looked at these--you know, 4 basically we would see the operating system,
5 the criticality of some of the applications 5 we see it on Microsoft now whether, you know,
6 which these servers are doing and whatnot. 6 Microsoft changing their operating systemin a
7 Q. No, | mean, I'm not questioning that thereis 7 2008, 2009 time frame, so we're into that, we
8 aneedto have servers where you have these 8 into that, another round. It won't be--by the
9 servers now. The issueobvioudly is the 9 timethe servers arereplaced in 2006, we
10 replacement of theseten servers at this 10 would want themto support the operating
11 point. When this project is concluded, will 11 system which will be supported in 2011.
12 you have any serversleft in your system that 12 (Time: 12:00 p.m.)
13 won't support the 2003 server operating system 13 Q. If wecanturnthentoB-131? Thisagainis
14 from Microsoft? 14 essentially an annual project to replace
15 MR. NICHOLS: 15 peripherals within the system, isthat afair
16 A.Thatl believel’d haveto check. But we 16 characterization?
17 have--what we've done with most of our 17 MR. DOWNTON:
18 servers, we have atentative schedule set up. 18 A. Yes, that iscorrect.
19 SoI'd haveto look at that and have to-- 19 Q. Okay. And can you tell me how many devices
20 actually, we would go look at what that 20 are actually being replaced in 2005 or asked
21 application isdoing and whatnot. But | 21 to be replaced under this project?
22 believe the majority of them will be gone. 22 MR. DOWNTON:
23 Q.Okay. Butyou may have still somein the 23 A.Wehave two what we call multi functional
24 system that you can get by with? 24 devices and we have three printers.
25 MR. NICHOLS: 25 Q. That | think isalarge reduction from the
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1 HUTCHINGS, Q.C.: 1 thetimeit's been replaced, it'll be upto
2 number of unitsthat you were replacing last 2 about amillion copiesand we've started to
3 year. Isthat correct? 3 see anincrease, you know, of breakdowns on
4 MR. DOWNTON: 4 that machine and whatnot. So again, we go
5 A.Yes, that is correct. 5 back--it'swe go back and ook and see what
6 Q. Whyisthat? 6 the machine is doing and see--we have another
7 MR. DOWNTON: 7 onewhich isin the mail room which we put in
8 A.Becauseat this point intimethose arethe 8 inthat same year which basically we find
9 only unitsthat we feel that need to be 9 we're having much better performance on which
10 replaced. Out of the three traditional 10 we're keeping. So we don't just automatically
11 printersthat we are replacing, two of them 11 replace them, we sort of look at them on an
12 are specifically earmarked for the printing of 12 individua basis.
13 cheques in treasury department and one is 13 Q. Okay. Buttoget back to my question, the
14 going to Happy Valley office and so basically 14 items that are being replaced are all
15 that's al that we need to meet our 15 functioning today, are they?
16 requirements for 2005. 16 MR. DOWNTON:
17 Q. Areall of the devicesthat are now being 17 A. With the exception of one. One of the multi
18 replaced functioning today as we speak? 18 functional devicesisthe new one, and that’s
19 MR.NICHOLS: 19 going into the warehouse at Hydro Place. And
20 A.Yes, the ones that are being replaced, 20 the reason we're putting it there is because
21 especially the onethat’sbeing replaced in 21 this unit will be a printer, will be a scanner
22 Holyrood was put inin 2000 and it’'s what we 22 and also have afax capability built into the
23 call amulti functional device. At this point 23 one unit. And the reason we're doing it that
24 intimethat machine has done around 7500-- 24 way isbecause of it takesup less redl
25 three quarters of amillion copiesonit. By 25 estate. So basically there' sonly one new
Page 55 Page 56
1 addition and then the other ones are 1 are talking about avery low end, it's almost
2 replacements. 2 to the point where you’ ve seen them in Future
3 Q. Soisthere any device in this warehouse that 3 Shop and those types of things, thisthreein
4 you' re talking about now? 4 one, | believe they call them.
5 MR.NICHOLS: 5 Q.Yeah. DoesHydro scan every invoice it
6 A.At thispoint intime there isa printer 6 receives?
7 there. 7 MR.NICHOLS:
8 Q. A printer. And you're addinga fax and 8 A.No. But, | mean, thereistimeswhen he would
9 scanner capability to that location, are you? 9 want to scan things and/or photocopy it. So
10 MR. NICHOLS: 10 he could probably scan it in rather than--save
11 A. Correct. 11 paper--and photocopy it.
12 Q. And how isaneed to add those functionalities 12 Q. Okay. If we could ook now to B-132? Can you
13 identified? 13 just explain for us how your existing disaster
14 MR.NICHOLS: 14 recovery system with SunGard works?
15  A.l guess the applicationreally isbeing a 15 MR. DOWNTON:
16 three in one machine, when this--in the 16 A.Yeah. Withregardsto what we cal disaster
17 warehouse you have like packing slips coming 17 recovery planning services, we entered into
18 in and things like that, so basically we would 18 those types of serviceswith SunGard back in
19 takeit, we would scan it, sowe d have that 19 1996. | guessin 1999 when Hydro purchased
20 type of--have that capability. He also has-- 20 the Jb Edwards system and also we installed
21 he is sending faxes back and forth. Soit’'s 21 the Lotus Notesinfrastructure, | guess we
22 more for, you know, for in that warehouse to 22 moved into a different type of serviceswith
23 basically to give him all that functionality 23 SunGard in that it wasa five-year contract
24 there rather than having, you know, to go to 24 where they would provide us with what we call
25 different places to get these things done. We 25 hot site capabilities. And what that
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1 MR. DOWNTON: 1 island which isconnected by our microwave
2 basically referstoiswe basically pay them 2 system so that we can establish our own site.
3 to keep infrastructure at one of their sites 3 And our intent is, in 2005 we will go out for
4 availablefor usin acase of usdeclaring a 4 an RFPto I1BM, to SunGard and others for what
5 disaster, so we can go in thereand run our 5 we cal mobile DRP services. So that in the
6 corporate applications. In particular, our 6 event that we have a, declare a disaster, they
7 focuswas on Jb Edwards, our reporting tool 7 will bring the infrastructure and put it in at
8 showcase and also Lotus Notes. So basically 8 oneof our--well, at the selected site so
9 that’ s the way that it’sbeen. Also, on top 9 that--and it’s our view, based on our analysis
10 of that we also pay for the telecommunications 10 that that will help us to reduce our overall
11 costs to connect that site back to Hydro Place 11 operating budget from the number that |
12 so that in the event of a disaster we're able 12 indicated earlier.
13 to bring usersontothat service. | guess 13 Q. Okay. So,if I understand the existing plan
14 what we are bringing forward hereisthat as 14 correctly, SunGard is maintaining some
15 you see from IC-32, in answer to your 15 hardware that will run your systems now or run
16 question, indicate the annual cost under an 16 your applicationsin the event of a disaster,
17 existing contract with SunGard refer to under 17 isthat correct?
18 the operating experience, the annual cost 18 MR. DOWNTON:
19 under the existing contract are approximately 19 A.Yes, that iscorrect.
20 $200,000. That doesnot include our travel 20 MR. NICHOLS:
21 costs and it also does not include our 21 A.Yes, that’s correct.
22 telecommunications costs. | guess in an 22 Q. The new strategy that we're talking about here
23 effort to reduce our overall disaster recovery 23 doesn't provideyou with any hardware, as
24 planning services, what we're proposing here 24 such, but just a commitment to provide the
25 isfor usto establish alocal site on our 25 hardware if you need it, is that correct.
Page 59 Page 60
1 MR.NICHOLS: 1 A. |l guesswhat we are getting isasite, that in
2 A.lguess SunGard doesthe samething. What 2 the event of a disaster, we can basically move
3 they do isthey have hardware and they share 3 in equipment so that Hydro can still function
4 it down there. So, they give you accessto 4 from a business perspective.
5 that hardware which is configured to your 5 Q. S0, this will give you brick and mortar
6 system. And | guesswith a mobile service, 6 basically.
7 they--well, againyou have accessto that 7 MR. DOWNTON:
8 hardware and to be able to store your 8 A.Yes, that iscorrect.
9 applications on. 9 Q. Aphysica site, butyou still would have
10 Q. So,if,in fact, you haveto implement this 10 contract with SunGard or someone else to bring
11 DRPsystem, if adisaster occurs, arethere 11 the necessary computer equipment to that site
12 additional charges then that you would pay to 12 and runit intheevent of adisaster. Is
13 SunGard, whoever it is, to actually run your 13 that--do | understand this correctly?
14 systems during the recovery from the disaster? 14 MR. DOWNTON:
15 MR. DOWNTOWN: 15  A. That iscorrect.
16 A.Our view isthat we will be able to reduce 16 Q. Okay. And, | mean, do you have any projection
17 what we arenow paying. Right now we are 17 asto the difference in the annual costs from
18 paying on averageto SunGard, $200,000.00 a 18 your existing system to what they’ll be under
19 year. | guess what our expectation by 19 the new system.
20 establishing our own siteis that we will be 20 MR. DOWNTON:
21 able to reduce that in our operating budget. 21 A.Wefee that wewill be able to pay for this
22 Q.| understand the point that you’re trying to 22 project herein 12 - 18 months. We will see
23 make, | guess, I'm wondering what exactly 23 that type of savings on an annual basis.
24 we' re getting for the $80,500.00. 24 Q. So, interms of what SunGard or an aternative
25 MR. DOWNTON: 25 supplier will be doing under the new system,
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1 HUTCHINGS, Q.C.: 1 MR. NICHOLS:
2 they will haveto provide essentialy what 2 A.The other thing isyou will not have the
3 they were providing before except the physical 3 situation where you have to travel to
4 spacein whichto runthe system, is that 4 Philadelphia to restore your system. So,
5 correct. 5 basically they would cometo you. So, inthe
6 MR. DOWNTON: 6 case of adisaster, you' d have less operating
7 A.Wdl, they provide the physical space now. 7 costs, if you werein a disaster situation,
8 Q. Okay. 8 also you wouldn’t have to spend as much money
9 MR. DOWNTON: 9 in running what we call a DRP teston a
10 A.And | guesswhat were looking at is providing 10 regular basis.
11 physical space and at theend of the day, 11 Q. So, SunGard, were you being seriousin saying
12 reducing our operating budget, from my 12 that SunGard's operation is actualy in
13 perspective, by this amount on ayearly basis. 13 Philadel phia?
14 Q. Yourenot abletotell me, a thisstage, 14 MR.NICHOLS:
15 what range you expect your bids to be for the 15 A ltis. Actualy, they were--the last time we
16 annual costs to SunGard or thethird party 16 ran atest in 2001, it was. Since that time,
17 supplier once you've got your own bricks and 17 in the DRP industry, therewas a company
18 mortar in place. 18 called Comdisco which SunGard has since bought
19 MR. DOWNTON: 19 out, which they now have facilities in
20 A.lguess our estimateis that we will save, 20 Toronto, but they till run their As400
21 from atelecommunications cost perspective, we |21 disastery services out of Philadelphia.
22 will probably save 15 or $20,000.00 ayear. 22 Q. All right. How long has this agreement been
23 And our estimate isthat we will save 50to 23 in place with SunGard?
24 60,000 ayear on our DRP services from SunGard |24 MR. DOWNTON:
25 by initiating this project. 25 A.Inplacefor fiveyears.
Page 63 Page 64
1 MR.NICHOLS: 1 disaster in Philadelphia. So, there's other
2 A. Now, the original--this goes back to before we 2 Newfoundland companies with SunGard.
3 had 10 Edwards, we also had it on our 1BM 3 Q. Thank you, gentlemen, those are my questions.
4 mainframe which wasa370. So, it goes back 4 Mr. Chairman.
5 to then. So, they provided the serviceson 5 CHAIRMAN:
6 that machine originally and then we went to-- 6 Q. Thank you, Mr. Hutchings. Asl recal, Mr.
7 they also didit for our 400, for the last 7 Coxworthy, you completed your questions on the
8 fiveyears. 8 last day, correct?
9 Q.Okay. And the $200,000.00 annual costs that 9 MR. COXWORTHY:
10 are referred toin I1C 32, that includes 10 Q. That'scorrect.
11 communications costs, does it? 11 CHAIRMAN:
12 MR. DOWNTON: 12 Q. Mr. Kennedy?
13 A. No, astheresponseindicated, it'sonly for 13 (Time: 12:15 p.m.)
14 SunGard costs. 14 MR. KENNEDY:
15 Q. Okay. In additionto that, youwould be 15 Q. Chair, just a couple of questions. Gentlemen,
16 paying communication costs from Newfoundland |16 | just wanted to get your commentson an
17 to Philadelphia or wherever. 17 aspect of your application enhancement project
18 MR. DOWNTON: 18 which is B-120 which you've been cross-
19 A. That’scorrect. 19 examined on a couple of times. And just to
20 MR. NICHOLS: 20 recap, the Application Enhancement Project
21 A.Just onemore point on disaster recovery. 21 actually describes four different projects,
22 There is many other companies, FPI actually is 22 correct, Various Minor Enhancements, Intranet,
23 another customer of SunGard. And actually 23 Key Performance Indicator and Facilities
24 when we had a power outage here a couple of 24 Failure Model.
25 years ago, they actualy started to declare
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1 MR. DOWNTON: 1 Ic-81 and it'sa question the Industrial
2 A.Yes, that iscorrect. 2 Customers put to Hydro asking to identify the
3 Q. Okay. Andin thecaseof, if we could just 3 capital budget items in the present
4 scroll down, Mr. O’ Rielly, actually on page 2. 4 application which reduced costs or improved
5 And looking at the Intranet project and it 5 efficiency and quantify the reduced costs
6 describesit as, "this involves the continuing 6 arising from each such project. And then
7 design and implementation of enhancement to 7 we've got B-120, application enhancement. The
8 Hydro's internet to improve access to 8 response was, "while efficiency improvements
9 information to our employees. And the second 9 are anticipated in this project, they are not
10 sentence, "this will help to improve 10 readily quantifiable". Now, I'll just ask a
11 information flow, eliminate redundate 11 couple of questionsfirst. Isit agreed that
12 processes, reduce the manual effort associated 12 or accepted by Hydro that in the case
13 with distributing information and provide 13 specificaly of Project B-120, the application
14 enhanced level of customer service". And | 14 enhancements, that there are aspects to these
15 believe that was broken down into in an RFI as 15 projects which involve expected gains in
16 the intranet with--or actually | think it was 16 operational efficiency?
17 during your testimony in saying that that 17 MR. DOWNTON:
18 project is 67.9 thousand dollars or 18 A.l guessinthe context or, we basicaly feel
19 MR.NICHOLS: 19 that it will allow usto work more efficiently
20 A.Youcanrefertoic-3L 20 and provide us with the tools to do same.
21 Q. That'swherethat information comes from, 1C- 21 Q. Andinsofar as, at |east one aspect of one of
22 31? 22 those projects under your application
23 MR. NICHOLS: 23 enhancements projects is indicated that it
24 A.Yes. 24 will improve information flow and eliminate
25 Q. Okay, thank you. So, | just wanted to turn to 25 redundant processes and reduce the manual
Page 67 Page 68
1 effort associated with distributing 1 IC-81, Hydro, at least insofar, as this
2 information. Would you agree that some of 2 response indicates isthat these efficiency
3 those operational efficiencies relate 3 improvements are not readily quantifiable.
4 specificaly to gainsin the efficiency of 4 Before | ask you to explain that, I'm
5 your employees? 5 wondering if first you could indicate whether
6 MR.NICHOLS: 6 you had an opportunity to look at some of the
7  A.l guessone of the, some of the other stuff is 7 responses provided by Newfoundland Power in
8 does, again therewas an example of sequence 8 their capital budget relating to operational
9 of events interface which auser could go, 9 efficiencies expected to be gained through
10 find out things that are happening on the 10 their IT projects. Did any of you actualy
11 system and basically make determinations to 11 have alook at that?
12 basically fix that problem. There's aso 12 MR. NICHOLS:
13 things in terms of the wHMIS which are 13 A.No.
14 basically health and safety type things which 14 MR. DOWNTON:
15 give access to people to those types of 15  A.No.
16 documents. So, | guessyes, it does make it 16 Q. No,okay. So, if | saidtoyou that in the
17 more efficient in that way, that they can at 17 case of Newfoundland Power in response to RFIS
18 thisinformation quicker. 18 they are ableto provide Net Present Value
19 Q. Right, okay. So, | guess another simpler way 19 calculations based on the operational
20 to put it isthat the introduction of some of 20 efficiencies expected to be gained through
21 these projectsis aimed at saving time? 21 thisintroduction of some technologies, you
22 MR. DOWNTON: 22 haven’t had an opportunity to actually look at
23 A.Basicdly it's, again, alowing staff to work 23 that.
24 more efficiently.
25 Q.Okay. It wasindicated inyour responsein
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1 MR. DOWNTON: 1 gained through the introduction of these
2 A.lguessinour anaysis, | guessin particular 2 technologies wouldn’t apply.
3 of Intranet, we basically do not, not that we 3 GREENE, Q.C.:
4 don’'t--we basically see the opportunity to 4 Q. Thequestion that Mr. Kennedy has put iswith
5 work more efficiently, | guessto quantify 5 respect to one particular one which is
6 that over the organization, it’ s difficult to 6 applications enhancement. Mr. Downton and Mr.
7 do. And| guessthat’s what we really meant 7 Nichols have already answered in the form of
8 by they are not readily quantifiable. It's 8 why they said what they did for B-120 and
9 difficult to basically say, okay, the fact 9 explained that it's getting access to
10 that you can find a document easier, what that 10 information instead of going to a manual and
11 will sum to across the organization. 11 getting it and doing the research and if it's
12 Q.| might be, | certainly am paraphrasing, but | 12 update, you can get it online. And asthey’ve
13 guess, I’ ve heard your chief executive officer 13 explained, it's very difficult to quantify
14 testify here beforethe Board on various 14 that and how many people would use it and what
15 applications and indicate the importance that 15 it would mean. We have donethat for other
16 Hydro places on it's ability to measure the 16 types of examples. So, the question | find is
17 impact or benefit of its effort and that that 17 phrased so generally, it's very difficult to
18 was driving, for instance, alarge part of the 18 respond in a meaningful way for the Board. As
19 reason why Hydro was conducting its review of 19 the Board is aware, Hydro does quantify
20 al of its processes in order to drive 20 expected operation efficiencies and have
21 efficiencies whereit could. And so, | guess, 21 advised that the particular one that Mr.
22 could you explain why Hydro doesn’t seem to 22 Kennedy referred to is with respect to the one
23 feel that that same ability to demonstrate the 23 application enhancements one that is here and
24 benefit that you expect intermsof actual 24 both witnesses have explained the type of one
25 dollars saved or actual efficienciesto be 25 and you can understand isvery difficultis
Page 71 Page 72
1 when you do legal research, the fact that you 1 and can speak to whether the Newfoundland
2 can get it more quickly, does that actualy 2 Power IT project is of the same nature as the
3 mean less timeyou are doing your opinion. 3 onethat Mr. Kennedy took them to, it’sreally
4 What we find is the more information is 4 not fair to the witnesseswho do not have
5 readily available, the more questions we get 5 knowledge of the Newfoundland Power 1T
6 to answer from the Public Utilities Board and 6 projects. And | don’t believeisfair to put
7 the Intervenors and others. So, that is the 7 that to them as they are witnesses here on the
8 nature of the way the answer was responded. | 8 stand, they are not speaking for Newfoundland
9 don't know if that's helpful for Board 9 Power. We do quantify efficiencies, we have
10 counsel, but | found his question, the way it 10 given examples of that throughout our
11 was phrased a little bit hard to answer and 11 application.
12 actually alittle bit misleading in terms of 12 CHAIRMAN:
13 what Hydro has presented, in terms of when it 13 Q.| guess, that would seem to make some sense to
14 does quantify efficiencies. 14 that particular comment, Mr. Kennedy, they’ ve
15 CHAIRMAN: 15 indicated they haven't seen or looked at the
16 Q. Mr. Kennedy, do you have any comment on that? |16 response to Newfoundland Power.
17 MR. KENNEDY: 17 MR. KENNEDY:
18 Q. Board Chair, the question wasn't intended to 18 Q. Absolutely Chair, and that’swhy | moved on
19 try to place any untoward pressureon the 19 from actually drawing a direct comparison and
20 Panel in answering the questions. 1I'm 20 went back tojust asking a more general
21 obviously trying to draw up acomparison and 21 question of what difficulties Hydro's panel of
22 treatment of the IT projects between the two 22 witnesses can indicate arise when they go to
23 utilities which has - 23 try to put anumber on the efficiency that’s
24 GREENE, Q.C. 24 expected to be gained. If they could provide
25 Q. Andunless until our witnesses are familiar 25 some background as to why they feel that the
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1 MR. KENNEDY: 1 time, there was some discussion on Key

2 numbersare not readily quantifiable as is 2 Performance Indicators. They're--you're

3 indicated inthe reply tothe information 3 building upon a tool to give the supervisor

4 request. That was the purpose of it. 4 more timely appropriate adequate information,
5 GREENE, Q.C.: 5 extremely difficult to measure the gains on an
6 Q. With respect to b-120. 6 individual basis. | mean, even if | saveten

7 MR. KENNEDY: 7 minutes a day, if that's timesa thousand

8 Q. It be a bit muddled, the question, I'm 8 people, how doyou actually get that as a

9 apologizing, it came out as such - 9 gains. They are enhancements and there will
10 CHAIRMAN: 10 begains. If only in communications and if
11 Q.| would think the witness would get the gist 11 people know exactly what we're doing and the
12 of the question though, do you, gentlemen? 12 information they need to do the work.

13 MR. HAYNES: 13 MR. KENNEDY:

14 A. Not always, but certainly the internet and Key 14 Q. So, in the case of, for instance, your

15 Performance Indicators, | mean, they are 15 Intranet project where you indicate that it

16 communications, they are enhancements. It's 16 would reduce the manual effort associated with
17 difficult, froma communications point of 17 distributing information.

18 view, as Mr. Nichols said on the MSDA sheets, 18 MR. HAYNES:

19 some of thesethings are new requirements. 19 A It'sX number of copiesof paper inthe mail
20 Y ou know, if we have MSDA sheets that are two 20 room, transportation and all that, and now
21 or three or six months out of date, they’re 21 they just look up on theinternet page and
22 instantly, the workers have them, have the 22 it'sthere. Whether it's anew policy and
23 current information. It's very difficult to 23 procedure or whatever the case is, there
24 quantify and the Key Performance Indicators, | 24 aready has been elimination of multitude of
25 think, as we discussed when we were here last 25 manual copies that each supervisor would have

Page 75 Page 76

1 in his desk because it's now on the screen. 1 Q. So, does Hydro theninstitute any type of

2 MR. KENNEDY: 2 return on investment criteria when its making

3 Q. Sure 3 its decisions about the selection of

4 MR. HAYNES: 4 technology and implementation of technology?
5 A. When the update is done, it’ s there, instantly 5 MR. HAYNES:

6 done and he or a secretary or some assistant 6 A.ltdoes, typicaly, what we do is net present

7 does not have to actually go through the 7 value analysis, if there are options to

8 manual effort inserting six pages of 200in a 8 evaluate. Inthis case here, the intranet was

9 binder. So, that's the difficulty in 9 seen to be--1 don't think that particular

10 quantifying these things. 10 aspect was therewhen we started on the

11 Q. Okay, difficult, but is it that you're 11 intranet, you know, to actually rule out an

12 suggesting that it’s either so difficult, just 12 intranet. You can correct meif 1I’mwrong,

13 render it amost impossible to calculate or so 13 but | -

14 difficult that the number would be 14 MR. DOWNTON:

15 meaningless, the one that you produce. 15 A.No, you're correct.

16 MR. HAYNES: 16 MR. HAYNES:

17 A.l think the number would be relatively 17  A.It'sacommunicationstool, it was a | won't
18 meaningless, plus the additional demands on 18 say obvious, but it was a communications tool
19 information is growing by the regulator, as 19 that was designed to improve our

20 Ms. Greene said, for thisregulatory process 20 communications to our employees to have more
21 and the environmental regulators. So, as 21 ready access to useful and essential

22 according to, asthese things are increasing 22 information.

23 the demands, it'snot static, if it was 23 Q. Sure, and if we accept that just for a moment,
24 static, it may be even easier, but it’snot 24 that that’s agiven, that there will be

25 static. 25 efficiencies achieved through these
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1 MR. KENNEDY: 1 business has brought forward and | guess we've
2 improvements to your intranet, then you 2 made determinations on are there going to be
3 indicated that you would doan MPv where 3 savings from this. Where we cannot get afast
4 there' s options, but there’ s always the option 4 savings, we basically have gone back to the
5 to defer, correct and at least, as a 5 business and asked them if there’ s going to be
6 theoretical option that you could defer 6 savingsin the operating budget, to remove
7 projects and - 7 those from their operating budget. And |
8 MR. HAYNES: 8 guess one of those is the incentive, what we
9 A.If youlook at any project, deferring is 9 call, incentive letter mail. That particular
10 always the cheapest thing to do, there’sno 10 project wasto purchase apiece of software
11 doubt about that, but - 11 for our customer servicefor bulk fillings.
12 Q. Andsoinmaking adecision thatisaimed at 12 And | guess when that was brought forward, we
13 improving the efficiency of something that 13 asked them, well, what are your savings going
14 you're already using, sort of spend money now 14 tobe. The cost of the software was 20,000.
15 to save it later, that would involve, would it 15 They said, well, we expect on an annual basis
16 not, some sort of net present value 16 to see $20,000.00 savingsin our postage. So,
17 calculation in order to determine whether it's 17 before we approved the budget, we said well,
18 worthwhile to spend this money, to get that 18 we'll only do the budget if you basically take
19 operational efficiency gain. 19 the 20,000 out of your operating budget. |
20 MR. HAYNES: 20 guess after the project was done, we did a
21 A.ltwasnot donefor - 21 lessons learned on the project and the project
22 MR. DOWNTON: 22 paid for itself in eleven months. So, we
23 A.ltwasdonefor these--1 guess, getting to the 23 appropriately do look at savings and
24 point of your question, we have looked at 24 harvesting those savings.
25 other projects, applications which the 25 (Time: 12:30 p.m.)
Page 79 Page 80
1 Q. Sure, but without actually putting numbers, if 1 A. There should be efficiency gains over the long
2 you will, around that expected operational 2 term, yes.
3 efficiency or gainin operational efficiency 3 Q. Andthose efficiency gains should provide the
4 in, for instance, your intranet project, we 4 rationale and the basis on which Hydro
5 really wouldn’t know whether it would warrant 5 proposes to spend three hundred and ten
6 an expenditure of the proposed 67.9 thousand 6 thousand dollars.
7 dollarsor 167.9 thousand dollarsor 567.9 7 MR. HAYNES:
8 thousand dollars really, would we? 8 A.l thinkyou go back toic-81 where it's
9 MR.HAYNES: 9 difficult to quantify all those different -
10  A.ldon’t think wewould actually come forward 10 Q. Sure, leaving aside the difficulty in this, if
11 ona project if it wasgoing to besix or 11 you will, of the ability to quantify the
12 $700,000.00, more than what's here. | mean, 12 operational efficiency gain, nonetheless, the
13 this is 6 or $7,000.00 that's a 13 efficiencies to be gained out of this project
14 communications improvement, it's for employees |14 in your opinion, Hydro’ s opinion -
15 to have more timely and pertinent information. 15 MR. HAYNES:
16 Q. Sure. Now, that’s the sub project underneath 16 A. Wethink they're worthwhile.
17 it, right. So, Hydro is actually for approval 17 Q. Warrants the expenditure of three hundred and
18 of three hundred and ten thousand seven 18 ten.
19 hundred thousand under this. 19 MR. HAYNES:
20 MR. HAYNES: 20 A.That'sour view, yes.
21 A. For four separate projects. 21  Q.Right. That's al thequestions | have,
22 Q.Right. And there are efficiency gains 22 Chair, thank you gentlemen.
23 throughout those four subprojects under this 23 CHAIRMAN:
24 three hundred and ten thousand? 24 Q. Thank you, Mr. Kennedy. | think we'll take
25 MR. HAYNES: 25 our 15 minute break at this particular point
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1 CHAIRMAN: 1 A Yes, thatiscorrect.

2 intime. Thank you. 2 Q. Thething that struck mewhen | heard that, |

3 (BREAK - 12:32PM. ) 3 thought that’ swhat | heard, and | started to,

4 (RESUME - 1:.00 p.m. ) 4 | probably started to go around the road

5 CHAIRMAN: 5 because | immediately started trying to think

6 Q. Anything on redirect, Ms. Greene? 6 asan engineer, actually, listening to all

7 GREENE, Q.C.: 7 these lawyers | thought I might think

8 Q. No, Mr. Chair, | have no redirect. 8 differently, but would that be afair basis of

9 CHAIRMAN: 9 doing it because an application, isn't there a
10 Q. Commissioner Powell? 10 base cost and then you would use a percentage
11 COMMISSIONER POWELL: 11 and usage after? Like, we got--let’s use B-
12 Q. Thank you, Chair. | just havea couple of 12 124 here, we got $274,000 forgetting what it's
13 items. Just so | can seeif | understood what 13 for. But that's an application that has
14 was said. Therewas some reference, | don't 14 benefit to both Hydro and CF(L)C, whatever,
15 know if it was this Panel or the Panel prior 15 but wouldn't there be base costs whether you
16 toit, but theallocation of costs some of 16 used it at al or you used it at--so wouldn’t
17 your costs, like B-124 you’ re going to recover 17 you take a percentage and then usage on top of
18 from cF(L)co. $52,000. Is my understanding is 18 that? It just struck me as being not a proper
19 that the method that you're using that you 19 measurement of allocating costs.
20 used anumber of corp applications and then 20 MR. DOWNTON:
21 you used a percentage that CF(L)Co. uses those 21 A. When the--in the case of theiSeries Server,
22 which | think | heard 19 percent and that’s 22 when that was bought back in 1997, asimilar
23 what you use across the board to recover costs 23 type of formulawas used for what. Or when we
24 of your capital items from CF(L)co.? 24 purchased Jo Edwards, again, it was based on
25 MR. DOWNTON: 25 what we felt was areasonable estimate for

Page 83 Page 84

1 usage. And that’spretty much what we've 1 you’ ve been doing sort of from the get go on

2 done. There are no mechanismswhich allow you | 2 your capital projects?

3 to measure workload. In the old systems you 3 MR. DOWNTON:

4 could have aworkload analysis, butin the 4 A Yeah, | think, yeah, that’s what we have been

5 newer systems you don’t have it to say, okay, 5 doing. And again, every year we evaluate

6 well, you are servicing 25 percent of the 6 whether those numbers are still current. So,

7 workload for CF(L)co.and 75 percent for 7 again, if we propose projects for next year,

8 Hydro. Sol guess what we used aswe put 8 we'd look at the percentages again and see if

9 forward are the magjor applicationsand the 9 they’ve changed. Soif it’s gone up or down,
10 number of pPCs that they represent of the 10 we will adjust it appropriately. But | think
11 corporate total aswell and we feel that that 11 in answer to your question, with the metrics
12 givesus areasonable estimate of what the 12 that we are using, we feel that we get agood
13 overall cost proportion should be. 13 representation on what’ s actually being used,
14 Q. Yeah, | canappreciate that. No, it just 14 because these are the primary core
15 seemed to me, it struck meit’'s Hydro would 15 applications which everyone has access to. So
16 appear to be paying a higher percentage of the 16 by thefact that we're looking at the JD
17 cost because having those capital items 17 Edwards users, the number of users, Lotus
18 available represents a certain cost, so if it 18 Notes databases, Lotus Notes licences and the
19 was coming the other way, it'd be abetter 19 number of PCs, we feel that it givesus a
20 deal for Hydro than it would be for CF(L)co. 20 representation of access and ability to use.
21 It just seemed to me that the fact it's 21 Wefeel that it addresses both aspects of it.
22 available for me, whether | use it or not, | 22 Q.Okay. B-124, this is the application
23 should shareinto it becausel have that 23 enhancement. Listening to the discussions
24 availability and then my usage would be on top 24 back and forth, have you ever looked at the
25 of that. Butyou're saying thisis what 25 cost benefit if you did an annual update on
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1 COMMISSIONER POWELL: 1 question?
2 these enhancementsas opposed to deciding 2 Q. Wdl, you say down herein future plansyou're
3 you'd do onefor X number of yearsand so 3 planning to do alatest software version every
4 many? Because you're talking significant 4 second year, O -
5 dollars, you're talking volume, with an 5 MR.NICHOLS:
6 institution like Hydro you negotiate prices so 6 A.Andagan, weusethat asarule of thumb.
7 you have your enhancements coming every year 7 And, like, if you go back to Ic-35in terms of
8 so you wouldn’t have these just internal costs 8 the hardware support, the vendors--you know,
9 of seeing whether you should haveor not, 9 the application support and whatnot, we would,
10 thereis acost, so anybody ever done a cost, 10 you know, refer to those types of thingsto
11 benefit analysis saying when you buy into the 11 see which ones we would want to upgrade on a
12 software that you have your automatic updates 12 yearly basis and how, you know, critical they
13 just likel doinmy little antivirus, | pay a 13 are to Hydro.
14 fee, it sdoneand | don’t have to worry about 14 Q. So, what you're saying that, if I'm
15 it? 15 understanding you correctly, is that just to
16 MR.NICHOLS: 16 do the software update annually, you also have
17 A. A different aspect of this, alot of thetime 17 to keep track of whether the hardware can
18 and effort to do like a metaframe upgrade and 18 support the software?
19 do the Helpdesk isalso testing some of the 19 MR.NICHOLS:
20 applications that we already have in place, 20 A.Andalsoin some caseswe'd also have to do
21 something to make sure that it all works. So 21 testing internally to make sure it was working
22 there is significant, you know, internal 22 properly and configuration. Sometimes when
23 labours. | mean, if wedidit every year, 23 you do an upgrade, you will have to
24 we'd be spending an awful lot of time just 24 reconfigure the software. There is new
25 doing the upgrades. Doesthat answer your 25 options, you haveto make surethat you're
Page 87 Page 88
1 exploiting the improved functionality and it's 1 MR. DOWNTON:
2 just not, you know, you're just not putting it 2 A.l guessgo back to your question, | guess what
3 in there and those types of things. Y ou have 3 wefound in our experience, and again, in
4 to sort of make surethat you'releveraging 4 discussions with other companies and to do
5 the software to the right, you know, as much 5 updates on ayearly basiswould create two
6 asyou can. 6 issues. One isthat we would spend all our
7 Q. Wouldthe changesthough in softwareon an 7 time just updating and theimpact on the
8 annual basis--I mean, you made acommitmentto | 8 business because we may be providing
9 put in a specific type of software because the 9 functionality at times when they really don’t
10 fact that your vendor says now we have a newer 10 need it. And also, for the most part it would
11 version of that, would that require that 11 be doubling the cost. So, say, asa for
12 detailed of an analysisor would you just 12 instance, if we upgraded, say, every year to
13 worry about whether any wrinklesthrow off 13 maybe Helpdesk tools, well, rather than
14 something else? 14 111,000 that we would expend to go from 2001
15 MR. NICHOLS: 15 to 2005, wemay be expending 100,000 every
16 A.lguess what youdo inwhat youdoin the 16 year just to keep current. So, that’s why we
17 upgrades that we're doing thisyear likein 17 at times whereit's appropriate, we skip
18 the Helpdesk one, it’ s if they phone us and we 18 releases because what you're doing, you're
19 have a problem with it, they won't support it 19 actually just multiplying your costs if you do
20 because we' re beyond support. In terms of the 20 it every year. And again, when we look at the
21 metaframes ones and the CiscoWorks ones, we 21 functionality and we look at the other
22 really, we do look at some of the 22 aspects, it may not be bringing that much
23 functionality that would be, you know, that 23 value to do it every year. So that's
24 the new release would bring to it. 24 typically why wetypicaly stay oneto two
25 Q. Okay. 25 releases behind, and alot of cases we only
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1 MR. DOWNTON: 1 way.
2 migrate if we cannot get vendor support any 2 MR. DOWNTON:
3 longer or if there' sfunctionality inthere 3 A.lguessfromour analysisand | guess the way
4 that wefigure will bring benefit to the 4 we have our unitsor properties set up, we
5 business. 5 basically what we're bringing forward are all
6 Q. What you're saying, | agree, you know, 6 capital costs, would be the actua other
7 visualizing it at amuch lower level. But 7 aspects of maintenance agreements and those
8 sort of what Mr. Kennedy was getting at in 8 sorts of things which arerelated to things
9 terms of trying to quantify it because you get 9 like Lotus notes and others, those are
10 this blend between what is an operating cost 10 actually in our operating costs. But where we
11 and what is the capital costs. And there are 11 are bringing enhancements forward and with the
12 saving, you're saying, because of 12 materiality limit, these basically are
13 logistically, and you can sort of visualize 13 considered to be capital expenditures.
14 it. But at the sametime| get the impression 14 Q. One other item, yeah, the B-132, the disaster
15 that you’re saying it’s not worth the time to 15 recovery plan, I'm sort of--1 can appreciate
16 put it on paper. So it amost seems like some 16 what you're doing, why you're doing it. And
17 of these costs should be in the operating side 17 you have a present agreement expiresin July
18 of the ledger asversusthe capital side of 18 of 2005. I'mjust tryingto get my mind
19 the ledger? 19 around exactly what we' re going to get for the
20 MR. DOWNTON: 20 80 or 100,000 dollars here. | presumein July
21 A.No, that's, | guess, interpreting your 21 of 2005 the contract you have now ends and
22 question, | didn’t interpret it that way. | 22 you'll be entering into anew contract with
23 guess | interpreted - 23 the same providers or another provider to
24 Q. No, | didn't start off with the question that 24 assist or deliver adisaster recovery plan.
25 way, but you got me there. It struck methis 25 Am | gathering from thisthat really you're
Page 91 Page 92
1 looking at trying to put in a plan so when you 1 . Redlly what we're getting to is we want--they
2 go for tender, | presume it will be atendered 2 want them to bring the computers to us rather
3 proposal, for adisaster plan that would give 3 than us go to the computers. So i guessthis
4 you the capability of having a delivery closer 4 would establish the site where those computers
5 to home, | mean? 5 could beinstalled and used for DRP purposes.
6 MR. DOWNTON: 6 MR. DOWNTON:
7 A.Yes, that iscorrect. We're looking at 7 A.Rightnow | guesswiththe existing SunGard
8 establishing a site on the island. 8 proposal contract they provide the facility
9 Q. I'msort of, that'swhat | got confusedin 9 and the computers. And | guess our analysis
10 when you said that. But maybe when you go to 10 showsthat if we provide the facility and they
11 tender, | mean, the way communications things 11 bring the computersto our facility, we will
12 aretoday, it could be somebody in India, from 12 basically see areduction in our overall
13 what you understand, avery low delivery cost 13 disaster recovery planning costs.
14 can deliver a plan that would cost you 14 Q. Okay. Soyou have done someanalysis. Is
15 substantially less than the $200,000 you have, 15 that in any of the -
16 you’ re spending now, so, but there’ s no need 16 MR. DOWNTON:
17 to have asite here, | mean, in their wisdom 17 A.Thatwas, | mentioned that earlier when Mr.
18 when they answer your tender call, or are you 18 Hutchings brought it up. We basicaly feel
19 going to put something around that tender call 19 that we would save on average--well, we would
20 saying that they have to use your site here? 20 pay for thisprojectin the12to 18 month
21 MR. DOWNTON: 21 time frame.
22 A.They would havetouse our site. And that 22 Q. Okay. Sothere wasnoinformation request
23 will bein what' s tendered. 23 outlining that internal study, thingsyou’'ve
24 Q.Yeah. But- 24 done for that?
25 MR. NICHOLS:
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1 MR. DOWNTON: 1 responsibility for the controllership
2 A.No. 2 functions which would include accounts
3 Q. Okay. Nobody asked that. Okay. That'sall 3 payable, financial reporting and budgeting and
4 my questions, Chair. 4 general accounting. | have responsibility for
5 (Time: 1:16 p.m.) 5 all treasury activities which would primarily
6 CHAIRMAN: 6 include cash management and debt management.
7 Q.Commissioner Martin? Mr. Nichols, Mr. 7 | have responsibility for rates and customer
8 Downtown, Mr. Haynes, thank you, very much. 8 services, including financial planning and the
9 GREENE, Q.C.: 9 administration of the corporate insurance
10 Q. Mr. Chair, our next witnessis John Roberts 10 program.
1 who isthe Vice-President of Finance and Chief 1 . Mr. Roberts, how long have you been with Hydro
12 Financial Officer for Hydro. | think it will 12 and what positions have you held prior to your
13 just take him amoment to get set up there 13 current one?
14 when the other witnesses leave. 14 . | have been with Hydro almost 21 years. |
15 MR. JOHN ROBERTS (SWORN) 15 first started in December, 1983 as an
16 CHAIRMAN: 16 accounting manager, and in 1985 | was promoted
17 Q. Stateyour full name for the record. 17 to the position of corporate controller. That
18 A. My nameis John Roberts. 18 position | held until | was appointed Vice-
19 GREENE, Q.C.: 19 President of Finance on January the 1st, 2003.
20 Q. Mr. Roberts, what is your current position 20 . Pre-filed evidence was filed with the Board on
21 with Hydro and what are the responsibilities 21 August 10 of 2004 under the heading of
22 of that position? 22 "Finance'. Do you accept thisevidence as
23 .1 amthe Vice-President of Finance and Chief 23 yours for the purposes of this hearing?
24 Financial Officer of Newfoundland and Labrador |24 . Yes, | do.
25 Hydro and interrelated companies. | have 25 . With the application that wasfiled on the
Page 95 Page 96
1 same date there wasa Section F to the 1 table and the commencement of an update to the
2 application which was the status of the 2004 2 long term planning load forecast in order to
3 Capital Budget. A revised Section F wasfiled 3 determine the requirement for new generation
4 on September 28th in response to IC-49 which 4 projects. Supervisory personnel in the
5 provides the status of the 2004 capital to the 5 various areas would review their requirements
6 end of August thisyear. Do you accept the 6 with the regional managers and plant managers
7 revised Section F to the application as your 7 to identify potentia projects that they would
8 evidence for the purpose of this hearing? 8 consider for the current year’ s budget that’'s
9 .Yes, | do. 9 under way. The criteriathat they would be
10 . Mr. Roberts, | wonder if you could please 10 looking at would be areas of projects related
11 describe the Capital Budget processwhichis 11 to safety, projects related, required by
12 followed by Hydro and particularly with 12 regulation, projectsthat are required to
13 respect to the 2005 Capital Budget process 13 maintain and to improve reliability and
14 that’ s before the Board? 14 availability of an acceptable level of service
15 .Yes. The procedures that are followed 15 to our customers and to reduce costs and
16 relativeto the preparation of the Capital 16 improve efficiency. Once the decision is made
17 Budget process are outlined on pages 2 to 4 of 17 toinclude thesetypesof projects, Capital
18 my evidence. The processbasically takes 18 Budget forms are completed and forwarded for
19 approximately about nine months from start to 19 further review and cost estimates as required.
20 finish and involves the review and evaluation 20 The various directors would undertake a review
21 of every Capital Budget proposa that is 21 of the individual proposas taking into
22 prepared to determine if it should be moved 22 account the previously mentioned criteriaas
23 forward for approval tothe nextlevel of 23 well as the cost estimates. After the
24 supervision. The budget process startswith 24 directors finish their review, they are
25 the issuance of budget instructions and atime 25 further reviewed with the individual vice
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1 MR. ROBERTS: 1 Q. Soredly, the functionisthe executive of
2 -presidents and subsequent to resolution of 2 the Corporation, isthat correct?
3 any things that have, requiring further 3 A Yssitis
4 clarification a document is then prepared for 4 Q. AsthevpFinance, what is your rolein the,
5 presentation to the management committee of 5 first the preparation of the Capital Budget?
6 Hydro. At the management committed level of 6 A. My responsibility isto overseethe complete
7 Hydro we are provided with asummary and a 7 Capital Budget process, beginning as | have
8 complete detail of all Capita Budget 8 just outlined, theissuance of instructions
9 proposals and any additional supporting 9 and a timetable up to and including fina
10 information that may be available or as 10 approval by the Hydro Board of Directors and
11 requested. After approval by the management 11 subsequent submission to the Public Utilities
12 committee the Capital Budget is approved by 12 Board. | am also the Vice-President of
13 Hydro' s Board of Directors and subsequent to 13 Finance, so | would also be intimately
14 that then itis submitted to the Public 14 involved in any Capital Budget proposals that
15 Utilities Board for approval. 15 will be coming forward from the various
16 . Mr. Roberts, in your answer you referred to 16 directors within the finance division. Asa
17 the management committee. What is the 17 member of management | would also be involved
18 management committee for Hydro? 18 in reviewing al budget proposals and
19 . The management committee of Hydro consistsof |19 supporting documentation where necessary.
20 the present CEO, Vice-President of Production, 20 Q. After an annual Capital Budget gets approved,
21 the Vice-President of Transmission and Rural 21 what isyour role as VP Finance with respect
22 Operations, myself as Vice-President of 22 to that Capital Budget?
23 Finance and the Vice-President of Human 23 A.Myrole after the budget isapproved isto
24 Resources, general counsel and corporate 24 ensure that there is a proper reporting system
25 secretary. 25 in place to provide the necessary information
Page 99 Page 100
1 to project managersto manage these projects 1 2005 we're requesting the approval of 42.4
2 as well as to provideinformation to the 2 million dollars, which isin the range of what
3 management committee, the Board of Directors 3 we would use as afinancial guideline.
4 and to the Public Utilities Board as required. 4 Q. If thebudget is approved in the total amount,
5 . Now, on page 4 of your pre-filed evidence you 5 how will the proposed 2005 capita
6 mention a guideline that has been developed 6 expenditures be financed?
7 and used by Hydro with respect to the size or 7 A. The 2005 Capital Budget expenditureswill be
8 the amount of acapital budget. Thank you, 8 financed froma combination of internaly
9 Mr. O'Rielly. It'stherereferred to on page- 9 generated funds and the issuance of short-term
10 -onlines1to 5 of page4. Could you please 10 promissory notes.
11 explain for the Commissioners what is the 11 Q. Atthis time Hydro does not foresee then a
12 guideline and how it worked for 2005? 12 requirement for long-term financing in 2005,
13 . The guideline that Hydro has used for severa 13 isthat correct?
14 yearsisthat it endeavourstotry to limit 14  A. That iscorrect. There’ s no current plans for
15 its capital program to what’s referred to as 15 long-term financing in 2005.
16 the cash flow from operations. And in that 16 Q. I'dliketo move now to specific projects for
17 respect we're referring to the net operating 17 which you areresponsible inthis hearing.
18 income for the year which for 2005 could bein 18 And I’d like now, please, Mr. O'Ridlly, to go
19 the order of approximately 11 to 12 million 19 to page A-11. Is it correct, Mr. Roberts,
20 dollars, plus depreciation of approximately 35 20 that you are speaking to the projectsthat are
21 million for a total of 45to 47 million 21 listed there under the heading of
22 dollars. However, itis aguideline. There 22 "Administration"?
23 are occasions when the guideline will be 23 A.Yes, I'mto provide verification for the ones
24 exceeded, there are other times when it may be 24 listed on "Administration".
25 less. Inthe case of the Capital Budget for 25 Q. What types of projects are listed under that
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1 GREENE, Q.C.:

heading of "Administration"?

Projects that are included here are the
replacement of some electronic meter reading
devices, a chiller replacement and adiesdl
fuel system replacement at Hydro Place,
storage ramp at Bishop Falls, a security
assessment for asystem operation and some
office equipment.
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Page 102

2003 column which is $1,422,412,000.

Q. And what is the primary reason for the
increase from the rate base set for 2002?

A. Theprimary reason for theincreasein the
rate base is theinclusion of the Granite
Canal project which camein service in June of
2003.

Q. Why is Hydro requesting that the 2003 rate
base be fixed at this time?

10 Q. Moving now to the issue of rate base. Isit 10 A. Hydro feelsthat thisis an areawhere al the
11 correct that the Board fixed Hydro’'s 2002 rate 11 actual numbers arenow known and they have
12 base during Hydro's 2003 general rate 12 been reviewed and audited by the Board's
13 application? 13 financial consultants. It will also eliminate
14 A Yes itis. 14 the uncertainty of any major adjustmentsin
15 Q.| wonder, Mr. O'Rielly, if we could go to page 15 different reporting periods which could be of
16 H-1of SectionH of the application? This 16 concernto our external auditors and rating
17 setsout, Mr. Roberts, the 2002 rate base 17 agencies in theevent that something did
18 fixed by the Board by order No. P.U. 14, is 18 happen, and it’salso a precedent within the
19 that correct, isthat what’s shown there for 19 current jurisdiction that the rate base be
20 20027 20 approved on an actual basis.
21 A.Yes itis. 21 Q. And that precedent that you arereferring to
22 Q. What is Hydro requesting that the rate base be 22 isthe practicetofix at a capital budget
23 set at for 20037 23 hearing the average rate base for Newfoundland
24 A. Hydro is requesting that the rate base be set 24 Power for a preceding year, isthat correct?
25 at the amount that’s shown here on H-1 for the 25 A. That iscorrect.
Page 103 Page 104
1 Q. I'dlike now to go to page 6 of your pre-filed 1 dollars for a returnon rate base. That
2 evidence. And | wanted to discuss with you 2 return on rate base in effect is covering the
3 lines 1to 5 whereyou state that the impact 3 financing costs aswell as amargin on the
4 on revenue requirement of theinclusion in 4 particular assets. Theremaining $600, 000
5 rate base of the capital expenditures for 2005 5 represents the calculation of the depreciation
6 that comein service in 2005 will be an 6 expense that would be included on those
7 increase of approximately 1.7 million dollars. 7 particular assets coming in service at various
8 Could you please explain for the Commissioners 8 times throughout 2005, net of the depreciation
9 how that 1.7 million dollars was cal culated? 9 on the retirements for approximately 0. 6
10 A.Yes. The 2005 capital expenditures related to 10 million for atotal when combined with the
11 projects that will be completed and coming in 11 return to give usthe 1.7 million dollars.
12 service in 2005 amount to 33.9 million 12 Q. Sothe1.7 million dollars, and you've gone
13 dollars. Associated with those additions 13 through the detailed calculation, it is simply
14 thereis 5.1 million dollars worth of assets 14 the interest margin and depreciation
15 with an original cost that will be written out 15 associated with the assets that come in
16 of the records has resulted in new additions. 16 service in 2004, is that correct?
17 So we havea net increase inthe original 17  A.Yes itis.
18 capital cost of 2.8 million dollars. Asthe 18 Q. Now, you've talked about what the theoretical
19 calculation of rate base, our return on rate 19 impact and the revenue requirement would be
20 basethat wasapproved inP.U. 7is 7.467 20 for this one item only, which is the increase
21 percent and the average rate base is the 21 inthe capital assetsin servicein 2005.
22 opening and closing, the opening is zero and 22 Could you explain what impact there would be
23 the closing is 28, so the average rate base is 23 onrates for customers asa result of the
24 14.4 million dollars times the return on rate 24 approval of the 2005 Capital Budget?
25 base gives us approximately 1.1 million 25  A. Therewill be noimpact in 2005 from those
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1 MR. ROBERTS: 1 respect to the impact on customers rates of a

2 assets coming in service. Therecan beno 2 particular year’s capital budget?

3 impact on rate until such time as Hydro makes 3 . Well, Hydro isreviewing its Capital Budget

4 an application before the Board and the 4 based on the criteriathat | had outlined

5 proceedings through a general rate application 5 earlier which islooking at items that are of

6 take place. Theamount that’s shown hereis 6 a safety nature that must be done, items that

7 the amount that’s just taken as being in 7 are required by regulation, looking at how to

8 isolation of the specific impact of just that 8 maintain and improve reliability and

9 one particular transaction. There are many 9 availability of service to customers, we look
10 other factors that would come into play that 10 at ways to reduce costs and improve
11 could negate the impact of that on future 11 efficiency. That'sthe areasthat are looked
12 rates. As| had outlined, this only reflects 12 at from a capital perspective. And from an
13 the actual return that we're allowed to earn, 13 operating perspective we're looking at line by
14 plus depreciation. It doesn't reflect into 14 line costs, taking into account that some of
15 account any changes in operating and 15 theitems that arein thevarious Capital
16 maintenance costs or any other costs that may 16 Budget proposals will have some impact on the
17 be changing throughout the year as well. 17 operating costs. And the various staff that
18 Q. Sotheactual changeinrateswill occur at 18 are involved in the preparation of the
19 such time asHydro will be applying for a 19 operating budgetswould be reflecting any
20 future general rate increase, isthat correct? 20 savings that they would, say, for instance, we
21  A. That'scorrect. 21 mentioned this morning about the change in the
22 Q. Andin approving the Capital Budget for 2005, 22 postage costs, they would be reflected in the
23 and in fact, any capital budget, what 23 operating budget for that particular year.

24 consideration is given by Hydro and the 24 (Time: 1:33 p.m.)
25 executive of Hydro initsfinal review with 25  A. So the operating costs are certainly very high
Page 107 Page 108

1 level concern and theimpact of a capital 1 morning about in relation to SunGard and the

2 budget on operating costs is of major concern 2 security system? That isn't factored into

3 tous. What costs can wedo to control all 3 that, isit?

4 costs, not just because wegot a capital 4 . No, there' s no operating costs factored into

5 budget hearing, but just asbeing prudent 5 the $1.7 million. It’s strictly return on the

6 business to maintain costs at the most 6 capital investment plus the depreciation

7 reasonablelevel and provide an acceptable 7 that's associated with that capita

8 level of service. However, at the end of the 8 investment.

9 date, in the provision of acceptable level of 9 Q. Andto theextent Hydro achieves operating
10 service, there are sometimes costs that may be 10 efficienciesthat we've heard about through
11 incurred that will require additional 11 the two panels or three panels that have
12 expenditures to be made. 12 testified to date, that would tend to reduce
13 GREENE, Q.C.: 13 that number, wouldn’t it? It would have that
14 Q. Thank you, Mr. Raoberts. That concludesthe 14 tendency in arate case scenario?

15 direct evidence for Mr. Roberts. 15 A.Inarate case scenario, then it would reduce
16 CHAIRMAN: 16 it.

17 Q. Thank you, Ms. Greene. Mr. Alteen. 17 Q. Yes. Thank you very much. One other point.
18 MR. ALTEEN: 18 This morning, just moments ago, in relation to
19 Q. Just acoupleof areas, Mr. Chairman. First, 19 the rate base, setting a rate base for 2003,

20 if you could goto page six again, Mr. 20 you had indicated that it would be aconcern
21 O'Ridlly, please of Mr. Roberts pre-filed? 21 potentially to your auditors and you mentioned
22 The 1.7 million up there that you' ve referred 22 periodic reporting. Mr. Roberts, isit afar

23 toonline5, Mr. Roberts, that specifically 23 assumption that once the rate base is

24 wouldn’t include itemssuch as the lower 24 approved, it will make your future long-term
25 operating costs that we heard testimony this 25 financing of the assets included in rate base
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1 MR. ALTEEN: 1 Q. Thank you, Mr. Alteen. Mr. Hutchings.
2 more simple and transparent for capital 2 HUTCHINGS, Q.C.:
3 markets? Isthat afair observation? 3 Q. Yes, thank you, Mr. Chairman. Mr. Roberts, |
4 A Well, settling the rate base fixes what we're 4 don't want to getinto along debate about
5 dlowed toearn on, andit eliminates an 5 Hydro'sfinancing and soon, butisn't it
6 uncertainty of going out in two or three years 6 correct that Hydro' s access to capital markets
7 from now, and you've already financed these 7 and the ease of its financing is essentially
8 assets, having arisk of something being 8 dependent upon the guarantee that it gets from
9 disallowed and impacting on what the credit 9 the Provincial Government?
10 rating could be or what the valuation that’s 10 A. Hydro'sdebt is guaranteed by the Province and
11 being placed by the crediting agency gives on 11 that does facilitate access to funds. We can
12 the assets of the company. 12 never be better than the province, but we can
13 Q.| don't mean to put words in your mouth, but 13 certainly, to the extent we can, not cause a
14 as the cro of the company, are you--isit your 14 deterioration towards the Province, whichis
15 evidence that it is beneficia to the 15 what has been known for quite some time.
16 company’s access to capital that it be 16 Q. Okay. And Hydro has been subject to arate of
17 approved as proposed? 17 return type of regulation since 19967 | s that
18 A.l thinkit's very beneficial to have the 18 correct?
19 numbers verified and approved and agreed upon 19 A.Webecamefully rateregulatedin 1996, but
20 in theyear inwhich they happen, to the 20 the first visit back before the Public
21 extent that you can. It eliminates an element 21 Utilities Board for a genera rate
22 of uncertainty towards the future. 22 application, | think that methodology was in
23 Q. Thank you, Mr. Roberts. Those are my 23 the 2001 General Rate Application.
24 questions, Mr. Chair. 24 Q.And it was in the 2001 Genera Rate
25 CHAIRMAN: 25 Application that Hydro first had its rate base
Page 111 Page 112
1 fixed, since it becamerate base regulated, 1 Q. Okay. What you would have doneis adifferent
2 correct? 2 question than the one | asked. There has not
3 A.The 2001 rate base was fixed at that 3 been an application by Hydro, other than in a
4 application. 4 general rate application, to fix its rate
5 Q. Yes, and thisrepresentsthefirst time, other 5 base, other than the onethat’snow before
6 than in ageneral rate application, that Hydro 6 thisBoard? Isthat correct?
7 has applied to the Board to have its rate base 7  A.That'scorrect.
8 fixed? Isthat correct? 8 Q. Yes, thank you.
9 A Yes inacapital budget hearing, and it will 9 GREENE, Q.C.:
10 be what we'd proceed to do inthe future as 10 Q. Butl thinkit'sfair tothewitness to be
11 well, at each capital budget hearing to fix 11 allowed to explain the answer, that we' ve been
12 therate basethat’s actually occurred the 12 blessed in the sense we've had two rate
13 year before. 13 applications, one when we got the order in
14 Q. Okay. Yes, | understand that’syour intent, 14 2002 and when we filed again in 2003.
15 butin acapita budget hearing or in any 15 HUTCHINGS, Q.C.:
16 other proceeding other than agenera rate 16 Q. Mr. Chairman, Ms. Greene will have an
17 hearing, there has never been an application 17 opportunity to present her argument.
18 from Hydro to fix its rate base, correct? 18 GREENE, Q.C.:
19  A. No, because 2001 wasthefirst genera rate 19 Q. Mr. Hutchings -
20 application. Then because of timing and 20 CHAIRMAN:
21 circumstances, it just wasn't done. If we 21 Q.| think, Ms. Greene, in al fairness as well,
22 hadn’t been going back to back with a general 22 he has explained, you know -
23 rate application in 2003, then we would have 23 GREENE, Q.C.
24 been back applying for the rate base to be 24 Q. And]| think he should be -
25 approved.
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1 CHAIRMAN: 1 number. So you will be ableto earn on the

2 Q.- hisreasoning and the Board - 2 asset asyou go through the piece, based on

3 GREENE, Q.C.: 3 that premise, al things being held equally in

4 Q.- heshould be given the opportunity. 4 isolation.

5 CHAIRMAN: 5 Q. Okay. Now moving to another subject, can you

6 Q.- understands the reasoning that he gave. 6 explain to the Board why the target for

7 HUTCHINGS, Q.C.: 7 capital expendituresby Hydro has changed

8 Q. Thank you, Mr. Chairman. Mr. Roberts, the 8 since last year?

9 amount of your rate base now determines, does 9 . The philosophy and the guideline has always
10 it not, the amount that Hydro is permitted to 10 been net cash flow from operations and we base
11 earn in any given year? 11 it on what the numbers are for depreciation
12 A.Therate baseis thebasis uponwhich the 12 and what our estimate of what net income may
13 approved rate of return is applied, and then 13 beforayear. Butit'saguideline. It's
14 from there, you may determine what the 14 not a hard and fast rule that Hydro will only
15 earnings of the company are, relative to 15 do this for a capital budget program. It
16 return on equity. 16 looks at the reliability and thelevel of
17 Q. And as and when this Board makes an order with |17 service it must provide. It reviews all
18 respect to excess earnings of Hydro, the fact 18 projects in accordance with the criteria
19 that your rate base for agiven year has been 19 that’ s established and then based on that,

20 approved at a higher amount will increase the 20 then we settle on what the level of capital
21 amount of money that Hydro can keep before 21 program isfor that particular year.
22 engaging any excess earnings account? lsn't 22 .Mr. O'Rielly, can webring up the finance
23 that correct? 23 evidence from the 2004 Capital Budget at page
24  A.If ratebase increases and you apply the 24 four? Referring to that evidence, whichis
25 return against it, thenyou'll havea new 25 your evidence from the last capital budget
Page 115 Page 116

1 hearing, the second sentence inthe first 1 income." Now those two statements both refer

2 paragraph, starting at line three, says"the 2 to thelast coupleof years andthey say

3 target for the last couple of years has been 3 different things. Can you explain why they

4 to keep our capital expendituresto the level 4 say different things? One says it's

5 of depreciation, which is- 5 restricted to depreciation. The other says

6 CHAIRMAN: 6 it's restricted to net income plus

7 Q. Excuse me. Line three, what page, Mr. 7 depreciation plus other non-cash items.

8 Hutchings? 8 . The non-cash items are there may be some other

9 HUTCHINGS, Q.C.: 9 non-cash items there and we're referring to
10 Q. Thisispagefour of the finance evidence of 10 cash flow from operations. Normally it’s net
11 2004, Mr. Chair. 11 income plus depreciation. For 2003, we knew
12 CHAIRMAN: 12 we were going to possibly experience aloss,

13 Q. Thank you. 13 SO we're trying to minimize the cash flow that
14 HUTCHINGS, Q.C.: 14 we had. In the case of 2004, the uncertainty

15 Q. "Thetarget for thelast couple of years has 15 wasn't there relativeto wherethe general

16 been to keep our capital expendituresto the 16 rate application was heading and what return,

17 level of depreciation, which is approximately 17 if any, we were getting. And as| mentioned,

18 34 million for 2004." If we can return to 18 thisisaguideline. Thisis not ahard and

19 page four of the 2005 capital budget evidence, 19 fast rule. For instance, in 2003, we were

20 at line two, you say "the target for the last 20 expending money on Granite Canal. We were
21 couple of years has beento keep capita 21 expending money in 2002 on Granite Canal. We
22 expenditures to thelevel of net income, 22 spent money that would have been in excess of
23 depreciation and some other non-cash items, 23 what depreciation would have been, plus even
24 which for 2005 is approximately 35.3 million 24 net income for that matter, in a particular

25 for depreciation and 11 to 12 million for net 25 year. Butitisaguideline that we use
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1 MR. ROBERTS: 1 target down to just depreciation, recognizing
2 internally when we're reviewing our capital 2 that there may be losses in those particular
3 program, taking into account the criteria that 3 years.
4 we're looking at together with the other 4 Q. SoinAugust 2004, when you say "the target
5 factorsthat are involved. 5 for the last couple of years' which is
6 (Time: 1:45 p.m.) 6 presumably 2003, 2004, isthe cumulation of
7 Q.InMay of 2003, you said "thetarget for the 7 net income, depreciation and other cash items,
8 last couple of years has been to keep capital 8 then that represents a change from what you
9 expenditures to the level of depreciation” and 9 said last year? Isn't that correct?
10 you're saying that in the context of a 2004 10 A. |l think the basic concept of looking at net
11 capital budget hearing. Soisit fair to say 11 cash flow from operations isthe same. |
12 that that target referred to 2003, 2002? 12 guess when | made the comment last year, | was
13 A.l think it's primarily just 2003, 2004, 13 looking at that | knew in my mind that we were
14 because we were looking at what was happening. |14 having aloss for 2003 and 2004 was uncertain.
15 We had just come out of the 2001 GRA. The 15 So that’s why | made the reference to that
16 order wasn't received until sometime, | think 16 we'rejust limiting it to just depreciation,
17 it was, in September.  There was uncertainty 17 to the extent that we possibly can.
18 there. We knew we were going to begoing back |18 Q. Solooking at your two pieces of evidence from
19 for another hearing because of Granite Canal, 19 last year and this year, has therebeen a
20 the new power purchase agreements. Time just 20 changein the target?
21 wasn’t there in order to be ableto do it, and 21  A.Thetarget, it saguideline.
22 adecision was made that we are anticipating a 22 Q.Okay. The-
23 potential loss in those years and the 23 A.Theguidelineis-
24 uncertainty that was there, it was the 24 Q.| understand how you characterize the target.
25 guidelinethat we decided we' dtry to keep 25  A.-thecapital program should not be cash flow
Page 119 Page 120
1 from operations. 1 $114,000 for 2005?
2 Q. Your answer is not being helpful to me at this 2 A. That'svarious pieces of office equipment that
3 point, Mr. Roberts. | understand that you 3 will be required that are less than $50,000,
4 characterize thetarget asaguideline. My 4 that are grouped together and that’s what
5 question to you - 5 makes up the 114,000, which is the same thing
6 A.lt'sthetarget - 6 as grouping other pieces of equipment that you
7 Q.- ishasthetarget changed? 7 would have found through the other divisions
8 A.Yes, because wehad aloss in 2003 and we 8 in production and TRO, where it would be tools
9 don’'t anticipate aloss in 2005. 9 and equipment |ess than $50,000 as one group.
10 Q. Okay. Allright. Andyour capital budget 10 Same principleis applied here.
11 proposed for 2004 waswithin thelevel of 11 Q. Okay. And how doesthat differ from anitem
12 depreciation alone, wasn't it? 12 such as surge arrestors, where depending on
13 A.l believethat it was. 13 the number you buy, it may be more or less
14 Q. And the capital budget for 2005 would exceed 14 than $50,0007
15 the level of depreciation aone, would it not? 15 A . Waéll, the pieces of equipment, like for
16 A.Yes, capital budget is 42 and the estimate of 16 instance, a fax machine for Hydro Place, a
17 depreciation is 35. 17 filing cabinet, it’sjust various pieces that
18 Q. Mr. Roberts, if you could look at page A-11 of 18 are associated with the administration side of
19 thisyear’ s application? Yousaid that you 19 things within Hydro Place that are being
20 would be responding in respect of theitems 20 accumulated from the various departments and
21 under the heading "administration” in this 21 consolidated underneath administration.
22 particular--on this particular page. Can you 22 Q. How much of this$114,000 isbeing spent on
23 explain for the Board the entry "purchase and 23 furniture for Hydro Place?
24 replace administrative office equipment less 24 A.40,000.
25 than $50,000," which is abudget item of 25 Q. What'sthe nature of that expenditure?
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1 MR. ROBERTS: 1 facilities?
2 A.Pand furniture for our call centrein our 2 A.Thisis thefirst corporate-wide assessment
3 customer services section. 3 that's been done. There may have been
4 Q. Isthat replacement of existing material ? 4 individual assessments done at individual
5 A.No, it'snot. 5 locations, but we're endeavouring here, the
6 Q. Why isnew furniture required? 6 intent on this proposal isto look at al of
7  A. Because we' re relocating the customer services 7 our mgjor centresby anindividual, rather
8 to an enclosed area. They’re presently inan 8 than just piecemeal, and from there, determine
9 open area, and we're relocating them to amore 9 whether or not what additional measures, if
10 secure area and changing the configuration. 10 any, may be required, and to set the tone for
11 Q. So why is it that they cannot take their 11 future decisions relative to assessment of
12 existing furniture with them? 12 risk.
13 A. Thefurnitureis not compatible to the set up 13 Q And-
14 for a customer service centre. 14 A.Whereisthe priority?
15 Q. How long have they beenin their current 15 Q. Okay. And have capital funds been approved
16 situation? 16 for these prior risk assessmentsthat were
17 A.I'mjust guessing, four or five years. 17 restricted to individual facilities?
18 Q. If we canlook for amoment at page B-153? 18  A.l don’'t know the answer to that.
19 This project is described as a security 19 Q. That would ordinarily be an operating expense,
20 assessment of system operations and the 20 would it not?
21 project justification it's noted, "this 21 A. Depending on who did thereview. | don't
22 project will bethe first risk assessment of 22 know. | can't answer if we've hired an
23 their facilities." Do | understand from that 23 outside consultant to do a security risk
24 that Hydro to date has not made any assessment 24 assessment at other locations.
25 of risks associated with its critical 25 Q.You say that it's characterization as a
Page 123 Page 124
1 capital or an operating expense would depend 1 five-year period.
2 upon who did the review? 2 Q. Okay. Let'slook then at the answer to IC-86.
3 A.If our owninterna people did an assessment 3 We asked here for an explanation of your
4 of what they felt, that may trigger a capital 4 policies asto what expenditures are regarded
5 budget proposal to have work done. Here we're 5 as capital and which are regarded as
6 hiring a consultant who's going to do a 6 operating. Am| correct in saying that
7 particular study and from there, we'll assess 7 there's nothing in the answer that you
8 whether or not additional work is required. 8 provided here that would make that designation
9 Q. That'swhat your people have been doing year 9 turn upon whether or not the work was done in
10 over year al thetime, isit not? 10 house or contracted out?
11 A. Our people are managing their facilitiesas 11 A.No, there’ sno distinction inthis policy
12 best that they can, but this is an independent 12 about who’ s doing the actual work.
13 outside security risk assessment of our 13 Q. Okay. Thenotion of units of property which
14 facilities. 14 you discuss at line 20 and following, can you
15 Q. Butthis projectinitself isnot goingto 15 expand upon the definition that is given
16 produce any capital asset for you, isit? 16 starting at line 247
17 A.ltmay. | can't prejudge the outcome. 17 A.Units of property are just primarily
18 Q. No, thisproject in itself, assuming that it's 18 breakdowns of what’'s included within your
19 done and the report says you'rein fine shape, 19 Prime Asset that may or may not have the same
20 you don't need to spend any more capital 20 useful life. For instance, you may have a
21 money, that won’'t produce any capital asset 21 transformer in aparticular substation which
22 for you, will it? 22 isused and useful initsown right, and if
23 A.No. However, itisour policy that if you're 23 the substation, for instance, as a useful life
24 conducting a study, that we would normally 24 of 30 years, the transformer may only be good
25 capitalize the study and we'd cover it over a 25 for ten. So what you would do isyou would
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1 MR. ROBERTS: 1 A.l believe my understanding is that if the
2 break out the assetsinto what’ s referred to 2 structure consists of three or four poles and
3 asaUnit of Property, knowing that over the 3 we just replaced one, then we wouldn’t
4 life of that particular Prime Asset, you may 4 capitalizeit. It's got to be the structure.
5 have to replace these particular assets two, 5 Q. All right. And the notion being then that the
6 three or four times. But there's an element 6 single poleis not useful in its own right or
7 of professional judgment that you're using 7 readily separable?
8 here, in relationship to the analysis of the 8 . The unit of property has been defined, in the
9 various capital budget proposals and what 9 case of the transmission lines, as your wooden
10 happens on an actual basis. 10 pole structure. Whereas if you run a
11 Q. One of the examples you quote hereisawood 11 distribution line, you would be capitalizing
12 pole structure. 12 al the poles becauseit’s an actual pole by
13 A. That’scorrect. 13 pole in the majority of cases in a
14 Q. And you would regard awood pole structure as 14 distribution line, whereas in your
15 being aunit of property? 15 transmission lines, there would be more poles
16 A. A wood pole structure is considered a unit of 16 to the structure.
17 property and if the structure was destroyed, 17 Q. So whether or not asingle poleis a capital
18 wewould estimate the cost of the old one, 18 asset may depend upon what you're using that
19 remove it, and capitalize the new one. 19 pole for?
20 Q. Now does awood pole structure include both a 20 A.It would depend onwhether or notit's a
21 single pole ina transmission line or a 21 transmission line or adistribution line.
22 distribution line and also a structure like an 22  Q.Okay. We asked, in I1c-72, about surge
23 H-frame which may consist of four, six or 23 arrestors in particular and |1 had some
24 seven actual poles together with crossbracing 24 discussion with Mr. Martin concerning those.
25 and so on? 25 These items, according to IC-72, are on
Page 127 Page 128
1 average worth about $3,000, and they servea 1 A.Yes andasl say, it' sadded to the cost of
2 particular function with respect to the 2 the terminal station.
3 protection of lines and when they fail, 3 (Time: 2:00 p.m.)
4 generally they fail catastrophically and you 4 Q. That'sfine. Butyour definition of unit of
5 can't repair them, according to the evidence 5 property relates to an item that is
6 Mr. Martin gave. On what basis, with 6 independently operational. You regard surge
7 reference to your definition at 1C-80--or not 7 arrestors as being independently operational ?
8 IC-80, I’'m sorry, 1C-86, do you regard these 8 .1 can't answer it. | would assume that they
9 as units of property? 9 can be used from place Ato place B.
10 A. Thesurge arrestor is considered to be part of 10 Obvioudly if that’swhat the intent isthat’s
11 the various terminal station, and we would add 11 here on a proposal, they can say theregion
12 it to the cost of the terminal station. The 12 (phonetic) surge arrestorsin 69, 138 and 230
13 terminal station is a prime asset. 13 kV voltage orif so, I'mnot an electrical
14 Q. A surge arrestor, in itself, is not 14 engineer, but I’'m assuming that they would be
15 independently operational, isit? 15 movable from terminal station to terminal
16 A.It'sconsidered to be part of the terminal 16 station.
17 station. It may be ableto be operated 17 . Mr. Martin told usthat the purpose of the
18 independently, but from an accounting 18 arrestor isto protect the device that it’s
19 perspective and our evaluation of the capital 19 mounted adjacent to, and it’s not arepairable
20 budget proposal, it'spart of the structure 20 item. Doesthat change your view of whether
21 associated with a terminal station and we 21 or not that should be regarded asa unit of
22 would just add it to the cost of the terminal 22 property for capital purposes?
23 station. 23 A.ltwouldn’t change my view.
24 Q.Okay. Butyou doregard itas aunit of 24 Q. Pardon me?
25 property? 25  A. It wouldn’t change my view of it. | would
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1 MR. ROBERTS: 1 expensive items?
2 till capitalizeit. 2 A.They can be, but they can also be unique items
3 Q.Do you regard items generally kept in 3 too that, you know, they’ re not something that
4 inventory as capital items? 4 you can go out and buy tomorrow. I’'m getting
5 A.Thereissuchathing called capital spares, 5 into an area that I’'m not technical for. |
6 and if you'll just bear with me for a second, 6 canjust tell youthat froman accounting
7 if you're doing a particular capital project, 7 perspective, thereis such athing called
8 you know, just to use an example, | think in 8 capital spares and it's common in the
9 the case of Granite Canal, in the building of 9 electrical utility business that if the
10 that facility, the manufacturer, in most 10 engineers decidethat this iscrucia and
11 cases, would suggest that you would have an 11 critical and it’srecommended and everybody
12 element of capital spares availablein the 12 agrees that we do acquire them, we do
13 event that some of these parts are unique or 13 capitalize them, we depreciate them, even
14 whatever and there’ s a significant lead time. 14 though they may never even be used over the
15 They would recommend that you have what we |15 life of the project. But it's afairly normal
16 would refer to ascapital spareson hand. 16 practice to do that.
17 That would be assessed by the project managers 17 Q. Wouldit be fair to say that it would be
18 and if the decision is made that yes, we will 18 unusual in an operation like Hydro’sto find a
19 require them, they would get set up and 19 capital spare item that cost less than
20 depreciated over the life of the asset, the 20 $10,000?
21 same asthe asset is being done. | don’t know 21 A.I'mnot qualified to be able to speak from a
22 if that answers your question or if you're - 22 technical perspective. There may be a$5.00
23 Q. No, I think that sheds some light on the 23 part that’ s sitting out there that could be
24 subject generally. Would | take it that these 24 crucial to anarea. | wouldn't be ableto
25 capital spares, so called, are usually pretty 25 answer that for you. My level of technical
Page 131 Page 132
1 ability can’t be done in that respect. From a 1 A.That'sfor aunit of property, but there's
2 finance perspective, if | capitaizeit or 2 also prime assets too.
3 not, | can answer those questions, but whether 3 Q.Yes No, | understand that, and | mean, |
4 or not there are items less than $10,000 that 4 don't think there's any issue about a
5 would be deemed critical spares, I'd be 5 generating station being a capital item, such
6 surprised if there's not, but I'd also 6 as aprime asset. But when we get down to the
7 acknowledge that some of them may be very high | 7 issues of units of property, would it be fair
8 valueitems aswell. 8 to say that an item that isnot in the
9 Q. lstherenot an element of athreshold value 9 ordinary course readily separablefrom the
10 associated with the determination of whether 10 prime asset should not be defined as a unit of
11 or not an item is capital or operating? 11 property?
12 A.Youcanjust read the very first sentence that 12 A.ltmay not bedefined asaunit of property
13 we quote in 1C-86, "the acquisition cost of 13 but we would still capitalize it, depending on
14 assetsthat are of a permanent or lasting 14 what the particular itemis.
15 nature whose useful life is expected to extend 15 Q. Okay.
16 over severa years," it'sthe exercising of 16 A. It may be an addition to a prime asset.
17 professional judgment. This is what the 17 Q. Now, in your answer you gavetwo levels of
18 accounting profession has settled on, that use 18 classification, fixed assets and units of
19 over severa years, normally then, it should 19 property. Are you saying there'sa third
20 be deferred and amortized over that reasonable 20 classification here now?
21 period. 21 A.No, I'mjust saying that the thing, even
22 Q. But your definition is an item that's 22 though it may not be aunit of property, it
23 independently operational, readily separable 23 may be considered part of a prime asset. For
24 from the prime asset and useful in itsown 24 instance, we just went through with the
25 right, correct? 25 arrestors, we considered them to be part of
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1 MR. ROBERTS: 1 example that you used was the arrestors.

2 the prime asset which happens to be the 2 Q. Sonotwithstanding your answer in 1C-86 and

3 substation. There will be all kinds of other 3 the definition you provide of a unit of

4 pieces of equipment that we would have in that 4 property being independently operational,

5 substation, that we would add to the 5 readily separable from the prime asset and

6 substation that doesn’t necessarily mean we 6 useful in its own right, there are items that

7 have them broken down at alower level. 7 don’t meet that definition that you regard as

8 Q. Wdl, | mean, awood pole structureis part of 8 capital, evenif they inthemselves are not

9 atransmission line, isit not? 9 prime assets? Isthat right?

10 A. That'scorrect. 10 A.lguessdll'msayingis that aprime asset

11 Q. Okay. So why don't you just regard that as 11 will be capitalized and a unit property can be

12 part of the prime asset? Why do you regard it 12 acomponent in a breakdown of a prime asset,

13 asaunit of property? 13 so that we can have breakdowns underneath the

14  A.Because of the fact that when the initial 14 primeasset. Wewould look at materiality.

15 transmission line was built, we know over time 15 For instance, if a particular generator went

16 that some of these structures will get damaged 16 or atransformer was damaged, then you would

17 and it’sameans of being able to write out in 17 look at isit of significant change by having

18 order (phonetic) to capitalize them out. It 18 it fixed would it extend the life? So there

19 does have a useful life. 19 may beall kinds of adjustments that are

20 Q. Soyou recognize that there are items that may 20 coming through, but the key is the exercising

21 or may not beunits of property that you 21 of professional judgment, looking at it, isit

22 capitalize simply because you call it part of 22 aprime asset and underneath that prime asset,

23 the prime asset? 23 do we have units of property defined?

24 A. There are things that we consider to be a part 24 Q. So if, for example, asurge arrestor was

25 of prime asset that we'd capitalize. Asan 25 regarded as a pure inventory item and not of a
Page 135 Page 136

1 capital asset, then the cost of replacement of 1 software over $25,000 is a capital expense or

2 those items would be an operating cost to the 2 acapital item?

3 company? Correct? 3 A.Correct.

4 A If they wereininventory? 4 Q. Okay.

5 Q.Yes 5  A.Butin pure accounting theory, you would have

6 A.Andif that was replacing asurge arrestor 6 capitalized it if it had avalue, auseful

7 that was aready on the system, we remove it 7 life longer than one year. That’sthe policy

8 from inventory and capitalize it in the fixed 8 that we established as an organization.

9 assets and write out the old. 9 Q. Okay. Tothe extent that this Board does not
10 Q. If therewas an item such as a surge arrestor 10 approve, shall we say, an allowance for surge
11 that had to bereplaced andit wasnot a 11 arrestors as capital items and just assume
12 capital item, thecost of that replacement 12 that that happens, the surge arrestors will
13 would be an operating expense, would it not? 13 none the less have to be purchased and in that
14 A.l guess I'mleading you back, the surge 14 situation would be charged against operating
15 arrestor isacapital item. 15 expenses, correct?

16 Q. Okay. I'm saying such asa surge arrestor. 16 A.l guess it will be a function of the

17 Let's go tothe software then. There's 17 circumstances at the time. We have the right
18 software that you pay for every year and 18 to come back to the Board and ask, if werun
19 charge as operating expense, isn't it? 19 into problems with these--if this project got

20 A.Yes, weset adollar value of $25,000. If it 20 turned down and it’ s detrimental to the system
21 doesn’'t exceed $25,000 then we won't 21 to have that surge arrestor, itisacapital

22 capitalizeit, and that’san administrative 22 item in our opinion, and if it exceeded

23 rule and a practice that we' ve established. 23 $50,000, we would bring it back to the Board
24 Q. Okay. Soonthe basisof that rule, software 24 for approval. If it's lessthan $50,000, we

25 under $25,000is an operating expense and 25 will do it and we would capitaize it.
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1 HUTCHINGS, Q.C.: 1 adlowed to be earned on it. But we are till
2 Q. Okay. Assume that the Board didn’'t agree with 2 matching costsand revenue and we feel that
3 your opinion and said "we don’'t regard these 3 there’'sa useful life beyond morethan one
4 surge arrestors as being capital items,” you 4 year, and that would be why we would follow
5 would none the less have to buy surge 5 our policy in doing that.
6 arrestors or a certain number of them to keep 6 Q. Okay. Sothefundsthat you would expend then
7 the system functioning through the year, would 7 to replace these surge arrestors would come
8 you not? 8 from the sharehol der, would they?
9 A Yes 9 A.It'sbasicaly coming out of what's there for
10 Q. And if they weren't allowed as a capital 10 the shareholder.
11 expenditure, they would come out of your 11 Q. Yes, okay. You hada discussionwith Ms.
12 operating budget, would they not? 12 Greene about the effect on revenue reguirement
13 A.No. 13 of the capital expenditures that are
14 Q. Why not? 14 projected, and you explained the derivation of
15  A. Because the Board turns down the proposal 15 the numbers that appear at the top of page six
16 doesn’'t mean that we're going to write the 16 of your pre-filed evidence. Would you say
17 particular asset off. It'll just be an 17 that the increase in revenue requirement of
18 unregulated asset. That doesn’t necessarily 18 $1.7 million associated with the inclusion of
19 mean that I’m going to take awrite off to an 19 $33.9 million of capital expendituresin 2005
20 operating cost because the Public Utilities 20 isatypica result in terms of the proportion
21 Board disallowed an expense. If in the 21 that the changein revenue requirement would
22 judgment of the corporation it happensto be a 22 be tothe inclusionin rate base of that
23 capital item, there’snothingto prevent us 23 amount of capital expenditure?
24 from having it as an unregulated capital 24 A.Areyou saying $34 million for the capital
25 asset, and there’s just no return or margin 25 program, that’s the impact that it would have
Page 139 Page 140
1 on revenue requirement? So that if you spent 1 theincrease in rate base. Do you agree with
2 another 34 million next year or the year 2 that?
3 after, that’s the approximate impact on 3 A I'll accept your math.
4 revenue requirement? 4 Q.| mean,it's 1.7 over about 34.
5 Q.Yes. 5 A.Over 33.9.
6 A.Toanswer thequestion, it'safunction of 6 Q. Yes Sothat'sfive percent.
7 what the capital program is, because 7 A.Butl think you also got to recognize, it's
8 depreciation will vary. If there'ssinking 8 not as simple as it may sound on the surface,
9 fund assets versus straight line assets, the 9 and that’ s part of the reason why | explained.
10 estimated useful life, sothe depreciation 10 If you look at the 33.9, 33.9 isthe original
11 will vary, and it can vary significantly. And 11 additions going in, but correspondingly going
12 even in the caseof the return, it's a 12 with that, you got $5 million that is coming
13 function of what the allowed returnis at the 13 back out. So next time around, you may have
14 pointin time. Soright now, our rate of 14 $33 million worth of additions and none coming
15 return is set at 7.467 and two years from now, 15 out. Or it could bethe other way. There's
16 if there happensto be another hearing, it 16 just--you know, all you can do, if you know
17 could be set at some other different number. 17 approximately what the depreciationis, you
18 So until such time as you know the details as 18 may beable to ballparkit. Buton the
19 to what’ s actually behind the capital program 19 return, it happens to be a function of what’s
20 and what the returnisthat’s allowed, then 20 approved at the time.
21 it'sredly difficult to say that it could be 21 Q. lIsitfair to say that on average the increase
22 representative into the future. 22 in revenue requirement over the years, taking
23 Q. Theeffect that you've identified herein the 23 al of these variousthings into account, is
24 year 2005 is that the amount of increasein 24 likely to be in the five percent range of the
25 revenue requirement is about five percent of 25 amount added to rate base?
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1 MR. ROBERTS: 1 isn'tit?
2 A.ldon’'t think I could makethat particular 2 A.Weput thisinmy evidenceto indicate the
3 statement. Asamatter of fact, | think what 3 impact that the 2005 would have, but as | just
4 you're seeing hereisjust one aspect of rate 4 outlined, behind the 2005 you can see alot of
5 base. If youlook at the actual rate base, 5 changes. Like, we've got five million dollars
6 which is shown on pagefive of my evidence, 6 worth of assetsthat are coming out. If you
7 you'll find that actually rate base is 7 went out to the following year, there may only
8 forecast to go down in 2005. So in isolation, 8 be two; there could be none. So, it’sreally
9 it may or may not be going up. It depends on 9 difficult to try to determine a percentage
10 what’ s that ratio of depreciation, what’s the 10 unlessyou know what the capital programis
11 ratio of additional costs, what's the 11 because the capital program isthe one that’s
12 disposals that are related tothe assets. 12 dictating what the other impacts are.
13 There' sjust so many variables there that | 13 Q. So, you can't tell uswhat atypical result on
14 don’t think you could say as arough rule of 14 the revenue requirement is of the addition of
15 thumb it s going to change by five percent or 15 any particular amount to rate base, isthat
16 one percent. | think you have tolook at it 16 correct?
17 on the each. 17 A. I think you have to know what the value of the
18 (Time: 2:17 p.m.) 18 assets are and if they’re brand new that are
19 Q. No, I mean, | understand there are other 19 being added with absolutely no disposals and
20 things happening, but what we're trying to do 20 no further adjustments, then you could apply 7
21 isisolate the effect of adding a certain 21 1/2 percent to it. Okay. That would cover
22 amount of capital to the systemin agiven 22 the return, but that’ s a theoretical world and
23 year and what the result on revenue 23 in practice, is never going to happen. And
24 requirement is. And | assume that’s what you- 24 the question is then is that you have to pick
25 -that’swhy you put thisinyour evidence, 25 and decide on what's an average depreciation
Page 143 Page 144
1 rate. Andasl just outlined, the sinking 1 there then you may be able to do, but without
2 fund asset and a straight line asset are 2 knowing what makes up your capital program, |
3 completely different and the time frames that 3 think is extremely difficult to say whether or
4 they’rethere and evenin astraight line 4 not it'sgoing to be five percent or ten
5 asset, isit onethat we'rewriting off over 5 percent.
6 five years, ten years, fifteen years or twenty 6 Q. Wdl, the Board has only fixed your rate base
7 years. It'll al have an impact on what your 7 twice. You have, infact, calculated what
8 depreciation number would be. 8 your rate base hasbeenin every year since
9 Q.Andyoudon't feel, over timeand your many 9 1996, have you not?
10 years of experience with capital budgetsin 10 A.No, | have not.
1 Hydro, that you can tell how these various 11 Q. You have not calculated rate base?
12 factors are going to cancel one another out 12 A. No, weonly calculated rate base for 2001 when
13 over timeto provide any guidance at all in 13 we came in for the General Rate Application.
14 terms of an average result. Isthat right? 14 That'sthefirst time that afull fledged rate
15  A. | guesswe ve, in the case of Hydro, have very 15 base was done and submitted to the Board for
16 little experience with rate base per se as 16 approval.
17 itself becauseit’s only been since 2002 that 17 Q. Andsince 2001, | take it, you have calculated
18 the actual rate base has been adjudicated by 18 rate base for each and every year?
19 the Board here. And wenow know all the 19 A. From 2001, two and three are actuals right now
20 components, we now know the rules of what goes 20 and in my evidence here as to what we predict
21 in and what goes out and how it's calcul ated. 21 for 2004 and 2005 and that’ s on page 5.
22 So, redlly, to be honest, | think you need 22 Q.Andin order to producethe rate base for
23 more history behind us plus, as | keep saying, 23 2001, presumably you had to take into account
24 I till think the answer isin the components 24 al the additions and deletions from 1996 to
25 of what your capital program is. And from 25 2001, correct?
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1 MR. ROBERTS: 1 you dealt withit inisolation andif you
2 A Itwould be whatever the actual numberswere 2 assume that rates changed on January 1
3 up to thetime that we did the calculations. 3 and absolutely no other cost changed for any
4 If it was’ 96, for purposes of rate base, rate 4 other reason, then there would be an
5 basetook all assetsfrom day one, it just 5 additional 1.7 million dollars in the revenue
6 didn’'t start on 1996. 1996, al they didis 6 requirement that’ s requested.
7 said your method and way that you' re going to 7 Q. Right, okay. So, until suchtime asthereis
8 be regulated is going to change. Y ou’'re going 8 another general rate hearing, Newfoundland and
9 to move from interest coverage basisto rate 9 Labrador Hydro has no way to access additional
10 of return. The rate base could have been 10 funds from its customers other than through
11 calculated irrespective of whether or not you 11 growth, correct?
12 were on an interest coverage basis or rate of 12 A. We had no way to change rates until such time
13 return. Y ou can still to the calculation any 13 as we come back before the Board.
14 time that it needed to be done. 14 Q. Butyoudo havethe ability to come to this
15 Q. Right, okay. Andas you point out, this 15 Board and ask it to approve additional capital
16 capital budget initself will not affect 16 expenditures on an annual basis?
17 revenue requirement, well will not affect the 17 A.We'rerequired by legidation to do it.
18 rates that customers pay until such time as 18 Q. Yes, okay. Mr. Roberts, isthere some reason
19 there is another general rate hearing, isthat 19 why the upgrade of the standby diesel fuel
20 correct? 20 system and the reconstruction of storage ramps
21  A.That'scorrect and even then, it may not have 21 in Bishop's Falls fall under the Human
22 an impact because of other factors, so - 22 Resources and Legal Division?
23 Q. Well there may or may not be achange in 23 A.The reason why they fall underneath human
24 rates. 24 resources/legal is that our materials
25  A. There may or may not be other factors, but if 25 management department falls under the vice
Page 147 Page 148
1 president of human resources. That arose over 1 ground. And in the event that it happened to
2 time fromthe point of view of, | guess, 2 be stored on these particular ramps and the
3 splitting up the workload among the various 3 ramps collapsed, the damage could be
4 vice presidents and also taking into account 4 detrimental to what’s happening at the time.
5 in the materials management, you're not only 5 Q. Inrespect to the project that B-152 which is
6 just dealing with inventory, but you're 6 the replacement of the chiller inthe air
7 dealing with purchasing and al the materials 7 conditioning system, | take it, at Hydro
8 handling goeswith it. And, of course, there 8 Place, we asked for production of the cost of
9 aclose liaison between legal and materials 9 benefit analysisreferred to and that was
10 management relative to tenders and assets and 10 provided in answer to ICc-48. Doyou four
11 reviews. So, at the timethe decision was 11 pages attached to that answer represent
12 that materials management and the 12 preexisting documents that Hydro used to base
13 administration even in Hydro Place fals 13 its decision on or were they generated for the
14 underneath the vice president of the Human 14 purpose of answering this question?
15 Resources. 15  A. They werein the process of being generated as
16 Q. Inrespect tothe storageramps, has there 16 the budget explanation sheet was being
17 been any directions from Workplace Health and 17 prepared. Asyoumay beableto tell from
18 Safety or any independent agency requiring 18 what you're seeing here, these are done by our
19 that these ramps bereplaced at the present 19 system planning people.  So, they were
20 time on a safety basis? 20 generated by system planning while the
21 A. My understanding isthat I'm not aware of any 21 administration people were writing up the
22 outside direction, but our own staff feel that 22 proposal.
23 it's asafety issue, that they’ re deteriorated 23 Q. Okay, sothis-
24 and | understand there’'s some very expensive 24 A. So, they weredone jointly together, one
25 equipment that does get stored up off the 25 person was writing it up and the other person
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1 MR. ROBERTS: 1 extent the life of the terminal station of the
2 had donethe analysis and was putting it 2 powerhouse or any other asset or the asset
3 together in the format that’ s requested. 3 base was enhanced by the project. And the
4 Q. Sothisreply to 1C-48 was not concluded prior 4 reply came back, "This project does not extend
5 to the preparation of the explanation? 5 the life of either the terminal station, the
6 A.Notinto the format that you see here, but the 6 powerhouse or any other asset. So it'sthe
7 analysis had been done. 7 asset base of the terminal station would be
8 Q. Dol understand correctly from the explanation 8 enhanced by the amount of capital funds
9 that’s been provided here that you are 9 expended for the work." | can understand the
10 prohibited by thelaw fromrefilling these 10 second sentence in the sense of saying that it
11 chillers after January 2005 with the existing 11 isyour intention to add to the capital cost
12 refrigerant? 12 of theterminal station the amount of money
13 A. That'smy understanding as of January 1st, 13 you spend, but in terms of the concept, how is
14 2005, we are not permitted to useit and it 14 the terminal station any better off from the
15 can't be refilled. 15 expenditure of these funds?
16 Q. Sowhatever you do, you haveto dispose of 16 A.Waell if the cables are damaged, they’re not
17 that refrigerant in January 20057 17 being used to the extent that they can, so
18 A. That hasto be properly disposed of, we're not 18 they need to bereplaced. They have to be
19 allowed to use the machine asof January, 19 done.
20 2005. 20 Q. They need to be repaired, which -
21 Q. I'dliketo refer briefly to page B-46 to the 21 A. No, they haveto be replaced.
22 application, this project dealing with the 22 Q.Butit's-
23 purchase and installation of the conduit and 23  A.There's a difference between repair and
24 control cablesthat had been damaged andin 24 replace, we'retaking out the old and we're
25 respect of this, we asked at 1C-73 to what 25 putting back something that’s new.
Page 151 Page 152
1 Q. Becausethey’'re not repairable? 1 classification issue. Is this control cable--
2 A lcan'ttell youif they’'re not repairable. 2 are these control cables regarded as capital
3 My guess is that | can assume from the 3 because they’ re units of property or because
4 proposal that they had been damaged and it’'s 4 they’re part of the prime asset?
5 just--"repairs (unintelligible) current nature 5 A.Both.
6 and are not adequateto ensure the long-term 6 Q. Both.
7 security and reliability of the Bay d’ Espoir 7  A.Both. The prime asset isthe terminal station
8 facility and they’re akey set of cablesand 8 and underneath the prime asset, we have units
9 they need to be replaced.” 9 of property and the units of property are only
10 Q. Soif youneed toreplace alight bulb in 10 a breakdown of the tota cost of the
11 Hydro Place, isthat a capital item? 11 particular prime asset. It’'snot broken down
12 A. No, it'snot, but the control cable certainly 12 in infinite detail.
13 would be, they’re considered to be a unit of 13 Q. Andisn't thelight bulb part of the prime
14 property. 14 asset known as Hydro Place?
15 (Time: 2:30 p.m.) 15  A.If the light bulbs werein therewhen the
16 Q. So theseare considered to bea unit of 16 place wasinitially built, it may have been
17 property? 17 capitalized. 1t may have been considered part
18 A.Yes, they are. 18 of the cost of thelighting, if there was
19 Q. Sothey are independently operable? 19 special lighting installed and it may have
20 A.They'repart of theunit property under the 20 been added to the cost of the particular
21 prime asset which is the terminal station and 21 structure, but to replace it wouldn't.
22 we would write out the old and capitalize the 22 Q. Butwhenit'sreplaced, what isitwhenit’'s
23 new. 23 replaced?
24 Q. Okay, | want to try to understand this because 24  A.ltwould be just an operating cost, but the
25 | «ill have a problem with this 25 light bulb is not the unit of property; in
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1 MR. ROBERTS: 1 Q. Andwhat if it wasjust one control cable and

2 this particular case, the control cables are. 2 it was only $30,000?

3 Q. Okay, but thelight bulb is part of the prime 3 A.If thecontrol cables are a unit of property,

4 asset, there’s no question about that, 4 then you wouldn't capitalize it. Astreet

5 correct? 5 lightis aunit of property, that’s pretty

6 A. It may havebeen, I'm just surmising, trying 6 well standard in the electrical utility

7 to theorize as to what' s going there. 7 business, and a street light in relationship

8 Q. Okay, soyou say theconduit and control 8 to other assets may not be significant, but it

9 cables are properly capital both because 9 isaunit of property and it is capitalized.
10 they’re part of the prime asset and because 10 Q. How s thiscontrol cable readily separable
11 they’ re units of property? 11 from the prime asset?
12 A. And because we have them set up asaunit of 12 A. Because through somewhere through the piece
13 property. 13 when the terminal station was initially done,
14 Q. Okay, so it isyour decision not to set up the 14 when the decision was done to establish units
15 light bulb as aunit of property that makes 15 of property, then somebody either estimated or
16 that an operating expense, is that correct? 16 actually had cost information available on the
17 A.We're exercising professional judgment and 17 close of thework ordersin order to be able
18 what value is placed to a particular asset and 18 to determine a cost.
19 doesit haveauseful life, is it extended 19 Q. Sothat makes it readily separable from the
20 over several years. And materiality aso has 20 prime asset?
21 to comeinto play. Wewouldn’t capitalize a 21 A.You'reabletoidentify the particular asset
22 60 cent light bulb. 22 underneath the prime asset.
23 Q. That makes sense. 23 Q. So readily separable from the prime asset
24 A.Butwe certainly would capitalize a $60,000 24 doesn’t mean technically or from a engineering
25 set of control cables. 25 sense, but from an accounting sense?

Page 155 Page 156

1 A. Certainly from an accounting sense we would be 1 called general plant. Underneath general

2 looking at what makes up the components of 2 plant we have vehicles, we have office

3 that primeasset and are they ableto be 3 equipment, we have other types of equipment,

4 segregated and are they being replaced. 4 but the prime category is general plant.

5 There' s all kinds of various criteriathat you 5 Q. Sobecause you choose to call a particular

6 may end up applying to decide whether or not 6 item aunit of property, then you regard it as

7 the item is broken out as a unit of property. 7 appropriately a capital expenditure to replace

8 These units of property have been in existence 8 that item?

9 since back in 1975/77. 9 A.If wereplacethat unit of property, then we
10 Q. Another characteristic of a unit of property 10 would capitalize it, we would write out the
11 isthat it has to be useful inits own right, 11 old and capitalize the new.
12 is that an accounting or an engineering 12 Q. Those areall the questions | have, Mr. Chair.
13 concept? 13 CHAIRMAN:
14 A.lthink it maybe some of both. It would 14 Q. Thank you, Mr. Hutchings. Mr. Kennedy?
15 certainly be an accounting and an engineering, 15 MR. KENNEDY:
16 like for instance, the transformer can be 16 Q.| have no questions, Mr. Chair.
17 moved from point A to point B and may beused |17 CHAIRMAN:
18 in other locations. | think it'safunction 18 Q. Noquestions, very good.
19 of what actually are the capital budget 19 GREENE, Q.C.:
20 proposals, doesit have aservicelifethat is 20 Q.| havesomeinre-direct, Mr. Chair. If you
21 extended over several years, and we're right 21 would go to page 4, | believeitis, of Mr.
22 back to theissue we have prime assets and 22 Raoberts' pre-filed evidence, Mr. O’ Ridlly.
23 underneath prime assets, you would normally 23 And there was certainly some discussion with
24 breakdown your prime assets into units of 24 Mr. Hutchings about the guideline. And the
25 property. Same thing aswe have acategory 25 first sentence there, Mr. Roberts, isthat the
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1 GREENE, Q.C.:

guideline that has been used for several years
is that the capital program should not
normally exceed cash flow from operations.
How long has that guideline been in effect?

A. That guideline has been in effect ever since
I’ ve been controller, which goes all the way
back to 1985.

Q. Cash flow from an accounting perspective, what

© 00 N o ok~ WODN P

Page 158
isthat correct?

A. Hydro had an actual loss and had been
projecting that it would probably have aloss
aswell.

Q. And that’swhy it was different for 2003, is
that correct?

A.Yes, itis.

Q. Does that mean the guideline had changed?

A. No, the guideline is still--net cash flow from

10 did you mean by cash flow there? 10 operations, just so happened in 2003, there
11 A. Cash flow from operations when you look at a 11 was no net income to be there.
12 statement of cash flow, it normally starts off 12 Q. And with respect to 2004, you mentioned the
13 when net income and you add back non-cash 13 uncertainty was the timing of the Board Order
14 items and non-cash items would be like 14 following the GRA and what it meant for the
15 depreciation, it could be write-offs of 15 revenue requirement, isthat correct?
16 foreign exchange costs, which iswhat it would 16  A. That’scorrect, we were hopeful that the GRA,
17 beinour case, but they are literally non- 17 had it been resolved sooner, unfortunately it
18 cash items, things that may have been expended 18 wasn’'t, and we' ve had uncertainty there. The
19 inprior yearsand it'sonly an accounting 19 decision was we would just deal with the level
20 that you're doing an amortization over a 20 of depreciation.
21 period of time. So they would be considered 21 Q. Sotheissue that made 2003 and 4 different
22 as being non-cash items. 22 was whether therewas goingto beany net
23 Q. Andturning to the 2003 year, | believe your 23 incomein either of those years which would
24 evidence was that cash flow theredid not 24 have affected cash flows, is that correct?
25 include net income because Hydro hasaloss, 25 A.Yes itis
Page 159 Page 160
1 Q. Inresponse--moving onto another topic, in 1 Hydro' s policies regarding when the capitalize
2 response to a question from Mr. Hutchings, he 2 an item verses when they operate--put it in
3 asked you were all inventory items capital and 3 operating as an expense. Has Hydro’ s policies
4 you responded by talking about capital spares 4 for capitalizing items changed or hasit been
5 and | guess | wanted to ask you is everything 5 constant over the last few years?
6 in inventory a capital spare? 6 A.No, they haven't changed. We had a
7 A.No, it’snot. 7 depreciation study done in 1986. We had
8 Q. Soinreferring to capital spares, that would 8 another one done in 1998 and both of those,
9 be the exception with respect to the 9 athough not specificaly addressing a
10 inventory, isthat correct? 10 specific capitalization policy, it did review
11 A. Yes, there's some regular operating inventory 11 our unitsof property, itdid review our
12 aswell asa, what I'll refer to acapital 12 service lives and based on the
13 sparesinventory. Onesits as afixed asset 13 recommendations, there were some changes in
14 on the balance sheet and is depreciated and 14 our service lives. Wewill be going back out
15 the other one is our normal operating 15 again in 2005 for another update.
16 inventory that current assets sittingon a 16 Q. And | think you mentioned that the issue asto
17 balance sheet. 17 whether something is capitalized or not is one
18 Q. And capital spare relatesto, | think you 18 of the exercise of professional judgment, is
19 aready explained that it related to a spare, 19 that correct?
20 acritical spare generally or any type of 20 A.Yes itis
21 sparethat’srequired for an asset, isthat 21 Q. And arethere rules under generally accepted
22 right? 22 accounting principles with respect to when an
23 A.It's only the critical spare items are 23 itemis capitalized or not, isthat the type
24 required for a capital asset. 24 of professional judgment you were talking
25 Q. Andthe last brief area iswith respect to 25 about?
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1 MR. ROBERTS: 1 Q. Sothere' snothing that’s unique to Hydro with
2 A That'sthe type of professional judgment in 2 respect to thisissue, isthat correct?
3 IC-86 on lines 6 to 9, we' re paraphrasing what 3 A.Notinmy opinion there s not.
4 the Canadian Ingtitute of Chartered 4 Q. Andyou've aready mentioned that our prime
5 Accountantsis saying in this section dealing 5 assetsin the service livesfor those have
6 with capital assets that are of a permanent or 6 been reviewed twice externally and would be
7 lasting nature, its useful lifeis expected to 7 done again in 2005, isthat correct?
8 extend over several years. 8 A.Yes, that'scorrect.
9 Q. SoHydro's capitalization policies--first | 9 Q. Thank you, that concludes all the questions |
10 should ask you, Mr. Raoberts, are you a 10 havein re-direct.
11 chartered accountant? 11 CHAIRMAN:
12 A.Yes, | am. 12 Q. Thank you, Ms. Greene. Commissioner Powell?
13 Q. And isthe manager of the finance department a 13 COMMISSIONER POWELL:
14 chartered accountant? 14 Q. Yes, thank you, Chair. Good day, Mr. Roberts.
15 A.Yes 15 First I’d like to compliment you on your
16 Q. Inapplying Hydro's judgment with respect to 16 presentation. | like the information that you
17 whether an item is capitalized, do you follow 17 put there, it sort of put aband around the
18 the, what we call GAAP or generally accepted 18 capital budget from an accountant’s point of
19 accounting principles? 19 view. | appreciate the fact that probably it
20 A.Yes, our financial statements are prepared in 20 begs more questions, but it's all part of the
21 accordance with generally accepted accounting 21 process. So from an accountant to an
22 principlesand that’sreviewed both by our 22 accountant, | liked it. But having said that,
23 external auditors and the review is also done 23 that does beg some questions for me. First of
24 by theBoard's financial consultant on an 24 al, I'dliketo clear up onelittle--I have
25 annual basis. 25 an understanding or | think | do whereyou're
Page 163 Page 164
1 coming from, is B-46, the one that the 1 communication facility that’s between the
2 Industrial Customers, you were just talking 2 terminal station and the Bay d' Espoir facility
3 about, am | to gather that you're replacing 3 and it’scritical that that communication be
4 these cables-the existing cables, my 4 put there.
5 understanding your existing capital assets you 5 Q. Buttherewasareal loss to Hydro, to their
6 can identify what their costs are now, you've 6 bottom line?
7 depreciated them for "x" number of years, they 7  A. Thereisgoing to be aloss depending on what
8 have a value, so you're goingto take that 8 the net book valueisfor those cablesin 2005
9 charge against your operating? 9 when we write out the old and capitalize the
10 A.Yes, we'll write that off as a loss on 10 new.
11 disposable and capitalize them. 11 Q. So unlessyou convince the Board in 2000
12 Q. Soif you had $20,000 worth of undepreciated 12 whatever, when you have the next rate base,
13 capitals, it - 13 increase your costs because you're going to
14 A It getswritten off asalossand that hits 14 have more losses like this, you absorb that?
15 our bottom line in the year in which we do the 15 | mean, that’ s your operating -
16 write off. 16 A.No, that lossisdtrictly to our bottom line
17 Q. So we can start again with a brand new cables? 17 in 2005.
18  A. So we can start with new cables added to that 18 Q. Okay, | thought that and that goes on with all
19 particular terminal station. 19 your assets?
20 Q. Becauseyou couldn’t repair the cables up to 20 A.Yes, dl of our assets and | guess one of the
21 $20,000 or whatever the value would have been 21 things that waseven in the depreciation
22 there, you had to put new cablesin? 22 study, we don’'t use group assets anywhere.
23 A.lthink thedecision that was made by the 23 All of our assets are on the each.
24 operations personnel was that the cables need 24 Q.Yes.
25 to be replaced. This is a critical 25  A. Wewere there before technology, now the
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1 MR. ROBERTS: 1 we'vegot 5 million dollarsworth of assets
2 technology, we're finding a lot of other 2 that are associated with those new ones that
3 utilities are looking at that aswell for at 3 are being disposed of, that’ s how come you end
4 least certain assets, others they may still be 4 up with the net of the 25.1, so we added new
5 grouping, but in our case, we started | think 5 assetsin 2005 for 33.9 million, but we had
6 from way back when setting up by the each and 6 old assets that we're disposing of and writing
7 have just continued on, we haven't 7 out that are associated with those new
8 consolidated at this point. 8 replacements and the original cost on thoseis
9 Q. Yeah, | thought that’swhat you were talking 9 5 million, so we get the net that is coming
10 about. | take you to page 5, you talk about 10 through.
11 the rate base and | looked at it and | thought 11 Q. That’spart of your cablesin B-46 asgoing
12 it was good, but | had a problem, you say in 12 out?
13 2004 your capital assets are 1.9 hillion 13 A Yes
14 dollarsand 2005, they're up 24.9 million, 14 Q.Okay. Wesell then you go down and you
15 just alittle less than 25 million dollars. 15 accumulate the depreciation and you'’ ve got--
16 A.Uh-hm. 16 there' s an increase by 28 million and you're
17 Q. Butl couldn’t find out where that was because 17 projecting when you did your--you said on page
18 you're talking capital assetsin your budget, 18 6, you talked about--no, not page 6, page 4,
19 was it forty-six million dollars you're 19 depreciation somewhere it's 35 million
20 looking at expense? Forty-two? 20 dollars.
21 A.Yeah, and of that forty-two million, not all 21 A.35million, but youwould aso have the same
22 of those assets are going in service. 22 principle happening on assets that are being
23 Q. Soyou only figure about 25 million isgoing 23 disposed of and written out.
24 in service? 24 (Time: 2:45 p.m.)
25 A.What'sgoing in serviceis 33.9 million, but 25 Q.Okay, so we got seven million dollars
Page 167 Page 168
1 differencein depreciation. Okay, I’'m not 1 from ahigh level, total corporate perspective
2 going to do the math, that’s pretty good. On 2 asto what isour guiddline. We're saying
3 page 4 when you talk about guidelines, | 3 here that in the particular year it's 35
4 appreciate the concept and you use the income, 4 million plus ten or eleven million dollars,
5 the depreciation and other non-cash items. 5 45, 46 million dollar capital program. We
6 Y ou don't, the guidelines, you don’t use one 6 feel that’ s doable from the point of view of
7 of the criterias, the fact that--and | 7 being able to finance it, manage it and till
8 appreciate the context in which the regular 8 provide the level of service to our customers.
9 requirements will go up by 1.7, asyou say on 9 Q. Okay, thereason why--1 appreciateall of
10 page 6, depending on awhole bunch of other 10 that, but | just get the sense of one step
11 issues. | appreciate that there' s a snapshot 11 missing and that’sfrom the customer service
12 at that point in time, but when you do your 12 sense saying I’ ve got to pass this 1.7 million
13 guidelines, you don’t put that in saying what 13 on to my customers, this is not a good
14 isthe effect of this budget in isolation or 14 environment and so therefore, why don’t you go
15 you let that fall? 15 back and sharpen your pen again?
16  A. What happensis through the process the people 16 A. Wéll, the sharpening of the pen isdoneon a
17 that areout intothe areas and into the 17 proposal by proposal basis in capital, but
18 various operations, they’re looking at the 18 then we aso, a month or two months after
19 criterias, isthis a safety item, are we 19 that, are looking at our operating budgets and
20 required by law to do this, isthisincreasing 20 we're also cognizant of thefact that at
21 the reliability and thelevel of serviceto 21 management that yes, this does have an impact
22 our customers. Thenisthere reductionsin 22 and it’ snot in rates. Because, for instance,
23 cost inimproving efficiency, that's what 23 in the capital program, the financing cost on
24 they're looking at. As it gets into 24 those assets is coming straight off our
25 management, that’s when we're looking at it 25 profit, until such time as we go back a change
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1 MR. ROBERTS: 1 the first thing, you use the distinction being
2 inrates. So at the management level we've 2 drawn and | just want to make sure |
3 very cognizant of theimpact of what capital 3 understood what it was and it had to do with,
4 will dotoit. 4 in the discussion between capitalization
5 Q. When this--management does their thing and it 5 verses operating expenses and on Cross-
6 goesto the Board to approve, are they aware 6 examination by Mr. Hutchings, drawing some
7 of thefact that this budget, as presented, 7 distinctions between transmission line poles
8 again in isolation would cause an increase in 8 verses distribution line poles, could you--I
9 revenue of --revenue requirement of 1.7 million 9 got lost on that, could you clarify what the
10 dollars? Would they be given that information 10 distinction was?
11 the same as ourselves? 11 A. Okay, if | may, normally ina distribution
12 A.l believe and | stand to be corrected, I'm not 12 ling, it'slike going through your backyard,
13 sureif they saw all the evidencefor the 13 it'sjust apole, another pole, another pole
14 capital budget, but they are certainly aware 14 and it goes down through the piece. In our
15 that by having this capital budget, it would 15 transmission lines, in our wooden pole
16 impact our revenue requirement and can impact 16 structures, you will find that there's
17 on what our net income is going to be for that 17 probably three poles and that's what is
18 particular year. 18 considered to be thefull structure. So if
19 Q. That'sall my questions. Thank you, sir. 19 one just snapped off, we would expense it, but
20 CHAIRMAN: 20 if welost afull structure, we'd capitalize
21 Q. Commissioner Martin? 21 itall.
22 COMMISSIONER MARTIN: 22 Q. Vesesonadistribution line.
23 Q. Noquestions. 23 A.Onadistribution there's only one pole, so we
24 CHAIRMAN: 24 would capitalize that one.
25 Q.| just have one, possibly two, Mr. Roberts and 25 Q. Youwould capitalizeit.
Page 171 Page 172
1 A.Yes becausethat, in effect, is really the 1 A.No, no, if | buy a calculator for $200, then
2 equivalent structure to what you would find on 2 once somebody else buys one for $200, they’'re
3 atransmission line. 3 both expensed. So anything that’sless than
4 Q.| see okay, thanks. And the other question 4 $1000 we don't capitalize and the software, as
5 was you did note that with regard to software 5 | alluded to, if it'slessthan $25,000, we
6 programs and what have you, if it exceeded | 6 don't capitalizeit either. Most of our
7 think you used the figure of $25,000 it would 7 softwareis sitting on amainframe and the
8 be capitalized, if it was less than $25,000 - 8 number of cases that we would havefor a
9 A.Lessthan $25,000 we don't capitalize it. 9 specific software is not that great. There
10 Q. Doyou have any other examples of areas where 10 may be some areas that may require specialized
11 you use adollar line figure like that where 11 software and when you start hitting that, a
12 you would - 12 lot of casesthen it does startto exceed
13 A.One in particular, for instance, as | 13 $25,000, but by using the set up that we have
14 mentioned we talked about general plant, that 14 now with the Citrix and the software tools,
15 would beyour office equipment, vehicles, 15 like Microsoft Office suite of products
16 there’ sabig broad category inthere. When 16 sitting on a server, then there' s no need of
17 welook at like office equipment, anything 17 having stand-alone software sitting on your
18 lessthan $1000 we will not capitalize it. 18 machine anymore.
19 The administrative cost of trying to trace and 19 Q. But there are no other, what one might call
20 track a $100 calculator that may last one year 20 the maintenance programs which if they do not
21 or may last five, we' ve just administratively 21 exceed a certain amount, you would put to
22 said, look, for less than $1000, it would cost 22 operating -
23 more than it isto track it. 23 A. There may be some other materiality rules that
24 Q. Youdon't add these up over $1000 or something |24 are being used, but off the top of my head, |
25 and then capitalizeit. 25 wouldn’t be able to quote them for you.
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1 MR. ROBERTS: 1 noon, Monday, November 1st.
2 Somebody may decideto look at, you know, if 2 CHAIRMAN:
3 it'sless than a certain dollar threshold, 3 Q. Okay, well unlessthe parties have any other
4 then we may not be capitalizing it, but it’s, 4 comments, the Board will set those dates as
5 you know, it'sa judgment call asto that 5 indicated by Mr. Kennedy as being the
6 point as to whether or not you would or would 6 respective times that legal arguments would be
7 not. 7 filed. Withregardto the mediation report,
8 Q. Anything arising from the Board? 8 Mr. Kennedy?
9 GREENE, Q.C.: 9 MR. KENNEDY:
10 Q.| haveno questions. 10 Q. Yes, Chair, and | havethe mediation report
11 HUTCHINGS, Q.C.: 11 ready to besigned, but to befair to the
12 Q.| have nothing, thank you, Mr. Chair. 12 individual counsel, they should just do alast
13 CHAIRMAN: 13 review before their signatureis entered. And
14 Q. Wéll | think then there remainsto dea with 14 asit’s being done by consent, | can’t really
15 theissue of written argument datesand | 15 fileit until it's been actually signed, but
16 think as well the mediation report. 16 it's my intention to have that done
17 MR. KENNEDY: 17 immediately and then file it with the Board’s
18 Q. Yes, Chair. Asto thewritten submissions, | 18 secretary so it’s on the official record.
19 think what’ s being agreed to by the partiesis 19 CHAIRMAN:
20 that the Industrial Customers, Newfoundland 20 Q. Sothat would be filed perhaps |ater today or
21 Power and myself, insofar as Board Hearing 21 tomorrow?
22 Counsel, may submit a written submission. 22 MR. KENNEDY:
23 That those parties would be due by noon, 23 Q. Correct, Chair.
24 Tuesday, October 26th and the filing by Hydro 24 CHAIRMAN:
25 of its written submission would be due by 25 Q. Wdll I think that generally concludes matters.
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1 Mr. Roberts, thank you for your testimony and 1 CERTIFICATE
2 I’d certainly takethis opportunity to, on 2 1, Judy MossLauzon, hereby certify that the
3 behalf of the Board, to thank all of the 3 foregoingisatrueand correct transcript in the
4 witnesses who have testified at this 4 matter of Newfoundland and Labrador Hydro's 2005
5 particular hearing. I'd extend our 5  Capital Budget Application, heard on the 18th day
6 appreciation to counsel for the Application, 6 of October, A.D., 2004 before the Board of
7 Newfoundland Power’s representatives and 7  Commissioners of Public Utilities, Prince Charles
8 counsel, aswell asthe Industrial Customers. 8  Building, St. John's, Newfoundland and Labrador and
9 Mr. Kennedy, thank you. The Board staff and 9  wastranscribed by me to the best of my ability by
10 we' d also with to thank Discoveries Unlimited 10  means of asound apparatus.
11 on their timely presentation on the 11  Dated at St. John's, Newfoundland and L abrador
12 transcripts and Ms. Greene indicates last, but 12 this18th day of October, A.D., 2004
13 not least, we' d like to thank Mr. O’ Rielly for 13 Judy Moss Lauzon
14 his expertise in the computer field. | think
15 that being said, that covers everything and we
16 will now adjourn. Thank you very much.
17 Upon conclusion at 2:54 p.m.
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