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  CHAIRMAN:  Good morning, everyone.  Just go throu gh the 32 

participants to see who is present this morning.  S tarting 33 

with Disco? 34 

  MR. MORRISON:  Yes. Mr. Chairman.  Terrence Morri son.  And 35 

the same participants that I noted on the record 36 

yesterday. 37 

  CHAIRMAN:  Thank you, Mr. Morrison.  Canadian Fed eration of 38 

Independent Business?  Not present this morning.  C anadian 39 
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Manufacturers & Exporters?  We seem to have a falli ng off of 2 

the numbers here today.  Flakeboard Company Limited ? 3 

  MR. GALLANT:  Good morning, Mr. Chair.  Barry Gal lant with 4 

Flakeboard. 5 

  CHAIRMAN:  Good morning, Mr. Gallant.  Gary Lawso n? 6 

  MR. LAWSON:  Good morning, Mr. Chairman.  And I'm  here with 7 

the same group of representatives as yesterday. 8 

  CHAIRMAN:  What a wonderful group it is.  J. D. I rving Pulp 9 

& Paper Group? 10 

  MR. WOLFE:  Good morning, Mr. Chairman.  Wayne Wo lfe. 11 

  CHAIRMAN:  Thank you, Mr. Wolfe.  Kurt Peacock he re this 12 

morning?  Voice of Real Poverty?   13 

  MS. THORNE-DYKSTRA:  Bethany Thorne-Dykstra. 14 

  CHAIRMAN:  Thank you.  And the NB Energy and Util ities 15 

Board? 16 

  MS. DESMOND:  Good morning.  Ellen Desmond, Mr. C hair.  And 17 

from Board Staff, Douglas Goss, John Lawton, Dave Y oung.  18 

And Board Consultants, Andrew Logan and Jeff Aucoin . 19 

  CHAIRMAN:  Thank you, Ms. Desmond. 20 

 Mr. Morrison, yesterday -- I don't see anybody sit ting up 21 

at the witness table.  Is that an indication, a sig nal, if 22 

you will, that there is no more questions for this panel? 23 

  MR. MORRISON:  There is no redirect, Mr. Chairman .  I would 24 
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ask that the panel be stood down. 2 

  CHAIRMAN:  That is fine.  And I wish to thank the  panel for 3 

their participation yesterday. 4 

  CHAIRMAN:  Ms. Desmond then, you have a witness t o call? 5 

  MS. DESMOND:  Yes, Mr. Chair.  We would like to h ear from 6 

Andrew Logan and Jeff Aucoin. 7 

  CHAIRMAN:  Thank you.  Perhaps you would come for ward and 8 

swear them. 9 

  ANDREW LOGAN and JEFF AUCOIN , sworn: 10 

  CHAIRMAN:  Proceed. 11 

  DIRECT EXAMINATION BY MS. DESMOND : 12 

Q.1 - Good morning.  Could both of you kindly ident ify your 13 

name, who you work for and what you were engaged to  do for 14 

the Board with respect to this particular rate incr ease? 15 

  MR. LOGAN:  My name is Andrew Logan.  I'm a partn er with the 16 

chartered accounting firm of Teed Saunders Doyle in  Saint 17 

John.   18 

 We were engaged in April to conduct a review on ce rtain 19 

evidence filed by the Applicant.  And the scope of work is 20 

detailed in our report which I think we are going t o get 21 

into a bit.   22 

  MR. AUCOIN:  My name is Jeff Aucoin.  I'm Senior Manager 23 

with Teed Saunders Doyle & Co., working in the audi ting 24 

and assurance group.  Graduated from St. Mary's Uni versity 25 
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in 1993.  Obtained my C.A. designation in 1996.  An d I also 2 

have five years experience as a Financial Analyst a nd 3 

Comptroller.   4 

Q.2 - And Mr. Logan, could you kindly identify for the Board 5 

what your educational and employment experience has  been? 6 

    MR. LOGAN:  I graduated in 1986 from UNB with a  Bachelor 7 

of Business Administration degree, articled with th e 8 

accounting firm of Touche Ross, now known as Deloit te I 9 

believe, receiving my C.A. in 1989.   10 

 Spent a couple of years in the industry and the re st of 11 

the last 22 years in public accounting practice, pr imarily 12 

specializing in audit and other assurance type 13 

engagements. 14 

 I have been the consultant, Financial Consultant t o the 15 

Board for the last three and a half years. 16 

Q.3 - And Mr. Logan, have you ever testified before  the Energy 17 

and Utilities Board before? 18 

  MR. LOGAN:  Yes.  Testified last summer, I believ e in August 19 

or September in the last rate application. 20 

  MS. DESMOND:  We would like to present Mr. Logan and  21 

Mr. Aucoin as experts in the field of regulatory ac counting.  22 

And we would ask that they be declared experts in t hat 23 

area. 24 

  CHAIRMAN:  Anybody have any problem with that? 25 
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  MR. MORRISON:  No objection. 2 

  CHAIRMAN:  They will be declared experts in the f ield of 3 

regulatory accounting. 4 

Q.4 - Perhaps we could start and ask, prior to toda y what role 5 

you had in your level of participation in terms of 6 

reviewing the filed material and preparing question s with 7 

Board Staff, just to clarify what your role has bee n as 8 

opposed to your traditional role as Board Consultan t? 9 

  MR. LOGAN:  In reference to the current matter? 10 

Q.5 - Yes. 11 

  MR. LOGAN:  Traditionally I have been involved wi th the last 12 

two rate applications in reviewing evidence, formul ating 13 

interrogatories, participating in the hearings, hel ping 14 

during the deliberations, providing analysis of tha t sort. 15 

  For this particular matter I did not do any of th ose 16 

above-noted items.  My involvement has been strictl y 17 

limited to the scope of work that has been indicate d in 18 

the report. 19 

Q.6 - And I believe your report has been filed with  the Board 20 

and shared with all of the participants.  And at th e back 21 

of that report, Mr. Logan, there are your terms of 22 

reference.   23 

 Perhaps you could walk through what you have prese nted 24 
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to the Board, recognizing the terms of reference an d perhaps 2 

referencing those terms of reference as you touch o n some 3 

of the highlights in your report? 4 

    MR. LOGAN:  Sure.  Basically the assignment had  four key 5 

areas that we were to look at.  They are listed in my 6 

report beginning on page 28 in the appendix A.   7 

 The four main areas were review the purchase power  costs, 8 

a look at the PDVSA settlement account, a look at t he 9 

Point Lepreau refurbishment deferral account and a general 10 

review of the budgetary and planning process that t he NB 11 

Power Group uses to formulate their annual forecast s and 12 

budgets. 13 

 So I'm going to just take you through each of thos e 14 

sections and detail in our report where the informa tion 15 

can be found.   16 

 And starting with the first, the forecasted purcha se power 17 

expense.  And on page 4 of my report you will find the 18 

information that pertains to that particular matter .   19 

 Our analysis of the purchase power expense was pri marily 20 

concerned around four areas.  And they are listed i n 21 

Appendix A.   22 

 I guess our key focus was on the figure contained in the 23 

consolidated financial statements that were present ed on 24 

March 31st by the applicant.  And if I recall corre ctly 25 
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that number was the $797 million figure.  That figu re was 2 

derived from one of the PROMOD runs, version C whic h we 3 

talked extensively about yesterday.   4 

 And so our work focused around reviewing the infor mation, 5 

the supporting documentation, the underlying assump tions, 6 

the underlying support that sort of fed through the ir 7 

system to derive that $797 million number.   8 

 And part one of our work focused on looking at the  various 9 

assumptions that went into that PROMOD run, looking  at the 10 

various components, talking to the folks at NB Powe r who 11 

generated that information, looking at any supporti ng 12 

documentation that existed, things like contracts, things 13 

like third party evidence, things of that nature, a nd 14 

tying those into the documents that were supplied a nd then 15 

agreeing those through the system.   16 

 So under point one of my report, Appendix A, pages  4 17 

through 7 would list all of the various things that  we did 18 

in those areas, around the modeling assumption data . 19 

 On page 5 of my report there are six items that so rt of 20 

outline the key -- it is a rough outline, but sort of the 21 

key areas where the data is sort of concentrated.   22 

 We looked at load forecast information, some of th e 23 

foreign currency and CPI inflation assumptions, the  24 

various hedge contracts that were in place, the out age and 25 



                        - 189 -  1 

other operational constraints that go into the mode ling 2 

system.  We looked at the fuel price contracts -- o r 3 

forecasts, sorry, and then some of the assumptions around 4 

purchased power.   5 

 And as I mentioned earlier we looked at each of th ese 6 

areas with the appropriate staff member of NB Power  and 7 

got some further background and details on how thos e 8 

assumptions were derived and formulated.   9 

 Q.7 - Mr. Logan, just to clarify, you indicated th at you were 10 

looking at the consolidated financial information o f NB 11 

Power.   12 

 What about the financial information of DISCO? 13 

  MR. LOGAN:  The second part of our scope of work was to 14 

focus on the DISCO information.  And when the scope  of 15 

work was generated back -- I think it was April 15t h or 16 

April 17th, around that time frame -- the only evid ence 17 

that we had to work with was the evidence that was 18 

submitted on March 31st, which as we all know was t he 19 

consolidated information.   20 

 We did not have individual financial statements or  21 

financial information for the operating companies 22 

individually.  And so we were only able to work wit h the 23 

consolidated information. 24 

 That being said, some of the things that we had ho ped 25 
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to do we were still able to achieve.  There were so me 2 

limitations on our work -- or on our scope.  And I think I 3 

mentioned those in my report, a couple of items tha t we 4 

were not able to look at or to follow through on.   5 

 Now I note subsequent to the completion of our rep ort -- 6 

and I think this information came out with the IR 7 

responses on or about May 15th -- that some of that  8 

information did surface eventually.  But because of  timing 9 

we did not look at it.   10 

 One thing I should mention before I continue.  The  nature 11 

of our work was what accountants refer to as a revi ew.  12 

And that has a specific meaning for accountants.  A nd in 13 

my report I refer to that.  I think it is on page 2  and 3, 14 

what a review means in the accounting world.   15 

 And there are some specific guidance published in the 16 

Canadian Institute of Chartered Accountants Assuran ce 17 

Handbook on those methodologies and procedures that  we 18 

would be using.   19 

 So I want to be very clear that what we did was no t an 20 

audit.  And again audits have specific meanings in the 21 

accounting world as well.  So sometimes there is so me 22 

confusion as to what a review and an audit means. 23 

Q.8 - What would the difference be in terms of the actual 24 

result? 25 



                        - 191 -  1 

  MR. LOGAN:  An audit obviously provides a high le vel of 2 

assurance in terms of the financial information or 3 

financial statements that are being looked at.   4 

 For example NB Power has an external audit done on  their 5 

financial statements by Deloitte.  And the premise would 6 

that as a result of the audit that they would be ab le to 7 

provide a very high level of assurance that the fin ancial 8 

statements are free of material in the statement. 9 

 When I say high level, generally it is meant to be  95 10 

percent or better that the information is correct.  A 11 

review engagement or review procedures provides a l esser 12 

amount of assurance.   13 

 It is a lesser amount of work.  The procedures are  not as 14 

extensive as an audit.  It is what we refer to as a  15 

negative assurance.  And I think in one of my concl usions 16 

I talk about nothing has come to our attention that  would 17 

cause us to believe.   18 

 So those are the types of words that we use as opp osed to 19 

saying things are free from material in the stateme nts.  20 

So it is a bit lower level.   21 

 But nevertheless there are certain guidelines and 22 

procedures that we do follow.  And there can be som e 23 

certain comfort taken from the work that we have do ne. 24 
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Just continuing on with the rest of our scope of wo rk.  I 2 

think on page 7 is our first conclusion or some of the 3 

concluding remarks that we have made on the work th at we 4 

did. 5 

 And just beginning on page 7 and running through t o page 6 

10, we have various conclusions on load forecast, s ome of 7 

the fuel price things we looked at, some of the oth er 8 

input information we looked at.   9 

 On page 9 there is the beginning of the discussion  on the 10 

heavy fuel oil or hedge settlement position that wa s 11 

talked a little bit about yesterday, about the D 12 

designation of some of those contracts and the resu lting 13 

conclusion of the 19 1/2 million in income for the '07, 14 

'08 fiscal year. 15 

 On page 10 at the bottom, we continue on with our scope of 16 

work where we do a reconciliation of the input assu mptions 17 

with the PROMOD output.   18 

 And so what we did there is we tried to -- and wor king 19 

with staff members of NB Power, we tried to use the  20 

underlying assumptions and modeling input informati on and 21 

predict the outputs that PROMOD would come to.   22 

 And just sort of a -- I think yesterday one of the  panel 23 

members from the applicant mentioned sort of a vett ing or 24 

a checking of the PROMOD output to make sure 25 
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that the results are as expected.  And we reperform ed a series 2 

of calculations to make sure that was done and foun d no 3 

issue with that. 4 

 On page 11 we get into a little bit about some of the 5 

things we did around the DISCO area.  And as I ment ioned 6 

earlier there was some limitations of what we could  do 7 

here.   8 

 But what we were able to do was a comparative anal ysis of 9 

the input assumptions that were used for the versio n B 10 

run, which as we know yesterday was the run that wa s used 11 

to set the vesting energy price.   12 

 And we did a comparative analysis based on version  C, 13 

version A and a run that was done in 2007, or actua lly 14 

2006, that would have been used to forecast a year ahead. 15 

 And we looked at the various changes in those assu mptions 16 

and got explanations from staff members to see whet her not 17 

they made sense and whether they were consistent wi th 18 

other things that we had learned during our review.    19 

 And again we found no issues with any of those thi ngs.  20 

Some of the major changes are outlined at the top o f page 21 

12 of our report.   22 

 We were able to work those calculations through an d agree 23 

to those numbers down to the point where the vestin g 24 
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energy price was determined.  And that is noted on line 21 of 2 

page 12.  And that was the figure that was discusse d 3 

yesterday, the $50.25 that was set on October 1st f or the 4 

vesting energy price.   5 

 That is where our work stopped in terms of DISCO.  We did 6 

not go any further than that.  I think originally w e had 7 

contemplated about tying in some other calculations  that 8 

formulate the power costs for DISCO.  But since tha t 9 

information was not available at the time of our re view, 10 

we stopped there.   11 

 The last part of our work around the purchase powe r 12 

expense on the consolidated statements was to recon cile 13 

what we had learned in the PROMOD output and agree that to 14 

the financial statement information that was submit ted.  15 

And that schedule was found on page 13.   16 

 And I will note there that the biggest reconciling  item 17 

that we came across of course was the inclusion of the D 18 

designated hedge settlement gain, as we had talked a 19 

little bit about yesterday.   20 

 And page 14 is our overall conclusion on the purch ase 21 

power and fuel cost.  And as you can see from that 22 

conclusion, and I mentioned this earlier, that basi cally 23 

nothing came to our attention during our review pro cedures 24 

that would cause us to believe that the fuel and pu rchase 25 
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power expense contained in the financial statements  was 2 

incorrect or materially misstated.   3 

Q.9 - Mr. Logan -- 4 

  MR. LOGAN:  Yes. 5 

Q.10 - -- in terms of that section, that first item  of 6 

investigation, can you just give a little more info rmation 7 

with respect to the hedge gain in the 19.5 million that is 8 

recognized there?   9 

 Only because I think there was quite a bit of disc ussion 10 

about that yesterday.  And if you could perhaps cla rify 11 

for the panel what your understanding of that hedge  gain 12 

was? 13 

  MR. LOGAN:  Certainly.   14 

 I guess I will try to -- my turn to explain how th is 15 

works.  In the PROMOD output -- and I believe this was 16 

submitted in document 3.  I don't have it in front of me. 17 

 So I can't tell you the tab number.   18 

 But if you look at that schedule that has -- and i t is a 19 

PROMOD output.  And this is where the $44 million n umber 20 

shows up.  There is a series of lines in that secti on that 21 

are predicting the cost to NB Power of their heavy fuel 22 

oil for the forecast period.  Those forecast number s are 23 

based on market rates at that time at the future fo recasts 24 

that are predicted.   25 
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 So in terms of trying to calculate what the true o r net 2 

cost is to NB Power you must take into consideratio n the 3 

hedge position that they have at that time.   4 

 So we have got three or four lines that have the g ross 5 

figures.  And then we have the effect of the hedges  that 6 

are in place at that time, which in this case is a gain of 7 

44 million, to arrive at the true net cost of heavy  fuel 8 

oil in this example for the forecast year.   9 

 And it is this $44 million I think that is causing  some 10 

concern that it is a gain.  Well, it is not really a gain. 11 

 It is just simply a reconciling item in the PROMOD  output 12 

that shows how we get to the net heavy fuel oil exp ense 13 

for the forecast period. 14 

 And so when the PROMOD C run was done, and because  of the 15 

variable changes that occurred -- we talked yesterd ay 16 

about the spread in the natural gas price and heavy  fuel 17 

oil and some of the other parameter -- things that were 18 

changed -- the new PROMOD run indicated that NB Pow er 19 

would be using less heavy fuel oil and relying more  on 20 

purchase power to meet their energy needs.   21 

 And because there was a certain quantity of heavy fuel oil 22 

that was no longer needed, the underlying hedges th at were 23 

in place were no longer effective, meaning they wer e no 24 

longer needed because we didn't need the fuel. 25 



                        - 197 -  1 

 And the accounting rules basically say when an und erlying 2 

transaction no longer is going to occur that whatev er 3 

hedge position you have at that time must be recogn ized in 4 

income.   5 

 So in this case, because heavy fuel oil had been 6 

increasing quite rapidly and the hedge position was  set 7 

prior to that, there was a gain.  And that gain had  to be 8 

recognized immediately.   9 

 Now there are handbook sections, you know.  And we  have 10 

reviewed those and gone through those with the NB P ower 11 

folks.  And their accounting makes sense to us.  It  does 12 

follow the CICA guidelines on such matters. 13 

 We were told that the auditors, NB Power's externa l 14 

auditors had also reviewed -- they had not reviewed  the 15 

numbers but they had reviewed the methodology and t he 16 

theory behind what was occurring and agreed it was correct 17 

treatment.   18 

 So the 19 1/2 million comes into income when those  19 

underlying transactions no longer are needed.  And that 20 

was December of '07.  So the income is recognized i n 21 

December of '07. 22 

 That is basically our work around that purchased f uel and 23 

purchased power expense.  The next part of our repo rt in 24 

our scope of work focused on the Point Lepreau 25 
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refurbishment deferral account.   2 

 And I guess our work in this area -- and I think t his was 3 

pointed out yesterday.  The legislation did not exi st at 4 

the time NB Power was formulating their budgets.  I  5 

believe the legislation came into effect sometime i n 6 

December, around December 20th.  And of course the budgets 7 

were prepared prior to that.   8 

 So our work was more or less to see if there was a  major 9 

deviation from the intent of the legislation as to what NB 10 

Power had put together in terms of their forecast a nd 11 

their budget.   12 

 And on page 15 of our report through to page 18 we  talk a 13 

little bit about that.  And we look at the various 14 

components that were described yesterday that make up the 15 

deferral account, the incremental power costs, the period 16 

costs for Lepreau and the interest charges that are  17 

assessed to the deferral account and see whether or  not 18 

they made sense compared to how the legislation tur ned 19 

out, whether there was any major deviations from th at, any 20 

major exceptions, that there was something that was  21 

omitted or included that should not have been and c ompare 22 

to the legislation.   23 

 We also reviewed the internal accounting processes , the 24 

internal documentation, the internal procedures tha t 25 
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were put in place between the various companies, to  make sure 2 

that they would I guess properly account for and pr operly 3 

track those costs as they were sent into the deferr al 4 

account. 5 

 And our conclusion was reached I guess on page 18,  that we 6 

found no major problems with the work that we looke d at.  7 

We did some comparative analysis on the Lepreau bud get 8 

with prior years to make sure there was no addition al 9 

costs going in there that sort of were not historic ally 10 

included in Lepreau.  We looked at the incremental power 11 

cost.  We compared that information with stuff we h ad 12 

learned in the PROMOD review to make sure there was  13 

consistencies among that.   14 

 We looked at the interest rates, how they were cal culated, 15 

how they were applied to the account, compared thos e to 16 

the PDVSA settlement for example.  Because it was t he same 17 

methodology was being utilized.  And I found no iss ues 18 

with that.   19 

 A couple of points that came out of our work.  And  I think 20 

it is fair to say that this deferral account is sti ll on a 21 

bit of refinement.  Yesterday it was mentioned that  there 22 

was a regulatory consultant hired to help finalize NB 23 

Power's methodologies. 24 

 But there was a couple of issues, one in particula r 25 
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that came up during our review, just in terms of tr acking 2 

those incremental energy costs and making sure they  get 3 

allocated to the correct customer classes, so that when 4 

they ultimately become recoverable down the road th at the 5 

right costs are being attributed to the right custo mer 6 

classes.   7 

 Some of these I guess detail and items will be res olved 8 

when the applicant comes before the Board on this d eferral 9 

account. 10 

Q.11 - I believe the next item then was the PDVSA s ettlement 11 

account? 12 

  MR. LOGAN:  That is correct.  There were sort of two thrusts 13 

to our work in this area.  Obviously again when the  budget 14 

was being formulated, the last rate hearing had not  15 

concluded.  And so NB Power was unaware of the Boar d 16 

orders that would come on the February 22nd ruling.    17 

 So the budget that was put together was based on t he old 18 

modeling assumptions that were in force last year w hen the 19 

PDVSA settlement first came up.   20 

 Our work in that area mostly centered around reper formance 21 

of the calculations.  We tied in the information, t he 22 

assumptions to make sure they were consistent with the 23 

work that was done last year.   24 

 Some of the things -- there were some minor change s.  25 
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I think we talked yesterday about the change in the  fuel 2 

supply schedule because of some changes in how that  fuel 3 

was going to be utilized in the generation assets.   4 

 We made sure some of those changes were consistent  with 5 

what we had learned during the PROMOD review. 6 

 We recalculated -- we agreed the changes and the i mpact on 7 

the financial statements to the financial informati on.  8 

And that information is found on page 20 of our rep ort.   9 

 So we were able to agree the calculations of the d eferral 10 

account to the income statement and also to the bal ance 11 

sheet of the forecasted consolidated financial stat ements. 12 

  13 

 The second part of our work on the PDVSA account w as 14 

around what I would call the Q zero forecast that N B Power 15 

puts together.  And the Q zero forecast included th e Board 16 

orders of February 22nd.   17 

 And although this work does not specifically tie i nto the 18 

matter before the Board today, it was part of our s cope of 19 

work that we were asked to look at the PDVSA accoun t and 20 

to make sure that the orders that were sent out in the 21 

February 22nd decision were incorporated eventually  into 22 

that calculation.   23 

 And on page 21 of our report some of that informat ion 24 
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is indicated there, starting on line 11 some of the  changes 2 

that were made.   3 

 We were able to agree all of the changes that were  ordered 4 

by the Board with one exception.  And that is noted  on 5 

page 22, line 12, starting there.  There seems to b e -- 6 

and I am not sure -- we weren't conclusive on this.   We 7 

simply pointed out the fact that there seems to be an 8 

inconsistency between what the Board ordered and wh at the 9 

applicant has included in the updated PDVSA calcula tions. 10 

  11 

 We make no recommendation at this point in terms o f what 12 

should be done there.  It wasn't part of our mandat e.  But 13 

we would point out that the numbers do not agree.   14 

 And you can read through our report in that sectio n 15 

starting in line 12 as to what we saw there.   16 

Q.12 - And Mr. Logan, what was the result of the di fference in 17 

the interpretations? 18 

  MR. LOGAN:  Well, when we look at the decision of  February 19 

22nd it appears in several places, and I note the p age 20 

numbers here, that the Board ordered the applicant to set 21 

the benefit to customers in the first year of the 22 

settlement at $36.8 million.   23 

 When we reviewed the settlement, the revised PDVSA  24 

settlement calculation, we noted that the applicant  had 25 
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included a figure of $29.9 million.    2 

 And when we asked them how that figure was calcula ted they 3 

said that they used a proration of the Board-ordere d 4 

amount for the year.   5 

 Now the Board is silent in their decision as to wh ether it 6 

should be prorated or not.  And there are certain s ections 7 

of that decision that would indicate that the amoun t 8 

should be 36.8 and not prorated.  But again we didn 't 9 

bring that one to conclusion.  It wasn't part of ou r 10 

mandate I guess at this point.   11 

 I should -- it would be fair to say, and it should  be 12 

pointed out that it really has no bearing on the th ree 13 

percent rate application or rate investigation that  is 14 

before the Board right now.  This would be a future  15 

matter. 16 

Q.13 - Does that conclude that piece of the work? 17 

  MR. LOGAN:  That is correct. 18 

Q.14 - Okay.  And then the final piece I think was with 19 

respect to the budget process? 20 

  MR. LOGAN:  That is right.  And starting on page 24 we were 21 

asked to gather some information and do a brief rev iew of 22 

the budgetary process that NB Power uses annually.   23 

 And starting on page 24, as I said, we sort of lis ted the 24 

documents we looked at, some of the folks that we 25 
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talked to in terms of this.  And on page 25 our obs ervations 2 

are listed there.   3 

 In summary I would say that it is a very extensive  4 

process.  Obviously NB Power is a very large compan y and 5 

needs to have a very well documented and extensive 6 

planning process.  I would say in my experience the y do a 7 

very good job in terms of integrating some of the 8 

strategic and high level objectives of the Board in to 9 

their operating plans.  There seems to be a concent rated 10 

effort in that area.   11 

 A lot of the operational budgets are well supporte d by 12 

documentation from head office in terms of operatin g 13 

parameters for the year, communication downwards to  the 14 

field level, so formulation of those budgets can oc cur 15 

properly.  We noted no major issues with the approv al 16 

process.   17 

 I guess there were some issues that were acknowled ged in 18 

terms of the timing of the budgetary process, and 19 

obviously some of these came out yesterday during t he 20 

discussions, about getting before the Board in term s of 21 

rate applications and when the information is ready .  22 

There are timing issues.  And I believe NB Power is  23 

working on trying to rectify some of those.   24 

 One of the key observations that we made during ou r 25 
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work, and I think it is noted on page 26, starting at around 2 

the ninth line.  A bit of a deviation this year in the 3 

formulation of the '08, '09 operating budget was th is 4 

revision C to the PROMOD runs.   5 

 And there was some discussion yesterday as to why that 6 

occurred.  And so we looked at that.  Because it wa s a bit 7 

different and not happened in previous years, to th e best 8 

of our knowledge.   9 

 And I think because of the major changes in the ma rket 10 

over that time frame, from when the first revision B was 11 

done, which I think was September 27th, to the fina l 12 

presentation of the budget in early December, becau se of 13 

significant changes in some of the underlying assum ptions, 14 

revision C was performed.   15 

 And on page 26 you can see the impact.  The number s there, 16 

the 794' and the 894' that you see on line 24 and 2 5 of 17 

our report, we didn't reconcile those.  They are 18 

reasonably close to some of the other numbers we lo oked 19 

at.   20 

 I was more interested in the quantum of the change  of the 21 

99 million.  I wanted to get a better understanding  of the 22 

overall impact of the two changes.  As you can see there 23 

was obviously a very significant change that occurr ed.  24 

And we concluded that it obviously made sense, 25 
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that a number and magnitude of that large should be  2 

incorporated into the operating budgets. 3 

 And that basically concluded our work. 4 

  MS. DESMOND:  Thank you.  Those are all of our qu estions. 5 

  CHAIRMAN:  Thank you, Ms. Desmond.  Mr. Morrison?  6 

    MR. MORRISON:  Yes, Mr. Chairman.  I will be ve ry brief. 7 

  CROSS EXAMINATION BY MR. MORRISON : 8 

Q.15 - Mr. Logan, the only issue I want to explore with you is 9 

the one you spoke about a moment ago.  And that is the 10 

apparent inconsistency between the way that NB Powe r 11 

applied the Board's decision on the PDVSA settlemen t and 12 

what you perceived to be the Board's decision. 13 

 And just a couple of questions really.  You would agree 14 

with me that the full amount of the $36.8 million,t hat is 15 

included in the 5.9 percent rate increase that was 16 

approved by the Board in its February decision?  Wo uld you 17 

agree with -- 18 

  MR. LOGAN:  Yes, I would. 19 

Q.16 - Okay.  And given that the rate became effect ive 20 

basically on June 8th, I believe it was, of '07, a partial 21 

year -- and the reason I'm asking this question, be cause 22 

I'm told by my financial people that they really gr appled 23 

with how to deal with this.   24 

 Do you have any suggestions as to how DISCO could have 25 
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given the full benefit to customers in the period b etween June 2 

'07 and March '08, given that the only way to pass the 3 

benefit on to customers is through rates? 4 

  MR. LOGAN:  Do I have any suggestions?  Not off t he top of 5 

my head.  I have not thought about the interpretati on that 6 

was put forth by NB Power in terms of the Board's 7 

decision.   8 

 And I would have to give that some thought.  And y ou know, 9 

if that is an undertaking or whatever, I suppose I could 10 

do that.   11 

Q.17 - No.  I'm not asking for an undertaking.  And  the reason 12 

I posed the question quite frankly is my discussion s with 13 

the people -- who were on the panel is that they wa nted to 14 

get the benefit to customers.   15 

 The only way they felt that that could be done is to do it 16 

in the way in which they did it.  And quite frankly  they 17 

have been scratching their head as to what other 18 

alternative they could do other than how they did i t.   19 

 And I'm just wondering whether you had any suggest ions, 20 

that is all. 21 

  MR. LOGAN:  The alternative would be the award th e full $36 22 

million.  As I said in my report and in my testimon y a few 23 

minutes ago, the Board's decision is a little uncle ar as 24 

to whether or not it is a definitive or a set amoun t for 25 
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the test year, which was last year, or whether it s hould be 2 

prorated.   3 

 And that is where -- and as I said, I have not con cluded 4 

on that.  I have not thought about which is the rig ht way. 5 

 I'm just saying there isn't any consistency.   6 

  MR. MORRISON:  Those are all my questions, Mr. Ch airman.  7 

Thank you. 8 

  CHAIRMAN:  Thank you, Mr. Morrison.  Do we have s omebody 9 

here now from Canadian Federation of Independent Bu siness? 10 

 Any questions for this witness? 11 

  MS. BOURGEOIS:  No, I have no questions. 12 

  CHAIRMAN:  Thank you.  Canadian Manufacturers & E xporters?  13 

Mr. Plante here this morning?  No.  Flakeboard Comp any, 14 

Mr. Gallant? 15 

  MR. GALLANT:  No.  We don't this morning. 16 

  CHAIRMAN:  Gary Lawson? 17 

  MR. LAWSON:  No questions.  Thank you. 18 

  CHAIRMAN:  J.D. Irving Pulp & Paper Group?  Mr. W olfe? 19 

  MR. WOLFE:  No questions, Mr. Chairman.   20 

  CHAIRMAN:  Is Mr. Peacock here this morning?  He wasn't here 21 

earlier.  And the Voice of Real Poverty?  Ms. Dykst ra, any 22 

questions? 23 

  MS. THORNE-DYKSTRA:  No, I have not. 24 

  CHAIRMAN:  Any questions from the panel?  Mr. Rad ford? 25 
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  BY MR. RADFORD : 2 

Q.18 - My understanding is that you only looked at the cost 3 

stream, you didn't look at the revenue stream, is t hat 4 

correct? 5 

  MR LOGAN:  That's correct.  There were four key a reas as I 6 

mentioned.  Primarily we were focused on the power cost to 7 

purchase and fuel costs that were in the consolidat ed 8 

budget, the 797 million as I indicated, and then th e PDVSA 9 

deferral, the Point Lepreau deferral and of course the 10 

budgetary process.  So we did not look at any reven ue 11 

streams per se. 12 

Q.19 - So I could conclude that you are not in a po sition to 13 

comment on the three percent increase whether it wa s 14 

required or not? 15 

  MR LOGAN:  That's true. 16 

Q.20 - Now I think you said you looked at their fin ancial 17 

statements.  Did you look at their outside accounta nt's 18 

financial statements? 19 

  MR LOGAN:  No.  The financial statements we would  have 20 

reviewed would have been the forecasted ones that w ere 21 

supplied in the information package. 22 

Q.21 - So you didn't go back and look at their actu al 23 

financial statements from their outside accountants ? 24 

  MR LOGAN:  Are you referring to the -- 25 
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Q.22 - For the last fiscal period? 2 

  MR LOGAN:  They were not available at this time. 3 

Q.23 - And I think I understand the difference betw een an 4 

audit and a review, but when you generally do an au dit 5 

usually accountants make recommendations to the 6 

corporation? 7 

  MR LOGAN:  They can, yes.  That can be an output from the 8 

audit process. 9 

Q.24 - Did you see any recommendations from the out side 10 

accountants to the corporation of what should be do ne? 11 

  MR LOGAN:  There are a few I would say one or two  items in 12 

my report that may be considered to be recommendati ons to 13 

the corporations or suggestions to the corporations  in 14 

terms of -- or maybe not suggestions perhaps but 15 

observations that we made during our work.  But not hing 16 

specific that we noted in terms of control processe s or 17 

accounting functions that are performed, no. 18 

  MR RADFORD:  Thank you, Mr. Chairman. 19 

  CHAIRMAN:  Thank you, Mr. Radford.  Mr. Johnston?    20 

  BY VICE-CHAIRMAN : 21 

Q.25 - Mr. Logan, this is a question that I no doub t should 22 

have asked of the panel yesterday, but I will ask y ou in 23 

case you know it.  The vesting energy charge was se t 24 

following revision B of the PROMOD run and that is as set 25 
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out in -- on page 26 of your report, that's your 2 

understanding? 3 

  MR LOGAN:  That's correct. 4 

Q.26 - Now this vesting -- the vesting energy price  was set 5 

and then the vesting energy charge was modified som ewhat 6 

because of the decrease in load in the figures that  have 7 

been provided for us for DISCO, is that your unders tanding 8 

as well? 9 

  MR LOGAN:  That's correct.  And I think one of th e panel 10 

members yesterday indicated that the $50.25 vesting  energy 11 

price had not changed in the revision C forecast or  the 12 

preparation of the budget, but the demand figure ha d 13 

decreased -- 14 

Q.27 - Yes. 15 

  MR LOGAN:  -- for the in-province load, yes. 16 

Q.28 - And so on the figures that have been present ed to us 17 

with respect to the vesting energy charge, it is ba sed on 18 

the price set based on revision B and the volume --  the 19 

volume that was used in revision C? 20 

  MR LOGAN:  That's my understanding.  It's a lesse r number.  21 

Now I have not reconciled the difference between th e 22 

energy quantity that was used in the set to vesting  price 23 

to the new number that was calculated to determine the 24 

cost.  There is a difference.  It was about 448,000  25 
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megawatts, but I haven't gone through the process o f 2 

reconciling that change yet. 3 

Q.29 - Now a portion of this change relates to purc hase power 4 

from outside of the corporation.  In your review --  and we 5 

heard some evidence yesterday with respect to some of that 6 

purchase power being under contract and some still not 7 

being under contract.  In your review did you revie w any 8 

of those contracts for the purchase power? 9 

  MR LOGAN:  For the firm purchases? 10 

Q.30 - Yes. 11 

  MR LOGAN:  Yes, we did. 12 

Q.31 - And do you have a sense at the time of your review what 13 

portion of that purchase power is fixed under contr act and 14 

what is not? 15 

  MR LOGAN:  We do have that information in our wor king 16 

papers.  I can't recollect at this point the exact number 17 

but we -- there is a schedule in our working papers  I 18 

recall that would have a breakdown between firm pur chases 19 

and uncommitted purchases -- outside purchases for the 20 

forecast year. 21 

Q.32 - And again I apologize for asking you questio ns that no 22 

doubt I should have thought of yesterday, but the l ast one 23 

is in the course of your review did you learn wheth er or 24 

not there were going to be changes in the amount of  money 25 
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owing between DISCO and Genco as a result of these changes?  2 

In other words the vesting energy charge under thes e 3 

agreements, is that still going to be payable by DI SCO to 4 

Genco or has that been modified in some way? 5 

  MR LOGAN:  I'm not sure.  I don't think I know th e answer to 6 

that question. 7 

Q.33 - You understand what I am driving at though? 8 

  MR LOGAN:  Yes.  I would assume that the invoicin g procedure 9 

that is used between the two companies would fluctu ate 10 

based on quantity consumed, but the price is fixed at $50. 11 

Q.34 - And that's the question, is whether that pri ce is going 12 

to be changed or not, and again -- 13 

  MR LOGAN:  I don't know. 14 

Q.35 - -- I should have been thinking of this yeste rday. 15 

  MR LOGAN:  I don't know. 16 

  MR JOHNSTON:  Thank you very much, Mr. Logan. 17 

  MR. MORRISON:  Mr. Johnston, I can answer that? 18 

  MR. JOHNSTON:  I thought you might be able to, Mr . Morrison. 19 

  MR. MORRISON:  Perhaps it's a stretch to say that  I can 20 

answer it, but I can mouth the words which I think are the 21 

answer.  There will be no change in the vesting ene rgy 22 

price but the volume of course is different from wh at was 23 

anticipated in the PROMOD being run.  It's the volu me in 24 

PROMOD C, the price in PROMOD B. 25 
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  MR. JOHNSTON:  Okay.  So that the amendments to t he power 2 

purchase agreements that we talked about yesterday are not 3 

going to affect the vesting energy price? 4 

  MR. MORRISON:  That's my understanding. 5 

  MR. JOHNSTON:  Thank you very much. 6 

  CHAIRMAN:  I would like to thank the panel for th eir 7 

participation.  And I guess at this point in time w e can 8 

move into the presentations.   9 

 Normally we would do this alphabetically, but I un derstand 10 

from the Board Secretary that the group from the Vo ice of 11 

Real Poverty are on a bit of a time constraint.  So  I'm 12 

wondering if they might come forward at this time? 13 

  MS. THORNE-DYKSTRA:  Thank you very much for the opportunity 14 

to make a small presentation on behalf of the impov erished 15 

people of this Province and the impact of any incre ase in 16 

electricity rates that affects them directly.  We 17 

certainly appreciate this opportunity and quite fra nkly a 18 

lot of the technical questioning and information th at you 19 

have has overwhelmed us, because we are not profici ent in 20 

all the energy technology and everything.  So you a re 21 

going to hear a presentation that is very down to e arth 22 

and not so technical. 23 

 So I thank you for the opportunity to make this 24 
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presentation to your Board in the matter of the rec ent 2 

increase of three percent applied to our electricit y rates 3 

after a 5.9 percent raise was just approved at the 4 

beginning of this year. 5 

 Since our non-profit organization appealed to you on 6 

December 13th 2007, with regard to the inability of  the 7 

111,370 New Brunswickers living on or below the pov erty 8 

line to afford their hydro, I would like to begin w ith a 9 

letter that we sent to the Premier, Shawn Graham, a nd to 10 

Energy Minister, Jack Kerr on March 1st 2008.   11 

 And that letter states.  I am writing on behalf of  Voice 12 

of Real Property Incorporated to state our sincere 13 

disappointment in the recent approval of the New Br unswick 14 

Energy and Utilities Board to hike electricity rate s to 15 

5.9 percent. 16 

 Our organization made presentation to this Board o n 17 

December 13th in hopes that we were taken seriously  as we 18 

educated the Board on the realities of poverty in N ew 19 

Brunswick.   20 

 We explained our non-profit organization's purpose  is to 21 

improve the quality of life, dignity and fair treat ment of 22 

people living on or below the poverty line within N ew 23 

Brunswick through awareness, education and advocacy  to the 24 

public, government, other organizations and agencie s, and 25 
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to support one another.   2 

 We were impressed with the Board members, that the y -- 3 

that the Board members were intent as we educated t hem on 4 

the 111,370 New Brunswickers living in poverty acco rding 5 

to Stats Canada 2001 figures, including the working  poor, 6 

and gave us a full hour instead of the allotted 15 minute 7 

time slot.   8 

 We stated food banks grew from 16 in 1986 to 58 in  2008, 9 

up 262.5 percent, offering only three to five days worth 10 

of food per month to their clients.  We told of the  11 

inhumane rate of the single employable person on so cial 12 

assistance at 285 bucks a month, a total of $3,420 a year, 13 

only 19 percent of the National Welfare Council pov erty 14 

line measure of $17,895 a year.   15 

 The transitional for a doctor endorsed work disabl ed only 16 

receives $521 a month, or $6,252 a year, and the pe rsonal 17 

care disabled receives $600 a month, or a total of $7,200 18 

to live on a year.   19 

 We educated the Board on the reality of the 70 to 75 20 

homeless people in the downtown Moncton area, with no 21 

roof, therefore no money.  We told of the homeless man who 22 

froze to death along the Mapleton Road in Moncton.  We 23 

explained the poor programs, the regular fuel suppl ement, 24 

the $780 a year, but only for those who rent, not t hose 25 
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who own their own homes.   2 

 How the Department of Social Development tries to force 3 

people into a mortgage of over $100 a month to qual ify for 4 

this heat, to only get $130 a month for six months,  while 5 

being stuck paying the 100-plus dollar mortgage for  12 6 

months of the year.   7 

 The emergency fuel supplement that provides half a  tank 8 

once per calendar year.  The home energy supplement  of 9 

$100 a year.  We explained the NB Power rates have 10 

increased 22.8 percent between the years of 2002 an d 2006. 11 

 Hot water tank rental even went up 17.8 percent an d the 12 

service charge went up 19.8 percent, yet those -- f rom 13 

1998 to 2004 social assistance rates went up zero p ercent, 14 

and up only by four percent by 2006. 15 

 Our recommendation was that if rates were increase d that 16 

they not be enforced on low income people, and at t he HST 17 

be removed for this group.   18 

 The response from the Chairman was it's quite fran kly I 19 

think a reality check for us all.  The Vice Chairma n told 20 

us that our correlation of social assistance rates 21 

reminded him of the power increase last summer and that, 22 

quote, the provincial government put a program in p lace to 23 

deal with its affect on large industrial users.  I think 24 

it related to property taxes or something along tho se 25 
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lines, but I don't recall any similar programs bein g put in 2 

place to deal with the people living in poverty. 3 

 Were there any contracts with organizations like 4 

yourselves in the same way to try to respond to thi s 5 

issue?  We responded no.  In fact we asked to meet with 6 

the Minister of Finance in January 2007 and we are still 7 

waiting.   8 

 Board Member Barnett stated, hopefully that you ha ve a 9 

very strong voice both in terms of the Board and ot her 10 

aspects that the people of your organization have t o live 11 

on a daily basis.   12 

 We thought they heard us and had genuine compassio n, but 13 

once again the rate goes up, not another 5.9 percen t, but 14 

8.9, for the total of 31.7 percent in just five yea rs. 15 

 Appropriately one of our members asked Mr. David H ay and 16 

his employees if they were willing to give back the ir 17 

salaries, bonuses and expenses to live on social 18 

assistance.  Little did we know then just what that  meant. 19 

 Research in Public Accounts 2007 has opened our ey es.  I 20 

give this -- in 2007 salaries paid to NB Power Grou p of 21 

Companies totalled $195.8 million with 180 million paid to 22 

the to 2,259 employees who earn over $40,000 each, and 23 

15.7 million to those who earn 40' and under.   24 

 On the top end, Mr. Hay earned $340,825 as salary 25 
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only, not expenses or anything else, or bonuses.  F our 2 

employees earned over 200,000, 351 employees earned  3 

between 100' and 200,000 and 654 employees earned b etween 4 

80' and 100,000.  That means that 1,015 NB Power em ployees 5 

earned $80,000 and up.  Where else in this Province  can 6 

you earn this kind of money?  Do you think it's a l ittle 7 

top heavy?   8 

 In New Brunswick truly cash strapped -- is New Bru nswick 9 

truly cash strapped or just out of control due to t oo much 10 

management?   11 

 We now understand why our poverty group was not ta ken 12 

seriously by the NB Energy and Utilities Board, nor  NB 13 

Power.  They have no idea what an extra $150 a mont h in 14 

ongoing cost of living means to those who are only given 15 

the crumbs off the government's table, as much as 1 00 16 

times less than Mr. Hay. 17 

 Premier Shawn Graham, help.  We are asking your go vernment 18 

to step in and set a special rate for the poorest o f the 19 

poor just as you did for industry. 20 

 So that letter was sent on March 1st.  The respons e we 21 

received from the Premier's office came on March 6t h.  And 22 

it states.  Dear Ms. Thorne-Dykstra.  I would like to 23 

acknowledge receipt and thank you for your e-mail d ated 24 

March 1st to Premier Shawn Graham in which you are 25 
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requesting a meeting with him regarding special ene rgy rate 2 

for people in poverty.  Since this matter pertains to the 3 

Department of Energy, a copy of your e-mail has bee n 4 

forwarded to the department and I have asked them t o 5 

communicate with you in order to discuss your reque st.  6 

Sincerely, Cynthia Jenkins, Scheduling Administrato r, from 7 

the Premier's office.   8 

 A copy to Minister Jack Kerr.  From the Right Hono urable 9 

Jack Kerr, we have had no response.   10 

 Understanding that no one was truly listening to o ur cries 11 

for help, we decided to participate in a call-in sh ow and 12 

asked Minister Kerr publicly to provide a special r ate.  13 

He made it sound like this could not be done.  But we know 14 

better.   15 

 After attending a United Way conference in Quebec City 16 

just a few weeks ago, I spoke with an Ontario Unite d Way 17 

lady who said that we could take you folks to court  by not 18 

providing a reduced rate for low income citizens.  But I 19 

explained we have no such special rate.  She was in  20 

disbelief.   21 

 If Ontario can provide a special electricity rate,  which 22 

they do, for their low income people, why can't New  23 

Brunswick?   24 

 We also publicized our letter to the Premier and 25 
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Energy Minister Jack Kerr, so that the general publ ic could 2 

understand our dilemma.  We have received a number of 3 

responses in support of this idea of a special rate  for 4 

low income people, as they know how difficult it is  5 

becoming to pay their own electricity bills.   6 

 Needless to say, we are not impressed with the 5.9  percent 7 

approval, nor the rate grab of three percent therea fter.  8 

We are not stupid.  We do see clearly that NB Power  got 9 

the nine percent they wanted all along, just in two  10 

installments.   11 

 We find it very difficult to listen to anyone who claims 12 

they are in need of an increase when they announce major 13 

profits at year end, like we heard that $85 million  profit 14 

of last year and a projection of 65 million in the coming 15 

year.  It doesn't sound much like need to us.  The bills 16 

are paid and there is lots of money left over.  So why 17 

does NB Power need more? 18 

  It is just like the salary information we cited i n the 19 

letters to the Premier and Energy Minister.  Many N B Power 20 

employees do not need an increase in their salaries  21 

knowing the total salaries accounted for 195.8 mill ion 22 

last year, with over a thousand employees earning b etween 23 

80,000 and 340,000.  Yet they all needed a four per cent 24 

increase this year.  That means another $8 million that 25 
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was put towards salaries.   2 

 And that means that Mr. Hay now receives an extra $13,633 3 

annually.  His increase alone is four times what so me 4 

people on social assistance are required to live on  for an 5 

entire year, the $3,420.  Who is in more need?  6 

 Even the Premier not only gave himself a nice extr a 20,000 7 

each year, but the Speaker got 22,000 more, the Opp osition 8 

Leader 14,000 more, and every member of the legisla ture a 9 

base salary of 85,000, to the tune of an additional  $50 10 

million.   11 

 Not to mention every civil servant person was give n a four 12 

percent increase in pay.  Surely they are in more n eed 13 

than the 111,370 low income people.  Yet people on social 14 

assistance should be grateful for their three perce nt they 15 

just received.  Now instead of the $3,420 to live o n this 16 

year, they have a whopping 3,523. That's $103 more this 17 

year.   18 

 We don't mean to sound ungrateful here, but that e xtra 19 

$103 a year isn't going far with the extra $150 per  month 20 

we will now have to pay on NB Power alone.   21 

 It is not hard to see that we will be going behind  much 22 

further by this years end. 23 

 Since we last presented to your Board a couple of events 24 

have transpired.  Namely our organization in 25 
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conjunction with the City of Moncton and a number o f non-2 

profit organizations of Greater Moncton placed a me morial 3 

in Riverfront Park in memory of the homeless man wh o froze 4 

to death along the Mapleton Road.  Also a gentleman  of the 5 

name of Paul Durrell froze to death on April 6th of  this 6 

year in his own home because he could not afford hi s 7 

electricity bill.   8 

 According to the media we understand that some 610  New 9 

Brunswick residents were disconnected this past win ter.  10 

With the addition of an unnecessary three percent i ncrease 11 

we expect more will meet the same fate if you do no t 12 

establish a special rate for low income people now.    13 

 We ask that you begin by not allowing this three p ercent 14 

gouge on the people of New Brunswick, and that you work 15 

with the non-profit organizations to establish a lo w 16 

income energy rate immediately.  17 

 Thank you for your attention to this serious reque st. 18 

  CHAIRMAN:  Thank you very much for your presentat ion, Ms. 19 

Thorne-Dykstra.  The first thing that I need to poi nt out 20 

to you is that under the terms of the Electricity A ct you 21 

have asked us to essentially disallow the three per cent 22 

increase which occurred on the 1st of April of this  year. 23 

 This Board does not have the authority to reverse that 24 

three percent increase nor to alter it in any way.  Under 25 
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the Electricity Act the utility is entitled to take  an 2 

increase of up to three percent in any year without  coming 3 

to the Board for approval.   4 

 The purpose of the sessions that we have had over the past 5 

couple of days is to investigate whether or not the  6 

requirement is there for that three percent, whethe r or 7 

not it is justified, if you will, and to report bac k to 8 

the Minister.  But our Board quite frankly is power less to 9 

make any change to that.  Any change that might occ ur 10 

would be up to the utility itself. 11 

 I would like to say that again I think it is a rea lity 12 

check.  As you have indicated I spoke those words i n 13 

December.  They were sincere.  And again it is a re ality 14 

check.  It's a segment of our population that perha ps we 15 

don't hear enough about.   16 

 I did have an opportunity to speak to a national 17 

organization known as CAMPUT, which are members of public 18 

utility tribunals across the country, last month. A nd the 19 

message I took to that conference essentially was b ased on 20 

your presentation last December.   21 

 I would also point out to you that that group is a ctually 22 

meeting in New Brunswick next year and there is pro vision 23 

for participation of people and groups that might n ot 24 

normally be able to afford to come to such a 25 
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conference, and would certainly welcome your attend ance, 2 

because there is a dialogue on the impact of things  such 3 

as energy on poverty groups and whatnot in the cour se of 4 

these conferences.   5 

 So if you are interested we would certainly be int erested 6 

in having you participate in that.  7 

 Anyway, those are my comments.  And I don't really  have 8 

any questions for you.  Any questions or comments f rom the 9 

rest of the panel? 10 

  BY MR. RADFORD : 11 

  MR. RADFORD:  Just one.  I was listening very car efully to 12 

your figures and you used the figure 111,300-and-so me 13 

people under.  What is the under?  What level is th at? 14 

  MS. THORNE-DYKSTRA:  Under the poverty line? 15 

  MR. RADFORD:  Yes.  What is the poverty line? 16 

  MS. THORNE-DYKSTRA:  The poverty line varies depe nding on if 17 

you are a single person or if you have a family and  what 18 

the make up of your family is.  The single employab le 19 

person or a single person it's $17,000 a year.   20 

  MR. RADFORD:  And for a -- 21 

  MS. THORNE-DYKSTRA:  For a family -- 22 

  MR. RADFORD:  And it goes up depending on how man y children 23 

you have -- 24 

  MS. THORNE-DYKSTRA:  Yes.  How many children and -- yes. 25 
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  MR. RADFORD:  So what you are telling me is that 15 percent, 2 

if I just do a quick calculation -- 15 percent of t his 3 

Province? 4 

  MS. THORNE-DYKSTRA:  Yes.  Of the Province. 5 

  MR. RADFORD:  Thank you very much for your presen tation. 6 

  CHAIRMAN:  Thank you very much.  We will take a 1 5 minute 7 

break at this time and reconvene at quarter to 11:0 0. 8 

 (Recess - 10:30 a.m. - 10:45 a.m.) 9 

  CHAIRMAN:  So we are going to go back to doing th is 10 

alphabetically.  And Canadian Federation of Indepen dent 11 

Business? 12 

  MS. BOURGEOIS:  Thank you, Mr. Chairman, members of the 13 

Board.  Thank you so much.  It just shows that I'm not an 14 

expert in these things.  And I'm not really used to  being 15 

in front of the panel.  So I thank you for the oppo rtunity 16 

of being here.   17 

 And also I want to say for the record that Canadia n 18 

Federation of Independent Business appreciates the 19 

Minister's advice to actually looking into this thr ee 20 

percent increase.  It is the first time that it hap pened. 21 

 And I think it is a wonderful opportunity.  22 

 I'm not going to talk for about an hour.  Someone asked 23 

me.  Probably about 15 to 20 minutes, just to give you a 24 

time line. 25 
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 I want to take two minutes to talk about who I rep resent, 2 

first of all.   3 

 Canadian Federation of Independent Business, we ar e a non-4 

profit, non-government association.  And we represe nt 5 

about 4,500 small and medium sized businesses acros s the 6 

province.  We have 105,000 business owners across C anada.  7 

 We are a voluntary association.  There is no oblig ation 8 

for a business owner to be part of our organization .  We 9 

are 100 percent funded by our members.  So that is how I 10 

gain my salary.  And it is nowhere near to those am ounts 11 

that we heard earlier. 12 

 We take policy decisions and positions based on ou r 13 

members' votes.  I represent what they say.  We don 't have 14 

a committee who would sit down around the table and  decide 15 

what is important for the economy.  I ask my member s what 16 

is important to them and what they want to see in a ny 17 

policy file.  And what they tell me that is what I do. 18 

 We have in the -- based on Statistics Canada data we have 19 

97 percent of businesses in New Brunswick who emplo y fewer 20 

than 50 people.  They employ half of working New 21 

Brunswickers.  They provide jobs in every corner of  the 22 

province.  And they are responsible for about half of the 23 

province's GDP. 24 

 Just to define small and medium sized businesses, they 25 
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would be employing anywhere from one person, no per son maybe. 2 

 Most of them employ about five people and all the way up 3 

to 100 people or so, depending on the sector.  Obvi ously 4 

in the manufacturing sector, they would tend to emp loy 5 

slightly more people.  And in a retail shop they wo uld 6 

tend to employ fewer. 7 

 They are also contributors to our economy in terms  of 8 

social contributors.  They do a lot of community wo rk, 9 

volunteer work and so on.   10 

 Now looking at the context of this increase, I don 't know 11 

-- I'm just going to say it for the record.  NB Pow er 12 

Group, they posted a profit in 2007, 2008 of $85 mi llion. 13 

 And they forecast another surplus for the next yea r.   14 

 That just shows that they have the financial stren gth to 15 

go on about their business without necessarily incr easing 16 

their revenue.   17 

 Their request for a three percent increase comes a fter a 18 

long history of rate hikes.  For the past 11 years their 19 

website states there are eight years of increases.  Five 20 

of those have been of three percent or under.  So t here 21 

was no accountability to the public why they asked it.  22 

And they didn't have to justify it to anyone.   23 

 The transit system, when they need to increase hik es, they 24 

have to justify it.  NB Power didn't.   25 
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 CFIB's recommendations are the following.  1. No r ate 2 

increases be permitted when NB Power posts a profit  or 3 

forecasts a surplus.  2. Increase accountability on  rate 4 

increases by having all rate recommendations examin ed 5 

through public hearings.  3. Introduce a reasonable  time 6 

frame for bringing all rate classes within the 0.95  to 7 

1.05 revenue cost ratio.  4. Provide permanent 8 

representation for small business at energy rate he arings 9 

through a small business advocate. 10 

 Just to put it into context again, we have -- in t he past 11 

10 years electricity costs have increased by over 3 0 12 

percent.  After the businesses in Newfoundland and 13 

Labrador, businesses in New Brunswick are the harde st hit 14 

by high energy costs.   15 

 In fact through a recent survey conducted by the C anadian 16 

Federation of Independent Business, 82 percent of s mall 17 

businesses have been negatively affected by high en ergy 18 

costs.  That is a huge percent of them.   19 

 And also we have the highest concentration of expo rting 20 

small businesses after Alberta.  Few people realize  this. 21 

 But actually we export everything from products re lated 22 

to the paper industry to maple syrup.   23 

 We realize -- New Brunswick small businesses reali ze more 24 

exports than those in P.E.I., Newfoundland, Labrado r, 25 
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Nova Scotia together.  They are competing against o ther firms 2 

in other countries.   3 

 We asked also our members what would be the impact  of 4 

another electricity rate increase.  36 percent of t hem 5 

said a major impact.  And by that they meant reduci ng the 6 

number of employees, passing on business opportunit ies and 7 

closing down.   8 

 Think about businesses in your community.  Think w hen you 9 

used to go and fill up your gas tank.  How many peo ple 10 

used to help you there before and how many people a re now 11 

there? 12 

 Think of minor impact.  We have 56 percent of memb ers who 13 

said there will be a minor impact in their business .  They 14 

have -- they are very generous saying that is minor .  What 15 

they mean by that is an increase in prices and decr ease in 16 

demand.  Obviously they have to pass on those incre ases.  17 

They operate on very tight profit margins, cutting down on 18 

training, equipment, upgrades and expansion plans.  19 

   I had a member who called me.  And she said afte r about 20 20 

years of running a bed and breakfast she had to clo se down 21 

for the winter, even though she used to host hockey  teams 22 

coming from all across the provinces in Atlantic Ca nada 23 

because she couldn't afford to pay the 24 
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heating bills for a whole hockey team during the wi nter 2 

season.  She just had to close that business down.   3 

 CFIB's recommendation number 1. We just say that t here 4 

should be no rate increase when NB Power Group show s a 5 

solid financial position.  Rates should reflect all  6 

reasonable and prudent costs incurred by providing 7 

electricity.  Rates should not provide excessive re turns 8 

to the Province.  That would just be translated int o a 9 

hidden tax grab. 10 

 And 3. Rates should reflect the cost of serving ea ch 11 

customer class. 12 

 Recommendation number 2. Increase accountability o n rate 13 

increases by having all rate recommendations examin ed 14 

through public hearings.  Public hearings promote 15 

communication, transparency and accountability.   16 

 And 88 percent of our members support public heari ngs even 17 

though they realize that there is a cost, you know,  18 

involved here and there is a lot of time and effort  on 19 

your side.  We really appreciate that.  And I think  the 20 

wealth of discussions and all the questions that ev eryone 21 

had shows that there is need for this kind of 22 

communication.   23 

 Recommendation number 3. Introduce a reasonable ti me frame 24 

for bringing all rate classes within the 0.95 to 25 
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1.05 revenue cost ratio. 2 

 As we heard yesterday, the three percent increase this 3 

time will be applied across all classes with no 4 

differential for general service customers, residen tial or 5 

industrial.  That would be, as far as I know, proba bly one 6 

of the very few times when that happened. 7 

 Small and medium sized businesses, they are usuall y in the 8 

general customer -- general service classes, GS 1 o r GS 2 9 

so-called.  And they include anything from pizza sh ops, 10 

restaurants, bakeries, inns, hair salons, retail sh ops, 11 

small manufacturing businesses and medium sized bus iness 12 

offices. 13 

 Customers in the GS 1 class, they pay about 124 pe rcent of 14 

the price of electricity.  And customers in the GS 2 15 

class, they pay 116 percent respectively. 16 

 In 1989 those ratios were 129 for the GS 1 class a nd 114 17 

for the GS 2 class.  Since '89 until 2007 pretty mu ch 18 

nothing changed. 19 

 Just to remind you that actually in 1992 a Board d ecision 20 

recommended that NB Power develop a plan to move al l 21 

classes within the approved range of 0.95 to 1.05 o ver a 22 

period of time.  That recommendation just has been totally 23 

ignored by NB Power. 24 

 And that shows the need for the fourth recommendat ion 25 
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which is provide permanent representation for small  business 2 

at energy rate hearings through a small business ad vocate. 3 

  4 

 As I said, I'm no expert in energy issues.  I find  it very 5 

intimidating just being in this room actually.  And  I 6 

think the goal of having that kind of representatio n would 7 

be to foster communication between the Board, NB Po wer and 8 

small business community and also to ensure that th e 9 

revenue cost objective is met in an adequate time l ine.   10 

 Nova Scotia recently, two days ago, actually just passed 11 

legislation to have a permanent representation for a small 12 

business advocate.   13 

 And also, I would also like to say that there are a lot of 14 

possibilities to do this.  We may not need a full-t ime 15 

resource to represent small businesses.  It could b e a 16 

recommendation to expand the role of the consumer's  17 

advocate and also to have him present at all hearin gs.   18 

 He is not present here today.  And he wasn't invit ed to 19 

participate at this because it is only a three perc ent 20 

increase.  I mean, only a three percent increase.   21 

 In conclusion, rates cannot increase every year.  As I 22 

said, looking back to 1998 to 2007 there have been eight 23 

years of increases, some of them really high increa ses.  24 

Rates -- increasing them every year just sends the signal 25 
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that NB Power has absolutely no incentive in cuttin g costs.  2 

There has to be a way of seeing deficiencies in you r 3 

business.   4 

 Since '98 until now we have seen major changes in Internet 5 

usage and all kinds of technological advances.  Whe re are 6 

those efficiencies implemented in their business?  Extra 7 

money just goes into general coffers actually.  And  that 8 

is equivalent to a hidden tax grab.   9 

 If there is a rate increase a gradual approach mus t be 10 

taken to bring all rate classes into the .95 to 1.0 5 11 

revenue cost ratio.   12 

 And again we recommend to have a legislated time l ine for 13 

ratio implementation and remove any kind of hearing  14 

exemptions.  Hearing increases no matter if there w ill be 15 

a 1 percent, 2 percent or 11 percent.  They should go 16 

through an accountability process through a full he aring. 17 

 And 4, we would recommend to provide permanent 18 

representation for small businesses.  We realize th at the 19 

Board doesn't have all the power.  And it is only m aking 20 

recommendations.   21 

 And we realize that some of our recommendations ma y 22 

include changes to the Electricity Act.  And we def initely 23 

-- strongly advise the Board to make those kind of 24 

recommendations to the Minister. 25 
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 Thank you for your time. 2 

  BY THE CHAIRMAN : 3 

  CHAIRMAN:  Thank you for your presentation.  I ju st have a 4 

question with respect to your suggestion for a perm anent 5 

representation for small business.   6 

 And as you know there is a Public Intervenor that was 7 

appointed during the last two rate hearings where 8 

applications were actually made for an increase by NB 9 

Power.   10 

 Did your group have any discussions with the Publi c 11 

Intervenor to make sure that I guess your perspecti ve was 12 

put forward at the hearings? 13 

  MS. BOURGEOIS:  Yes.  We did have extensive discu ssion with 14 

him.  And he actually said that his role could be e xpanded 15 

so that he would ensure that he spends a certain am ount of 16 

time covering the residential class and then anothe r 17 

amount of time just covering the GS 1 or GS 2 class es. 18 

 However, depending on how that is implemented he c ould be 19 

at one point in a conflict of interest issue.  And so we 20 

fully agree that maybe expanding his role right now , and 21 

just making sure that he actually protects those cu stomers 22 

in the GS 1 and GS 2 could be a solution to this 23 

recommendation. 24 

  CHAIRMAN:  Thank you.  I don't have any other que stions.  25 
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Does the panel have any questions? 2 

  BY MR. RADFORD :  3 

  MR. RADFORD:  Just to make sure that I am up to d ate.  You 4 

used to send out surveys to the businesses.  Is tha t how 5 

you still do it? 6 

  MS. BOURGEOIS:  Yes.  We still do it.  And we -- 7 

  MR. RADFORD:  And they respond -- 8 

  MS. BOURGEOIS:  Yes. 9 

  MR. RADFORD:  -- back to written -- 10 

  MS. BOURGEOIS:  We send surveys -- 11 

  MR. RADFORD:  -- multiple choice? 12 

  MS. BOURGEOIS:  -- through the Internet.  We send  surveys by 13 

mail.  We send them by fax and also in person.  Yes . 14 

  MR. RADFORD:  But it is sort of a multiple choice  type of 15 

question? 16 

  MS. BOURGEOIS:  Some questions are multiple choic e.  Some of 17 

them are very simple yes or no.  The question on sh ould 18 

there be full public hearings every time there is a  rate 19 

increase proposal, that was a simple yes or no.   20 

  MR. RADFORD:  And you throw some figures like 66 percent, 88 21 

percent.  What percent of the surveys that you send  out 22 

come back in, on an average? 23 

  MS. BOURGEOIS:  On an average we have -- I would say the 24 

response rate varies greatly by the medium that we do the 25 
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survey.  And that would vary probably from the 15 p ercent to 2 

about 30 percent of response rates. 3 

  MR. RADFORD:  Right. 4 

  MS. BOURGEOIS:  Just to give you a perspective, S tatistics 5 

Canada has about 5 to 10 percent response rates dep ending 6 

on their survey.  Most of them are mandatory too. 7 

  MR. RADFORD:  Yes, exactly.  On the reports that you do get 8 

in -- the responses you get in, are they -- can you  9 

classify them as the larger members of your group?  Or are 10 

they of the mom and pop operations? 11 

  MS. BOURGEOIS:  Really the mom and pop operations .  I would 12 

say more than 50 percent of our members have fewer than 13 

five people.  And they are surveys that we get back  then 14 

to have a very good representations of that too. 15 

  MR. RADFORD:  Thank you for the education. 16 

  MS. BOURGEOIS:  Thank you.   17 

  CHAIRMAN:  Thank you very much for your presentat ion.  I 18 

appreciate you taking the time to come here today. 19 

 I don't see Mr. Plante.  Did he slip in sometime t his 20 

morning?  All right.  Mr. Gallant then for Flakeboa rd? 21 

  MR. GALLANT:  Good morning, Mr. Chairman and Comm issioners. 22 

 I guess Flakeboard appreciates the opportunity to address 23 

the Board with our comments on the investigation in to the 24 

DISCO three percent rate increase. 25 
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 As I have sat here for the last couple of days I m ust 2 

admit I continue to find these hearings informative .  And 3 

I guess with regards to this one, as we get into so me of 4 

the numbers, as we look forward a little scary, 5 

specifically as it relates to the numbers that were  6 

discussed about the refurbishment of Lepreau in rel ation 7 

to the deferral account, interest expense related t o that 8 

capital expenditure and the depreciation expense.  And all 9 

those costs that will have to be looked after as we  go 10 

forward. 11 

 One of the things that I kind of quickly come up w ith, we 12 

are going to have a hard time to reconcile that thr ee 13 

percent increase over the next coming years will sa tisfy 14 

the financial needs that we have heard about in the  15 

hearings here. 16 

 For us and I believe industry in general, understa nding of 17 

cost is critical.  And especially for a significant  cost 18 

item like power for us and some of the other indust rials 19 

in the province.  And it is important to our planni ng and 20 

future capital investments which require us to rema in 21 

competitive in a global environment.   22 

 What we have seen over the last -- since 2005 we h ave seen 23 

our power rates go up by 25 percent which has been a 24 

staggering amount in three years. 25 
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 I guess I would like -- to start I guess I would l ike to 2 

touch on -- basically my presentation here will -- 3 

basically three items that kind of hit me over the last 4 

little while.  With all the information that has be en 5 

presented here I'm sure we could go on for quite aw hile 6 

and pick through a lot.  7 

 But I think at the end of the day the main focus t hat I 8 

know industry and I think all the ratepayers in the  9 

province require is that NB Power is operating as 10 

efficiently and as effectively as it can.  And I th ink if 11 

it has got to that point what else can we ask? 12 

 So one of the first things that I had come up with  was 13 

with regard to benchmarking studies.  I have been a t 14 

various hearings over time.  And I have heard diffe rent 15 

talks about benchmarking studies that NB Power has been 16 

involved in.   17 

 And please correct me if I'm wrong but I have not been 18 

aware -- I haven't actually been able to see them.  And 19 

I'm not sure if they have been available to the pub lic to 20 

look at.   21 

 One thing that I guess I would request as part of this 22 

investigation, that a formal benchmarking study is filed 23 

with the Board annually to allow the ratepayers of the 24 

province to understand how well NB Power is actuall y 25 
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performing in relationship to their peers.   2 

 You know, whatever the format that takes.  But I t hink it 3 

definitely should be in a manner that compares how well 4 

they do with regards to allocation of resources, wh ether 5 

it is how they generate their power, whether it is in a 6 

manner of cost per kilowatt, whether it is manning per 7 

kilowatt generated.  I just think -- I believe it i s a 8 

right of the Province to understand how well they a re 9 

doing. 10 

 The other part of the filing would be, if they are  not a 11 

top performer in each of those areas, that they exp lain 12 

how they anticipate to get to there.   13 

 With regards to ourselves and the Province or any 14 

industry, especially as we deal with expanding our 15 

shipments throughout North America, we have to oper ate at 16 

our top, the best that we can and be competitive wi th the 17 

remaining -- our industry and throughout North Amer ica.  18 

And with power being such a large component of our costs, 19 

we need NB Power to be at the same level. 20 

 One of the other -- to move on, one of the other i tems 21 

that I found interesting with regards to some of th e 22 

evidence performed -- or the evidence presented.  A nd one 23 

of it was related to Andrew Logan's report. 24 

 It related to an analysis that he did with regard to 25 
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the reduction of the forecasted expense between rev ision B of 2 

the budget and revision C.  The revision B was perf ormed 3 

on December 27th.  And the revision C was performed  on 4 

December 2nd.   5 

 In that time what had been reported was that the 6 

forecasted expense for fuel and purchased power had  7 

dropped by $99,620,000.  In his evidence it explain ed -- 8 

61,000 was explained as the in-province load reduct ions.  9 

The additional reduction was attributed to -- $25,0 00 was 10 

due to switching to purchase power from generation.  11 

 I guess I would ask that further investigation be 12 

performed to understand this situation.  Is this so mething 13 

that can be expanded past the budget that was prese nted 14 

for 2008, 2009?  Is there a possibility to get into  longer 15 

range purchase contracts that would allow NB Power to 16 

reduce the amount of generation from its highest co st 17 

generators?  I really found that interesting. 18 

 And is there some change in the power purchasing s tructure 19 

that will -- obviously it allows this to happen.  B ecause 20 

it wasn't in the first budget and had been revised in the 21 

second.   22 

 And is that an opportunity for us to cut some cost s out of 23 

our go-forward numbers?  Because as I said before, in my 24 

anticipation our go-forward numbers -- it may be 25 
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very interesting going forward. 2 

 Another point that I wanted to touch base with tod ay.  And 3 

this one is obviously kind of close to Flakeboard's  issue 4 

lately, is the fact that we have lost three of our top 5 

electrical tradespeople to Lepreau.   6 

 These are tradespeople that we absolutely need in these 7 

times that we see with regard to the competitive 8 

environment that we are facing, to help us run at o ur best 9 

levels.  And they have been -- we have lost them to  10 

Lepreau.   11 

 And these are employees that Flakeboard has spent 12 

tremendous money training and time training on gett ing 13 

them to the level that we need to operate our busin ess the 14 

best we can. 15 

 The reality is we lost it to Lepreau because of mo ney.  I 16 

mean, we couldn't afford -- we couldn't get into a bidding 17 

war to keep those employees.   18 

 So not only do we -- are forced to pay higher elec trical 19 

bills, we are also losing our employees to NB Power  to 20 

allow them to work on their projects.  But it also comes 21 

back that they have to pay that higher premium to g et our 22 

employees.  It will ultimately come back to us as a n 23 

additional cost on our rates.  So that has been a r eally 24 

tough one for us to handle. 25 
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 I guess the problem on that that we are trying har d to 2 

understand is -- we are trying to understand why NB  Power 3 

had not seen this coming.  I mean, obviously they k new the 4 

shutdown was -- and the shutdown at Lepreau was ine vitable 5 

-- or it was planned for a long point.   6 

 And also one of the other issues that we have hear d is 7 

that their skilled trades are getting nearer retire ment 8 

and they need to turn over their people, which we a ll do. 9 

 But we are wondering why they haven't been able to  do it 10 

internally? 11 

 As I said, you know, we can talk about, you know, the 12 

budgeting process.  And we have heard different iss ues on 13 

the budgeting process.  But the reality is at the e nd of 14 

the day -- and we have seen it over the last few ye ars -- 15 

that if the financial results aren't there, NB Powe r can 16 

come back to the Board and ask for a rate increase and 17 

provide documentation and provide information that allows 18 

the Board to approve the rates. 19 

 Flakeboard doesn't have that opportunity.  If we d on't 20 

perform and proceed we are just not going to be abl e to be 21 

here.   22 

 So I guess that relates back to coming up with way s to 23 

really hold NB Power's feet to the fire with regard s to 24 

using their resources and being basically a world c lass 25 
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performer as it comes to generating power in the pr ovince of 2 

New Brunswick. 3 

 I guess I appreciate -- thank you for the opportun ity to 4 

address the Board this morning.  And thank you.   5 

  CHAIRMAN:  Thank you, Mr. Gallant.  Any questions  from the 6 

panel?  Thank you very much for your presentation.  Mr. 7 

Lawson? 8 

  MR. LAWSON:  Thank you, Mr. Chairman, members of the Board. 9 

 I would pass on, just because I happen to know thi s, Dave 10 

Plante would be, I'm sure came to be here.   11 

 But ironically he has a -- they are putting on -- CME is 12 

putting on a program in Fredericton today and tomor row 13 

that he is obviously driving.  And ironically it is  also 14 

on productivity, which of course is something near and 15 

dear to the hearts of his members I'm sure and most  16 

businesses who are customers of NB Power. 17 

 So I don't think his absence is a vote of confiden ce in 18 

the three percent rate increase.  But I don't know that.  19 

I don't speak for him.   20 

 I think one of the reasons why the three percent t hreshold 21 

has been put in because -- for being able to have N B Power 22 

put it in without a hearing is because it is percei ved as 23 

a relatively small number.   24 

 I think what the government needs to understand is  25 
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that particularly for two groups, three percent is not a small 2 

number.  You have heard from the Voice of Real Pove rty.  3 

For those people three percent increase is not a sm all 4 

number.  There are a lot of people.   5 

 The figure of 15 percent is a provincial-wide basi s.  In 6 

the city of Saint John it has only recently been re duced 7 

to 21 percent, 20 to 21 percent of the people livin g in 8 

poverty as defined by this low income cutoff rate. 9 

 So that is a very -- and those numbers are very re al.  I 10 

mean, there are people that the government must add ress.  11 

I'm not so sure if the right way to address it is i n fact 12 

through power rate issues.  But the government must  13 

address the issue of people living in poverty.   14 

 And I know there are some people in business and a  variety 15 

of other groups who are working to try to get gover nment 16 

to understand that.  That is not here for this Boar d for 17 

consideration at the moment.   18 

 The other group are the large industrial customers  and the 19 

large customers.  Three percent translates into a v ery 20 

significant amount of money for them.   21 

 I'm a residential customer.  And do I want a three  percent 22 

increase?  Of course I don't.  I would rather not h ave any 23 

increase.   24 



                        - 246 -  1 

 But for me and I think for many of the customers o f NB 2 

Power, it is not going to make or break their world .  But 3 

it will potentially make or break -- make a big dif ference 4 

to the large customers and the people living in pov erty in 5 

New Brunswick.   6 

 So I think the Board, in its report to government on this 7 

-- because as the Chair has pointed out, they don't  have 8 

any decision-making power in this regard.  It is ju st a 9 

report to government.  But I think that is a messag e that 10 

should be communicated to government. 11 

 I just have a few points that I wanted to raise.  And they 12 

are sort of not connected.  So I apologize.  But th e first 13 

one is I guess a comment.  And that is that the Boa rd made 14 

a decision for DISCO, and it was for DISCO, on the 15 

interest coverage ratio issue, that the appropriate  16 

interest coverage ratio would be 1.1 percent.   17 

 The evidence shows that we have before us that if that 18 

same 1.1 percent rate was used for NB Power, no inc rease 19 

for NB Power would be required this year.   20 

 So whether it is appropriate to apply the 1.1 perc ent to 21 

DISCO -- or sorry, to NB Power as a whole raises an other 22 

question, which is this question that I tried to ra ise 23 

yesterday with the panel.  And that is the break-ev en 24 

question.   25 
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 I mean, the evidence was yesterday that there has been no 2 

direction by government, the shareholders, that sel f-3 

sustaining -- the direction for NB Power is to be s elf-4 

sustaining, no direction from this government, that  is to 5 

be self-sustaining.  Really, the only direction tha t 6 

appears is that they are to be break-even.  7 

 And I'm not so sure I can agree with this very bro ad 8 

definition of break-even.  I think everybody would agree 9 

break-even to most people means you don't make mone y and 10 

you don't lose money.   11 

 If you go to a gambling table and you break even i t is not 12 

because you made less with a whole bunch of money, with a 13 

bunch of cushion for the next time.  It is the fact  that 14 

you came out, you didn't lose your shirt.  You are not 15 

going to make any big trips on your winnings either . 16 

 Break-even means you don't make money, you don't l ose 17 

money.  Yes, maybe you have to have some cushion on e year 18 

to the next because each year is unpredictable.  So  maybe 19 

you average to break-even.    20 

 We know from the statistics as of recent years the y are 21 

doing better than average of a break-even.  So gove rnment 22 

I would suggest, if in this case they were to truly  break 23 

even, a zero number, their $69 million is the forec ast 24 

profit, I think the statistic is that every one 25 
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percent increase represents $12 million.  It is abo ut 2 

consistent with the fact that the three percent wil l 3 

generate $37 million. 4 

 What that would mean is that instead of an increas e for 5 

truly a break-even, there could be a rollback for N B 6 

Power.  I didn't do the math.  But it must be in th e 7 

neighborhood of two percent, in that neighborhood.  A 8 

rollback of two percent would take them to a break- even. 9 

 I submit that there is a conservative element of f inancial 10 

planning, appropriate perhaps for a utility.  But i t is 11 

conservative.   12 

 Mr. Radford very well pointed out that last year N B Power 13 

said we are losing $300,000 a day and we need an in crease. 14 

 We are, as most businesses would describe, we are 15 

bleeding to death.  We need that increase.  And the  16 

increase was given.   17 

 They had projected $36 million in profits.  And th ey now 18 

appear to be headed for $85 million in profits.  In  19 

fairness, at least part of that is extraordinary.  Hadn't 20 

planned on the PDVSA settlement.  Mind you in that $36 21 

million was whatever the incremental costs were of the not 22 

having the PDVSA deal.  But they hadn't planned on it.  23 

 Even if you take out the extraordinary elements th ey made 24 

$53 million last year.  Or it appears destined that  25 
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they will make around $53 million last year.  That is not 36 2 

million.  That is significantly more than $36 milli on. 3 

 Now the Federal Government for example has been ve ry good 4 

at projecting surpluses and then coming in, we are all 5 

happy about it, they come in with substantially mor e than 6 

they have, conservative budgeting.  That is a small  c 7 

conservative rather than a big C conservative, I mi ght 8 

add.  No political comments here. 9 

 So they are projecting $69 million for this coming  year.  10 

Last year they projected 36'.  They came in with so mewhere 11 

between 53' and 85' depending what you do with acco unting. 12 

 $69 million isn't close to break-even.   13 

 And we would -- and in addition to that, it can't be lost 14 

sight of that while some money, to get to the 69', to 15 

reduce the revenue that would otherwise be -- the p rofit 16 

that would otherwise be there -- money is paid to t he 17 

Province.   18 

 Some of that money is, yes, credited towards debt of the 19 

Province -- or debt of NB Power.  Others goes to th e 20 

government.  It goes to the government's coffers, i f you 21 

will, directly or indirectly.   22 

 And in 2000' and -- for this forecast year, in add ition to 23 

the $69 profit, it is anticipated there will be $55  24 

million that will be paid to the Province for which  25 



                        - 250 -  1 

there is no credit being given on debt.  It is $55 million.  2 

And that is my estimate of $20 million.   3 

 And it is my estimate $20 million for a management  fee or 4 

guarantee, loan guarantee fee and $33 million of mo ney 5 

that is taxes that are not of the variety that get 6 

credited as if they were -- as if it was to reduce debt, 7 

I'm sorry.   8 

 Last year that number is even larger.  In the year  -- the 9 

third quarter statements have been filed with the B oard 10 

suggests that $77 million has been paid.  That incl udes 11 

some of the debt repayment component plus a $20 mil lion 12 

guarantee fee.   13 

 Plus it appears -- and I don't know because there is a 14 

bracket around it -- but it appears as though it is  an $8 15 

million dividend that was paid.  Plus the governmen t gets 16 

to incorporate in their books the $85 million profi t.   17 

 So that is far from break-even.  Or if it is not b reak-18 

even -- I like the break-even at the roulette table  19 

anytime I step up with those kinds of numbers, I ca n tell 20 

you. 21 

 Now the information that has been provided indicat es that 22 

there is a $16 million loss within DISCO, if you us e the 23 

statistics that have been filed.   24 

 It can't be lost sight of though that the bottom l ine 25 
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is $69 million.  And we know where a lot, almost al l of the 2 

revenue -- in fact there was some indication yester day 3 

maybe all of the revenue.  But I don't think it is all the 4 

revenue.   5 

 But most all the revenue for Genco and for most of  NB 6 

Power come from the customers, from the DISCO custo mers, 7 

the people who are going to get the three percent i ncrease 8 

in place.   9 

 That $69 million is essentially coming from the cu stomers. 10 

 Maybe it is through other parts.  Maybe it is thro ugh 11 

Genco.  But it is coming from the ratepayers.  They  are 12 

the ones who are contributing the vast majority to 13 

revenue.   14 

 So whether it is a $16 million loss or a $72 milli on Genco 15 

profit, almost all of it comes from the people who are the 16 

people who pay the power bills daily to NB Power. 17 

 I would just like to also, just briefly, vesting e nergy 18 

price issue.  And the Vice-Chairman raised it today .  And 19 

it was dealt with yesterday in my examination. 20 

 I think there was an agreement by one of the panel ists 21 

that in fact if in December a calculation -- a reru n was 22 

done for this third run that included asking it to do a 23 

rerun of the vesting price, the price that was char ged 24 

down to DISCO for the energy.   25 
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 So they did a recalculation based upon the volume.   But 2 

they didn't do a recalculation to vesting price.  A nd the 3 

contract, PPA, power purchase agreement doesn't 4 

contemplate it.  It says you do it in October or la te 5 

September, first of October, that is the price.  6 

Regardless of what happens in the future that is th e 7 

price.  8 

 They knew that things had changed dramatically bet ween 9 

then and December.  They reran it on the basis of v olume 10 

and the purchase power volume.  But they didn't rer un it 11 

on price.   12 

 If they had rerun it on price, Mr. Good's evidence , as I 13 

understood it, was that price would be lower.  DISC O, the 14 

customers if you will, would have been charged at a  lower 15 

price.  But they effectively hide behind the contra ct.   16 

 And I don't use that term loosely.  But they effec tively 17 

say the contract says you do it in October and that  is it. 18 

 You don't change it.  And we have heard that in bo th the 19 

previous hearings.  It is done in October and you d on't 20 

change it.  Yet they changed it when it was arguabl y 21 

convenient.   22 

 Point Lepreau.  I am perplexed.  And I do not beli eve that 23 

700 people are going to be busy beavers over the ne xt 24 
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18 months -- not only 700 people -- they have to hi re more 2 

people at Point Lepreau to keep that place running to not 3 

generate power over the next 18 months.   4 

 We couldn't get into it in detail yesterday for ti me 5 

reasons.  Plus the panelists weren't all that famil iar 6 

with it.  In fact I believe Ms. Clark's comment was , I 7 

wondered the same thing.  What are these people goi ng to 8 

do? 9 

 I think -- and I would encourage the Board to have  a 10 

detailed look at this question or at least get gove rnment 11 

or NB Power to have a detailed look at this.   12 

 Because I cannot buy the idea that a plant is clos ed for 13 

18 months and that 700 people will continue to work , and 14 

you had to hire -- they had to hire a bunch of othe r 15 

people, consultants and extra employees to look aft er 16 

that, and not get any credit back.   17 

 If they are in fact working for AECL, not it appea rs, at 18 

least there is no indication of it, get any credit back 19 

for the time that they are presumably spending on t his 20 

contract helping AECL.  In fact this isn't evidence .  And 21 

I'm not swearing on the Bible.   22 

 But I spoke with somebody yesterday who come.  And  a lot 23 

of the AECL people need the NB Power people there b ecause 24 

there isn't the degree of expertise that perhaps 25 
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there should be.  And some of that expertise is bei ng brought 2 

by the NB Power folks.   3 

 Well, if in fact AECL is using the expertise of NB  Power 4 

folks to carry out the contract, then there should be some 5 

credit given to we the taxpayers, we the ratepayers  of NB 6 

Power from AECL.  Anyway that is a can of worms.   7 

 Second to last point I guess -- I must say when th is 8 

appeared to -- you know, what I will call the full and 9 

frank disclosure of all of NB Power's information a nd that 10 

the rate increase being based on all of NB Power's 11 

information and it all being filed, I thought that was 12 

wonderful.  It was a change if you will that there is an 13 

opportunity to review all of this.   14 

 Now I am a cynic by my nature.  It is part of the 15 

profession, as some of you may know or at least som e of us 16 

in the profession have a certain cynicism.  And may be I am 17 

wrong, but I asked myself yesterday is it possible -- and 18 

this is wild speculation on my part, but is it poss ible 19 

that there is an opening up to the idea because we know 20 

that there are substantial costs coming down the tu be with 21 

Nuclearco and the refurbishment.   22 

 And I must profess I haven't gone to look at the P PAs to 23 

see what the PPA does about how price adjustments 24 
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between Genco -- or sorry, Nuclearco and DISCO take  place to 2 

allow DISCO, the regulated utility to have to pay a ll 3 

those extra costs, and there are going to be a lot of them 4 

as result of the refurbishment.  But is it possible  that 5 

by opening it up and making it all the company that  there 6 

will now be an ability to recover some costs that m ay not 7 

have otherwise been recoverable down at the regulat ed 8 

DISCO for all of DISCO for that.  9 

 Now as I say, wild speculation.  I would normally slap 10 

some somebody in the head for saying things like th at if 11 

they don't know what they are talking about.  I am 12 

throwing it out for the Board's consideration.   13 

 And I guess that is the last point.  So thank you very 14 

much.  I do appreciate the opportunity to participa te.  15 

And more importantly to participate without having to 16 

answer to anybody, except of course the Board. 17 

  CHAIRMAN:  Thank you, Mr. Lawson. 18 

  MR. LAWSON:  I presume there are no questions. 19 

  CHAIRMAN:  Any questions from the Panel?  Thank y ou for your 20 

participation. 21 

  MR. LAWSON:  Thank you.  22 

  CHAIRMAN:  Mr. Wolfe? 23 

  MR. WOLFE:  Thank you, Mr. Chairman, for allowing  me the 24 

opportunity to speak today.  Since I understand tha t you 25 
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cannot change the rate increase, I have several 2 

recommendations I would like to make today that I h ope you 3 

will take under consideration. 4 

 As I look at this evidence that we have gotten ove r the 5 

last few weeks, it strikes me that this proposal is  so 6 

different from all the evidence we received at the last 7 

two, three hearings, whatever it was, over the last  few 8 

years.  And one reason in my mind is that it is so 9 

different is there is so many new variables and so many 10 

new one time events.  And it may never happen again  for a 11 

long time. 12 

 The number one thing that overrides all the others  in my 13 

mind is the Lepreau shutdown.  First of all, this i s a 14 

very huge capital job.  It is going to incur a lot of new 15 

debt.  And I would assume that somewhere down the f uture, 16 

we are going to get a whole bunch of new interest c osts 17 

against the daily cost of NB Power.   18 

 Secondly, it has resulted in the generation of a l arge 19 

deferral account.  And I will talk about that later . 20 

 Third is resulting the need for large volumes of i mported 21 

power, as compared to previous years.  And lastly i t is 22 

resulted in a huge reduction in export power income , again 23 

as compared to other years. 24 

 So a lot of one time events there.  Outside of the  25 
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Lepreau shutdown financial issues, this budget has some other 2 

one time occurrences such as in no particular order , 3 

number one, there was the selling of a fuel hedge.  Now 4 

this may have happened in the past but we always go t 5 

DISCOs numbers only and DISCO had fixed PPAs.  And so 6 

there were no -- we couldn't get to that sort of de tail. 7 

 Secondly, there are large increases in fuel prices .  This 8 

is not necessarily new to this budget, but price 9 

escalation on fuel seems to have taken on a new hig her 10 

rate of increase lately.  Just the last three days alone, 11 

we have seen crude oil prices go up -- or sorry, go  down 12 

$7 and back up $4.  So huge volatility.  13 

 And third, finally over the last few months, the 14 

industrial sector has seen a huge reduction in its use of 15 

power and that's resulted in a much, much lower loa d 16 

pattern for NB Power.  And I will talk about that i n a 17 

little bit too. 18 

 So all of these items produce a lot of uncertainty .  Some 19 

are going to be good for NB Power, some are not goi ng to 20 

be good.  Some are going to be bad.  But in my opin ion all 21 

these one time items make it very difficult to prod uce a 22 

meaningful budget.   23 

 Anytime you make a budget, it is always helpful to  compare 24 

to the prior year's results.  This year there is 25 
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no prior comparable year because of all the one tim e hits.  As 2 

well, it is NB Power's policy to make their final P ROMOD 3 

run in October, six months before their year ends.  4 

Although for this budget they did make a run in Dec ember, 5 

but that's still four months before year end.  Perh aps 6 

many years ago when business was more predictable a nd less 7 

volatile making a budget six months early was okay.   But 8 

in today's business climate, you need to be flexibl e, 9 

budget preparation needs to be responsive to change .  To 10 

me this means a budget is finalized two months from  year 11 

end, not four or six as NB Power seems to believe. 12 

 I worked on many, many -- for many, many years I h ave 13 

worked at several pulp and paper companies, and our  year 14 

end was always on December 31st.  We were -- we nev er had 15 

a budget prepared before November 15th.  And many, many 16 

times it was December 1st before we would finalize our 17 

budget.  To think that you would do it six months a head of 18 

time, you have no idea what is going to happen in t he next 19 

year. 20 

 Next, in response to CME, Question 5, it talks abo ut the 21 

so-called break even directive from the government.  And I 22 

did my own take on this and given the benefit of th e doubt 23 

to NB Power, I concede that they are saying that th eir 24 

normal fluctuation is $50 million, so to me their 25 
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net earnings shouldn't be any higher than $50 milli on in a 2 

normal year.  One way, of course, to reduce fluctua tions 3 

is to make a budget closer to your year end I belie ve.   4 

 It is also worth noting that in document number 3,  on the 5 

footnote of table A on page 5 of the introductory s ection, 6 

the net earnings for the year just ended on March 3 1st 7 

2008 are projected to be $53 million when you take away 8 

the reversal of the one time dollar value of the PD VSA 9 

lawsuit.  To report financial results without one t ime 10 

events is entirely consistent with practices of the  11 

Toronto Stock Exchange companies.  So the budget be fore us 12 

results in a $69 million net earnings.  Comparing t o last 13 

year, that's $16 million higher.  Comparing to my i dea of 14 

a break even, it is still $19 million too high.  An d I 15 

would suggest that here we have a budget with so ma ny 16 

unknowns on both the positive and the negative side s, at 17 

the very least, the net earnings should be no highe r than 18 

the previous year and that would reduce the propose d 19 

increase from the current $37 million down to at le ast 21 20 

million.   21 

 In my opinion, the 3 percent request results -- wh ich 22 

results in the $37 million increases there because it is 23 

the largest it can be obtained without a hearing an d also 24 

NB Power has a history of 3 percent increases. 25 
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 Also yesterday during the Panel, one of the NB Pow er 2 

representatives said it was necessary to have posit ive 3 

retained earnings, even reducing the net earnings b y $16 4 

million still results in positive retained earnings . 5 

   We also learned yesterday that when Lepreau rest arts the 6 

added depreciation and the repayment of the deferra l 7 

account is going to add a minimum of $55 million to  NB 8 

Power costs as compared to this year.  And that doe sn't 9 

even count the new interest that is going to come o n the 10 

new debt.  These costs -- if 37 million is 3 percen t, 11 

these costs by themselves will add almost 5 percent  to the 12 

rates.  If such a large increases are on the way, a ll the 13 

more reason to keep this year's rate increase at th e 14 

minimum needed. 15 

 One huge change that I -- of all the ones that I l isted 16 

earlier, is the big reduction in power usage by the  large 17 

industrial class.  Over the last few months, there have 18 

been many, many businesses shut down, all of them 19 

resulting in lower power use within the province.  And 20 

indeed there also has been more shut downs announce d now 21 

for later this year.   22 

 Now my company is part of the large industrial gro up, and 23 

internally we have also seen an overall reduction i n our 24 

power use just to try to be more efficient and try to 25 
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cut our costs.  And sometimes the result has been p ermanent 2 

shutdowns within our own company as well.  If this 3 3 

percent goes ahead, the large industrial group firm  rates 4 

will have gone up by more than 25 percent over the last 5 

three years.  And at the same time due to all these  6 

closures and the evidence that NB Power presented, the 7 

industrial transmission usage has been reduced by a lmost 8 

18 percent in two years.  18 percent of the busines ses -- 9 

of the use that has gone out of business.  And the use of 10 

interruptible power has a reduction of almost 24 pe rcent 11 

over the same two years, all because of less busine ss in 12 

the province. 13 

 Just to repeat, there has been a 25 percent cost i ncrease 14 

to large industrial customers in three years and a 15 

reduction of almost 20 percent in the load for NB P ower's. 16 

 Not a very good trend and increasing costs on both  sides. 17 

 And it is another very good reason in my mind to t ry to 18 

keep this year's increases as low as possible befor e more 19 

companies end up leaving the province and increasin g the 20 

cost to NB Power. 21 

 At the last hearing one contentious issue was the request 22 

for a cost allocation  hearing.  Now there is such a huge 23 

change in the power use pattern likely a cost alloc ation 24 

hearing is needed now more than ever.   25 
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 In the evidence NB Power stated that one of their goals 2 

was to become self-sufficient.  Hard to argue with 3 

motherhood.  But I don't believe the province can a fford 4 

at this time to absorb the increases needed to allo w NB 5 

Power to become self-sufficient, because yesterday it was 6 

stated that an interest coverage of 1.75 times is n eeded 7 

to become self-sufficient.  Comparing to the budget  this 8 

year that it's 1.27 times, I don't know what that m eans in 9 

actual dollars but I can see that it would be a big  -- a 10 

much bigger increase.  Imagine what that would do t o the 11 

rest of New Brunswick businesses that are running t oday. 12 

 Rather than self-sufficiency I believe the Board s hould 13 

include in its ruling the recommendation that NB Po wer 14 

needs to work harder at becoming much more producti ve and 15 

more efficient before more people go out of busines s in 16 

this province.  17 

 So if I can summarize what I would like to put out .  First 18 

of all with so many unknowns I think the Board shou ld 19 

recommend the budget net earnings to the current ye ar 20 

should be no more than $53 million which is last ye ar's 21 

earned.  Ideally it could be mandated at $50 millio n 22 

rather than 69 million. 23 

 Number two, I would propose that the Board recomme nd that 24 

NB Power consider changing their budgeting process in 25 
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order to when ordered to produce a budget that is f inalized 2 

closer to the actual year end and allows for fewer 3 

unknowns. 4 

 Number three, I propose that the Board recommend f or NB 5 

Power to work more diligently at becoming more effi cient 6 

and more productive, especially now that we know wh at 7 

large increases are coming at us in a couple of yea rs.  8 

Perhaps we can start to stem the tide of all these 9 

business shutdowns. 10 

 And my last one is yesterday we learned that NB Po wer 11 

monthly statements are ready on the fifth day after  every 12 

month end.  Since they seem reluctant to share up-t o-date 13 

financial results I would propose that the Board or der NB 14 

Power to provide consolidated quarterly reports on a 15 

timely basis.  The evidence states on page 1 of app endix D 16 

in document number 3 that the NB Power Board will b e 17 

provided updated quarterly reports throughout the b udget 18 

year.  I see no reason why you as the Energy Board and all 19 

other interested parties would not get the same doc uments. 20 

 That ends my submission.  Thank you very much. 21 

  CHAIRMAN:  Thank your for your submission, Mr. Wo lfe, and 22 

for your participation over the last couple of days .  Any 23 

questions from the panel? 24 

  MR. RADFORD:  Mr. Wolfe, you have obviously treme ndous 25 
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experience in this field land I thank you for your comments.  2 

You spoke about becoming more efficient.  Did we he ar 3 

anything in the last two days on efficiency? 4 

  MR. WOLFE:  I don't believe so, but the person fr om 5 

Flakeboard also said that we need some benchmark da ta, and 6 

all of us in business work off of benchmark.  We al ways 7 

try to compare to other people and try to become th e best 8 

in class if we can do it.  And that's a good idea, I 9 

think, to find some benchmark data for NB Power. 10 

  MR. RADFORD:  But what I heard yesterday and toda y, there 11 

was no talk on efficiency from the power commission .  You 12 

just gave us numbers. 13 

  MR. WOLFE:  You are correct. 14 

  MR. RADFORD:  And there was no -- there was no in dication of 15 

why this decision on the 3 percent was made.  Did y ou hear 16 

anything yesterday? 17 

  MR. WOLFE:  I believe it's done because they can get 3 18 

percent without coming to the Board. 19 

  CHAIRMAN:  Again thank you for your participation , Mr. 20 

Wolfe.  And Mr. Peacock I don't believe has arrived  this 21 

morning.  That would bring us to you, Mr. Morrison.   Do 22 

you want a bit of a break or do you want to -- 23 

  MR. MORRISON:  I think we anticipated most of the  comments 24 

coming forward and I'm prepared to proceed now, Mr.  25 
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Chairman. 2 

  CHAIRMAN:  Okay. 3 

  MR. MORRISON:  Let me start by saying that this i s not a 4 

rate application.  It's an investigation under sect ion -- 5 

of the EUB Act.  Assembling the evidence required t o 6 

support and prove a revenue requirement for a rate 7 

application takes, as I'm sure you can appreciate, many 8 

months.  That time was not available to my client i n this 9 

proceeding.  The result is -- and I know that the p arties 10 

are looking for the same level of detail.  Mr. Radf ord 11 

talked about the discussion of efficiency.  That de tail 12 

and format of the information that has been filed i s not 13 

the same as what you should expect or anybody else should 14 

expect to be of the same level as it would be if th is was 15 

a full rate application.  It is physically impossib le. 16 

 Now there is another difference.  Perhaps it flows  from 17 

the nature of this investigation and the fact that it 18 

isn't a rate application.  The information filed in  this 19 

matter is different from a rate application.  There  is no 20 

question about that and it has been commented upon.   The 21 

information that has been filed has not been restri cted to 22 

DISCO financial information.  Indeed it does not pr esent 23 

the DISCO view in isolation but rather the financia l 24 

picture of the entire NB Power group of companies.  So why 25 
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was this done. 2 

 This Board was directed to investigate the financi al 3 

information to justify and support the decision to 4 

increase DISCO's rate by 3 percent.  The decision t o 5 

increase DISCO's rates was made by the Board of Dir ectors 6 

in February of this year.  The directors based thei r 7 

decision not on DISCO's financial forecast alone bu t on 8 

the financial forecast for the companies as a whole .  That 9 

was how the decision was made and the material file d is 10 

the financial information relied upon by the direct ors to 11 

support that decision. 12 

 This Board as I mentioned earlier has been directe d by 13 

government to review the rate decision made by the board 14 

of directors.  In essence I would submit that the 15 

government has delegated responsibility to this Boa rd to 16 

in effect be an advisor to government and to review  that 17 

business decision, the decision on the 3 percent ra te 18 

increase. 19 

 As you know all of the operating company's revenue s 20 

ultimately roll up to the government, and the gover nment 21 

looks at the NB Power group as a whole.  That's the  22 

perspective it takes.  As I mentioned before this i s not a 23 

rate application under section 101 and I would subm it this 24 

Board is not sitting as a section 101 regulator for  this 25 
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proceeding.  It is investigating whether the busine ss decision 2 

is justified. 3 

 Now it has been suggested that it is not appropria te to 4 

present the consolidated view in this proceeding bu t 5 

rather only DISCO's costs should have been presente d.  I 6 

submit that in the context of this proceeding the 7 

consolidated view is the right way to approach this  8 

process.  It would be the wrong way to approach a r ate 9 

application. 10 

 Now in cross-examination yesterday Ms. Desmond sug gested 11 

that the consolidated view approach is different fr om the 12 

approach taken in the previous two rate hearings. A nd I 13 

agree entirely with that.  It's a different proceed ing.  14 

In fact it's a very unique proceeding.   15 

 Ms. Desmond went further yesterday and suggested t hat the 16 

approach taken in this process contradicts statemen ts made 17 

by Mr. Hay in the last rate case, and you will reca ll that 18 

I objected to that question and I was probably a li ttle 19 

hard on my friend, and she is my friend by the way.   But 20 

there is a reason why I objected, and it's well kno wn that 21 

you can't cross-examine a witness on a previous 22 

inconsistent statement, or should I say an alleged 23 

inconsistent statement, by another person, and that  is 24 

because third party cannot put the statement made b y 25 
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another person in context, nor can they explain wha t their 2 

words meant.  And I know, as the Chairman pointed o ut, we 3 

-- this is not a trial and we have panels.  But in her 4 

cross-examination Ms. Desmond referred to a stateme nt by 5 

Mr. Hay that basically said DISCO must play by the rules. 6 

 And the suggestion was that perhaps -- and I don't  want 7 

to put words in Ms. Desmond's mouth, but the sugges tion 8 

was that perhaps NB Power is not playing by the rul es in 9 

this proceeding. 10 

   Now what Ms. Desmond did not put to the witness was the 11 

exchange leading up to that comment by Mr. Hay, and  I went 12 

through the transcript last night.  Mr. Hay was dis cussing 13 

the difficulty -- and that was at the opening panel  of the 14 

rate increase last year.  He was discussing the dif ficulty 15 

that management had in trying to reconcile the regu latory 16 

regime that we live in with the reality of how the utility 17 

operates.  And I'm just going to refer back to what  led up 18 

to that quote, and I think it's important because I  don't 19 

want to leave the impression that either I or my cl ient is 20 

playing games with the Board in this regard, becaus e we 21 

have been forthright and Mr. Hay was quite forthrig ht in 22 

identifying the challenges that he faced and manage ment 23 

faced in dealing with the legislation as it exists.   It's 24 

a question on direct 25 
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actually, and he said, the structure is proving to be a 2 

difficult one.  It was put in place on October 1st,  '04, 3 

and I'm sure everyone in the room would understand and 4 

agree with that statement.  And there have been var ious 5 

statements by the government that the government in tends 6 

to look at the structure with the potential to make  some 7 

modifications.  To date there are no changes.  And this is 8 

the part that Ms. Desmond quoted.  And the attitude  that 9 

we have to take is the rules are the rules and we m ust 10 

live by those rules, and so we have filed on that b asis 11 

for the distribution company in order to obtain the  12 

revenue requirement for DISCO. 13 

 Now later that same morning under cross-examinatio n by Mr. 14 

Thériault, Mr. Thériault was asking Mr. Hay basical ly how 15 

decisions are made by the company and so on, and th is a 16 

question by Mr. Thériault in cross-examination.  He  said, 17 

okay, let's set aside the holding company for a mom ent, or 18 

the holding company.  Dealing with the affiliated 19 

companies.  He wanted to deal with the affiliated 20 

companies.  And Mr. Hay in his response says, well we 21 

can't set aside the holding company of course. I me an we 22 

have a structure.  We have a structure that was des igned 23 

and put in place in October of 2004 which was never  born. 24 

 It was a structure that was set up to have 25 
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private level insurance in five separate companies and split 2 

up in revenue through power purchase agreements amo ng all 3 

those five companies.  And at the time it was envis aged 4 

that there would be five separate CEOs, there would  be 5 

five separate balance sheets, there would be five s eparate 6 

boards.  That did not occur.  There was only one co mpany 7 

that got it as you know and that was the transmissi on 8 

company.  But the Board and the CEO are duplicated over 9 

all the companies and frankly that has been a very good 10 

thing for this province because when you look aroun d the 11 

experiments in North America particularly they have  been 12 

badly handled and a lot of people have lost money.  So the 13 

prior government had a proposal and a plan of going  slow 14 

and deregulation which it did.  15 

  The current government has already indicated thei r 16 

intention to potentially modify the current arrange ment.  17 

And so management in the meantime, as I say, is in a 18 

somewhat difficult position of trying to work with this 19 

group of five companies in a way that respects the 20 

government's -- what the governments are intending to do. 21 

 But there are a set of rules and that is what we a re 22 

doing. 23 

 In short, what Mr. Hay, and I would submit was qui te clear 24 

in the last proceeding, what he was saying is that 25 
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there is a disconnect between how the utility opera tes and how 2 

it is regulated.  And if you recall I made that sam e point 3 

myself, perhaps inarticulately as I read the transc ript 4 

last night, during the generation cost hearing last  June, 5 

where I was talking about this disconnect and made 6 

reference to the analogy of trying to fit a square peg 7 

into a round hole. Unfortunately I said a round peg  into a 8 

square hole which I am told is quite possible.  9 

 However, both Mr. Hay and I stated in the last pro ceeding 10 

that when it comes to a rate hearing we do have to play by 11 

the rules.  And that is we have to file evidence ba sed on 12 

DISCO's perspective.  And I'm not going to comment on what 13 

if anything the government should do with respect t o the 14 

regulatory regime for NB Power.  I suspect you may want to 15 

do that in your recommendations to government, I do n't 16 

know.  But the point is that when it comes to a rat e 17 

hearing we don't have any choice but to file on the  basis 18 

of DISCO's financial results.  But again this is no t a 19 

rate hearing.   20 

 So let's look at this 3 percent.  What we filed wa s the 21 

consolidated view.  When you look at the financial picture 22 

of the NB Power group as a whole there are two fact ors 23 

that become very apparent, and those are highlighte d in 24 

the overview or the introduction in the 25 
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material filed in April.  First there is an increas e in fuel 2 

and purchase power expense of $31 million and there  is a 3 

decrease and out of profit gross margin almost enti rely 4 

due to the Lepreau refurbishment of $32 million.  T hat's 5 

$63 million.   6 

 Now parties have been critical of the fact that in  the NB 7 

Power group as a whole is forecasting a net income of $69 8 

million.  This is this notion of break even which M r. 9 

Lawson referred to this morning.  And they are aski ng, 10 

well how can you increase rates as long as there is  any 11 

net income?  Well let's put this into perspective.  The 12 

total revenue base of the NB Power group is approxi mately 13 

1.4 billion dollars -- billion dollars.  The net in come 14 

represents only 4.9 percent of that revenue. 15 

   Furthermore the $69 million as Ms. Clark pointed  out 16 

yesterday, or a good chunk of it, could easily be w iped 17 

out by any one of the risk variables inherent in th e 18 

operation of the utility.  And those are normally h ydro, 19 

export sales and weather events.  And we had a long  20 

discussion about those risk factors in the last rat e 21 

hearing.   22 

 Because of these inherent risks I submit it would be 23 

irresponsible for the directors of the NB Power gro up of 24 

companies to budget for zero net income.  Irrespons ible.  25 
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In addition, and I'm sure the accountants in the ro om or 2 

anyone who has had to deal with Revenue Canada can attest, 3 

you cannot sustain an enterprise that consistently does 4 

not have an appropriate level of retained earnings.    5 

 It's my submission that the consolidated financial  view of 6 

the companies clearly demonstrates that the 3 perce nt 7 

increase is fully supported and justified.  I'm sur e 8 

someone is going to say, well that's all fine and d andy, 9 

but the Board only has jurisdiction over DISCO.  I have 10 

said what I have to say on that matter, other than the 11 

fact that the material that has been filed is clear .  If 12 

you considered only DISCO's forecasted revenues, on ly 13 

DISCO's forecasted revenues and expenses, a rate in crease 14 

of approximately 5 percent would be justified.   15 

 In short, by taking the consolidated view the fina ncial 16 

performance of the other companies is subsidizing D ISCO in 17 

this year, and thereby reducing the rate impact to 18 

customers.  And I notice that Mr. Lawson in his com ments 19 

yesterday thought that was an appropriate view to t ake.  20 

So if you look solely at DISCO's financial forecast , which 21 

some have argued that's how you should do it, the 3  22 

percent increase is more than justified. 23 

 There is one comment that was made by Mr. Lawson i n his 24 

final submission.  It dealt with the workforce at 25 
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Point Lepreau.  He basically said that he didn't be lieve what 2 

the panel had said yesterday.  First of all, I gues s the 3 

costs at Lepreau don't have any impact in terms of this 3 4 

percent rate increase in '08, '09.  They obviously will 5 

have an impact on the deferral account and perhaps,  as Mr. 6 

Wolfe alluded to, there may be some ongoing issues with 7 

Lepreau as we go out in time.  8 

  So to that extent I don't believe Ms. Clark was f ully 9 

prepared to get into the details about the workforc e at 10 

Point Lepreau.   But the fact of the matter is that  that's 11 

a statement that's on the record and there is no ev idence 12 

to contradict that.  So I did want to raise that, t hat I 13 

don't believe Ms. Clark was being untruthful in her  14 

response to the question, nor was she trying to be 15 

evasive. 16 

 Those are all the submissions I have, Mr. Chairman .  17 

Unless there is any questions, which I will do my l evel 18 

best to answer, but we will see. 19 

  CHAIRMAN:  Thank you, Mr. Morrison.  Any question s from the 20 

panel.  Mr. Radford? 21 

  MR. RADFORD:  Just a couple of clarifications, Mr . Morrison. 22 

 I'm trying so hard to do what is right here and so  I have 23 

to ask some questions. 24 

  MR. MORRISON:  I understand. 25 
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   MR. RADFORD:  I don't understand the dividend. W hat is the 2 

dividend that moves from the power commission over?   Where 3 

does that dividend go?  How does that work? 4 

  MR. MORRISON:  The dividend from the power commis sion to the 5 

province? 6 

  MR. RADFORD:  Is that where it goes?  Why is it d ividend 7 

rather than just the surplus going over. 8 

  MR. MORRISON:  Well when you look at the sharehol ders' 9 

agreement, and I'm going by memory here, Mr. Radfor d, Mr. 10 

Lawson I believe got into some of the revenue strea m that 11 

goes from the NB Power group, if you will, the util ity to 12 

the provincial government -- the provincial governm ent is 13 

the shareholder.  Minster of Environment holds one voting 14 

share -- sorry -- the Minister of Energy owns one v oting 15 

share I believe.  Electric Finance Corporation hold s some 16 

preferred shares, but for all intents and purposes it 17 

doesn't matter, it's the shareholders, the province .   18 

 There are payments in lieu of taxes which are legi slated. 19 

 And that was to put the company on the same type o f level 20 

playing field as any other company.  So it pays the  21 

equivalent of taxes to the government, payments in lieu of 22 

taxes.  They are legislated. 23 

 The company also pays regular taxes, property tax,  right-24 

of-way tax, those types of things as any other 25 
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enterprise or individual for that matter would do.  So that's 2 

one revenue stream.  If you want to say that that's  the 3 

legislated revenue stream. 4 

  My understanding from the shareholders agreement is that 5 

-- and under the Act that the Minister can direct t hat a 6 

dividend be paid from the company to the province a s 7 

shareholder.  As I understand it Transco is the onl y 8 

company that pays regular dividends because they ha ve a 9 

capital structure.  So if the Province I believe un der the 10 

legislation can declare a dividend, however the mon ey 11 

that's paid, and I think it's under section 37 or s ection 12 

38 -- section 37 I'm reminded -- of the Act -- any money 13 

that's paid over and above these tax life items tha t's 14 

paid to the province has to be used to retire the l egacy 15 

debt, because when the utility was restructured the  16 

province took -- how many hundred million -- $187 m illion 17 

of legacy debt from NB Power onto the Province's bo oks.  18 

So any money that flows from the utility to the Pro vince 19 

has to be used to retire that debt.  And I believe that's 20 

by legislation.  That's what I understand how this 21 

dividend stream works. 22 

  MR. RADFORD:  I was just a little lost on that. 23 

  MR. MORRISON:  I'm sorry.  It was over 400 millio n. It 24 

wasn't 187 million.  400 million. 25 
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  MR. RADFORD:  And yesterday Ms. Clark mentioned a bout when 2 

she was talking about Point Lepreau and she gave th e 3 

analogy of all we are doing is taking the engine ou t of 4 

the car and press the car.  But she said it was 70 percent 5 

operational.  What did she mean by that? 6 

  MR. MORRISON:  I will check with Ms. Clark.  I wi ll give you 7 

just from what I know from my involvement in the Po int 8 

Lepreau refurbishment hearings of six or seven year s ago, 9 

and that was a previous refurbishing proposal that didn't 10 

come to fruition.  But the issues I think are prima rily 11 

the same.   12 

 A big chunk of what happens at Lepreau, and I'm su re 13 

someone will correct me if I'm wrong, but a big chu nk of 14 

what happens at Lepreau and a big chunk of their 15 

operational costs really goes to satisfying the reg ulator. 16 

 The nuclear regulator is for obvious reasons very 17 

diligent.  They have redundant security programs, v ery 18 

sophisticated computer programs to meet just regula tory 19 

compliance.  And I'm sure someone will correct me o n this, 20 

but my guess is that a big chunk of those costs are  those 21 

ongoing regulatory requirement costs.  Now there is  also -22 

- you have got to secure the plant, you have got to  secure 23 

the nuclear fuel, so there is security, there is fi re 24 

suppression, all of those things.  So unless Ms.  C lark is 25 
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telling me I'm completely off base, there is water,  electrical 2 

safety security, there is ongoing training, and 70 percent 3 

of the systems are still running which I'm assuming  are a 4 

lot of these -- they are really safety compliance i ssues 5 

and they are done for the regulator. 6 

 The other question -- and this arises and it goes to this 7 

workforce and I would like to deal with it --the em ployees 8 

at Point Lepreau nuclear employees are very much in  9 

demand.  And during the hearing that I was involved  in 10 

that was an issue, because people are looking at th e OM&A 11 

costs and saying, well gee, labour costs are so hig h. Well 12 

these people can walk out of Point Lepreau and find  a job 13 

anywhere in the world.  So if they are not kept emp loyed 14 

they are going to go elsewhere.  And that's a huge issue. 15 

 And I'm sure if you ever do look at the labour cos ts at 16 

Lepreau you are going to see that they are higher t han you 17 

would see in a thermal plant.  18 

  MR. RADFORD:  Yesterday morning when Ms. Desmond was asking 19 

questions to the witnesses and she made reference t o the 20 

CEO's statement.  You shut her down, legally right,  but 21 

that was the closest we got to a decisionmaker.  I would 22 

have liked to have known the answers or what they w ould 23 

have said.  You elected not to give us -- or the 24 

corporation decided not to give us a decisionmaker on the 25 
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3 percent.  Now you have made reference to it in yo ur 2 

summation now.  I can only guess the reason why.  B ut I 3 

got to go back again as I mentioned yesterday to th is 4 

$300,000 loss per day that you came to us and said,  we got 5 

to have money.  And I signed it supporting your pos ition 6 

that the corporation needed the money.  Before the 3 7 

percent increase comes in on this year, from the fi gures 8 

that I heard yesterday, is that you are still going  to -- 9 

you were still going to have let's say 35 to $40,00 0 10 

profit -- you are going to have at least $100,000 a  day 11 

profit.  So you have gone from -- you have gone fro m a 12 

$300,000 a day loss to a $100,000 a day gain by Feb ruary, 13 

and if I understand the figures you are going to ge t 14 

another $100,000 a day by the 3 percent.  Show me w here 15 

I'm wrong? 16 

  MR. MORRISON:  Well I haven't crunched the number s, but I 17 

can say -- I do want to go back because you raised the 18 

matter yesterday and you raise it again this mornin g about 19 

this $300,000 a day.   20 

  MR. RADFORD:  That is correct.  You did say that.  21 

  MR. MORRISON:  I did say it.  And it was true at the time I 22 

said it.  You have to appreciate of course that all  rate 23 

decisions are based on -- and your legislation says  it 24 

must be based on -- forecasted revenues and expense s.  So 25 
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it's based on a forecast.  And we all know that eve ry forecast 2 

is wrong. They are always wrong.  That's the nature  of a 3 

forecast.  One of the problems that you have, and i t's a 4 

forecasting problem, is that when you try -- Mr. Wo lfe is 5 

quite right when he talks about one time events.  6 

Forecasting revenue and expenses for this utility 7 

accurately is a challenge, and it's a challenge bec ause of 8 

those contingencies or variables that I talked abou t 9 

earlier.  Any one of them can swing, as Ms. Clark s aid, 10 

20, 30, $40 million. 11 

   Now that raises another issue and we talked abou t it in 12 

the last rate case, is whether there should be some  13 

regulatory mechanisms in to reduce that volatility so that 14 

you have forecasts that -- well they will never be 100 15 

percent accurate -- if you can put regulatory mecha nisms, 16 

where it's deferral accounts or otherwise, that dea l with 17 

those highly volatile risks, get those out of the 18 

equation, and you will find the forecasting will be  much 19 

more accurate.  So -- and I'm not -- I just don't w ant you 20 

to be left with the impression, Mr. Radford, that I  sat in 21 

front of you and gave you false information because  that's 22 

not the case.   23 

  MR. RADFORD:  Quite to the contrary.  I still thi nk you were 24 

absolutely right except for the final figures from the -- 25 
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but let's just use the 300,000.  If we use the 300, 000 a day 2 

loss, and if that is anywhere close to being right,  you 3 

are going to have -- before the 3 percent going, yo u were 4 

going to have $100,000 gain this year without the 3  5 

percent if we use -- and I think, Ms. Clark, you me ntioned 6 

that the 3 percent equated to $37 million.  So you have 7 

that and you have already got a 40 or a 37 -- whate ver the 8 

figure -- I'm a little hazy on that -- but it looks  like 9 

you have gone from a $300,000 a day loss to a $200, 000 a 10 

day surplus.  Am I wrong. 11 

  MR. MORRISON:  I will consult with Ms. Clark and hopefully 12 

be able to respond.   13 

  MR. RADFORD:  Please.   14 

  MR. MORRISON:  I think I have the answer.  In '07 , '08 there 15 

were a couple of extraordinary events if you will.  The 16 

first was the PDVSA settlement which as everyone kn ows 17 

came in the middle of the last rate hearing, and th at 18 

accounted for about $47 million.  And Mr. Logan tal ked 19 

about the gain on the hedge positions.  Again in a way 20 

that flows is also connected to I believe partly to  the 21 

Lepreau issue but partly from the change of fuellin g at 22 

Dalhousie.  And that was another $20 million.  And on this 23 

-- in the forecast for '08, '09, they are looking a t a 24 

reasonable level of retained earnings.  So I don't know 25 
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whether your numbers are exactly correct, but the m agnitude of 2 

the change seems to be reasonable. 3 

  MR. RADFORD:  Where it is -- 4 

  MR. MORRISON:  But those are the factors that are  driving 5 

it, Mr. Radford. 6 

  MR. RADFORD:  Yes.  No, no, I understand the rest  of it I 7 

think.  So thank you very much. 8 

  VICE CHAIRMAN:  Mr. Morrison, I want to talk a li ttle bit 9 

about the report that we have to write and some of the 10 

issues and the difficulties that I see going forwar d in 11 

that report. 12 

 During your submission you indicated that there se emed to 13 

be some people who suggested or thought that your c lient 14 

was playing games with the figures.  I have never h eard 15 

such a suggestion being made, but I think it is tru e that 16 

the matter has gone in a direction that is differen t than 17 

what perhaps was anticipated before anybody was awa re of 18 

the kind of information that was going to be filed.    19 

 It seems to me that what took place here with resp ect to 20 

fixing the rates was that there was an objective of  the 21 

corporation in its business plan, as well as statem ents 22 

from the shareholder, that the objective was to hav e an 23 

increase of 3 percent or less, this year, and that when 24 

the DISCO figures were looked at it would have requ ired a 25 
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higher increase than that for DISCO to be whole.  S o the 2 

corporation looked at it on a global basis and did an 3 

analysis that determined that a 3 percent rate incr ease 4 

would be sufficient if you looked at a corporation as a 5 

whole.  Are you with me so far?  Is that a fair sum mary of 6 

what seems to have taken place? 7 

  MR. MORRISON:  It seems like a fair summary to me . 8 

  VICE CHAIRMAN:  Okay.  And what I want to talk ab out now 9 

though are some of -- because we have to prepare a report 10 

about what has taken place and about the revenues a nd 11 

costs that were used to determine this rate increas e.  And 12 

there are some issues I think that arise from havin g taken 13 

these steps, and it's not the steps are inappropria te 14 

necessarily or anything of the sort, but it raises certain 15 

difficulties.  The first difficulty is it makes it 16 

difficult for the Board to do an analysis because w e have 17 

limited frames of reference.  I think going into th is 18 

process many of us thought that it would be easier than it 19 

has turned out to be because we would be working wi th 20 

comparable figures to the ones we have been working  with 21 

for the last year or so and have become so familiar  with. 22 

 So coming up with new sets of figures I think, or a 23 

different approach, causes difficulty for the Board  in 24 

terms of its analysis.   25 
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 The other thing is that this approach seems to me to have 2 

created some risks that may be of concern to the Bo ard and 3 

to the population, and I would like to outline a co uple of 4 

those to you and ask you -- or your comments and if  you 5 

want to consult with your client, please feel free.    6 

 The two risks that come to mind immediately are th at there 7 

seems to be increased risk upon the corporation wit h 8 

respect to its finances.  Under the DISCO system wh ere you 9 

have the setting of the vesting energy price six mo nths 10 

ahead combined with the hedging program, you have t he 11 

energy costs pretty much locked in by virtue of the  12 

hedging and the fixing of the vesting energy price.   So 13 

while that process, as Mr. Wolfe and others have co mmented 14 

on, may have had some down sides one of the benefit s to it 15 

was that it fixed in these amounts.  16 

  Now having made these modifications with respect to the 17 

PROMOD inputs and change the planning to include gr eater 18 

amounts of purchase power which is not firm, contra cts 19 

which are not fixed, there is a risk there, and the  panel 20 

may wish to comment on that.  And so I -- because t he 21 

Panel may not wish to comment on this, of course, I  speak 22 

only for myself, but because I think this is a pote ntial 23 

area of comment I am raising it now. 24 
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 The second risk or -- I think is that where we hav e seen 2 

that there have been changes to the power purchase 3 

agreements or proposed changes that have been made in 4 

order to reduce DISCO costs or to the benefit of DI SCO 5 

shall we say, in order to allow this increase to go  6 

forward at the level at which it has been set.  The  risk 7 

that is perceived is that similar changes at some p oint 8 

may take place in the other direction to the benefi t of 9 

Genco, which might lead to a higher increase than h ad 10 

changes not been made to the power purchase agreeme nts.  11 

So that's a concern I think that may be expressed a nd 12 

again may be, you know, something that the Board ma y wish 13 

to comment on. 14 

 And so I put those to you and to your client as my  own 15 

personal thoughts of some of the areas that we migh t wish 16 

to address in this report and I ask for your commen ts on 17 

them.  And if you need to consult or take a little time, 18 

please do? 19 

     MR. MORRISON:  Perhaps take 10 minutes. 20 

  CHAIRMAN:  All right.  We will adjourn for 10 min utes. 21 

(Recess - 12:25 p.m. to 12:35 p.m.) 22 

 23 
  CHAIRMAN:  Mr. Morrison, you have a response? 24 
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  MR. MORRISON:  As usual, Mr. Johnston's questions  tend to go 2 

to the nub of a number of issues.  So I will do the  best I 3 

can in the time available.  But really I think 4 

conceptually it's not that complex.   5 

 I will deal first of all with the change in the fo rmat of 6 

the information provided.  No question it would hav e been 7 

easier if you had of been able to take the type of revenue 8 

requirement tables that we filed in the last two ra te 9 

hearings and then just plug in whatever DISCO numbe rs were 10 

available and do some type of comparison knowing th at it 11 

wouldn't be in the same detail, of course, but that  would 12 

have been the easiest thing for you, and quite fran kly, 13 

would have been the easiest thing for us to prepare  14 

probably.  But the fact of the matter is that that' s not 15 

how the Board of Directors made its decision and we  16 

believed that to put it in that format would have b een 17 

misleading in the sense that really that's not how they 18 

made their decisions.   19 

 So hopefully somehow that will get rectified eithe r 20 

through government action or otherwise as we move f orward. 21 

 Other than the fact that if we have another rate 22 

application, there is no change in the legislation,  then 23 

you can expect -- and I think we responded to an IR  to 24 

that effect that you can expect to see the same typ e of 25 
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filing that we have done traditionally. 2 

 You did ask two questions, one is increase risk as sociated 3 

with the purchases.  These unhedged purchases, if y ou 4 

will, arose from -- they arose initially from a ver y 5 

unique situation.  Again it is the Lepreau outage.  You 6 

have a load that you have to serve.  Lepreau is out .  7 

Thermal generation is prohibitively expensive -- we ll 8 

heavy fuel, thermal generation is prohibitively exp ensive. 9 

 You can buy the power cheaper outside the province .  So 10 

they entered into these purchase agreements.  They did so 11 

-- yes, there was a short term -- there was increas e in 12 

short term risk, but there also was a counter-balan cing if 13 

you will of benefit because of the reduced price, t he 14 

marginal difference between in-province generation versus 15 

purchases.  But that risk is only a short term risk , Mr. 16 

Johnston in the sense that those contracts are bein g 17 

hedged as we speak.  We didn't have a figure as to how 18 

much of them had been hedged, but the hedging polic y does 19 

provide for 80 percent hedge rate, and I expect tha t those 20 

will be locked in shortly. 21 

 So, yes, there is some short term risk, but the be nefit I 22 

guess is a management decision.  The benefit of red uced 23 

costs of the purchases outweighed that risk in 24 

management's mind. 25 



                        - 288 -  1 

 You did say that -- oh, the next question I believ e was 2 

the issue of changing the PPAs.  And this is an iss ue.  It 3 

was an issue in the last rate case about changing t he PPAs 4 

and basically running off and changing the PPAs and  5 

basically running off and changing the PPAs every t ime you 6 

find a glitch in them because it tends to promote 7 

uncertainty.  And uncertainty in itself will cause some 8 

risk because if the PPAs can be changed willy-nilly , then 9 

you are correct while all of the changes to date I would 10 

submit have been in "the ratepayers favour" there c ould 11 

come a time when someone would decide to change the  PPAs 12 

so as to boost the capacity payment to Genco or do 13 

something that could be detrimental to the ratepaye rs.  14 

And it should be discouraged, I agree.  But I think  you 15 

can take some comfort in that there are two safegua rds if 16 

you will in these PPA amendments or changing the PP As.   17 

 The first is that all PPA amendments have to be ap proved by 18 

the Board of Directors of DISCO.  And I think that' s -- you 19 

can say well they can do whatever they want, but I think 20 

generally as Mr. Hay said in the last case, and Ms.  Clark I 21 

believe said in her evidence that the Boards of Dir ectors 22 

are accountable to a shareholder, as all Boards of 23 

Directors are, and the shareholder in this case is the 24 

Province of New Brunswick.   25 
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MR. MORRISON: Perhaps take 10 minutes. 2 

  CHAIRMAN:  All right.  We will adjourn for 10 min utes. 3 

 4 

(Recess:  12:25 p.m. to 12:35 p.m.) 5 

 6 
  CHAIRMAN:  Mr. Morrison, you have a response? 7 

 8 

  MR. MORRISON:  As usual, Mr. Johnston's questions  tend to go 9 

to the nub of a number of issues.  So I will do the  best I 10 

can in the time available.  But really I think 11 

conceptually it's not that complex.   12 

 I will deal first of all with the change in the fo rmat of 13 

the information provided.  No question it would hav e been 14 

easier if you had of been able to take the type of revenue 15 

requirement tables that we filed in the last two ra te 16 

hearings and then just plug in whatever DISCO numbe rs were 17 

available and do some type of comparison knowing th at it 18 

wouldn't be in the same detail, of course, but that  would 19 

have been the easiest thing for you, and quite fran kly, 20 

would have been the easiest thing for us to prepare  21 

probably.  But the fact of the matter is that that' s not 22 

how the Board of Directors made its decision and we  23 

believed that to put it in that format would have b een 24 

misleading in the sense that really that's not how 25 
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they made their decisions.   2 

 So hopefully somehow that will get rectified eithe r 3 

through government action or otherwise as we move f orward. 4 

 Other than the fact that if we have another rate 5 

application, there is no change in the legislation,  then 6 

you can expect -- and I think we responded to an IR  to 7 

that effect that you can expect to see the same typ e of 8 

filing that we have done traditionally. 9 

 You did ask two questions, one is increase risk as sociated 10 

with the purchases.  These unhedged purchases, if y ou 11 

will, arose from -- they arose initially from a ver y 12 

unique situation.  Again it is the Lepreau outage.  You 13 

have a load that you have to serve.  Lepreau is out .  14 

Thermal generation is prohibitively expensive -- we ll 15 

heavy fuel, thermal generation is prohibitively exp ensive. 16 

 You can buy the power cheaper outside the province .  So 17 

they entered into these purchase agreements.  They did so 18 

-- yes, there was a short term -- there was increas e in 19 

short term risk, but there also was a counter-balan cing if 20 

you will of benefit because of the reduced price, t he 21 

marginal difference between in-province generation versus 22 

purchases.  But that risk is only a short term risk , Mr. 23 

Johnston in the sense that those contracts are bein g 24 

hedged as we speak.  We didn't have a figure as to how 25 
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much of them had been hedged, but the hedging polic y does 2 

provide for 80 percent hedge rate, and I expect tha t those 3 

will be locked in shortly. 4 

 So, yes, there is some short term risk, but the be nefit I 5 

guess is a management decision.  The benefit of red uced 6 

costs of the purchases outweighed that risk in 7 

management's mind. 8 

 You did say that -- oh, the next question I believ e was 9 

the issue of changing the PPAs.  And this is an iss ue.  It 10 

was an issue in the last rate case about changing t he PPAs 11 

and basically running off and changing the PPAs and  12 

basically running off and changing the PPAs every t ime you 13 

find a glitch in them because it tends to promote 14 

uncertainty.  And uncertainty in itself will cause some 15 

risk because if the PPAs can be changed willy-nilly , then 16 

you are correct while all of the changes to date I would 17 

submit have been in "the ratepayers favour" there c ould 18 

come a time when someone would decide to change the  PPAs 19 

so as to boost the capacity payment to Genco or do 20 

something that could be detrimental to the ratepaye rs.  21 

And it should be discouraged, I agree.  But I think  you 22 

can take some comfort in that there are two safegua rds if 23 

you will in these PPA amendments or changing the PP As.   24 

 The first is that all PPA amendments have to be 25 
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approved by the Board of Directors of DISCO.  And I  think 2 

that's -- you can say well they can do whatever the y want, 3 

but I think generally as Mr. Hay said in the last c ase, 4 

and Ms. Clark I believe said in her evidence that t he 5 

Boards of Directors are accountable to a shareholde r, as 6 

all Boards of Directors are, and the shareholder in  this 7 

case is the Province of New Brunswick.  So one woul d at 8 

least have the notion that they would carry out -- they 9 

would make their decisions in the best interests of  the 10 

people of New Brunswick. 11 

 The second stop gap is -- and the second safeguard  is as 12 

is happened in the last rate case -- PPA amendments , they 13 

cam to this Board for review to see whether in fact  they 14 

were prudently undertaken.  And I am sure that if t he 15 

Board had seen a PPA amendment that was imprudent, it 16 

would have -- I don't know what your order would ha ve 17 

been, but it probably would have been to the effect  that 18 

you can make the PPA amendment if you wish manageme nt, but 19 

any cost consequences to the ratepayer flowing from  that 20 

will be not allowed in rates.  I think that's where  the 21 

other stop gap or safety is. 22 

 So I don't see there be any additional risk in reg ards to 23 

the changes to the PPAs.  Although from a strict po licy 24 

point of view, obviously they should for certainty sake 25 
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they should be thoroughly reviewed.  And if there i s 2 

comprehensive changes that need to be made, they sh ould be 3 

made and some type of omnibus process rather than p iece 4 

meal. 5 

  VICE-CHAIRMAN:  Thank you very much. 6 

  CHAIRMAN:  Thank you, Mr. Morrison.  Ms. Desmond is there 7 

anything else from a procedural perspective that we  need 8 

to do before we conclude? 9 

  MS. DESMOND:  Nothing I can think of, thank you, Mr. Chair. 10 

  CHAIRMAN:  I guess then this concludes -- 11 

  MR. LAWSON:  Mr. Chairman, my apologies, I don't want to 12 

have the last word.  I just wanted to raise a quest ion -- 13 

a point that was raised by Mr. Morrison.  If there was any 14 

understanding that I was alleging that Ms. Clark wa s 15 

telling an untruth in the evidence that was not my point 16 

and nor was it my intention.  My intention was to m erely 17 

point out that I think that she had gathered inform ation 18 

from others and I think it is something that needs to be 19 

looked at.  So I just wanted to make sure on the re cord 20 

there was no indication, no intention on my part to  be 21 

alleging untruth by the witness.   22 

  CHAIRMAN:  Thank you, Mr. Lawson.  I don't think that 23 

anybody took it in that context.   Well then this d oes 24 

conclude the public session of the New Brunswick En ergy 25 
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and Utilities Board in connection with our investig ation of 2 

the 3 percent increase for electricity rates, which  took 3 

effect on April 1st 2008.  And unlike I guess other  4 

sessions such as this, we go back and prepare a dec ision 5 

and in this particular case it is a report to the 6 

Minister. 7 

 At this point in time I would like to thank all of  the 8 

participants in this process who took the time to c ome to 9 

the public session over the last couple of days.  A nd I 10 

think it bears perhaps naming all of the participan ts 11 

because I think everybody did put quite an effort i nto 12 

this process and it is a new and different process for 13 

both the Board and all of the participants.  So our  thanks 14 

to DISCO and their panel, to the Canadian Federatio n of 15 

Independent Business, the Canadian Manufacturers an d 16 

Exporters, to Flakeboard Company Limited, to Gary L awson, 17 

to the J.D. Irving Pulp & Paper Group, to Kurt Peac ock and 18 

to the Voice of Real Poverty for taking the time to  19 

participate in this session. 20 

 So I guess this matter is now concluded, the publi c 21 
portion of it at least. 22 

(Adjourned)    23 
      Certified to be a transcript of 24 
      of the proceedings of this hearing 25 
      as recorded by me, to the best 26 
      of my ability. 27 
 28 
Reporter 29 


