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CHAI RMAN:  Good norning |adies and gentlenmen. [|I'm
just going to go around the room and take appearances if |
could. NB Power?

MR. HASHEY: Hashey and Morrison appeari ng.
CHAI RMAN:  Thank you, M. Hashey. Bayside Power? Canadi an
Manuf acturers & Exporters, New Brunsw ck D vision?
MR. NETTLETON: Good norning, M. Chairman, M. Nettleton
here for the CME. Wth ne is M. Coddard of JDI.
And | will register the appearance also at this

time for J.D. Irving.
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CHAI RMAN:  Thank you. GCity of Sunmerside? Enera?
MR ZED: Peter Zed, M. Chair.

CHAI RVAN:  Ener gi e Edmundst on?

MR MARTIN:. Charles Martin.

CHAIRVAN: M. Martin. M. Gllis? Mine Public Service
Conmpany? Northern Mine | ndependent System Admi ni strator?

Nova Scotia Power, M. Zed. Perth-Andover? M D onne is
not with us? Province of New Brunsw ck?

MR. KNI GHT: Ji m Kni ght .

CHAI RMAN: M. Knight. Province of Nova Scotia? They have
certainly made a val uable contribution to this hearing.
Sai nt John Energy?

MR. YOUNG Dana Young, Jan Carr, Eric Marr and Tony
Fur ness.

CHAI RVAN:  Thank you, M. Young. And WPS?

MR. MACDOUGALL: M. Chair, David MacDougall. | hope to be
j oi ned tonorrow by M. Ed Howard.

CHAI RMAN:  Thank you, M. MacDougall. M. McNutt, you are
appearing as Board counsel ?

MR MACNUTT: Yes, M. Chairnan.

CHAI RMAN:  Thank you. M. Wod, just so you understand, we
have got a couple of prelimnary natters that | awers and
parties are going to talk about. And then we will call

upon yourself and Renewabl e Energy Services for your input
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to the Board.

Al the parties are in possession of a letter that the
Board Secretary, Ms. Legere sent out on Friday. | wll
find it and try to deal with matters in the fashion that's
set forth in that correspondence.

As all the parties are aware, NB Power produced the
enbedded cost information in reference to ancillary
services and offered up a panel. And that included
M. Bishop and M. Porter.

As a result of that JDI cane back and requested that
in addition to Messrs. Bishop and Porter that NB Power
shoul d put Ms. MacFarl ane and M. Snowdon on that panel.

And ny understanding is the addition of those two
woul d be to speak as to the Electricity Act and sone of
its inplications upon our continuing the hearing.

Anyhow what | woul d suggest that we do now is that
perhaps | could turn to M. Hashey and ask himto
enunerate NB Power's concerns and how they wi sh to proceed
in reference to Ms. MacFarl ane and M. Snowdon or
alternatively ask M. Nettleton to establish why it is
that JDI believes that those two individuals should cone
bef ore the Board.

And M. Hashey and the other Interveners can have

their response. Perhaps that is a better way to go.
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M. Nettleton?

MR. NETTLETON:. Thank you, M. Chairman. |Is the m crophone
okay? Can you hear nme okay?

CHAI RVAN:  Yes.

MR. NETTLETON. M. Chairman, as you pointed out, on January
31st parties received the enbedded cost study relating to
ancillary services.

Upon our review of this study it becane clear that
different cost of capital and capital structure
assunpti ons were being used than what has been applied for
in respect of the renmaining transm ssion rates and
services that conprise this application

As we reviewed the study we saw t hese differences.

And we presuned that since they related to cost of capital
and capital structure matters and that Ms. MacFarl ane has
testified to these very things, that she woul d perhaps be
in the best and the nobst appropriate position and w tness
to address these concerns.

We reviewed M. Bishop's prefiled testinony and note
his position with the conpany as stated as a Director of
Mar keting for the Generation Business Unit.

There does not appear to be anything in his evidence
whi ch woul d suggest M. Bishop was involved with the

choice of the capital structure or the cost of capital
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conponents for the enbedded cost of service of New
Brunswi ck Power's generation division.

As part of the New Brunswi ck Power Corporation, that
is as Ceneration is a part of the larger corporation and
the only corporation that is the applicant before this
Board here, we would have assumed or anticipated that M.
MacFar | ane, as the Chief Financial O ficer, to have been
involved in these matters, that is the cost of capital and
capital structure related to that business unit,
particularly so when she has again appeared in the
proceedi ngs before you in this matter.

Now M. Hashey has indicated in his correspondence
dated February 6th that there are no changes in the
capital cost assunptions as conpared to the proxy units.
And with all due respect, sir, that is just not right.

The evidence in this proceeding is that the proxy
units were intended to use the sane wei ghted average cost
of capital as what the Transm ssion business unit has
applied for in this proceeding. And that is found at page
43 of exhibit A-2, tab B -- tab appendi x B at page 43,
l'ine 10.

Yet when we review the enbedded cost study we see
exi sting plant, plant that has been financed with 100

percent debt being altered, and a deened capital structure
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of 55 percent equity, 45 percent debt being used. And |
checked those nunbers to nake sure | had the debt and
equity references correct. | don't believe |I have those
nunbers backwards, sir.

That is hardly consistent with the existing actual
cost of capital for Transmission. And it is certainly
i nconsistent with the deened capital structure that the
applicant has applied for in this proceedi ng of 65 percent
debt and 35 percent equity. So that is our concern with
respect to capital structure.

Now | expect M. Hashey to say that the wei ghted
average cost of capital is the sanme as what the applicant
has applied for but that too is not so.

The applicant as we understand it is seeking to use
the cost of debt on the Transm ssion revenue requirenent
of 10.7 percent. That is fromtable 5 of Ms. MacFarl ane's
panel C evidence. And you will recall we had considerable
cross exam nation on that table.

But that is not the rate, sir, that is found in the
ancillary service enbedded cost study. The rate that is
found there at schedule 1 is 9 percent. And so there is a
di screpancy between the cost of debt assunptions being
used in this application.

The question is why, sir? Wiy is the rate different?
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And again it wuld strike ne that the best person to
answer that question would be Ms. MacFarlane, since it is
her testinony that has been proffered for the suggestion
that a 10.7 percent rate should be applied. So that is
the cost of capital conponents.

The |l ast issue on the capital structure, M. Chairnman,
respecting or requiring Ms. MacFarl ane's attendance is the
i npact of the paynment in lieu of taxes. And this is
per haps a segue into the next issue of Bill 30.

Qur client's position with respect to paynent in lieu
of taxes was quite clear. It has been quite clear
t hroughout this proceeding. And that is that there should
be no paynent in lieu of taxes if there is no legislative
requi renent to make that paynent.

Bill 30 clearly indicates that that provision nowis
required, that there is now expected to be a paynent in
lieu of taxes flowing to a provincial Crown agency known
as New Brunswi ck Power Electric Finance Corporation

The concern that we now have, M. Chairman, is that
with the paynment in lieu of tax provision, and that tax
provi sion has significant inpact on the cost of capital,
because the paynment in lieu of taxes is in effect an adder
to the overall cost of capital

Per haps the best way of suggesting it or |ooking at



- 2237 -
the issue is this way. For every one dollar of equity
under the schene, and under the application, 56 cents is
now having to be accunul ated and included in the revenue
requi renent for the paynment in lieu of tax provision. And
there is that direct relationship between the equity
conmponent and the amount of noney for equity and the
paynent in |ieu of taxes.

We clearly had no reason to go there and di scuss with
Ms. MacFarl ane that issue. And that issue does have
direct bearing on the appropriate |evel of the capital
structure, in particular the equity conponent in this
pr oceedi ng.

Now with Bill 30 there is good reason to have Ms.
MacFar | ane back, we submit, to have a discussion with her
about the appropriate capital structure as it relates to
the paynent in lieu of taxes.

Now this leads to again to the topic of Bill 30. As
the Board is aware, Bill 30, nanely the Electricity Act,
was introduced in the |legislature on January 31st.

On Decenber 19th the Board will recall there was a
general discussion at the hearing as to how t he
| egi slation would factor into the evidentiary portion of
the hearing, and in particular whether there would be a

need to recall w tnesses for further exam nation on the
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i mpact of the legislation relative to the tariffs and
rates proposed by New Brunswi ck Power Transm ssion, if
necessary. And that was at transcript reference pages
1938 to 1939.

On January 7th this issue was again discussed and it
was determned that if the |legislation were introduced
reasonably in advance of the resunption of the hearing,
that would be sufficient time to prepare to discuss the
inplications of the legislation again if necessary on
February 10th. And that was at transcript reference 22,
23.

In the limted tine that we have had to review Bill 30
it is apparent that there are a nunber of issues addressed
in the legislation which are clearly relevant to the
evi dence of New Brunswi ck Power with respect to capita
structure and again return on equity.

We submit, M. Chairman, and it is certainly not our
intent to have Ms. MacFarl ane re-attend this proceedi ng
for the purposes of extracting her interpretation of the
| egislation. M. Hashey is quite right that that is an
i nappropri ate purpose.

Ms. MacFarl ane is obviously a very busy person these
days as the chief financial officer of the corporation,

and we have no intention of having her re-attend for that
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pur pose.

But at transcript page 1372, sir, we spoke with Ms.
MacFar |l ane a great deal about the world of butterflies and
it was based on specul ati on about what the |egislation
woul d be and woul d say. Now that we have sone reasonabl e
i dea of what the legislation will say, surely our clients
shoul d be given the opportunity to test whether the
testinmony previously provided about the |egislation that
was absent originally is in fact consistent with what now
appears to be the world which we are headed i nto.

In particular with respect to Bill 30 | again
reiterate the major issue that we have relates to the debt
equity swap that has been discussed by Ms. MacFarl ane and
t he appropriateness of the debt equity swap that was
specul at ed upon and how that debt equity swap will in fact
arise and what criteria specifically will be used for the
pur poses of cal culating that debt equity swap.

Again the issue, sir, is that debt being a tax
efficient nethod of financing has inplications upon the
paynent in |ieu of taxes, or, said another way, the use of
equity as an inefficient tax nethod of financing has
inmplications upon ultinmately the paynment in |ieu of tax
provision that is now required under the Bill

Those are ny subm ssions, M. Chairman, with respect
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to Ms. MacFarlane. | am happy to answer any questions
that you m ght have.
CHAI RMAN:  You al so indicated you would |ike to see M.
Snowdon?
MR NETTLETON: Yes, sir.

CHAI RMAN:  Are you still asking be done?

MR. NETTLETON:. | am sir, and perhaps | can provide you ny
views now on that point. | didn't knowif you would |ike
t hat .

M. Chairman, the enbedded cost study respecting
ancillary services indicates sonmething quite striking in
our view. It is that Point Lepreau is going to be
providing ancillary services. That was not provided in
the evidence or in the testinony before. Wat we
understood was that it was going to be the generation
units that were going to be providing ancillary services.

In light of Bill 30 and in light of the nuclear
facilities being established as a separate corporation, we
now have an issue of how ancillary services will be
procured as between two individual conpanies by the system
operator, two conpanies that are affiliated with one
anot her.

We t hought that those questions would be best

addressed by M. Snowdon in the capacity of the director
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of the energy control centre. W understand from M.
Hashey's correspondence that there has been no appoi nt ment
to the role of the systemoperator, but in any event we
woul d expect M. Snowdon to have the best background and
testinmony to help us wth understandi ng how procurenent of
ancillary services by affiliated corporations for the
provision ancillary services would ari se.

The other issue, M. Chairman, that comes up with the
enbedded cost of service study is that there is clearly
indication that of the units that will be providing the
ancillary services there are different costs associ ated
with the provision of the service for each generating
unit. This is again information that is newin |ight of
the difference between a proxy nethod and the enbedded
cost nethod. W thought again that it m ght be useful to
have M. Snowdon attend to help us in the capacity of a
system operatory-type role to understand how those
different costing, shall | say, units would be dispatched
to provide the actual ancillary service for the system

So again, M. Chairman, it really relates to the new
evidence that is on the record now. It really relates to
M. Snowdon's role in a capacity of system operator, shal
| say, although he hasn't been appointed, and it really

relates to the fact that there is a significant change
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bet ween the proxy nethod and the costs associated with
providing ancillaries as outlined in the enbedded cost
st udy.

CHAI RVAN:  Thank you, M. Nettl eton.

MR. NETTLETON. Thank you.

CHAI RVAN: M. Zed?

MR. ZED: Not hi ng.

CHAI RMAN:  Nothing. And M. Knight, what is the province's
position?

MR KNI GHT: We have no need for further wi tnesses fromNB
Power .

CHAI RVAN:  And M. Young?

MR. YOUNG  Should Ms. MacFarl ane and M. Snowdon join that
panel to assist M. Porter and M. Bishop, Saint John
Energy has no questions for Ms. MacFarlane or M. Snowdon.

So we woul d have no position on this.

CHAI RVAN: M. MacDougal | ?

MR. MacDOUGALL: Yes, M. Chair, we have a few questions
arising out of the legislation which M. Hashey has said
M. Porter would likely be able to respond to. So we do
not need any other w tnesses except M. Porter.

CHAI RVAN: M. MacNutt, | have not spoken to you concerning
this particular notion. Do you have any w sdom you want

to share with the Board?
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MR. MACNUTT: Nothing to add, M. Chairnan.

CHAI RVAN: M. Hashey?

MR. HASHEY: Thank you, M. Chairman. Maybe | coul d address
-- first of all before |I address anything, | will say that
NB Power are willing to put forward any w tnesses that
this Board desires themto put forward. There is no
attenpt to hide anybody or hide any facts. It's a
guestion of convenience of people, it's a question of the
necessity of some of the answers, and the main question is
t he question of whether or not the panel that we are
putting forward cannot answer. | believe that on the
majority of the issues, particularly those raised in
relation to M. Snowdon, that probably the panel can
answer as well as anybody can. And | woul d suggest that
maybe the questions should be directed to the panel. |If
it is clear that M. Snowdon is nore appropriate, then we
will bring himhere tonorrow, no problem | mean, he is
ina-- actually he is giving a session today or we woul d
probably had himsitting here today. That was very
inmportant. It was postponed a week ago because of the
stormissue and the problens that arose that we all know
t hat happened in the Mncton area.

So that would be ny initial view on M. Snowdon. |

think that some of these things can be answered, if not
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all.

On the issues that are raised in relation to M.
MacFar |l ane again | woul d suggest that maybe these issues
could be put forward, and | thank M. Nettleton for being
specific as he has been here, that has been very hel pful
in getting us -- in allowng people to prepare for that
sort of thing.

On the weighted cost of 10.7 percent and the
difference fromthe 9, |I think M. Porter and M. Bishop
can deal with the 9. | think the 10.7 was answered very
extensively. There was a |lengthy cross exam nation of M.
MacFarlane. But if it is required that she cone to deal
with that, we will certainly -- we will have her here.
The --

CHAI RMAN:  She is avail abl e when, M. Hashey?

MR. HASHEY: She coul d be avail abl e tonorrow

CHAI RMVAN:  Oh, she can?

MR HASHEY: Yes, if that's desired we could have her here
tomorrow, and maybe that's the best answer. But again
think that the -- really when we tal k about the
| egi sl ative amendnents, my review of that, and | nay be
wrong, is that what was anticipated by Ms. MacFarl ane
actual ly happened in relation to the |egislation.

| nmean, our position always was that the governnent
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had announced that there would be a paynment in lieu of
taxes. There were no surprises. And | thought the cross
exam nation on that area really was quite extensive. And
| don't see that really anything has changed in that area

at all fromwhere we were when we had the initial hearing.

Again if there are some additional questions though
|"mnot here to say that we don't want everything on the
record so the Board can make a ruling as it sees fit
obvi ously, and that they have full information.

CHAI RMAN:  Just before we take a quick recess, M.
Nettl eton, anything you want to add in |ight of M.
Hashey's comment s?

MR. NETTLETON. Thank you, M. Chairman. Just two very
short points.

First, with all due respect, sir, the paynent in lieu
of tax issue has always been characterized as a |evel
playing field issue, a level playing field issue as it
relates to generation. There was clearly sone at the very
| east uncertainty whether the level playing field as it
related to taxes was one involving transm ssion. W can
appreciate the paynent in lieu of tax issues as it relates
to conpetitive generation, where there was or is a

generator that is a taxable entity and one that is not
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mai nly New Brunswi ck Power Corporation. But as it relates
to transm ssion there was no -- no one el se on the playing
field. So there is that issue for your consideration.

Wth respect to whether Ms. MacFarl ane was able to use
her crystal ball correctly in determ ning what was and
what has now cone about or what was forecasted to be and
what is now cone about, that's not the purpose, sir, of
why we want Ms. MacFarl ane to attend.

What we want to understand i s how under the
| egi sl ation, under the black and white of the Bill, how
the corporation is intending to refinance itself and how
in particular the corporate decisions that will be taken
to devel op the capital cost structure and in particul ar
the inplications that that cost structure will have to
rat epayers in the formof rates charged under the
transm ssion tariff.

CHAI RMAN:  Thank you, M. Nettleton. The Board is going to
take a 10 m nute recess and when we cone back we will make
aruling on this matter and then we will hear fromthe
| nformal | ntervenors.

(Short recess)

CHAI RVAN: Wl | the Board has taken the opportunity in the

break to discuss JD's request, and also M. Hashey's

response which I think is quite generous. And, M.
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Hashey, we will ask you to make arrangenments to have both
Ms. MacFarlane and M. Snowdon available. | see no reason
why we couldn't proceed after -- it will probably be after

l unch now, but with the panel with M. Bishop and M.
Porter, and do the cross exam nation with themas nuch as
we can, and then add the other two tonorrow norning.
kay?
MR. HASHEY: Thank you.
CHAI RMAN:  Thank you. M. Wod, thank you for your
pati ence. Wuld you pull that m crophone over in front of
you, sir. And that's m crophone nunber 5. Go ahead, sir.
MR. WOOD: Thank you, M. Chairman. | will try and be as
brief as possible. | don't want to take up any of your
val uabl e ti ne.
My nanme is Ral ph Wood. | reside at 22 Lyden Drive in
Qui spanmsi s, New Brunswick. | amno expert on things
el ectrical but I am a taxpayer, pensioner and live in an
all electric house. So one way or another | help to pay
all your sal aries, expenses and those of NB Power.
Al'l these transm ssion |lines, et cetera, which we are
tal king about today, partially belong to ne indirectly.
In the last few years, we have seen this mania for
deregul ati on of the power industry sweep across the

western world and we have all seen the sad consequences in
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pl aces |ike the UK, California, Al berta and very recently
in Ontario.

This mania has mainly been driven by private capital
who have seen opportunities to make billions in profit.

We have seen conpanies |like Enron, Duke, WIlianms and
Dyner gy, who not by produci ng power but by buying it and
selling it produced huge profits and then consuned by
their corporate greed for even nore built a bubble that
was only burst by their corruption and greed. Now we see
a governnent here intent on sending us down the sanme road
as the consuners in Ontario and Al berta.

In Ontario the governnment has been forced to step in
and subsidize rates to the tune of 800 mllion annually,
that nore than doubl ed since deregul ation

| amwell aware that New Brunswi ck Power's situation
is not the same as that in Ontario. It currently provides
excel l ent service at very reasonable rats conpared to
other jurisdictions. |It's balance sheet has been steadily
i mproving and is paying down its debt, while keeping rates
affordable. 1In the | ast seven years from 1996 it has
reduced it's debt |oad by $517 million. It funded its
capital requirenments fromcash flow So despite what the
perennial critics say, the financial picture is inproving.

Last year alone it was able to refinance debt of sonme 300
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mllion on which they were payi ng between nine and a
guarter and 10 and a half percent with debt at 6.56, for a
saving in excess of 13 mllion -- 13 mllion in annual
debt charges, and no doubt will be able to repeat this
performance in this current year with even | ower interest
rates prevailing.

Now | et's | ook at these transm ssion systens. New

Brunswick is firstly a net exporter of power. Currently we

consune approximately 919 mllion of electricity
donestically, inmport 102 mllion and export 359 mllion.
So in essence we export about a quarter of a billion

dol lars worth of power.

| woul d assunme that because of our geographi cal
position we are probably |ike the TransCanada H ghway, a
corridor for power to and from Nova Scotia and Prince
Edward | sl and and New England. | nust say that | have no
figures on that traffic over our transm ssion system It
woul d seemto ne that it is likely a source of revenue
that NB Power can develop even further if rates are set
that cover all our costs of capital and operation and a
reasonabl e profit for our enterprise. This shouldn't be
excessive so that our fellow Maritimers and cousins in
Mai ne and New Engl and bear an onerous burden. It shoul d,

however, be reciprocal -- or be a reciprocal type of
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arrangenent and shoul d be dependent on those external
jurisdictions treating us in a simlar manner. | would
hate to see us New Brunsw cks being saddled with a huge
increase in debt and over $100 million a day in shadow
toll as is occurring on the new Fredericton/Mncton
Hi ghway just to satisfy and subsidize private conpanies
i ke Emera in Nova Scoti a.

New Brunswi ck Power enpl oyees over 2,500 people and is
one of the largest investors in capital construction in
the province. [It's ours and we have control over its
future and thus contributes greatly to our |ocal econony.

| don't want anything done that reduces our control over
our own destiny. | would hate to see the day when such
matters are controlled by foreigners sitting in board
roonms in Houston, London or New York, and don't have to
pay NB Power bills on a pensioner's incone.

In conclusion | would like to say that | don't think
this governnment has a mandate fromthe people to take the
radical steps it's intending to take regardi ng NB Power.

Al t hough the subject was on the table before the |ast
el ection it was hardly discussed in that canpaign as the
results of the cormittee's investigations were not
avai lable at that time. Such a radical change should have

had nore public input and there shoul d have been nuch nore
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expl anation and public participation and hearings |ike
this provide to the people that count, those that pay the
bills and who just don't have tinme to attend neetings |ike
this.

| urge you to renmenber that in your deliberations and
recommendati ons to the governnent, please don't |et New
Brunswi ck becone anot her national scandal |ike Ontario and
Al bert a.

Thank you for your tine, gentlenen. Subsequent to ny
witing that | have taken a great interest in these
hearings and there is a couple of questions that |I have
which I would like to put forward to you at this tine.

What are the inplications in increased cost to the
transm ssion conpany as a result of, A the governnent not
guar ant eei ng the conpany's debt, B, the cost of having to
pay the equival ent of provincial property taxes, and wll
the tariff be constructed in such a manner so that it is
i npossi ble to circunvent the PUB as has been done recently
with the electric power charges where they increased the
base tariff amount by a hundred units and only increased
by 2.9 percent where if they had gone to three percent
t hey woul d have had to conme to you? And that's just
chi canery, as far as |'m concer ned.

| would also state that -- like to state that
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transparency is vital in these discussions on such an
important matter. The current negotiations going on in
secret regarding Col eson Cove are in ny opinion not in the
best interests of the owners, the public of New Brunsw ck
Thank you, M. Chairnman.

CHAI RVAN:  Thank you, M. Wod. A good deal of what you
have had to say has to do with policy of the province and
this Board has no jurisdiction or authority to deal with
policy. But those matters | certainly will take under
advi semrent what you have said about the tariff which is
what we are adjudicating on now and the fairness of it.

MR WOCOD: | understand.

CHAI RMAN: The other I'mafraid that if you wanted to ask
guestions you shoul d have becone a full-time intervenor.
The Board is not in a position to answer your questions
and NB Power doesn't have to. | hate to do this to your
M.A, but why don't you have your M.A answer sone of those
guestions, or attenpt to do so?

Anyway, we appreciate your participation, M. Wod.

MR. WOOD: Thank you, sir.

CHAI RMAN:  Now Renewabl e Energy Services Ltd.?

MR TWOHI G  Good norning, M. Chairnman.

CHAI RVAN:  And your nanme, sir?

MR TWOH G MW nane is Erik Twohig.
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CHAI RVMAN:  Right. M. Twohig.

MR TWOH G Before | begin, M. Chairman, there are copies
of ny presentation on the table at the back of the room
for anyone who wi shes to have one.

M. Chairman, nmenbers of the Board, |adies and
gentl enmen, thank you for granting ne the opportunity to
speak with you today.

My nanme is Erik Twohig. | amthe President of
Renewabl e Energy Services Limted |ocated at 135 Cerrish
Street, Wndsor, Nova Scotia. | amalso a nenber of the
El ectricity Marketplace Governance Conmittee in Nova
Scotia, in my capacity as the Chair of the Renewable
Energy Industries Association of Nova Scotia. | am
speaki ng today on behal f of ny conpany, a renewabl e energy
devel oper with an i mredi ate focus on wi nd power
devel opnent .

My representation to the Board, and this hearing, is
in respect to one small, but significant part of the
proposed Open Access Transm ssion Tariff filed by New
Brunswi ck Power. That is the ancillary service known as
Ener gy | nbal ance.

Al t hough ny concern is only one snall el ement of the
Tariff, by its nature it defines the treatnent of

renewabl e energy, specifically intermttent renewabl e
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energy within New Brunswick. Wth all due respect to the
hard work of the New Brunsw ck Power staff who
personalized this tariff based on the 1996 FERC Order 888
Pro Forma Tariff, this tariff elenent, if allowed to exist
as it stands today, will signal to w nd devel opers around
the world, that New Brunsw ck does not wish to utilize the
wonder ful wi nd resources available in this province.

My argunent will focus on two issues: First, the
i ssue of equity, or fairness if you will, in the
application of this tariff to intermttent resources.
Second, the issue of how this particular ancillary service
is in contravention to the stated policies of the Province
of New Brunsw ck.

My intention today is to be brief, but the issue,
t hough sinple, does bear some further review. To that end
| have provided a page of resource |locations at the end of
my printed version of this presentation. These online
resources further detail the renedial treatnment provided
in many ot her FERC conpliant jurisdictions to correct the
inequity created, but not intended, by the FERC 888 Pro
Forma Tariff in the first instance.

In Nova Scotia Power Inc. IR-35, three questions were
asked of NB Power relating to the variability of w nd

energy, and how it woul d be addressed froma scheduling
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and i nbal ance perspective under this Tariff. |In response,
New Brunswi ck Power stated, "The Tariff provides non-
di scrimnatory access to all users. Qher than the
opportunity to el ect point-to-point or network service, no
attenpt has been made to provide special acconmodation for
particul ar types of users.™

Later in response to the same IR, New Brunsw ck Power
uses the terms "non-discrimnatory” in relation to use of
the tariff, and proceeds to provide an exanple that, by
its very nature, is discrimnatory to wind generators. |
woul d suggest that there is a difference between non-

di scrimnatory and being applied in the same nmanner to al
participants. | would further suggest that the

i npl enentation of the tariff as proposed will indeed

di scri m nate agai nst wi nd generators.

| would like to briefly go back to sone of the
principles established in the creation of this tariff.

The foll owi ng quotes cone fromthe NB Power Transm ssion
Tariff Design, June 2002.

The overall objective is that rates be just and
reasonabl e wi t hout undue discrimnation and based on the
revenue requirenent.

It is ny subm ssion, supported by decisions in other

jurisdictions, that the application o the Energy I nbal ance
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ancillary service as enunciated in this tariff is neither
wi t hout undue discrimnation nor based on the revenue
requirenent.

The Tariff Design states: "New Brunswi ck Power's
approach closely follows relevant transm ssion pricing
devel opnents in other jurisdictions and applies them
within the public policy directions of New Brunsw ck."

New Brunswi ck Power has chosen, not unlike nost
jurisdictions, to apply the pro forma tariff wthout
significant amendnment. This is highlighted by the
foll ow ng statenent froma docunent whinsically called
Regi onal Transm ssion Organi zati ons and Wnd Energy: A
Happy Marriage or Divorce Proceedi ngs?

| quote, "Transmitting utilities could offer terns
superior to those listed in the pro forma tariffs but
could not provide | ess than the basic provisions in those
tariffs. At the tinme, it was thought that transmtting
utilities would introduce new tariff provisions and
i nnovations over tinme. Instead, transmtting utilities
cl osely adhered to the pro forma tariffs, and those
tariffs becane a ceiling rather than a floor."

This application of the tariff as provided under FERC
888 thus created for wi nd generators exactly what it had

been designed to elimnate -- discrimnation.
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| quote again, "Because wind is a variable energy
resource and energy is only produced when the w nd bl ows,
it is basically inpossible for wind generators to deliver
wi nd energy within the 1.5 percent band included in the
Order 888 tariffs. The penalty provisions in Order 888
tariffs typically exceed the comercial value of the w nd
energy."

The validity associated with wi nd energy nust be
recogni zed and accommodat ed. New Brunsw ck Power has
recogni zed the inherent variability in the valuation of
energy inbal ance as noted by the follow ng statenent:

"Energy inbal ance is a service that has no predictable
required quantity and the cost of providing the service
fluctuates with the real time cost of producing energy.

The chall enge in designing this service is to find the
appropri ate bal ance between protecting the providers of
bal anci ng energy and allowi ng a degree of tolerance of
i mbal ances in the narket so as not to nake participation
in the market inpractical."

Despite the recognition, NB Power has chosen to
utilize only a punitive methodol ogy which, when applied to
thermal facilities is appropriately designed to encourage
transm ssion custonmers to bal ance their supply. Applying

t he sane net hodol ogy to wi nd power makes w nd power
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unecononi c.

| would |ike to take this tine to quickly go back and
revi ew sone of the Governnent of New Brunswi ck policy
directives to see if a punitive Energy | nbal ance charge,
which restricts wi nd power devel opnent and does not relate
to the revenue requirenment neets their objectives.

The White Paper -- New Brunswi ck Energy Policy,
Section 2, Introduction, stipulates several goals of the
policy. Anobngst themare to pronote econonic devel opnent
opportunities.

The followi ng statenent is key: "Access to a variety
of energy sources with stable, long-termconpetitive rates
is critical to the success of existing and new
busi nesses. "

To my know edge renewabl e technol ogies are the only
energy sources that can provide known pricing to custoners
over 10 or 15 years, or longer, let alone freedomfromthe
volatility of global hydrocarbon duel prices, and the
antici pated carbon constraints of the future. The
proposed Energy Inbal ance tariff does not neet this
obj ecti ve.

The White Paper -- New Brunswi ck Energy Policy,
Section 2, Introduction continues, "Protect and enhance

t he environnment."
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It states, "In the near term pronotion of technical
i nnovation in the areas of energy efficiency and
alternative energy fornms will have an inportant part to
play in their acceptance and recognition as critical in
reducing air emssions while increasing the reliability
and security of our energy supply and the conpetitiveness
of our industries.”

The proposed Energy | nbal ance tariff does not neet
this objective.

The White Paper -- New Brunswi ck Energy Policy,
Section 5, Alternative Energy, Geen Pricing states: "The
Province will direct the Crown utility and ot her
distribution utilities in the province to develop a green
pricing option and market it to interested custoners.”

Under the proposed Energy I nbal ance Tariff, this green
pricing option will be artificially expensive and send an
i ncorrect nmessage to those custonmers who wish to utilize
it.

The Market Design Committee, in its final report,

t hough not providing nuch detail on renewabl e energy
sources, did address small renewabl e generation by
suggesting that they could be small enough to fall within
t he deadband for their total output. This inplies only

very small, and hence nore expensive generation. It
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certainly does not pronote access to a variety of energy
sources, including wi nd energy.

Addi tionally, the Market Design Commttee al so offered
two nodifications to the standard tariff that are rel evant
in this circunstance. First, such generators could be
allowed to submt unbal anced schedul es. Second,
alternatively, they could be given sonme speci al
consideration, as for exanple they could be allowed to
change their schedules on a shorter tine frame than other
mar ket parti ci pants.

The Market Design Commttee thought about the
potential for problens relating to bal ancing, but didn't
foll ow through specifically for renewables. In the
di scussion of Regulated Ancillary Services 7.3 in the
Mar ket Design Committee Final Report, they viewed that
price ceilings and fl oors regarding inbal ance needed to be
in place to protect participants.

This final provision should provide the protection
necessary to ensure that the pricing for bal ancing service
does not becone a barrier to entry for conpetitive
suppliers.

Wiile the treatnent of balancing in the proposed
tariff meets the test of the Market Design Conmittee

statenent just quoted, in terns of dispatchable
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generation, it produces exactly the opposite effect when
applied to non-dispatchable intermttent renewable
generati on.

My final comments today relate to the treatnent of
Energy | nbal ance by renewable, intermttent generators in
jurisdictions that currently enploy a FERC 888 tariff
nodel . These nodifications to the standard nodel, as put
forward by New Brunsw ck Power, have typically conme after
t he probl ens associated with the standard tariff design
became clear. Exanples include the follow ng:

California 1SO allows for nonthly netting of
schedul i ng devi ations, both positive and negative, and
wai ves penal ti es.

ERTCO 1 SO in Texas all ows wi nd generation a 50 percent
devi ati on from schedul es.

The New York | SO exenpts intermttent renewabl e energy
generators fromregul ation penalties and settles at real -
time prices.

PIM 1 SO al so settles at real-tine prices wthout
penalty, and further allows schedul e changes up to 20
m nutes before the hour.

RTO West has applied to FERC to provide an ei ght-year
exenption on energy inbal ance charges.

On Septenber 30, 2002 FERC approved an application by
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t he Bonnevill e Power Admi nistration to exenpt w nd
generation from an inbal ance penalty of $100 a negawatt
hour and to allow deviation to be charged at Bonneville's
i ncrenental cost plus 10 percent. The reason that all of
these jurisdictions have nodified the inbal ance tariff
provisions is nost clearly stated in the follow ng quote
froma Bonneville Power Adm nistration Press Rel ease of
July 25th 2002.

The penalty in question is designed to encourage power
pl ant operators to accurately schedul e the output of their
generators”, said Steve Wight, BPA admi nistrator. "But
wi nd generators cannot constantly predict, with accuracy,
their output, so such a penalty would only discourage the
devel opment of w nd projects.

| respectfully request that the Public Utilities Board
of New Brunswi ck require New Brunswi ck Power Transm ssion
to revisit the issue of Energy Inbalance as it relates to
intermttent renewabl e generation and apply the principles
of "equity" and "cost causation” by providing a
nmet hodol ogy that will not only encourage the devel opnent
of renewabl e technol ogies in New Brunswi ck but fulfil the
econoni ¢ devel opnent and environnental policy goals
establ i shed by the Province of New Brunsw ck.

| thank you for your time and interest in this
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subject. | can assure you that renewabl e producers from
across our country and beyond will be watching your
del i berations as they evaluate their investnent
opportunities.
Thank you, M. Chair.

CHAI RMAN:  Thank you, M. Twohig. Any questions?

I"mquite interested in your presentation, M. Twohig.

CHAIRVAN: | wish -- and hindsight is 20/20 but that you had
have approached the Board counsel at the commencenent of
t he hearing and outlined your concerns to himso that he
coul d have on your behal f asked sone questions of the
appropriate panels of NB Power, so it would have gone on
the public record, which is too bad. As | say, hindsight
is 20/ 20.

MR TWOHI G  Yes, indeed, sir.

CHAI RVAN:  Because there are | oads of questions here that
are unanswered that should be answered. But anyhow. W
appreci ate your participation. Thank you, sir.

MR. TWOHI G Thank you.

CHAI RVAN:  Those are all the Informal Intervenor
presentations. Wat is your pleasure, M. Hashey?

MR. HASHEY: Well we are prepared to proceed ahead. At
least | think it m ght be advantageous if we put the

evidence in that we need to put in, for instance, the
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bi nders and i nformati on have been distributed concerning
t he proposed changes to NB Power's open access
transm ssion tariff.

CHAI RVAN:  All right.

MR. HASHEY: As was requested it m ght be hel pful to mark
that as an exhibit. | believe that has been distributed
to the Board and also to all of the Intervenors, both
el ectronically and in hard copy.

CHAI RMAN:  Qur records indicate, M. Hashey, that that would
be A-47.

MR. HASHEY: Thank you.

CHAI RVAN:  Yes, sir. And the next one?

MR. HASHEY: The next, M. Chairman, woul d be the responses
to undertakings which | believe conpletes the record on
undertakings. There are two, there is an answer to
undertaki ng 45 and anot her to undertaking 47. Again,

t hese have been very recently distributed electronically
and hard copy. And | would ask that they be entered in to
-- as exhibits | guess is the way we have been handling

t hem

CHAI RMAN:  So you think that conpletes the undertaki ngs?

MR. HASHEY: Yes, | believe so, M. Chairnan.

CHAI RMAN: Wl | then, M. Hashey, just to ruin your norning

why the Board has a request for a further undertaking, but
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we wll put those in. | just --

MR. HASHEY: You absolutely destroyed it. No. Anything the
Board woul d request obviously --

CHAI RMAN:  Yes. Well while the secretary is putting it
around, | don't think it will be very difficult for you to
conply with it at all.

In your exhibit A-2 at page 43 of -- sorry, that is
page 13 of Ms. MacFarl ane's evidence, lines 14 and 15
stated, and | quote, "Interest on short-termdebt is
cal cul ated on short-term debt at forecast 90 day borrow ng
rates”.

We woul d request that you file with us the specific
interest rates that were used to calculate the short-term
interest anmount of half a mllion dollars for 2003/ 2004.

MR. HASHEY: M. Chairman, it would be helpful to ne if you
could repeat the reference?

CHAI RMAN: | can give you a sheet of paper.

MR. HASHEY: That woul d be hel pful. That would be great.

CHAI RVAN:  The response to undertaking 45 will be exhibit A
48. And the response to undertaking 47 will be A-49.
Anything further, M. Hashey?

MR HASHEY: Yes, M. Chairman. M. Morrison has one
prelimnary matter he would |ike to address.

MR MORRISON: Yes, M. Chairnman. This is an issue that
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arose from-- Saint John Energy has raised an issue with
NB Power in the |ast several days which arises out of the
di scussions on the market rules and basically it deals
wi th the noncoi ncident peak billing determ nant.

And NB Power just wishes to clarify its intent with
respect to a business practice pertaining to billing.

Past practice of NB Power has been with respect to | oad
transfers fromone substation to another will be continued
upon the inplenentation of the tariff. That is to say
that a | oad that has been noved from one substation to
another within a calendar nonth will not contribute to the
peak of both substations.

And that was an issue. |It's not clear in the tariff.

Sai nt John Energy has asked the question what was -- what
is NB Power's intent on a go forward basis as to how this
billing was to be done.

And the intent is and -- well we would like to put on
the record that the past business practice that | just
referred to would continue. And | hope that addresses the
concerns of Saint John Energy as comuni cated to our
client.

CHAI RVAN:  Thank you, M. Morrison.
CHAI RVAN: Does that, M. Young, address your concern?

MR YOUNG | thank M. Mrrison for having raised this
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issue as it is a concern of Saint John Energy and the
other municipal utilities. It is a conmopn operating
practice.

We are concerned that this issue needs to be clearly
understood in the tariff as to nmarket rules are currently
uncl ear on |load transfer issues. And the market rules are
continuing on this issue |ooking towards the tariff for
direction as | believe the tariff has precedent over the
rules in this area.

This goes part way to what we would like to see, in
fact it is in the transcript now But we would really
appreciate if NB Power woul d consider finding an
appropriate area in the tariff to add this clarification
just for clarity that everyone could see it and be aware
of it.

CHAI RVAN: M. Young, would you approach NB Power during the
next break and talk with them about this and di scuss where
you believe m ght be the appropriate place and the
appropri ate wordi ng?

MR. YOUNG Most definitely, sir.

CHAI RVAN:  Any ot her Intervenors have any input they wish to
have in reference to that particular matter? No, good.
Thank you.

MR. MORRI SON:  Thank you, M. Chairnan.
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CHAI RMAN:  Anyt hing el se, M. Hashey?

MR HASHEY: M. Chairnman, that does lead us to the --
putting in evidence, the enbedded cost of ancillary
services study. And | guess at that point possibly
calling the two Panel Menbers that exist here today for
that purpose. | would say this has been circulated in the
sane manner as the other exhibits, M. Chair.

In addition to that there is sonme brief evidence of
M. Bishop. W could mark that now if you like as well
and then we could call them

MR. MACNUTT: M. Chairman, just for point of clarification
before we go on to the enbedded costs. Are we going to
come back to the proposed changes in the tariff wording
for review and comment by the participants now or at a
later tinme?

CHAIRVAN: | hadn't considered it at all, M. McNutt.
think that -- | know that that docunment has been
circul ated anong the parties, is that correct?

MR. MACNUTT: Yes. That's why I'msaying it.

CHAIRVAN: | amgoing to deal with it after | have got these
exhibits marked and then we will cone back and tal k about
t hat .

MR. MACNUTT: Thank you.

CHAI RMAN:  So that will be A-50 the enbedded cost of
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ancillary services docunent.

CHAI RMAN:  And as well, M. Hashey, there is the prefiled
evi dence of the Panel, is that correct?

MR. HASHEY: Yes. There is a very short -- there is a two-
page -- sorry, a four-page docunent which is the direct
evi dence of M. Bishop which really references the
enbedded cost of ancillary services.

And appendix Ato that is M. Bishop's c.v. | believe
the others are all on record.

CHAI RMAN:  Yes. The Board Secretary had bound the two of
themtogether. So we will separate that. A-50 is just
t he enbedded cost of ancillary services study.

And t he three-page docunent which is headed direct
evidence of M. Darrell Bishop will be A-51.

Okay. Those are all the exhibits that need to be
introduced at this time, M. Hashey?

MR HASHEY: That is correct, M. Chairman.

CHAI RVAN:  Now M. MacNutt, back to your question concerning
exhibit A-47, what is the -- | don't know what has
happened with this docunment. | know it has been gone
between the parties, et cetera. The Board has not seen
it.

Maybe | can ask M. Hashey how he thinks we shoul d

proceed with it and then go around the room
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MR. HASHEY: He is to proceed in any way you see fit. As
you know, these were anendnents that arose from previous
undertaki ngs and the evidence that was given before the
Board whereby on cross exam nation or by suggestion by
parties that there were changes to be nade. W hope that
we have acconplished those. W have shared that
information with M. MacNutt, unfortunately or
fortunately.

| nmean, these were only recently sent out to the other
I ntervenors. And | guess we have to hear how they woul d
like to proceed with that. W hope this is conplete. But
if there is sonething in addition that needs to be done,
we are obviously here to do it.

CHAI RVAN: M. Zed?

MR ZED: M. Chairman, | believe these were delivered to ny
office on Friday. | was out of the office. | saw them
yesterday for the first tine and was unable to reach ny
client.

There are two changes that have particul ar consequence
for ny clients. | don't see there being any ngjor issue.
But | would at least like the opportunity to discuss them
wi th both Nova Scotia Power and Enera Energy before
commenti ng on whether or not we wish to take issue.

It is ny belief that I can deal with any issues in
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argunent. But | would at least |like to consult with ny
client in that regard.

CHAI RMAN:  Having that in mnd, as long as there is no
objection to it, my suggestion is we put A-47 aside, and
before we break to go for our -- for summation that we
revisit the subject nmatter.

MR ZED: That would be fine with me, M. Chairnan.

CHAIRVAN:  Is that all right? Anybody any problemwth
that? Okay. And that is the way we will go.

We have got at |east a half hour before lunch. |
t hink we should put the Panel on and swear them and -- oh,
M . MacDougal | ?

MR. MACDOUGALL: One prelimnary matter for WPS.  And this
m ght be an appropriate tinme to do if we have a nonent.
W filed sone direct evidence of M. Edward Howard on
Fri day.

Thi s evidence was in response to the enbedded cost of
services study put forward by NB Power. | have nentioned
this to M. Hashey today as well as to sone of the
| nt ervenors who received the docunent and to M. MacNutt.

There seens to be no issues with that. | was wondering
i f maybe we shoul d have that just put into the record now.
And al so there was a consideration M. MicNutt had

rai sed that whether or not parties actually will have any
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guestions of M. Howard, as you will have seen if you saw
his evidence, it is very brief and on one discreet issue.
|f there are no questions anticipated, | could

possi bly advise M. Howard of that at the break. And then
he can make his determ nation on when he has to be here.
And that would also help us if there is any need or | ack
of need for witness preparation, if he doesn't have to be
cal | ed.

CHAI RMAN:  Thank you, M. MacDougall. It is ny
understanding that M. Nettleton does not have
instructions fromhis client at the present tine in
reference to howto proceed with that. |Is that correct,
M. Nettleton?

MR NETTLETON: Excuse ne, sir. Yes, that is correct. |'m
sure | could obtain those instructions over the |lunch hour
t hough, sir.

CHAI RMAN:  Okay. Wuld it be all right if we proceed that
way? |'mnot prejudging anything. | just look at it.

And | say it is just a matter of your client's opinion as
to the use of enbedded cost information, period.

And it may well be that there is no need to put himup
for cross exam nation unless sonme of the parties wish to
do so.

MR MORRISON:. M. Chairnman, there is a possibility we would
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have a couple of questions for M. Howard, although it
woul d be very brief.

And |I'm wondering if perhaps over the |lunch hour we
may be able to conme to a resolution maybe to deal with it
in argunent rather than to have himcone all the way up
here for what could be a five mnute cross exam nation

Anyway if you can leave that with us. And we wil
advi se the Board after |unch.

CHAIRVAN:  All right. And at that time we will mark the --
we mght as well mark the testinony and give it an exhibit
nunber at the present time | think.

MR. MACDOQUGALL: Thank you, M. Chairnman. M. Howard, is
certainly available for cross exam nation. He nay be here
tonorrow i n any event.

CHAIRVAN: My notes indicates that this will be WS- 2.

Wul d you call the Panel, M. Hashey?
MR. HASHEY: Yes. | would request the Panel to cone

f or war d

GEORCGE PORTER AND DARRELL BI SHOP SWORN

DI RECT EXAM NATI ON BY MR. HASHEY:

MR. HASHEY: Thank you, M. Chairman. | believe the panel
has been sworn.
MR. HASHEY: Maybe just a prelimnary question to

M. Bishop. As you know, M. Bishop is new on the Panel S
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inthis hearing. M. Porter is there to assist. Because
M. Porter has been here throughout the discussion on the
proxy cost nethod.

And there will probably be sonme di scussion and
guestions concerning the conparison of the two. And |
think he would be able to add and assist in that regard.

Q - And the question for M. Bishop is M. Bishop, in front
of you is the exhibit A-50 as the enbedded cost of
ancillary services study dated February 3, 2003. And this
was prepared by you and under your direction?

MR BISHOP: That is correct.

MR HASHEY: | think that is sufficient, M. Chairman. The
Panel is open to cross exani nation.

CHAI RMAN: | have one questi on.

MR. HASHEY: Ch, I'msorry. | would ask that we -- and |
apol ogi ze for interrupting.

Q - | believe, M. Porter, there is one correction in your
evidence that would relate to this issue. And | would ask
that you m ght address that?

MR. PORTER It is in exhibit A-2. It is appendix B. Page
43. This is a correction. |It's in response to the
comments made by the counsel of JDI this norning that was
really brought to our attention for the first time. The

statenent on lines 10 and 11 -- 10, 11 and 12. It says,
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The fixed cost of capital are based on the transm ssion
busi ness unit's wei ghted average cost of capital
established in the financial report of this filing and an
estimate of inflation.

The capital structure that was used in calculating the
cost of the capacity based ancillary services was based on
a different debt equity structure than what was assuned
for the transm ssion business unit. |t was based on 45
percent debt, 55 percent equity. And that information is
included in a response to an interrogatory from Nova
Scotia Power. It's interrogatory nunber 29.

O herwi se the cost of capital calculation was done on
the sane basis as the calculation of the cost of capital
for the transm ssion business unit. That is the cost of
debt, that is the interest rates of the debt conponent was
the sane and the return on equity of 11 percent was used.

And -- so that is the correction. Thank you.

Q - Thank you, M. Porter. M. Bishop, just one additiona
guestion. You do adopt your evidence in this matter and
do you have any correction?

MR. BISHOP: | do adopt the evidence and there is one
correction. If I mght have you refer to table C on page
13 of the enbedded cost study evidence, exhibit A-51 --

Q - A-50 1 believe.
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CHAI RMAN:  Reference that again, if you would, sir? It's in
exhibit A --

MR BISHOP: It's in exhibit A-50, page 13. The title is
Table C. The heading in the last colum, the units are
expressed as dollars per kilowatt-year. That is
incorrect. It should be mllions of dollars per year.

MR. HASHEY: Thank you, M. Chairnman, for your indul gence.
Those are the prelimnary matters with this Panel.

CHAIRVAN: My only remark was going to be, M. Bishop, since
you are a witness before the Board you can demand
regul atory affairs at NB Power nake you a nanme pl aque, and
shane on you, M. Porter, for forgetting yours.

MR. BISHOP: | am of the sane shane because | have forgotten
m ne. They have done that.

CHAI RVAN:  Ckay.

MR. BISHOP. May | retrieve those, please?

MR. HASHEY: Surpri se.

CHAI RVAN: M. Zed? No questions. M. Nettleton?

MR. NETTLETON:. Thank you, sir. | think I will cross
examne in the CME slot. | don't think it will matter.

CROSS EXAM NATI ON BY MR. NETTLETON:

- M. Porter, good norning, gentlenen, good norning, M.
Bi shop. Maybe, M. Porter, we could start by zoom ng up

to 30,000 feet for a nonent. Your application, sir,
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i ncludes a revenue requirenment for ancillary services of

$38.7 mllion, is that correct?

MR, PORTER: Yes.

Q - And that revenue requirenent

i s based upon a proxy unit

pricing met hodol ogy, correct?

MR, PORTER: Yes.

Q

- And the use of the proxy unit nethodol ogy was because of

the intent for the proxy to be an approxi mati on of actual

cost of providing the ancillary services, is that correct?

MR, PORTER It's an approximation of the |ong-run marginal

costs of supplying that service.
Q - So it's not intended to be an approxi mati on of the

enbedded costs?

MR. PORTER: No, it's not necessarily reflective of the

enbedded costs.

Q - Do you have the transcript there, sir? Do you have a

copy of the transcript?

MR. PORTER: No, | do not.

Q - Well maybe through your counse

you coul d obtai n page

1828 of the transcript, sir.

CHAI RVAN: M. Nettleton, what day is that?

MR. NETTLETON. | have been asked that question off the

record and |I'm scranbling, sir.

MR. PORTER Yes, | have that.
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Q - Do you see the response to a question that was provided
by your coll eague, M. Marshall, where he says, the proxy
cost pricing that we have put forward before this Board in
this application cones up with rates that are consistent
and simlar to an enbedded cost study. Do you see that?

MR PORTER  Yes, | do.

Q - So are you telling nme today, sir, that it is your
evi dence that that is not the case?

MR. PORTER: No, |I'mnot saying that.

Q - You are not. Well whichis it?

MR PORTER: This statenent from M. Marshall is that rates
-- the results are consistent and simlar to unenbedded
costs put in a service study. And | believe that when he
made that statement he was referring to a cost study which
was done in the past.

Q - So not this study, but another study about enbedded
costs?

MR PORTER: | believe that to be the case.

Q - Could you undertake to provide us with that study, sir?

MR. PORTER  Subject to check on confidentiality issues,
that has been a di scussion before this Board previously,
this is a study that was presented in Northern M ne at
t he opening of the Northern Miine market, and we have

indicated that it was an attachnent to the products and
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services agreenent. The products and servi ces agreenent
has been entered into the record here. The cost of
service study is -- was the background to that and was
confidential and we will -- | would have to check with
ot hers on that and get back to the Board on that.

Q - I'mhaving trouble here, M. Porter. On the one hand we
have M. Marshall indicating that the proxies are
consi stent with an enbedded cost of providing ancillary
services, and on the other hand what you just told ne is
that this study -- sorry -- rather your proxy nethod is
not consistent with what has now been filed as exhibit A
50. So which is it? Wat is the proxy nethod
appr oxi mati ng?

MR. PORTER: First of all | think you are inplying that M.
Marshal | 's statenment indicates that the proxy nethod
approximates or would tend to lead to the sanme results as
enbedded cost of service. | don't believe that he said
that. | think what he said was that the results in this
case were consistent to unenbedded cost of service study.

MR. NETTLETON. Well, M. Chairman, with all due respect |
will nmove on as far as | can, but I will return to this
i ssue of undertaking to provide that which the proxy
method is intended to approximate to so that we can

determ ne whether or not proxies are, as | understand it,
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still on the application being sought by this applicant as
being the nmethod to price the service. But |I wll save
that matter and see how | can nove on, but | would like to
return to it if necessary.

CHAI RVAN: Coul d the Board have an estimate of how long it
woul d take you to find out about that other particular
st udy?

MR. PORTER: By after lunch we would be able to have a
response.

CHAI RVAN: Do you want to break for |unch now?

MR PORTER: That would be fine, sir.

CHAI RVAN: Okay. Wiy don't we |eave that and we will cone
back at 1:15.
(Recess - 11:35 am - 1:15 p.m)

CHAI RMAN: Good afternoon. Any prelimnary matters,
M . Hashey?

MR. HASHEY: Thank you, M. Chairman. The study that was
requested by my friend M. Nettleton has been | ocated.
And we have no problemw th having that marked. | nean,
hopefully this is an opportunity to give an explanation on
it. But beyond that it is here.

CHAIRVAN: | certainly would ask that M. Porter give an
expl anation. But what, before or after?

MR. HASHEY: Sure. \Watever. M. Nettleton probably w Il
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bring up nost of the --

CHAI RMAN:  Your choice, M. Hashey.

MR HASHEY: We will offer that.

CHAI RMAN:  This will have exhibit nunmber A-52. (Attachnent
A, cost of service study)

How do you want to proceed, M. Hashey or
M. Nettleton?

MR HASHEY: | think if M. Nettleton wants to conti nue,
that is probably the best approach. He has requested
this. And | don't think we should intervene on it at the
nonent .

CHAIRVAN:  All right. Thank you. Go ahead, M. Nettl eton.

MR. NETTLETON: M. Chairman, what | have before nme, what |
was provided just before the start of this afternoon, was
an ei ght - page docunment, which as you can see firstly
conprises exhibit A-52. But it provides simlar
cal cul ations and uses simlar revenue requirenent. It
appears tight cal cul ations.

| certainly haven't had a chance to review this in any

| evel of detail or scrutiny. But if -- and | would
request that time, sir, to have that ability. | can
pr oceed.

| have in fact in the past five mnutes been able to

conjure up a few questions that | see. But | certainly
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would like nore time to do that.

CHAI RVMAN: | appreciate your request, M. Nettleton.
woul d say that perhaps if M. Porter has a statenent he
wants to nmake in reference to it before we deci de how we
are going to proceed, why that would be in order.

M. Porter?

MR. PORTER Certainly. | would just like to establish the
context of this study to nake sure it is clear to everyone
where this has cone fromand why it has been introduced.

First of all, back to before lunch, there was a quote
from M. Mrshall indicating the proxy study of producing
-- cone up with rates that are consistent and simlar to
enbedded cost study.

And ny statement was that | believed that it was this
study which led -- the results of this study which led M.
Marshal | to make that statenent.

This study was perforned, as you can see, in the end
of 1999, early 2000 and was used to produce the prices
t hat woul d be charged by NB Power to Northern Maine. And
that was done at the request of Northern Mi ne.

It was done based on a enbedded cost study. It did
| ook at the costs associated with the units that can and
do provide the ancillary services. It is not a study that

has been submtted to FERC for their approval, nor was it
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based on a study that was subnmitted to FERC for their
approval .

It is a study that was done in-house, an NB Power
nmet hodol ogy. And we believed at that tine that it created
appropriate prices for Northern Maine. And those prices
have been in effect and | believe w thout conplaint since
that tine.

That really | eads us up to the new study which M.
Bi shop has submitted. And | would like to turn it over to
himto explain that study in contrast to this study.

MR. BISHOP: In viewof the fact it would be questioned
further, let me just not point out all the simlarities of
the studies. But let nme point out the salient
di ff erences.

When the earlier study was done there was wei ghting
given for the regulation ancillary that | ooked at the
i nefficiencies that were caused in generation by the very
fact they were regulating. | mght nake an anal ogy to
punpi ng the gas pedal in your car rather than driving at
one rate. So there was a weighting given for regulation
i nefficiency.

And there was no particular weighting in this previous
study that was done to account for the difference in the

rate of novenents, the ability of units to respond to area
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generation control and | oad foll ow ng controls.

So there is -- there are nunerous simlarities in the
studies. But those are salient differences that produce
different results.

| mght add that the interest rates and ot her things,
the capital structures have been updated sonewhat since
that study was done in the enbedded cost service that we
have provided you here today as A-50.

CHAI RMAN: M. Nettleton, what is your desire? Do you want
to take a recess? O do you want to adjourn til
tomorrow? How do you want to proceed?

MR. NETTLETON: | sure would like to continue and see -- and
try and get as nuch of this cross done today. M client
is certainly cognizant of the costs, you know. So to
answer your question, sir, | think let's try and proceed
as best we can. | will go as far as | can.

But as you are aware, sir, ny clients have retained
experts in Los Angeles. Dr. Earle has been very nuch
involved in the analysis of the enbedded cost of ancillary
services that was provided to us on January 31st. |I'm
going to have to get a copy of it to him

M. Goddard has left the roomin fact to do that right
now. So | suspect we will have to adjourn perhaps earlier

t han usual today, and then conme back tonorrow to discuss
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the new study in nore detail.

CHAI RMAN:  Fine. Then proceed and conpl ete what cross you
are able to.

MR. NETTLETON:. Thank you, sir.

- M. Porter, in your description of this new study you
made reference to a study that was provided to the FERC
for approval, is that correct?

MR. PORTER M statenment was that this study, which we have
j ust handed out as A-52, has never been submitted to FERC,
nor was its origin any FERC based st udy.

And | nade that statement in contrast to the study

whi ch M. Bishop has submtted as A-51 which was based on
the Central Mai ne Power nethodol ogy which, as Dr. Earle
has acknow edged under cross exam nation, was submtted
and approved by FERC

- M. Porter, | just want to be clear. Has there been any
study of New Brunswi ck Power submtted to the FERC for
approval respecting enbedded costs of generation?

MR. PORTER: No. As noted earlier on other questions
pertaining to filing with FERC, it is this Board which has
authority over both the transm ssion tariff and ancillary
services. And it will be this Board that nmakes a decision
on appropri ateness of the application.

- M. Bishop, could I have you turn to exhibit A-51, sir?
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That is your direct evidence.
MR. BI SHOP: Ckay, | have it.
Q - Thank you.

MR. MACNUTT: M. Chairman, just a point of clarification.
| assune this January 6th 2000 study has been nmarked as an
exhibit, as A-52. | may have missed it on the way
t hr ough.

CHAI RVAN: W can't hear everything you said, M. MacNutt,
SO0 go over that again.

MR. MACNUTT: The docunent which M. Hashey just introduced
dated January 6th 2000, referred to as attachnent A Cost
of Service Study, has that been fornmerly marked as an
exhi bit?

CHAl RVAN:  Yes, A-52.

MR. MACNUTT: Thank you. | m ssed that.

Q - M. Bishop, you are the director of marketing for
generation for the generation business unit for NB Power?

MR BISHOP: That's correct.

Q - And as part of your responsibilities, does that include
the marketing of power to the United States?

MR BISHOP: Yes, it does.

Q - Thank you. Now, M. Bishop, can | have you turn to page
3 of exhibit 50?7 I1'mgoing to be referring primarily to

exhibit A-50. On page 3 at line 10 there is the order
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made by the Chairman respecting generating facilities that
will actually provide each of the necessary ancillary
services. Do you see that?
MR BI SHOP: Yes, | do.

Q - And, secondly, the order went that -- or requested that
estimated costs of providing the actual ancillary services
be provided. Correct?

MR BISHOP: That's correct.

Q - Using generating facilities that will actually be used to

provide ancillary services. Do you see that?
MR BISHOP: That's correct.

Q - Now, M. Bishop, as | understand exhibit A-52, it was

prepared on January 6th 2000. 1s that correct?
MR BISHOP: That is correct.

Q - And this information then was available to you at the

time that this request was made by the Chairmn?
MR BISHOP: That is correct.

Q - Wy, sir, did you not include this study as part of and
in fulfilnment of the Board's order?

MR. BISHOP: There is two primary reasons. Nunber one is
that the exhibit A-50 is a methodol ogy which we have
| ooked at and researched subsequent to producing the
initial enbedded cost study. It also allowed us to update

with this study the capital structure with the interest
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rates and equity -- return on equity rates which were in
guestion. And noreover, there are -- there is a better
thread of logic through the |atter enbedded cost study
that | submtted as ny evidence, than what | amable to
find in -- not -- not that this is anything terribly wong
with the former exhibit or the exhibit A-52, but | just --
we feel that it's much nore thread of |ogic through the
enbedded cost study that we have submtted.

Q - M. Porter, aml right in thinking that the application
of New Brunswi ck Power is for this Board to approve
ancillary services that are based upon a proxy unit
nmet hodol ogy?

MR PORTER: Yes, that is correct.

Q - And your evidence, sir, is that the proxy nethodology is
a proxy to the January 2000 study, is that right?

MR PORTER: No, it's not. That is not correct. It's a
proxy which is intended to indicate the |ong run marginal
costs of the provision of this service.

Q - wWll, we are back to M. Mrshall's quotation, sir. |
t hought we got down this path by you saying that the proxy
cost pricing that we have put forward before this Board in
this application cones up with rates that are consi stent
and simlar to an enbedded cost of study. Wich study are

we tal king about, sir?
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MR. PORTER: The proxy pricing as stated by M. Marshall it

comes up with rates. And the end results, the rates that
result fromthe proxy study are consistent and simlar to
the results of the January 2000 study, A-52.

Let's go back then to the question. The proxy

nmet hodol ogy then is a proxy for A-52 then, correct?

MR PORTER:  No.

Wiy not? Wiat is your definition of proxy?

MR. PORTER: The proxy -- the relevance of the termproxy is

the fact that we are | ooking at units which are not
actually on the system W are |ooking at a hypotheti cal
new i nvestmment in contrast with facilities that are

exi sting. Have been built and exist and are connected to
the system So it's a contract between proxy, nmeaning a
new unit that could be built in the future versus existing
facilities in which case we would use the term enbedded.
Anci |l lary services provided by New Brunsw ck Power today,

M. Bishop, are provided by proxy units?

MR. BI SHOP: No, they are not.

How are they provided, sir?

MR. BI SHOP: They are provided by existing units on the

generating system | think one of the things that's
worthy to note here is that when the transm ssion business

unit presented the tariff, the basis of the proxy was a
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bases of a market going forward, recognizing that we are
attenpting to go to a conpetitive nmarket.

An enbedded cost study on the other hand actually
tries to project to the future frompast units. At sone
point intime there will not be sufficient capacity on the
systemfromthe existing units to provide those services.

Mor eover, those services that are provided by conpetitive
suppliers in New Brunswick will quite |ikely be supplied
from new generation

Q - M. Bishop, are you telling this Board now that ancillary
services in the test year period that this application
speaks to are going to be provided by any other party than
New Brunsw ck Power ?

MR. BISHOP: | would suggest that very little if any will be
provi ded by other than New Brunsw ck Power.

Q - So, M. Porter, the coincidence that the proxy nethod
prici ng nmet hodol ogy coincidentally approxinates to the
prices contained in the cost of service -- cost of service
study, which is exhibit A-52, is just that, coincidence?

MR. PORTER The fact that the nunbers are close is not

coincidental. Because you are | ooking at costs of
generation facilities. 1In the case of enbedded, you are
| ooking at a m x of new and old and -- and generation

that's built to mnimze cost of energy. Sonme -- built
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for various purposes. The fact that they align so closely
| would say is coincidence.

Q - Let's look at the exhibit A-52 as nmuch as we can. On
page 1 of 8 at the top left corner is marked "draft”. Do
| take that to me that there is a other version other than
a draft version of this docunment?

MR PORTER: No, there is not. This is a the final version
even -- in spite of the fact that it does say draft on the
top. The results of this were used to give -- the results
of this are the prices that were given to Northern Mi ne.

Q - If we could turn to page 5, sir. M. Bishop, could you
read into the record the capitalization for a ratio that
is stated three/quarters of the way down the page?

MR. BI SHOP: The capitalization percentages were debt 60
percent, equity 40 percent, for a total of a hundred
per cent .

Q - And, sir, with respect to the cost of financing, could
you please read into the record the interest rate and
return on equity before tax?

MR. BISHOP: The interest rate is 7.5 percent and the return
on equity before taxes is 18 percent.

Q - 18 percent?

MR, BI SHOP:  Yes.

Q - Now, M. Bishop, could you turn to page 6. Do you have
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t hat ?
MR BI SHOP: Yes, | do.

Q - Under the columm G and under the colum Hthere is a
headi ng entitled "Allocation Factors for Energy and
Ancil laries", do you see that?

MR. BI SHOP: That's correct, yes, | do.

Q - And with respect to the generating unit entitled Point
Lepreau coul d you please read into the record what the
allocation factor is for ancillaries?

MR BISHOP: The allocation factor is zero for ancillaries.

Q - Zero?

MR BISHOP: That's correct.
Q - Could you turn to page 3 of your exhibit A-50, sir.
MR BISHOP: Yes, | have it.

Q - Inthe table that is stated on page 3 there is a col umm

entitled "Point Lepreau”, do you see that?
MR BI SHOP: Yes, | do.

Q - And can you confirmwith nme, sir, that there are

all ocations for ancillary services for Point Lepreau?
MR. BISHOP: Yes, | can. Specifically --

Q - Thank you.

MR. HASHEY: Are we going to let himfinish, M. Chairman?
CHAI RVAN:  Go ahead.

MR. BI SHOP: Specifically 19 percent of the reactive supply
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and voltage control, two percent for spinning reserve and
one percent for each of ten mnute reserve and 30 m nute
reserve
Q - Spinning reserves froma nuclear facility, is that
correct?
MR BISHOP: That is correct.
Q - M. Bishop, which of your units is your |owest cost
producing unit to produce energy on a variable cost basis?
MR. BI SHOP: The hydro units.
Q - Hydro?
MR. BI SHOP: Hydro typically.
Q - Not nuclear?
MR BI SHOP: Nucl ear woul d rank second.
Q - Could you turn to page 10 of exhibit 50, sir?
MR BISHOP: | have it.
Q - M. Bishop, will you confirmwith me that from page 10 of
exhibit 50 there is a 9.8 mllion dollar difference
bet ween the revenue requirenents generated by the proxy
met hod and the -- | was going to say the enbedded cost
met hod but | want to be clear -- it's the enbedded cost
nmet hod of exhibit 50. Do you see that?
MR BISHOP: Yes, | do, and the nunber is correct with the
enbedded cost net hod providing the higher revenue

requirenents.
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Q - Right. The proxy nethod cane in at 9.8 mllion dollars
| ess --

MR BISHOP: That is correct.

Q - -- than the enbedded cost. And, M. Bishop, is it your
evi dence here today that the enbedded cost study perfornmed
nost recently in exhibit A-50 is the better of the two
cost studies now conducted?

MR. BISHOP: In ny opinion, yes, it is.

Q - M. Porter, aren't you concerned that you are applying
for a rate that has a shortfall of 9.8 mllion dollars of
enbedded cost recovery?

MR PORTER M interest is in the creation of a tariff
which will work and neet the goals that were set out at
the creation of the tariff. | believe that we will have
under contract the capacities required at the rates
proposed and therefore I'm not concerned about any revenue
shortfall in generation.

MR. BISHOP: If | mght add, one of the things that we need
to consider here in |ooking at any conpetitive supply, or
conpetitive supply of any resource, is what that rate
really neans in a conpetitive market. And while | agree
that early -- and will continue to agree that early in the
future New Brunsw ck Power wi || be supplying nost of the

ancillary services, already we find oursel ves conpeting
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for ancillary services in Northern Miine, for exanple,
where the rates that we have denonstrated and provided in
the study just submitted after lunch today are too high to
conpete for those rates. So quite frankly, while the
enbedded cost study provides higher nunbers there is no
guarantee that those nunbers will be availed to New
Brunswi ck Power in any type of conpetitive market. W
find ourselves discounting those rates in generation from
tine to tine.
Well let's be clear, M. Bishop. The proxy nethod has

been based on a fictional facility, correct?

MR BISHOP: You can call it fictional, we will call it

pr oxy.
Do you have this -- these conbined cycle generation units

in your fixed asset accounts?

MR. BI SHOP: No. W have one under contract for a portion

of the year, in the Baysi de generating station.

M. Porter, | believe you have told this Board that the
facilities that conprise the proxy nethodol ogy are not
facilities owned or even constructed yet, but sinply
t heoretical costs associated with the construction

facilities, is that not correct?

MR. PORTER That's correct.

- Thank you. And, M. Porter, if we alter the proxy
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met hodol ogy and take for a m nute the output of exhibit A-
52, which coincidentally cones to the same sorts of rates
as your proxy nethod, we see a capital structure and a
return on equity nore specifically that is fundanmentally
different fromthe capital structure and the conponents of
the cost of capital that you have used in your proxy unit,
correct? Your proxy unit has used a 55/45 cap structure.

MR PORTER That's correct.

Q - Your proxy nethodol ogy has used a return on equity of 11
percent ?

MR PORTER: That's correct.

Q - And your proxy method has used a debt rate of 10.7
percent ?

MR PORTER That is not correct.

Q - The proxy nethod has not used 10.7 percent?

MR. PORTER: The long-termdebt is at 10.7 percent, but the
-- sorry -- one conponent of the debt is at 10.7 percent,
and only one conponent.

Q - 95 percent of that conponent?

MR. PORTER: | don't believe that to be correct. Could you

point to ne where that nunber cones fronf
Q - Well are you suggesting that the rate of interest --
MR. PORTER:  Perhaps you could turn up the response to an

interrogatory --
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Yes.

MR PORTER -- it's from Nova Scotia, so it would be A-4,

page 251.

MR. MACNUTT: Could we have that reference again.

MR PORTER It's in A-4. So responses to interrogatories.

It's page 251 and it's the response to IR nunber 29 from

Nova Scoti a Power.

MR. MACNUTT: Thank you.

MR. PORTER: Specifically the top of the page, part E. This

is a calculation of the overall -- what we call the

wei ght ed average cost of capital. You can see fromthe
first row that we have 55 percent of the capital structure
conposed of equity at a rate of 11 percent.

The next three line itens are the three conponents of
the debt, and it shows the respective percentage of the
total capitalization followed by the respective rate. As
you can see in the second row under rate we have a 10.7
percent which is the rate associated with the existing
long-termdebt. And this is the sane 10.7 percent to
whi ch reference was made earlier today in regards to M.

MacFarl ane's table 7 in her evidence.

- And your point -- sorry -- continue.

MR. PORTER: As you can see, the next two conponents are at

| oner rates with the new debt being at 7.5 percent and
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short-term debt being a little over five percent.

So al beit lengthy, ny response to your question is
that 10.7 percent is not the interest rate that was
applied in the proxy units. It's the weighted average of
the 10.7, 7.5 and 5.06, and | believe the nunber cones out
to 9.35 percent.

Q - Thank you. Using that sane met hodol ogy, M. Bishop, that
is, determining a weighted average cost of capital, would
you expect the wei ghted average cost of capital as stated
on page 5 of 8 of exhibit A-52, using the 60/40 capital
structure and the interest rate of 7.5 and the return on
equity before taxes of 18 percent, to be 10.3 percent?

MR, BI SHOP: Wbuld you repeat the question, please?

Q - Wat is the weighted average cost of capital fromthe
vari abl es found on page 5 of 8 of exhibit A-527?

MR BISHOP. I'mafraid | don't have the answer but ny --
think intuitively I would think the weighted cost of
capital would be lower than in the exhibit A-50.

Q - Wuld it be lower than the 10.3 percent?

MR. BI SHOP: The debt only?

Q - No. The weighted average cost of capital

MR. BI SHOP: Wthout doing the calculation | believe it is
| ower .

Q - You believe it's | ower?
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MR. BISHOP: Yes. Bear in mnd that the return on equity is
simlar in the two cases. One is quoted before and one is
after taxes.

Q - So your point is that we have to add the paynent in lieu
of taxes to exhibit A-507?

MR. BI SHOP: A-50 already includes -- sorry -- yes. | think
the before tax -- or the after tax nunber comes to 17.5 as
a rate of return on equity.

Q - Now, M. Bishop, if we turn to schedule 1 of exhibit A-
50 --

MR, BI SHOP:  Yes.

Q - -- that provides the weighted average cost of capital
that you were speaking of, is that fair?

MR BISHOP: That is correct.

Q - And so on a before tax basis it's 10.10 percent?

MR. BI SHOP: You mght phrase it that way. | would prefer
to say that the before tax basis on a rate of return on
equity is 11 percent.

Q - Wll what does the columm entitled WACC nean?
MR BISHOP: It's weighted average cost of capital.
Q - And what is the total of that?

MR BISHOP: It's 10.10 percent.

Q - Thank you. Nowif we turn to page 5 of exhibit A-52,

coul d you undertake to provide me with the wei ghted
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average cost of capital that we could use for conparative
pur poses? You can do that by way of undertaking, sir.

MR, BI SHOP: Thank you. W wll do that.

Q - And, M. Bishop, is it fair to say fromschedule 1, page
14, that the inpact of the paynment in lieu of taxes to
this capital structure of a 55 percent equity is that for
every one dollar of equity there is 56.25 cents worth of
paynent in lieu of taxes that have to be included into the
revenue requirenent?

MR, BI SHOP: That is correct, yes.

MR. NETTLETON:. M. Chairman, | think | have gone as far as
| can with respect to this matter. W are broaching on
the area | would like to discuss further with M.
MacFarlane. So | will nove on from here.

Q - M. Bishop, as director of marketing and follow ng up
wi th what you were saying about the conpetitiveness of New
Brunswi ck Power Ceneration, you will agree with ne again,
just so that we are not off side here, that it is only New
Brunswi ck Power who is going to be providing these
ancillary services to custoners in New Brunsw ck during
the test year as applied for?

MR BISHOP: | believe that to be the case. | can't
antici pate that anybody el se may be in the market.

Q - So your coments concerning the opportunity to provide
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the export market with ancillaries has nothing to do with
the matter before this Board, has it? This is a matter
relating to ancillary service pricing or rates under this
tariff.

MR BISHOP: It is a matter under this tariff, yes.

Q - Are you pricing your power sale contracts to the export
mar ket to nmeet enbedded costs, sir?

MR. BISHOP. No, we are not. W are in the export market at
conpetitive rates conpeting with other suppliers for the
same market .

Q - You are not?

MR BI SHOP: No.

Q - How do you neke up that shortfall, M. Bishop? Surely
there is a shortfall to your revenue requirenent then.

MR. BISHOP: | nust have m sunderstood the question. Wuld
you repeat, please.

Q - Sure. \Wen you price your sales contracts in the export
mar ket are they priced to nmeet your enbedded cost?

MR. BI SHOP: And -- okay, | do repeat the answer is no.

Q - So there is a shortfall in your revenue requirenent as it
rel ates to enbedded cost?

MR. BI SHOP: There may or nay not be, depending on the price
that is available in the export margin. Typically the

answer is yes, has been in history.
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Q - Wo picks up that shortfall?
MR BISHOP: It's picked up in rates --
Q - Charged to who?

MR. BISHOP: -- either charged to the customers or the
Provi nce of New Brunsw ck. Another way of saying that is
that for the enbedded costs in the generation that is a
cost to supply |low cost energy, the export markets in fact
hel p pay for sonme of the enbedded costs that would
otherwi se be paid in full by the New Brunsw ck custoner

Q - And that would include ancillary services?

MR BISHOP: It will in the future. Ancillary services have
been a very small portion and newy defined in this
mar ket .

Q - Al right. W have heard that phrase before, that
di scussion point before, I will call it a speech button,
about how i nmportant the export market has been to the
donestic rates, and | think you are agreeing that those
export sales help the rates that are paid by custoners in
t he province, correct?

MR BISHOP: That is correct.

Q - I'mstill, M. Porter, having difficulty understanding
why you believe it is prudent for a Board to approve a
proxy pricing nethodol ogy that under-recovers a revenue

requi renent based on enbedded costs of 9.8 mllion.
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Can you help me understand that?

MR PORTER: There are a nunber of factors that have led to
t he reconmendati on or application for proxy-based pricing
which may not fully -- may not lead to full recovery of
t he enbedded costs as stat ed.

And we gave that in response to an interrogatory from
Saint John Energy. It is interrogatory nunber 66. And we
wi |l probably end up com ng back to that.

But it comes down to a nunber of issues, one of which
M. Bishop has nentioned in terns of his conpetitiveness.

There is no advantage to NB Power Generation or to those
that pay rates that are based on NB Power Ceneration's
profitability, if the rates that are approved under the
tariff are so high that other -- that users of these
services elect to self-supply or purchase from el sewhere.
Q - And so, sir, when we |look at a study that is based upon
the actual generation facilities that have provided users
in this province with ancillary services, nanely that
which is found in exhibit A-52, we see considerably
different cost of capital and capital structure estimtes?

MR. PORTER: Sorry. | mssed the conparison. You are

tal ki ng about capital structure but --
Q - Let's try this. Can you undertake to provide nme a

revision of attachnent A -- sorry, exhibit A-52 that
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i ncludes the capital structure that you are proposing to

be included in the proxy unit methodol ogy?
MR. PORTER. Yes. W can do that.

MR. BISHOP: | assume you would need the rates updated as

wel | as the capital structure?

Q -1 would like you to do it -- let's be clear. | would

like you to do it using an interest rate of 9 percent and

a return on equity of 11 percent?
MR. PORTER: And is that w thout updating any of the

i nformati on based on a lot of this data being from 1999

type thing?
Q - That is correct.

MR. HASHEY: M. Chairman, | wonder if that is really

relevant. If the Board feels that it is, we will go to

that exercise. But it is grinding down to the end here.

And | think M. Bishop has probably explained the |ack

of relevance of that by itself. However -

CHAIRVAN: | stand to be corrected. It is not a terribly

onerous thing to do, is it?

MR BISHOP: No, it isn't. | will point out for clarity

that it still won't give an apples to apples conparison
until we -- or unless we do change OWA costs, other fixed
conponent s.

The capital structure is a large part of the fixed
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conponents. But it is not the only fixed conmponent in the
study. So it does require sone updating.

Again, that is not terribly onerous. It is probably
an undertaki ng we could acconplish by tonorrow.

Q - And | do intend to review this docunent in nore detail
i ncl udi ng those other components, this evening. And we
wi || probably have nore questions for you on those other
conponents.

So maybe this. Maybe what we should do is just wait
until that cross happens. And at that point in tinme we
can have a full revised docunent. |s that satisfactory?

MR, BI SHOP: That is satisfactory.

MR. PORTER  Yes.

CHAIRVAN: | don't appreciate what M. Nettleton just said,
frankly. Sorry. Appreciate is not the proper word. |
don't think I conprehend totally what he just said. But
if you gentlemen do, and M. Hashey is clear, that is fine
wth ne.

Q - Just to be clear, M. Bishop, | take it that this is a
nodel i ng exercise, that this is a spreadsheet, so the
vari ables are quite easy to change and alter?

MR BISHOP: That is correct.

Q - Thank you. So if there are several different scenarios

it would be quite easy to do those types of nodeling
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exerci ses, correct?

MR. BI SHOP: That is a question?

Yes.

MR. BI SHOP: Relatively easy.

Thank you. Al right. Let's go back to the exhibit A-
50. And | just want to understand, M. Bishop, starting
at page 3, in the table again, are the generating units
and percentages shown in that table the units and
per cent ages of how ancillary services have been provided

in the past?

MR. BI SHOP: Yes, they are. They are an average of the past

three or two years. And it is nore specifically set out
in table -- excuse ne for a nonent please -- nore
specifically set out in table B to actual quantities. And
the historical tine frames are noted in the notes at the
bottom of that table on page 12.

Specifically reactive supply and regul ati on are based
on a two-year average in cal endar years 2000, 2001. And
|"msorry, regulation and |oad followng is based on a
t wo- year average in 2000, 2001.

And each of the three types of reserves, nanely
spi nning, 10-m nute and 30-nmi nute, are based on a three-

year average of cal endar years '99, 2000 and 2001.

Q - Sorry. This is on table 2?
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MR BISHOP: This is on table B --

Q - Table B?

A. -- on page 12. That table is just sinply a recreation
of the table you see on 3 expressed in absolute quantities
of megawatts nmultiplied by the hours that the unit was
onl i ne, capabl e of providing those reserves.

Q - Now ancillary services are not an easy area, believe ne,
for any person | think to understand. So maybe you can
help nme understand a little bit nore about how they work.

Suppose | have a 100-negawatt unit that is capabl e of
providing 30-mnute reserve. Can | provide nore than 100
megawatts of 30-m nute reserve fromthat one unit at a
given tinme?

MR. BISHOP: At a given tine, no.

Q - And likew se, suppose this 100-negawatt unit is available
and capabl e of produci ng both suppl enentary, suppl enent al
10-m nute reserve as well as suppl enental 30-m nute
reserve

Can | provide fromthat same unit 100 negawatts of
suppl emental 10-m nute reserve at the same tine | provide
100 negawatts of 30-m nute reserve?

MR BI SHOP: No.
Q - So in other words, | could provide 50 negawatts of 10-

m nute and 50 negawatts of 30-m nute reserve at the sane
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time though, right?

MR BISHOP: That is correct.

O for instance | could provide 25 negawatts of 10-m nute

and 75 of 30-mnute at the sane tine, right?

MR. Bl SHOP: Yes.

But | couldn't provide 75 of 10-mnute at the sane tine

provi de 75 of 30-m nute?

MR, BISHOP: That is correct.

And that is because | would be providing 150 nmegawatts,

right?

MR. BI SHOP: You woul d be doubl e-counting the reserve, yes.

MR. BI SHOP: Not necessarily.

And this principle applies to all of the capacity-based
ancillary services, right?

10-m nute and spinning can be

counted equally. And in fact spinning under NERC criteria

has to be at |est 25 percent of the 10-m nute.

In other words, it says that if | need 100 negawatts
of 10-m nute reserve, which says that in a period of 10
mnutes, if | have a contingency, | nust be able to
recover fromthat contingency by providing 100 negawatts,
that 25 negawatts of that piece of generation or
generators must be online and spinning to give very
i mredi at e response.

One does have to separate the negawatts of capacity
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avai l abl e for each of the services provided, right?

MR BISHOP: Not for those ones that | have noted. And in
fact a generator can be providing area generation control
or load followi ng while at the same tine providing
reserve

A generator can be providing voltage control and
vol tage regul ation and still provide reserve or | oad
following or regulation. So they are not totally nutually
excl usi ve.

Q - Right. Wll, let's turn to table B where you were on

page 12 of your exhibit A-507?

MR, BI SHOP:  Yes.

Q - Do you have that? Now that table is entitled "Summary of

services provided by each generating plant™, right?

MR BISHOP: Yes, it is.

Q - So this table shows the services provided by each

generating plant, right?

MR BISHOP: That is correct.

Q - Now woul d you keep this table out please, but also turn
to
schedu
le 2

on

page



15?

Do you
have

t hat ,

sir?

MR. BI SHOP: Yes, | do now.
Q - Al right. Nowif you go to the colum under "Col eson
Cove" -- do you see that --

MR. Bl SHOP: Yes.
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Q - -- it is shown to have a capacity of 998,000 kil owatts?

MR BISHOP: That is correct.

Q - O 998 negawatts, right?

MR, BI SHOP:  Yes.

Q - So that nmeans that 998 negawatts, if it was al ways
avai l abl e and technically capabl e of producing capacity-
based ancillaries, that it could produce at nost that
rating, that 998 negawatt rating nmultiplied by 8,760 hours
times, right?

MR BISHOP: I'msorry. | mssed the question.

Q - Wll, the capability of Coleson to provide capacity-based
ancillaries would be 998 tines 8,760, correct?

MR BISHOP: If in fact all ancillaries were nutually
exclusive, | would agree. But they are not. And so |
subsequently can't agree with that statenent.

| can provide 998 negawatts of reserve at the sane

time that |I'mproviding 998 negawatts of regulation --

Q - Right.
MR, BISHOP: -- or 998 negawatts of |oad foll ow ng.
Q - Right. Let's save that reservation. And let's nove on.

And subject to check, the 998 tinmes the 8,760 is
8,742,480 subject to check.
Now turning back to table B, could you | ook under the

colum " Col eson Cove". Do you see that?
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MR. Bl SHOP: Yes.

And subject to check, the amounts shown under t hat
colum, if you add those up, that adds up to 11,183,138

megawatt hours, subject to check?

MR. Bl SHOP: Yes.

And that is a figure that is bigger than the 8,742,480
nunber of maxi mum potential ancillary services that

Col eson Cove coul d provide, correct?

MR. BISHOP: No. That is where we differ in suggesting that

-- your suggestion is that each of these ancillary
services are nutual ly excl usive.

But while |I'm supplying in any one hour -- if you
excuse nme, if | may round off at a thousand nmegawatts from
Col eson Cove in any hour, | can supply a thousand
nmegawatts of area generation control or regulation. And
that is the response to small novenents. |t has that
potential within limts.

| can provide a thousand nmegawatts of |oad foll ow ng
capability, which is the hourly |load follow ng as | oad
changes in the province. | can provide a thousand
megawatts of spinning reserve theoretically, sinply
because a unit can't operate at zero, a thermal unit. And
| can provide a thousand nmegawatts of 10-m nute reserve or

a thousand negawatts of 30-m nute reserve.
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So the only one that | can agree is nutually exclusive
is a 10-mnute and 30-m nute.

Q - Well, how nuch overlap is there between these nunbers?

MR. BISHOP: That is a question | cannot respond to. There
is continuous overlap as we use these units to regulate
and provide reserve simultaneously nore often than not
of t en.

Q - So M. Bishop, are you telling ne that table B are in
fact actuals, that is actual services provided? O are
they capabilities of the units that can provide these
services?

MR. BI SHOP: They were actual services provided. They were
actual services provided. Can we have just a nonent
pl ease?

Q - Yes.

MR. BISHOP:. M. Nettleton, if I may just clarify.

M. Porter has pointed out to me where the confusion
bel i eve exists.

When | indicate that these are services provided, |
stand to clarify that situation. These are services that
the generator was able to provide or the generator was in
a state of being able to provide over this average period.

The requirenment for the 10-m nute and 30-m nute and

spi nning reserves are not in fact those nunbers that are
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in that table. These nunbers woul d have been | ess than
t hose or | ess than the conbined table.

But the generators over this three-year average were
as shown, ready and able to provide those services in that
peri od.

Q - So that would be a capability?

MR BISHOP. I'msorry. Yes, it is. That is a capability.

Q - These are all capabilities?

MR. BI SHOP: Capabilities, yes.

Q - So they are not as what the table Bis entitled, of
servi ces provi ded?

MR BISHOP: That is correct. | stand corrected. It is
capabl e of providing, a better statenent.

Q - So as we talked earlier, M. Bishop, in the 2000 cost
study, exhibit A-52, Point Lepreau had no actual ancillary
services. But there is a capability of providing
ancillary services?

MR. BISHOP: In the 2000 study, my opinion is that it is an
oversight and sinply an oversight that Point Lepreau was
not included in the provision of ancillary services.

Very definitely, without any question at all, Point
Lepreau does provide sonme ancillary services in our
system

Q - Can you turn to schedule 7, page 21? Do you have that,
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sir?
MR BISHOP: | have it.
Q - Nowis it fair to say that this schedule lists all of the
units that are capable of providing the 10-m nute reserve?
MR BISHOP: It is schedule 6 or 7?
Q - 77
MR. BISHOP: 7? Yes. kay. Yes, | agree.
Q - And Point Lepreau is listed as the first line iten?
MR, Bl SHOP: Yes, correct.
Q - And the weighted annual cost amount that is provided to
that $79 amount is what, sir? It is the |last col um.

MR BI SHOP: $3.65 a kilowatt.

Q - And in colum 11, sir, it is denoted "used, yes -- equals
1, no -- equals zero.” Do you see that?
MR. BISHOP: | see that, yes.
Q - And is Point Lepreau denoted as a 1 or a zero?

MR BISHOP: It is a zero.
Q - Thank you.

MR BISHOP: | mght add that in our definition or in the
nmet hodol ogy we noted that there was an area where we deal t
with recall able sales fromgenerati on which have the sane
effect of having a unit sitting on the system either
unl oaded or onl oaded to provide reserve for the system

And specifically how that occurs is that if in fact
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during the spring period when this situation occurs and
New Brunswi ck's hydro facilities are operating at ful
capacity, nearly 900 negawatts, and Point Lepreau is
operating at over 600 nmegawatts with the in-province | oad
-- an in-province load |less than that |evel -- the options
are either to partially |oad Point Lepreau, in other words
back it down and have a part of Point Lepreau spinning,
providing 10-m nute reserve or alternatively, because its
increnental price is -- cost is |ow enough, we can sell it
on the export market but with what we refer to as a
predet erm ned condition which says that if there is a
contingency, a predeterm ned contingency occurs on the
system |oss of generation, then in fact that sale can be
recal l ed, which has every bit the sanme effect of being
able to load that unit up al nost instantaneously, in fact
it is better than even spinning reserve, to allowthe
reserve on the system
And that is the time and the period that is being

denoted by the small percentage of the tine that Point
Lepreau provides that ancillary service.

But that |ogic was not used for the purposes of the

Nort hern Mai ne system admi ni strator?

MR. BISHOP: That is correct. And that is why |'m

indicating that in nmy opinion this is a better thread of
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| ogic of this enbedded cost.

Q - And that better thread of |ogic adds $3.65 to the price
that is derived for this service?

MR BISHOP: | think so. And I think fairly so.

Q - And sir, could you go back to exhibit A-52, page 6 of 8.

|"msorry for this, M. Chairman. But it is | think due
to just the timng of this docunent.
Do you have that, sir?
MR BI SHOP: Yes, | do.

Q - Can you read into the record what the anmount is under
colum G for Bell edune?

MR BI SHOP: Under columm G for Bell edune the amount is 100
per cent .

Q - And that would nean that it has been allocated 100

percent for energy, correct?
MR BISHOP: That is correct.

Q - Now going back to exhibit A-52 -- sorry, A-50, schedule 7
-- Belledune is also listed as a unit having the
capability of providing spinning reserve and in fact has a
wei ght ed annual cost of $18.77. Do you see that?

MR BI SHOP: Yes, | do.

Q - Alot has changed since 2000 I guess, M. Bishop, to the

way you have operated your facilities, no?

MR. Bl SHOP: No. | believe that is not correct. | believe
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what has changed is the recognition of the value of the
recall able sales to requiring less reserve to be carried
on spinning or otherwi se readily available units on the
syst em
So that it has allowed a recognition of the fact --

this is not new -- recognized the fact that having the
ability to sell into specifically the New Engl and mar ket
with predeterm ned conditions allowing a recall of energy
fromthose units.

- Wiy woul d you not want the user of the ancillary service

to pay for that then, M. Bishop?

MR. BI SHOP: The user of this ancillary service is paying

for that.
- I"'msorry. | thought that this application is for

approval of the proxy method?

MR. BISHOP: Ch, I'msorry. |'mback on the sanme response

that | had given you earlier, that these -- given the
nature and the costs of our particular generating system
which was built to mnimze total electricity costs, not
just ancillaries or capacity, that at this particular
point in time the enbedded cost study derives the nunbers
that you see before you in exhibit A-50.

As the system ages wi thout the addition of capacity,

as system operations change, those nunbers can change |
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submit either upwards or downwards. Those nunbers are not
at all static.
And in fact those nunbers in our opinion are really
not representative of what a future market will bring.
- A future market, not today's narket?

MR BISHOP: No. But | think the tariff is not for
necessarily today's market. There is no suggestion that
this is sinply for one year.

- But it is intended, is it not, to reflect the fact that
ancillaries, all of the ancillaries are going to be
provi ded by New Brunswi ck Power during the test year.

MR. BISHOP: And I'mremnded this is an application for a
three-year termand on that basis | don't accept the one
year test year.

CHAI RVAN: M. Nettleton, is that a good tinme for us to take
a recess?

MR NETTLETON: Yes, it is.

(Recess - 2:30 p.m - 2:45 p.m)

CHAI RMAN: M. Nettleton, have you received instructions
fromyour client in reference to WPS's wi tnesses?

MR. NETTLETON: | have, M. Chairman. And | can advise that
we woul d not be cross exam ning that w tness.

CHAI RMAN: So therefore my nenory is that there are no

parties that wish to cross exam ne the witness, therefore
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he need not attend.
MR MORRISON: | would say that -- | would say that's fair,
M. Chai r man.
MR HASHEY: But if he cones, he is at his own risk
CHAI RVAN: M. MacDougal |, tell himto stay at hone.
MR. MACDOUGALL: | believe he is going to be here anyway,

M. Chairman. (M ke not on.)

CHAI RVAN: Okay. Thank you, M. MacDougall. Okay, M.
Nettl eton?
Q - Now, M. Bishop or M. Porter, | suspect, M. Porter, |I'm

going to ask you to turn to exhibit A-3 -- sorry, A2, tab
Appendi x B, the tariff design docunment at page 71, if |
coul d?
MR PORTER  Yes, | have that.
Q - That is the docunent entitled, Schedule 1.4 Capacity --
Capacity Based Ancillary Services Rate Design, correct?
MR PORTER Yes, that's correct.
Q - Nowthe requirement for load following is shown there as
bei ng 46.6 negawatts for load followng. |Is that right?
MR. PORTER. That's 46. 74.
Q - Sorry, correct, 46.74.
MR PORTER Yes, that's correct.
Q - Now subject to check, converting that into nmegawatt hours

woul d be 46.4 tinmes 8760 or 406, 464, right?
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MR. PORTER:  Agreed, subject to check.

Q - And that 46.74 is as colum 2 indicates, the service that
is required, correct, for load follow ng?

MR. PORTER Yes, in the case of |oad follow ng, that's the
average hourly requirenent.

Q - Now, M. Bishop, if we could turn to your evidence, sir,
which is exhibit A-50, Table B at page 12. And | just
want to nmake sure that | have the right reference here.
Sorry, it's Schedule 5 which is the |oad follow ng
docunent, not Table B

CHAI RVAN:  What page?
MR. NETTLETON. Sorry, that's page 19, sir.
CHAI RVAN:  Thank you.

Q - And, M. Bishop, you can confirmwith nme, sir, that the
total |load follow ng amount found in colum 4 is 1.812,704
megawatt hours. Sorry, 1,812,704 negawatt hours, correct?

MR BISHOP: That is correct.

Q - So the capabilities of the units to provide |oad

foll ow ng exceed the requirenents, correct?
MR BISHOP: That is correct.

Q - And if we go nowto Table B, on page 12, when you conpare
the simlar totals found on the |last colum of Table B on
page 12, the sanme holds true for the reserve spinning,

reserve 10 mnute, reserve 30 mnute. Wen you conpare
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t hose two, the actual requirenents versus the
capabilities, and I think the capabilities are found in
Schedule 1.2 of the tariff design docunent, there is a
consi der abl e excess between the requirenent and the
capabilities? Can you do that subject to check?
MR. BI SHOP: There is, yes, an excess.

Q - And again subject to check, based on Schedule 1.2 -- and
| don't think you have to turn to this, but subject to
check. For reserve spin the requirenent is 1,095,000 as
conpared to 5, 742, 0877

MR. BI SHOP: Subject to check.

Q - And for reserve 10 mnute it is 3,285,000 as conpared to

8,829,612, subject to check?
MR, BI SHOP:  Yes.

Q - And for reserve 30 mnute the requirenment is 2,006, 916

versus the 12,204,270 stated on Table B, subject to check?
MR, BI SHOP:  Yes.

Q - So since the capability of providing these services
exceeds the needs, there are choices that are made as to
whi ch units actually provide the service, correct?

MR. BI SHOP: The -- yes, that is correct. But the choice is
not mutually exclusive of providing reserves itself. The
systemis dispatched to provide the nbost econom c overal

energy di spatch or overall cost dispatch with the reserves



- 2322 - Cross by M. Nettleton -
bei ng made avail able after the fact, so to speak.

Q - So overall cost mnimzation, fair?

MR, BI SHOP: Overall cost mnimzation is the objective.

Q - Nowif we turn back to the nore detail ed Schedule 5
dealing with load followi ng, page 19. Have you got that,
sir?

MR BI SHOP: Yes, | do.

Q - And we established that the nunbers in colum 4 are
capabilities, not the anobunt of service provided, correct?

MR BISHOP: That is correct.

Q - So it would appear that there are choices in choosing
what unit actually provides |oad follow ng, because there
is a capability of 1,812,704 negawatt hours, but a
requi renent of roughly 25 percent of that, 404, 464,
correct?

MR. BI SHOP: But, again, the -- the choices are determ ned
first to mnimze energy cost on the system M. Porter
has just pointed out, and I think it's fair to clarify
that certainly up until now wi thout pricing signals for
ancillaries in New Brunsw ck, that energy is dispatched,
or the generation is dispatched to mnimze the energy
cost on the system And a check is nade with generation
to ensure that sufficient ancillaries are available to

neet all of the operating requirenments. And if, in fact,
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that can be provided with units that are on line for

spi nni ng purposes, that's fine. |If it needs to cone on
line for sonething units will be started to provide that
servi ce.

Q - Wll, let's take a | ook at Bell edune, for exanple, that's

found on the load follow ng Schedule 5 chart. Now we have
established that Bell edune was not providing any ancillary
services in the year 2000, right?

MR BISHOP: No, | don't believe we have established that.
| believe that we established that the earlier conducted

study did not recognize the services that were being

provided. | think we have established nothing nore than
t hat .
Q - So you are having this Board -- you are requesting this

Board to recognize, as you put it, $13 of the $64 -- the
$64.59 for the load follow ng costs in your study now?
MR BISHOP: That is correct.
Q - But that's okay because this Board is not asked -- you
are not asking this Board to use an enbedded cost
met hodol ogy. Is that -- is that fair?
MR BISHOP: That is also correct.
Q - But the proxy unit nmethod is one which is nore simlar to
t he net hodol ogy expressed in exhibit A-527?

MR. BISHOP: |I'msorry, would you repeat that question?
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That the proxy nethod of pricing replicates or is nore

akin to the nethodol ogy found in exhibit A-527?

MR. Bl SHOP: No. Each one of those nethods -- each one of

t hose nethods is very -- well, the proxy nethod in
particular is a different methodol ogy. Because we have no
history to determ ne the anmount of energy or the anmount of
capacity that is available to provide ancillary services
in the proxy case as we do have history to provide that
capabilities in the enbedded cost study with units that
are already on the system and have already -- with al ready
data avail able to show what ancillaries those units can
provide in any particular hour.

Well, it would seemfrom |l ooking at Schedule 5 that

Bel | edune' s share of the weighted annual cost could be

supplied out of other plants that are cheaper, correct?

MR BISHOP: If those plants were dispatched solely for the

Q

pur pose of providing ancillary services, and were not
first off dispatched to neet the overall econom c energy
di spatch of the system that is correct. But that being
said, if plants are dispatched specifically to provide

| onest cost ancillaries, total overall generating costs
will not be m nimzed.

- This study, M. Chairman -- sorry -- this study, M.

Bi shop, indicates that there is four times the avail able
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capability to provide load follow ng, does it not, than
what the requirenment is?
MR. BI SHOP: Subject to check, I will accept your nunber,
yes.

Q - Wiy would we not attenpt to allocate on a cost m nim zing
basis for ancillaries to obtain the enbedded cost of the
ancillary service?

MR. BISHOP: Very sinply |I repeat that the systemis
di spatched to provide the | owest energy cost in any point
intinme to provide it to the custoners. For exanple, if
one of the Col eson Cove units is not on |line because it
has not sufficient load to require that it be on |ine,
then in fact that unit will not be dispatched to provide
ancillary services in spite of the fact that if you | ook
at the nunbers, Coleson 1, for exanple, is at $5.21 and
Bel | edune is at 13.06. This represents such a small part
of the overall cost of the total energy and capacity
production that we will still stick to the dispatch
obj ective of mnimzing overall cost.

Q - But, sir, the cost mnimzation objective that you have
here, are you saying that this study is based upon the
optim zation of energy production first?

MR. BI SHOP: The study is based on history, you will agree,

based on the cal endar years as noted bel ow, and that
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history -- in that historical period generation was

di spatched to provide the | owest cost overall energy

source fromthe system The ancillaries fall out of that.
Q - But the ancillaries don't fall out based upon the actua

pl ant that has been used or put in service or dispatched,

have they? That's not what the study shows. This study

is based on capability, right?

MR. BISHOP: The derivation of the rate that is established

is based on capability, but what the actual cost will be
will be the rate nultiplied by the service actually
provi ded.

Q - Can you go to page 1 -- sorry -- page 3 of your study,
sir. Now !l would like you to read lines 10 to 14 and hel p
me understand how the Chairman's directive in requiring
the study be perforned is one that is intended to provide
capaci ty-based ancillary services based on their
capability?

MR. BI SHOP: The Chairman's words say, and | quote, "it
woul d be beneficial to know which generating facilities
will actually provide each of the necessary ancillary
services. The table that follows that actually is our
best estinate based on history of which generating
facilities and by what quantity will provide this

ancillary services in the next year."
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Q - Wll let's stop there for a second. Have we not already
established that the table below is based upon capability,
not actual ancillaries provided by each of the generation
units?

MR. BISHOP: May | have just a second, please. The table at
t he bottom of page 3 shows the anpbunt of resources that
are avail able or the anmpbunt of services that are avail able
to the system operator fromeach of these units in the
foll ow ng year based on the past three years of history,
three or two. Now how the operator selects it is going to
be certainly based on the actual energy dispatch of the
system And at this point in tine while we can't
definitely predict what that dispatch will ook Iike we
believe that this is a representation of the percentages
that this will serve.

Q - Based on the capability --

MR. BI SHOP: Based on the capability.

Q - -- not based on the historic actual units that have
provi ded the ancillary services?

MR. BI SHOP: These units have been avail able to provide
those ancillary services.

Q - | know that they have been available. 1t's a question of
whet her they have actually been used for the provision of

ancill ary servi ce.
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MR. BISHOP: That's sinply a nom nation function of the
generation that is avail able.

Q - But that's not what the study represents, does it? That
hi storic study has not been conducted for the purposes of
this --

MR. BISHOP: Well the historic study has been conducted to
| ook at the generation facilities that are available to
provi de those services fromwhich those services can be
procured or provided from

Q - Wen you nention --

MR, PORTER | just want to add to that that those
guantities are the quantities that were available, as M.
Bi shop has said, and the system operator could call on
t hose resources in the case of a contingency. So those
are services -- quantities of services that | could say
that they were provided. Now as you have pointed out
overall in many hours they exceed the m nimum requirenent
that system operator has. The system operator has
criteria established by North East Power Co-ordinating
Council and North Anmerica Electric Reliability Council,
and they had to neet those m nimum requirenments, but that
does not take away fromthe fact that during many hours
the availability or provision of the service by the

specific units exceeds those quantities.
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So the nunbers on the tables do reflect what was
avai lable and in that respect were provided to the system
oper at or .

Q - That capability was provi ded?

MR PORTER. To nme if the capability is there, then the
servi ce has been provided.

Q - If we can go back to schedule 5, M. Bishop, you can't
tell me which of these units were actually used to provide
the ancillary services in the 2001/2002 tinme franme, can
you? You can only tell ne which of the units have had the
capability and based on that capability you have desi gned
arate?

MR BI SHOP: Based on the fact that that service was there,
whet her or not the system operator chose to use it, |
cannot tell you with the data that is here that the system
operator was using a specific unit at any point in tinme.
| do not have that data.

MR, PORTER: If | could add to it fromthe system operator's
perspective, a systemoperator |ooks at it fromthe
per spective of whatever generation capability exists in
t he system based on the generation dispatch, they would
take that into account, and as | say many hours it would
exceed the mnimumrequirenment, but fromthe system

operator sitting there in the control centre the service
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that is provided is reflected in these nunbers, and --
well you say it's not just the fact that they are capabl e,
t hose resources are there, can be called upon by the
systemoperator. So this is really just a reserve or an
insurance. So to ne that insurance service is being

provi ded.

So what you are asking ratepayers to pay for under an
enbedded cost nethodology is a cost that may have not hi ng

to do with the actual service that is provided?

MR BISHOP: | think it has got to do with -- | believe it

has to do with the service that is provided, and in fact
that is used to establish a rate. W have a service that
is provided to the system operator by a nunber of
generating facilities. The enbedded cost study has

cal cul ated the enbedded cost that New Brunsw ck Power
incurs in having generation there ready to provide that
service, any particular service, and indeed to determ ne
the amount that is charged in any one hour, that rate is
appl i ed agai nst the actual quantity that the system
operat or chooses to use or is required to use by

reliability criteria.

CHAI RVAN: M. Nettleton, would you let ne ask a question?
MR. NETTLETON: Pl ease.

CHAI RMAN: M. Bishop, you said that what is in this study,
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the information is not there that will give you -- or from
whi ch you can derive what was actually -- what facilities
were actually used and in what anmount in each year to
provide the ancillary services. That's the way | heard
you. Does that nmean that there are records avail abl e that
will tell us what facilities were actually used in the
hi storic years that you are | ooking at to provide
ancillary services?

MR BISHOP:. M. Chairman, | would need to consult with our
energy co-ordi nating people, our systemoperator, to
determne if that information is available. W certainly
do not have it available in Generation.

MR. PORTER. M experience at having worked at the Energy
Control Centre is that they do not have that information.

Hour by hour they know whet her or not the requirenents
are nmet and i ndeed they ensure that the requirenents are
met, but if there was a surplus, they do not say, okay, we
needed 100 negawatts of spinning reserve in this hour,
there was 150 avail able, so we are going to take 50 from
Col eson nunber 1 and 50 from Col eson nunber 2, they do not
do that exercise. That hasn't been a requirenent in the
past. They nerely ensure that the mninmumrequirenent is
met .

MR. SOLLOWS: |If you don't mnd, just so that it's clear in
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my mnd, they nust -- there nust be sone record of the
total output of each unit and that could be conpared to
the requirenent in that hour that we could -- | nean the
anount of avail able capacity nust be known to the
di spat cher.

MR PORTER: That's what is reflected in the studies, the
avai |l abl e capacity.

MR. SOLLOAE: Right. That's the total that is avail able

MR PORTER  Yes.

MR. SOLLOWS: And the anmount of required capacity to neet
your reliability criteria nust be known to the dispatcher
as wel | .

MR. PORTER  Yes.

MR SOLLOWS: So the difference between those two would be
known to the dispatcher, is that --

MR. PORTER  Yes.

MR. BISHOP: And that is the nunbers that we have provided,
but what | amnot sure that we know, and in fact | think
Ceorge has indicated we don't know, is which generating
units of that total difference in capacity on the system
that capacity that's sitting not providing energy, | don't
beli eve we have the actual selection that the system
operat or makes and says that this 100 negawatt Mact aquac

unit and this 150 negawatts of unl oaded Col eson Cove unit
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is what we are using in this particular hour. It may be -
- it may be a MIlbank unit or it nay be a Beachwood unit.
| don't believe that we have that.

MR. SOLLOAE: Right.

MR. PORTER  The requirenent side of it which we have | ooked
at schedule 1.4 in the tariff design docunment which was
the 46.74 negawatts of |oad follow ng, the nunbers in that
colum are relatively fixed. The regulation and | oad
following would be a little larger on peak than off peak.
These are the average nunbers given there, but in terns of
the reserve requirenents, those are driven by the size of
the | argest contingencies and typically being Point
Lepreau is the largest and Bell edune is the second | argest
wi th those being base load units, and on the mpjority of
time the bulk of the hours these quantities that we
provided in the tables are the requirenent quantities.

MR. SOLLOAS: Not the capability quantities?

MR. PORTER: That is correct, in all hours the capability --
in fact when | say provided what was actually there and
avai l abl e for the use of the system operator woul d exceed

those requirenments. But in the tariff what we want to
acconplish is to have the transm ssion custoner paying for
the quantity that is required, not paying for a greater

anount .



- 2334 - Cross by M. Nettleton -

CHAI RMAN:  Sorry, M. Nettleton.

Q - I'mequally confused here, M. Chairman. Let ne just go
back, M. Bishop, to a point. You nentioned optim zation
of the systemas a whole. |Is what you are telling ne that
the cost in the systemincluding those of ancillary
servi ces depend on the use of the systemas a whol e,
including all energy production for use in New Brunsw ck
and as well for export sales?

MR. BISHOP: At this point in tinme ancillaries have not been
costed, but it's fair to say that in the future that is
correct.

Q - And just to follow up Dr. Sollows' point of capability
versus capacity, what is found in schedule -- if we turn
to schedule 5, for exanple, the load follow ng. Just as
an exanple, we know that there is a requirenent and you
are allocating that requirenent based on all of the
capabilities of the units that have the capability to
provide the ancillary service, fair?

MR BISHOP. W are allocating on the basis that that unit
may or nmay not have been providing it, that's correct.

Q - And that is capability, correct?

MR. BISHOP: It was available to provide, yes.

Q - And that is capability, just for the record, yes?

MR BISHOP: | believe it is capability, yes.
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Q - Thank you. You nentioned, M. Bishop, that -- or M.
Porter, you nentioned that Lepreau is -- base load it's
always on line, right? That is what you just said in your
answer to Dr. Sollows, right?

MR. PORTER | said that, that it is base | oaded neani ng
that when it is available to be loaded it would be on |line
and | oaded.

Q - Andis it online nost if not all of the tinme?

MR PORTER Yes, that's correct.

Q - Well how then can it provide sone of the reserve types of
ancil l ari es?

MR BISHOP: May | take that question, please --

Q - Sure.

MR. BISHOP: -- and refer you to the point where NB Power
has indicated that it has added to the Central Mine Power
nmet hodol ogy on page 5 of exhibit A-50. And we have
attenpted to describe that in lines 19 onward. And |
woul d be happy to expand on that after you have read it.

Q - Please carry on

MR. BISHOP: Again | note the situation -- or |I noted the
situation earlier when in fact Point Lepreau -- and if you
want to take this system | oad higher then Bell edune gets
di spatched after Point Lepreau. But let's assune if Point

Lepreau is in fact the last unit dispatched on a systemin
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any hour, so that the capability of Point Lepreau is
utilized only to 500 negawatts, for exanple, rather than
its 600 negawatts output to neet total |load. And for
mat hemat i cs purposes if | say there is 900 negawatts of
hydro and 500 of Point Lepreau, |'mneeting an in-province
| oad of 1,400 negawatts.

At that point in time, the option is to |eave Point
Lepreau unl oaded and spinning to provide 100 negawatts of
reserve on the systemfor |oss of any of the hydro units.

Alternatively, if in fact we choose not to | eave that
100 negawatts unl oaded, but alternatively see an
opportunity for a gross margin on the export market, we
will choose to |load that unit up. But we will do on the
bases of being able to export that with so-called -- under
so-cal l ed predeterm ned conditions which says that if an
event occurs in New Brunswi ck that energy can be recalled
virtually instantaneously. The 100 negawatts that's being
export ed.

So by virtue of the fact that Point Lepreau is now
able to by recalling its output fromthe energy markets do
the sane thing that it could were it |oaded to 500
megawatts and had to be | oaded back up to 600 nmegawatts
for that reserve. W feel that it is quite appropriate

that it be given that reserve credit.
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Q - So what we are tal king about here, M. Bishop, is not
actual costs. W are tal king about apportioning sone
ot her type of cost econom c avoi ded opportunity that

relates to an allocation for the purposes of designing

this rate. |Is that fair?
MR. BISHOP: | don't agree because | don't believe that that
situation is any different than had | | oaded a Col eson

Cove unit to 200 nmegawatts with 150 negawatts of reserve
capacity. And if the system operator had chosen that as
reserve, | think you will agree that is a legitimte
reserve service. However, if | have then | oaded that unit
up because it is opportunistic to sell into the New
Engl and mar ket at a cost above ny margi nal energy cost,
and in fact | have predeterm ned that -- or preconditioned
that with a predeterm ned condition that |I could recal
that sal e, should another generator trip, then in fact the
results are identical. | have 150 negawatts of reserve.
O | have reduced ny single contingency by 150 negawatts,
whi chever the case.

Q - Are you aware, M. Bishop, of any utility that has
nucl ear generation where that generation facility has been
included in a reserve capacity based ancillary service --

MR BISHOP: No --

Q - -- calculation?
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MR BISHOP: No, | amnot. But | have not sought out that
fact either.

Q - M. Porter, could we please turn to the tariff design
docunent at page 69 of appendix B, it is schedule 1.1.

MR PORTER  Yes, | have that.

Q - Nowlet's take the row |l abelled load follow ng there, do
you see it?

MR PORTER Yes, | do.

Q - Is it correct to understand -- or is it correct that the
total fixed cost of the unit used in the study to provide
load following is $154.26? That is colum 7. Do you see
t hat ?

MR. PORTER: Could you repeat the reference again? | don't

Q - Schedule 1.1, page 69 -- sorry, 68
MR, SCLLONG:  68.
Q - Sorry. | apologize, 68
MR. PORTER Ckay. | have that. Could you start at the
begi nni ng agai n pl ease?
Q - Sure. See the colum on the left-hand side entitled | oad
fol |l ow ng?
MR. PORTER  Yes.
Q - And is it correct that the total fixed cost of the proxy

unit used in the study to provide the load following is
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the $154.26 in colum 7?2

MR PORTER Yes, that's correct.

Q - And this includes the capital cost, the OWA and the
paynent in |ieu of taxes, correct?

MR PORTER Yes, that's correct.

Q - Nowif we could turn to schedule 5 of the enbedded cost
docunent, that is at page 19. 1In colum 3, that provides
the simlar total fixed cost of each unit, correct?

MR BISHOP: That is correct.

Q - So the analogy here is that the proxy unit has a $154. 26
per kilowatt year of conbined cycle, that is the proxy
unit pricing, and for Col eson Cove unit we have $39. 58
kil owatt year for Col eson Cove unit nunber 1, right?

MR. BI SHOP: There is no question that the Col eson Cove unit
of $39.58 is correct for that portion allocated for the
provi sion of | oad follow ng.

Q - W will have a discussion about fixed cost tonorrow but
t he nunbers are representative. That is the conparison
correct? Those are the fixed cost conparisons?

MR, BI SHOP:  Yes.

MR. PORTER  Yes.

Q - Wll nowlet's turn back to schedule 1.1 of the tariff
desi gn docunment. W have -- after colum 7, we have

columm 8 with the contribution to fixed cost of reactive



- 2340 - Cross by M. Nettleton -
supply. Colum 9 which is installed capacity contribution
to fixed costs. And colum 10 which is energy
production's contribution to fixed cost, correct?
MR PORTER Yes, that's correct.

Q - And so in other words the rate for ancillary service
provision is not the total fixed cost but it is the total
fixed cost mnus the contribution to reactive supply,
install ed capacity credit and energy production, correct?

MR PORTER Yes, that's correct.

Q - Nowif we could turn to table C of the exhibit A-52.

That is on page 13.
CHAl RVAN:  Woul d that be A-507?

Q - A-50, yes. And, M. Bishop, the units that are shown in
the plant nanme columm, those are the units that are used
to produce energy including that which is exported to the
United States?

MR, BISHOP: That is correct, yes.

Q - And the full net book val ue of generation plant has been
included in the total fixed costs shown in table C
correct?

MR BISHOP: 1In table Cit has, yes.

Q - And simlarly table C provides the total revenue

requi renent for the generation plant, correct? That is

the colum E?
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MR. BI SHOP: Including the energy requirenment, yes.
Q - Sorry, the energy requirenent?

MR. BISHOP: O the revenue requirenent from energy, yes.

Q - Soif we totalled colum E that would provide you with
the total revenue requirement -- sorry, in the |ast
colum. | have pencilled in here what these col umms are,

so | apol ogi ze.
In the last colum of table C, which was -- | believe
t he nane was changed earlier. That represents the per
unit in mllions of dollars the revenue requirenent. And
so if you added all of those numbers up you would get the
conpl ete revenue requirenent for total plant, correct?
MR. BISHOP: Not the fixed -- not the other fixed charges.
This is for the capital charges only. Fixed OWA and sone
of the other charges as is detailed in schedule 2, shows
t he adders to that.
Q - Right. But that includes OWA depreciation, interest,
RCE, paynent in lieu of taxes --
MR BISHOP: That's correct.
Q - -- aml mssing any?
MR. BI SHOP: Return on equity, yes.
Q - And that is included too?
MR, BI SHOP:  Yes.

Q - So that gives us our revenue requirenment, correct?
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MR, BI SHOP:  Yes.

Q - Now, M. Porter, | provided to your counsel a docunent,
|"mnot sure if you have it there or not. But |I'm going
to be asking you a few questions about it. And what |
would i ke to do at this stage is have it avail able and
mark it as an exhibit, if I could, M. Chairman?

CHAI RMAN:  No objection, M. Hashey?
MR, HASHEY: No.
CHAI RVAN:  That will be JDI -31.
MR NETTLETON: | mss M. Snellie in nonments like this.
MR. MORRI SON:  So do we.
Q - M. Chairman, | appreciate M. Hashey's flexibility here.
| realize that this would probably be best put through a
wi tness of JDI, CVME, but in light of these unusual
circunstances | -- we have decided to see if we can just
sinply cross examne on this cal culation that has been
per f or med.

What this shows, M. Porter, is the calculation of
enbedded cost prices in a simlar way to the proxy prices,
and so on the left-hand side in colum 1 we have the
ancillary services, do you see those?

MR PORTER  Yes, | do.
Q - And then in colum 2 we have the total fixed costs for

the units supplying the service, and these have been
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wei ghted by various neans as outlined in the schedules 4
to 8, correct?

MR. PORTER:. Those are the rates fromthe enbedded cost
st udy. Sorry?

Q - Those are your -- that's correct, yes, subject to check

Now - -

MR. PORTER: Could you clarify that please?

MR BISHOP: | believe those do not | ook |ike nunbers that
have cone fromthe enbedded cost study. | would suggest
it may be the proxy.

Q - I'msorry. Those are the proxy price units, yes,
correct.

MR. BI SHOP: Thank you.

Q - Now we have -- in the left colum -- we have |eft colum
3, the contribution to reactive supply blank, but since we
know it's greater than zero in the proxy unit pricing
there is likely to be sone contribution here as well,
correct?

MR. PORTER: In the proxy unit pricing we allowed for a
contribution fromreactive supply, took that into account,
yes.

Q - Nowin colum 4 we have used the sane installed capacity
credit of 17.31 that you have used in establishing the

proxy price, correct?
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MR PORTER Yes, that's correct.

Q - Okay. Now it gets a little bit nore conplicated, but we
have two different calculations for the energy production
credit here in colums 5 and 6. One is entitled for the
years 2001/2002 and the other -- that's colum 5, and then
colum 6 is 2004/2005. That's for colum 6. Do you see
t hat ?

MR PORTER Yes, | do.

Q - Now |l ooki ng bel ow on the sheet there is a heading that
says, energy production credit 2001 and '2, do you see
t hat ?

MR. PORTER  Yes.

Q - And we have the figure of 160 mllion that gives the
mar gi n based on export sales in 2001 and 2002, and subj ect
to check that's the reference at page 719 of the
transcript?

MR. PORTER:  Subject to check.

Q - And then we have a revenue requirenent that is the sum of
the total fixed costs of 550 mllion which was based on
table C on page 13 that we just |ast spoke about of
exhibit A-50. Subject to check is that correct?

MR. PORTER:  Agreed, subject to check.
Q - So subtracting the 160 mllion in export margin fromthe

revenue requirenment of 550 mllion, that gives us 390
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mllion, subject to check?
MR. PORTER  Agreed.

Q - And now the 160 mllion is approximtely 29.1 percent of

the 550 mllion, subject to check?
MR. PORTER.  Subject to check, agreed.

Q - And if we apply a proportionate decrease to the tota
fixed cost listed in colum 2, subject to check, we get an
energy production credit in colum 7 of 15.79 for
regul ation, right?

MR. PORTER: | agree with that cal cul ation.

Q - And subject to check, if the sane holds true for the
other ancillary services in these tables, and so again
subj ect to check, just |like on schedule 1 in the proxy
unit pricing method we have here subtracted fromthe total
fixed cost credit for reactive supply installed and energy
production to get the rate for ancillary service, correct?

MR. PORTER | agree that that is the calculation that you
performed, but I don't want to give the inpression that I
buy into the appropriateness of doing such a cal cul ati on.

Q - W will get there. W will get there. In other words on
this table using the enbedded cost nunbers for total fixed
costs we have derived the rates for ancillary services by
subtracting colums 3, 4 and 5 fromcolum 2, correct?

MR. PORTER  Agreed.
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Q - And that yields a rate of 15.79 for regulation and the

remai nder of what is found in colum 7, you see that?
MR PORTER Yes, | do.

Q - Al right. And the sane cal culations and the process has

been used for 2004 and 2005, do you see that?
MR PORTER  Yes, | do.

Q - And subject to check the process is entirely simlar
again for the energy production credit for that year and
you can check on that too?

MR. PORTER:  Agreed, subject to check.

Q - Now the question. M. Porter, why would a credit
calculation |i ke we have just explained not be appropriate
for the calculation of the enbedded cost of ancillaries?

MR. PORTER | think the best way to answer that question is
| can give you an explanation as to why it is appropriate
for the proxy, which is what I'mfamliar with, and either
| can answer or perhaps M. Bishop will answer with
regards to the enbedded cost study and the -- what the
appropriate approach is in enbedded cost study.

In the case of the proxy unit we are | ooking at what
woul d be the total revenue requirement for a new facility
com ng onto the systemthat could provide these ancillary
services. And in determ ning the revenue requirenent

associated with ancillary services we want to take into
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account the contribution to fixed costs which we
antici pate woul d be captured through the provision of
t hese other services, nanely the reactive supply,
install ed capacity and energy producti on.

And the calculation in the proxy unit methodol ogy was
done so as that the potential investor in a new facility
woul d have the incentive to make that investnent to have
their total revenue requirenment covered off.

That's the rationale for having those conponents
subtracted fromthe total revenue requirenment to get to
the net revenue requirenent for ancillary services. So
it'"s to ensure that the investor has the proper incentive
but to ensure that the transm ssion custonmer is not paying
above and beyond a reasonable return on that investnent.

And the -- | would just say that's -- the proxy
nmet hodol ogy, and enbedded cost study such as that done by
Central Mai ne Power and others and have been submtted and
approved by FERC in the past are a very different
approach. 1 think we have tal ked about that extensively
today and on previous dates. And | would leave it to M.
Bi shop to tal k about the appropriateness of the enbedded
cost cal cul ati on.

|"mnot so interested in -- I'"mvery interested in having

you confirmthat from schedule 1.1 there were credits or
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reductions to the total fixed cost for the proxy unit that
related to contribution reactive supply, installed
capacity, energy production, that ultinately led to a
| ower rate or proxy price than what the total fixed cost
was, fair? That's what is shown in schedule 1.1

MR. PORTER Yes. W have gone through what is in schedule
1.1, yes.

Q - And so there are these credits, correct?

MR. PORTER: That's correct.

Q - Now, M. Bishop, your evidence has been that the existing
plant is used for the purposes of producing export sal es,
correct?

MR. BI SHOP: Anong ot her things, yes.

Q - And what we are attenpting to do in this calculation is
take into account a proportionate share of the export
sales as it relates to the ancillary service, why would
that not be an appropriate cal cul ati on?

MR. BISHOP: In the enbedded cost study there is already
provision for the fact that generation is -- the
generation is used to provide both energy and ancillary
services. So in the calculations as you go through these
schedules it is a determ nation of how nuch of the
capacity is not on line. You can |ook at the availability

factors and the capacity factors, or as not producing
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energy including export energy. And it is that portion of
the capital cost that gets allocated to the ancillary
services. In other words in this calculation -- in the
calculation in each of these schedules, only the portion
of that generation that is used for supplying ancillaries
is costed to need a derivation of revenue to cover those

ancill ari es.

Q - But, M. Bishop, we can agree that the revenue
requi renent for generation is -- on just the total fixed
charges for your generation plant is $550 mllion,
correct?

MR, BI SHOP:  Yes.
Q - And we can agree that what your enbedded cost study says
is that of that 550 million, 448.2 mllion is attributed

and going to be recovered through ancillary services,

correct?
MR BISHOP: | think that's an apples and oranges conpari son
because the 550 mllion is a product of the proxy. |Is

t hat what you stated?
Q - No, sir. The 550 million comes fromyour table, and |
believe it's table C. That's the total revenue
requi renent for your total plant, correct?
MR. BI SHOP: That is correct.

Q - And $48.2 nillion is the revenue requirenment derived from
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this enbedded cost study, and that is related to ancillary
services, correct?

MR. BI SHOP: That is correct.

Q - Al right. So just to keep the nunbers straight, there
is $500 million of revenue -- of a revenue requirenent
that is going -- that has to be recovered from ot her
sources, correct?

MR, BI SHOP: That is correct, yes.

Q - And part of that would be your export sales, correct?

MR, BI SHOP: Part of it, yes.

Q - Now why would you not allocate a portion of those export
sal e revenues to the revenue requirenent attributed to
ancillary services?

MR, BI SHOP: Well again because we are treating export
energy revenue the sane as revenue fromin-province in the
allocation to the capacity itself. And by already
factoring out the tinme that the generation is there
produci ng energy | eaves only a percentage of that net book
cost again as set out in the schedul es.

Q - But, sir, that's not how the ancillary service has been
cal cul ated, has it?

MR. BI SHOP: Yes, it has.

Q - Wll it's been based on capability, correct, not actua

ener gy production?
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MR BISHOP: |It's -- one is the inverse of the other or one
is one mnus the other. Wen a 300 negawatt unit is
produci ng energy to the extent of 150 negawatt hours per
hours, then in fact we note 150 negawatts, the renaining
portion, as available for the provision of the ancillary
servi ce.

Q - M. Porter, you have in colum 9 of schedule 1.1 a $17.31
credit for installed capacity?

MR PORTER Yes, | do.

Q - Help nme understand, M. Bishop, why that $17.31 credit
doesn't apply to your enbedded cost study?

MR. BI SHOP: That 17.31 assunes that you have an unlimted
market, if you are going to have that revenue to apply
against all of the ancillary requirenents.

Limted time capacities, the market itself, there is
no neans of cal cul ating, |ooking forward, where that -- or
if that revenue is avail able.

Q - But in any event that credit has been applied to this
proxy unit fixed cost charge, right?

MR. BISHOP: Only because in ny -- as | understand it, it is
proxi ed as that unit being the marginal unit that supplies
ancillary services including ICAP installed capacity sal es
on the New Engl and market -- or to the New Engl and narket,

or rather export markets.
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Q - It is the marginal unit, sir?

MR. BISHOP: That is the way that the proxy nethod
calculates it. In other words --

MR. PORTER: This is long run marginal units of that,
meani ng the next investnent that would be nade. W are
not tal king about a short run increnmental cost type
mar gi n.

MR. BISHOP: And this calculation in the proxy would assune
that it has total access to that | CAP market for all other
remai ni ng capacity that is not energy-producing.

Q - And that would include the export market?

MR, BI SHOP:  Yes.

Q - And that would be part of the energy production credit?

MR. BISHOP: That is the assunption that is nade. And of
course when a unit of this size, using sonething | ess than
the size being able to transmt capacity or sell capacity
over an existing interconnection, is a fair approach.

Q - But it is not fair using that type of approach with
exi sting plant?

MR. BI SHOP: Not when the existing capacity far exceeds --
the existing capacity to provide ancillaries far exceeds
the capability of getting that down the road to anot her
mar ket .

MR. NETTLETON: M. Chairman, | am about to npve to a
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different area, nanely schedule 2. And I'mgoing to be
deal ing specifically with the itens of the fixed charge
conponent .

| know | spoke with you and the need for
Ms. MacFarlane to attend for four of those conmponents,
taxes, ROE, cap structure and interest costs.

It m ght be convenient now to stop and have the other
matters of OVBRA and depreciation dealt with at tonorrow s
sessi on.

CHAI RMAN:  So you are suggesting an adj our nment now?

MR. NETTLETON: Well, unless other parties can take ny
place. But I'mnoving on to that capital structure area.

CHAI RVAN: Okay. M. MacDougal | has his hand up

MR. MACDOUGALL: M. Chairnman, M. Hashey has advised that |
coul d ask a couple of questions arising out of the
legislation to M. Porter that will take two or three
m nut es.

So we coul d use sone tinme now and | could do those if
that is convenient for anyone.

CHAI RMAN:  Fine. Wuld you like to cone down to m ke nunber
5in the front?

CRGSS EXAM NATI ON BY MR MACDOUGAL L

MR. MACDOUGALL: And what | have given is an excerpt.

guess | shouldn't call it the legislation, the bill, Bil



Q

Q

- 2354 - Cross by M. MacDougal I -
30. So | have given the excerpts that 1"mgoing to refer

to, so people can --

CHAIRVAN:  And | will give it an exhibit nunber. Every tine

| see it it nakes ne sl ow down.

And it will be WPS-3.

MR. MACDOUGALL: And just for the record, M. Chair, this is

just a couple of excerpts fromBill 30. It is not the

entire bill.

CHAI RVAN: It certainly is just a couple.

M. Porter, just a couple of questions. |'m hopeful you
can answer these. |[If there is any concern with you being
the right person to do that, you know, don't hesitate to

|l et nme know.

MR PORTER  Right.

If I could refer you to the third page which is the final
page of this exhibit. And it is section 111, "Application
for approval of tariff", and in particular section 111

(4). And |l will just read that subsection into the

record.
"The Board shall, when considering an application by
the SO, which is the systemoperator, "in respect of an

approval of a tariff pertaining to transm ssion services,
base its order or decision respecting the tariff on all of

the projected revenue requirenents of the SO and the
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transmitters for transm ssion services and the allocation
of such revenue requirenents between the SO and the
transmtters.”

So M. Porter, ny first question is with respect to
the reference in 111 (4) to the projected revenue
requi renent of the SO and the transmtter, does your
proposed tariff currently account for the revenue
requi renents of the proposed SO?

MR. PORTER: Schedule 1 in the tariff is the rate that
covers of f the system operator cost.

Q - So when you say schedule 1, you are talking about
mandat ory service, schedule 1, scheduling system control
and di spatch service?

MR. PORTER: Yes. That is correct.

Q - And you are saying the tariff before this Board now, with
the nunbers in that, includes all of the revenue
requi renent of the SO as well as the transmtter under the
| egi sl ati on?

MR. PORTER: | don't know the answer to that question. |
think M. Snowdon would be a better one to answer that
guestion perhaps. But I'"'mnot famliar with going forward
with the setup of the system operator what the additional
cost .

| believe Ms. MacFarl ane had spoken to that to sone
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extent. But | don't have the answer to that.
- Could we maybe take that as an undertaking? And |I can
make the direct question so people understand. The
| egi sl ation tal ks about the revenue requirenents of the
SO, which | understand has not yet been set up or will not
be set up for sone tinme, and the transmtter which I'm
presuming is the division of NB Power that will becone the
transmtter under this tariff.

And | just want clarification if schedule 1 as now
proposed includes the revenue requirenment of the proposed
SO as well as the transmtter, or whether there will be
anot her application com ng back here later on to increase

the revenue requirenents to include those of the SO?

MR. PORTER. Gven the rate at which the restructuring is

nmoving and the stage that it is at, | don't know the
details that would be required to answer that question.
These are costs that fall out of the restructuring.
- So could we just get an undertaking though as to whet her
or not your application includes the revenue requirenent

of the SO as well as the transmtter?

MR. PORTER: Yes. W wll take that as an undert aki ng.

- Thank you. And I will just ask a couple of other
guestions arising out of that. And you nay not be able to

answer them M. Porter, based on the discussion we have
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j ust had.
Are you able to provide any estimate of the order of
magni tude of the SO s revenue requirenments?

MR, PORTER: No, |'m not.

Q - Okay. |If you could just |look at the other page of the
exhibit here. And that is the second page. And it refers
to section 42 of the Act, "bjects", the objects of the
SO

And | just note, if you go down the list, they include
itens such as maintaining adequacy and reliability of the
New Brunswi ck Transm ssion system procuring and providing
ancillary services, maintaining the adequacy and
reliability of the integrated provincial electricity
system and this is all in accordance of the objects of
the SO pursuant to the Act.

So could I just ask you whet her you believe these
costs or charges could be significant? Does that | ook
i ke a significant undertaking?

MR. PORTER: | don't see it being a significant undertaking
in ternms of nonunental or unjustified in any way. It
depends on what you mean by the word significant? | don't
-- as | said, | don't know the cost, so | can't give you
any precise answer. But | believe there was testinony

earlier by Ms. MacFarl ane about -- to sone extent about
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the cost and the fact that the intent certainly by the
people involved is to mnimze those costs.

MR. HASHEY: M. Chairman, | amwondering if with M.
Snowdon and Ms. MacFarl ane com ng tonorrow, | wouldn't
have any problemif M. MacDougall wanted to reask those
guestions to those, and | think he has given us fair
notice of the question he would like to pose. It mght be
the easier way when they are here, or try to give you an
undert aki ng answer, whi chever.

MR. MACDOUGALL: M questions were actually over, M. Chair.

And | certainly appreciate the situation M. Porter is
in. An answer to the undertaking may be given orally
tomorrow by Ms. MacFarlane or M. Snowdon when they are
here, and then if |I have a foll ow up question arising out
of it, I could pose that to them That would be fine with
ne.

CHAI RMAN:  Fine, M. MacDougall, we will do that.

MR. MACDOUGALL: Thank you, very nuch, M. Porter. And I
realize those were -- you were the one available. So on
that point, M. Chair, | would like to nention discretion
being the better part of valour, M. Howard will not be
here tonorrow then. And so | will pose ny questions to
M. Snowdon, but they can't pose questions to ny wtness,

so that worked out nice.
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MR. MACDOUGALL: Thank you, M. Chair.

CHAI RMVAN:  Sai nt John Energy?

MR. CARR. Yes, M. Chairman, we have one question that
rat her contingent a bit along the line of the question
that was just asked. And it occurs to ne that it m ght be
nost easily dealt with as just perhaps an extension of the
undert aki ng, which you were just tal king about, if I could
just get into that, just an additional itemon the
undert aki ng basi cally.

CHAI RVAN: Al right. WelIl ny understanding is that
basically M. McDougall has put tonmorrow s w tnesses on
notice that these questions will be asked then. So if you
want to put something on the record, so again they have a
heads up why by all neans.

MR CARR. W could do that. | amsorry, | m sunderstood.
| thought the resolution was that you had an undert aki ng
and you were not going to in fact going to ask any further
guestions but --

MR MACDOUGALL: M. Chair, if either M. Snowdon or Ms.
MacFar | ane responds to that undertaking on the record
tomorrow, if | have no follow up questions | won't ask
them and if | do, I would just ask themout of that. So
| think it would be appropriate now if Saint John Energy

wanted to add to that, then we could have one response and
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foll owup questions only if they were required.

CHAI RVAN:  Good. CGo ahead.

MR. CARR. Thank you. Basically the additional information
we sought was in unbundling this bundled tariff
application with regard to the revenue requirenents of the
SO versus the revenue requirenments of the transm ssion
owner/operator. W recognize that the SO under Bill 30 is
in fact a nonprofit corporation, and presunably therefore
woul dn't -- well it is not under the Act subject to pseudo
taxes and return on equity and all those other things,
whi ch the transm ssion owner is.

So in the undertaking related to the costs all ocated
to the SO could you also indicate whether or not there
are pseudo taxes and also return on equity and basically
cost of capital charges in the SO portion of the revenue
requi renent. That was it.

MR. PORTER We would add that to the undert aking.

MR. CARR.  Thank you.

CHAIRVAN:  We will rise and reconvene at 9:30 tonorrow
nor ni ng.

( Adj our ned)

Certified to be a true transcript of the proceedi ngs of
this hearing as recorded by nme, to the
best of ny ability.
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