New Brunswi ck Board of Comm ssioners of Public Utilities
Heari ng
In the Matter of an application by New Brunsw ck Power

Cor poration dated June 21, 2002 in connection with an Open
Access Transm ssion Tariff

Delta Hotel, Saint John, N.B.
December 16th 2002, 9:30 a.m

CHAI RVAN: David C. N cholson, QC

COWM SSI ONERS: J. Cowan- McGui gan
Ken F. Sol | ows

Robert Ri chardson

Leon C. Bremer

BOARD COUNSEL.: Peter MacNutt, Q C

BOARD SECRETARY: Lorrai ne Légeére

CHAI RVAN:  Good norning, |adies and gentlenen. Since
we are starting a new week | will take appearances.
M . Hashey?
MR. HASHEY: Yes. David Hashey, Terry Morrison, numerous
others all identified earlier.
CHAI RVAN:  Baysi de Power? Canadi an Manufacturers and
Exporters?
MR. NETTLETON. Good norning, M. Chairman. Gordon
Nettleton and Jim Snellie on behalf of CME. And also |

will register the appearance of J.D. Irving at this tine.
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CHAI RVAN: Do | understand that you flew through Toronto?
That' s al ways a m st ake.

MR. NETTLETON: A funny thing happened on the way to Saint
John, M. Chairman. And maybe we can tal k about that
after appearances.

CHAI RVAN:  The City of Sumrerside? Enera?

MR ZED: Peter Zed.

CHAI RVAN:  Energi e Edmundston? M. Gllis? M. Nettleton
has al ready appeared. WMaine Public Service Conpany?

Nort hern Mai ne | ndependent System Adm nistrator. Nova
Scotia Power Inc.? M. Zed. Perth-Andover Electric Light
Comm ssion. Province of New Brunsw ck?

MR. BARTLETT: Don Bartlett, JimKnight, M. Chairnan.

CHAI RMAN:  Provi nce of Nova Scotia, Departnent of Energy?
Sai nt John Energy?

MR. YOUNG Yes, M. Chairman. Dana Young, Jan Carr, Ray
Gor man.

CHAI RMAN:  WPS Energy Services Inc.? GCkay. Back to your
unpl easant experience of yesterday, M. Nettleton?

MR NETTLETON: Well, it is | think a first for ne, M.

Chai rman, to be here appearing before a Conm ssion
somewhat naked and without a tie. M bags were lost, sir.
And unfortunately part of the | ost assets were materials

for ny preparation in this cross exani nati on.



- 1357 -

| have however found and can proceed with respect to
matters respecting the revenue requirenent which is in
particul ar the evidence of Ms. MacFarlane and M. Lavigne.

And | think that is consistent with the directions that

we di scussed | ast week in ternms of having that area of
cross exam nation conducted today.

| woul d though seek your indul gence of postponing if
you Wi ll nmy cross exam nation on ancillary services, in
particular until | have had an opportunity to | ocate ny
| ost materials.

CHAI RMAN:  Subj ect only to a reasonable | ocate.

MR NETTLETON: | understand, sir.

CHAI RVAN: Do they know where they are?

MR. NETTLETON. Well, at 1:00 o' clock this norning when our
flight arrived at Saint John, the answer was no. | have
not had --

CHAI RMAN: My experience normally is they will say oh, dear,
it went to St. John's.

MR. NETTLETON:. You nust know the attendant very well, sir.
CHAI RMAN:  You al ways | ook when your bags are bei ng checked
to see that YSJ is on the tag. All of us in this room
know to do that, that is for sure. Anyway that is not a

fun thing, having been there.

You can just sinply go ahead and do what you can do.
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And hopefully they will locate it.

MR. NETTLETON: Thank you, sir.

CHAI RVAN:  Any prelimnary matters?

MR. HASHEY: Yes. Thank you, M. Chairman. W do have a
coupl e of undertaki ng answers.

| should say that Ms. MacFarlane who is here today has
-- I"'mfearful that the flu may run through all of us.
She is just barely getting over it here. So stand back.
But she is here. And we are prepared to -- she tells ne
she is fully able to proceed.
But | would ask that anytine that she needs a break

she just indicate it to us quickly and we wll --

CHAIRVAN: | think that the flu has been running around sone
of the Board nenbers too. So just what is it, the
term nol ogy? | forget what witness it was that said, |
need a bi ol ogy break or sonething.

MR. HASHEY: A bio break.

CHAI RVAN:  Anyway, by all means, just --

MR. HASHEY: No probl ens.

CHAI RMAN:  -- just go.

MR. HASHEY: Anyway we would start off with an answer --
there was question posed by M. Richardson to M.
MacFarl ane in the transcript at 1288, 1289 dealing with

the sal es into New Engl and.
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And | think Ms. MacFarl ane indicated she woul d
appreci ate being able to cone back to the begi nning of
Panel C and speak nore fully to that. | would ask that
she address that further if she would pl ease.

M5. MACFARLANE: Thank you, M. Hashey. The budget for the
current fiscal year for export margins was 103 mllion.
And that was down significantly fromlast year's actua
for a 102 of 169 mllion. And that was |argely because of
a col |l apse of prices.

And as it turns out our forecast for the year is just
under 90 million in margins. Prices have held from| ast
year. They dropped precipitously but then recovered.

Qur probl em has been volune. And that is because the
cost of heavy fuel oil is up and we are not conpetitive in
that market as it currently stands, not conpetitive for
good portions of the tine.

So our volunme is down by -- or will be down for the
year by 24.2 percent agai nst what we had anticipated for
budget, though the average price we are anticipating wll
be about 7 1/4 cents conpared to a budget of 5.8 cents.

MR. HASHEY: If there are no further questions on that. |
don't know if M. Richardson nay want to ask any further.

If not I can answer one further undertaking.

MR. RI CHARDSON: Thank you, M. Hashey. My concern at
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rai sing the question was how firmcan we | ook forward to
t hese sales as we nmove down the road the next several
years? Do you have any great crystal ball in that regard?

MS. MACFARLANE: W continue to believe that as Col eson is

converted to Orinulsion our price will be much nore
conpetitive and therefore export margins will go up once
agai n.

That is one of the problens with that plant being on
heavy fuel oil. The price is so volatile that our ability
to predict what it is going to be and our ability to
conpete when it is high is nmuch reduced.

But with Orinmulsion we will have a stable price and a
| ower price.

MR. RICHARDSON: Is there any concern fromyour part as to
t he amount of capacity comng on streamin New Engl and,
that it may force prices down and again give us sone
heartburn up here regardi ng our conpetitive position?

MR. MARSHALL: The effect of the capacity in New England is
all gas, conbined cycle gas capacity which is on the
margin. So the issue is not the anmpbunt of that capacity.

Most of the cost of a conbined cycle gas unit is fuel-
related. So it is really what is the cost of natural gas
fuel in that market which will drive nore the market

pri ce.
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And the margi ns that our generation group would nake
depend on the difference between the marginal cost here of
fuel and the costs in the New Engl and market.

And as Ms. MacFarl ane said, after the Orinul sion
conversion at Col eson, margi nal costs in New Brunsw ck
will be Iower and there will be a margin -- a margin
contribution to fixed costs.

So we see the forecast of prices in New England -- the
forecast in actual gas prices is to stay in the 3.50, $4
range. And that is -- so the market prices should stay
reasonably firm

MR. RI CHARDSON: One of the keys then, M. Marshall, is
Orinmulsion. And how do you feel about that aspect this
nmorning in Iight of what has been taking place?

MR. MARSHALL: The project is still two years away. There
is tinme to resolve short-termissues in Venezuel a we hope.

MR. RI CHARDSON: No further questions.

CHAI RVAN: Go ahead, M. Hashey.

MR. HASHEY: There was a question asked | believe to M.
MacFarl ane by M. MacNutt concerning the ability -- and
maybe it even was directed to the panel -- it mght have
been Dr. Morin as well -- dealing with the alternative
rat emeki ng, the authority for this Board to deal with

t hat .
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And | would say in answer to that, that it is very
cl ear under section 8.3 (4) of the Public Uilities Act
whi ch has been adopted by section 53 (1), part 3 that the
Board has very wide authority in its decisions here
concerning the tariff.

That woul d be the response to two of the undertakings.

We hope to have a couple nore for you by afternoon. And
we wll try to clear up the ones that are behind us.
t hi nk we have got nost of them answer ed.

But | think there are four or five yet that are still
outstanding. And we still don't have an answer in the
busi ness plan issue that was raised, and a request nade as
to whether that is available and whether it can be
released. W are trying to determ ne that today or
t onor r ow.

CHAI RMAN: Good. Thank you, M. Hashey. M. Zed, do you
have a couple of matters you want to address the Board on?

MR. ZED: | have one in particular, M. Chair.

CHAI RVAN:  That is nunmber 3 m ke.

MR. ZED: On page 763 of the transcript, after questioning
M. Connors at |ength about the issue of grandfathering
and Enera's position with respect to sanme, M. Morrison
asked the question "So when you say a third party contract

you are not tied to any specific type or duration of
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contract?" And the response from M. Connors was "I'm

advancing that as a general proposition, that's correct.”
And | guess what | would like to clarify, with the
Chair's permssion, is sinply that what NB Power has asked
for is that existing firmservice custoners, that is with
a contract termof one year or nore, be grandfathered.
And Enera's position is that that should only be done if
there are bona fide third party contracts in support of
those. And we just want to nake it clear that from M.
Connors' answer, he was not suggesting that contracts of
| ess than a year duration should be grandfathered if they
are supported by third party contracts. And | don't think
there is any issue with the applicant on that. They
weren't seeking to grandfather those short-term contracts.
But we just wanted to nake sure that from M. Connors

response, nobody was m sl ed.

MR. MORRI SON: W have no problem W discussed this on
Fri day.

CHAIRVAN: It is rather unorthodox but --

MR. MORRI SON: Rat her than having M. Connors cone back to
clarify, | agreed that --

MR. ZED:. Thank you.

CHAI RVAN:  Any other prelimnary matters? Now, M.

Nettl eton, are you going in the Canadi an Manufacturers
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slot or are you going to wait for JDI?

MR. NETTLETON: | really don't think it matters which but |
will throw the dice and say that we will cross exanmine in
the JDI slot and see what happens.

CHAI RVAN:  Ckay.

MR HASHEY: M. Chairman, well before cross exam nation
begins I would ask the panel if possible there will be a
coupl e of corrections to evidence.

CHAI RVAN:  Sur e.

MR. HASHEY: Maybe this would be the better tine before we
start cross exam nation obviously. | was going to ask the
panel -- we have four nenbers of this panel. M. Lavigne,
Ms. MacFarlane, M. Marshall and M. Porter sitting in the
order fromclosest to M. Bremmer down the line. And I
think these witnesses were sworn, were they not --

CHAI RVAN:  Yes, they were.

MR. HASHEY: -- at the beginning when we gave the
presentation, yes.

CHAI RVAN:  Yes.

MR. HASHEY: And starting with M. Lavigne | would ask M.
Lavigne if he adopts his evidence and if there are any
corrections he wishes to nake in any of the evidence that
he has presented?

MR LAVI GNE:  Yes.
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MR. HASHEY: | amreferring to exhibit A-2 where the
evi dence can be located. And there nay be a short -- a
couple of interrogatory references by M. Lavigne as well.

M. Lavi gne?

MR. LAVIGNE: Thank you, M. Hashey. Yes, | have a couple
of corrections to nake. The first is in binder A-4, which
is the responses to interrogatories nunber 1. In
particular it is the Province of New Brunswi ck | R nunber
28.

CHAI RVAN:  Try and give us sone time, M. Lavigne.

MR LAVIGNE: Sorry.

CHAIRVAN: It is in A-4. At what page?

MR. LAVIGNE: It would be page 317.

CHAl RVAN: 3707

MR LAVI GNE: 317.

CHAI RVAN:  317.

MR LAVIGNE: Wiich is the Province of New Brunswi ck IR
nunber 28. In particular it is nunber 9-6. It reads
anortization.

CHAI RVAN:  Yes.

MR. LAVIGNE: The correction is if you | ook at |ine nunber 3
under anortization, it says distribution system 10 to 35
years. It should read the transm ssion system And it

shoul d be 35 to 55 years.
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CHAIRVAN:  So it should read 35 to?

MR LAVIGNE: 35 to 55 years.

CHAI RVAN:  Thank you.

MR. LAVIGNE: The second correction is in binder A-5, under

tab nunber 6. These pages aren't nunbered but it would be
page nunber 7. The top reads installed costs,
t el ecommuni cations. The correction resides in line 52 and
53. Line 52 should read 1.1 rather than 1.6. And |line 53
should read 2.5 versus 2. It has no inpact on the bottom
line of that particul ar spreadsheet.

And the final change is in binder A-2. And that would
be under tab 4. The direct evidence of David Lavigne.

And in particular it's page 8, table 4. |1'mputting forth
a revision to that particular table based on the

di scussi ons which took place | ast week in Panel B between

Dr. Morin and M. MacNutt pertaining to the textbook of

Dr. Morin. |In particular the handling of work in progress
in the rate base.

Subsequent to the discussion which took place, we had
sone consultation with Dr. Mxrin in ternms of how that
should be handled in terns of the rate base. Based on
t hat di scussion we deemthat the work in progress should
cone out of that -- of the rate base.

So we are putting forth a revision to that table
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removing the work in progress as well as the deferred
liability, which again based on discussions with Dr. Mrin
was deened that this is zero rated and we have elected to
renmove it fromthe rate base.
We had not had any previous consultation with Dr.

Morin on that -- on this particular matter, so based on
t he di scussions which canme out of |ast week, we thought it
prudent to do so.

CHAI RVAN:  Does that nmean -- which of the two nmethods, CWH P
or AFUDC are you using?

MR LAVIGNE: That woul d be AFUDC

MR. MACNUTT: M. Chairman, | would inquire of M. Hashey if
it is possible that they can file --

CHAI RVMAN:  Can't hear you very well, M. McNutt.

MR. MACNUTT: | would ask of M. Hashey if it was possible
for NB Power to file a new table 4?

CHAI RVAN: Wl | that --

MR. HASHEY: | was just about to do that. W have it.

MR. MACNUTT: Thank you.

MR. HASHEY: And maybe this would be the appropriate tine to
of fer that.

CHAl RMAN:  Yes. That will be A-28.

MR LAVIGNE: That can be seen fromthe table --

MR. HASHEY: Just wait a second, M. Lavigne, till the Board
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has a chance to mark it. Raise your hand.

MR. LAVIGNE: As can be seen fromthe table the allowable
return on equity drops to 12.6 mllion fromthe 13.1
mllion which was put forth in the original evidence. So
we are | ooking at a decrease of $500,000 to the revenue
requirenent, resulting in a revenue requirenment of 97.9
mllion versus the 98.4 mllion which we put forth for the
test year.

That conpl etes ny corrections.

MR. MACNUTT: Wbuld you just repeat the revenue requirenent,
pl ease?

MR. LAVIGNE: Yes, I'msorry. It drops to 97.9 mllion from
98.4, which was in the original evidence.

CHAI RVAN: W don't know. W are waiting. M. MacNutt is
shuffling paper back there. D d you have anything nore,
M. MacNutt?

MR. MACNUTT: No. W are just wondering where that revenue
-- that revised revenue figure, what other tables it would
appear in?

CHAl RMAN:  Sorry?

MR. MACNUTT: \Where that revised revenue figure -- what
other table would it appear in. W have now found that it
appears at table 5. Are there any other tables?

MR. LAVIGNE: It would inpact a nunber of tables throughout
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t he evi dence.

CHAI RVAN:  Ckay. M. Lavigne, perhaps after the next break
you could indicate to everyone what tables will be
affected, or after lunch is fine.

MR. LAVIGNE: COkay. Yes.

CHAI RMAN:  Any ot her corrections, M. Hashey?

MR. HASHEY: No. | believe what | should though then direct
-- it's not for M. Lavigne. M. McFarlane, you adopt
your evidence that has been given here subject to these
anendnents and how it mght affect it?

M5. MACFARLANE: Yes, | do.

MR. HASHEY: And M. Marshall and M. Porter, your evidence,
do you adopt that as filed and are there any corrections?

Maybe you could comrent on first of all what effect that
change woul d have that M. Lavigne is referencing here?

MR. MARSHALL: The reduction from98.4 to 97.9 of .5 mllion
is a .5 percent reduction. So all of the rate schedul es
that are in appendi x B, the rate design docunent -- |
believe it is appendix B. Al of the nunbers in appendi x
B where 98.4 is there reduces to 97.9. And all of the
rates calculated there related to transm ssion assets
woul d be reduced by .5 percent.

MR. HASHEY: Thank you. | think that is a fairly easy

cal cul ati on.
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MR. MARSHALL: And M. Porter has one little change to nake
as wel .

MR. HASHEY: No, | appreciate that. | was just going to say
| think the calculations are fairly sinple and there may
be ot her changes coming fromcross exam nation. One
doesn't know. So we haven't tried to do a whole pile of
revisions at this point in tine. Anything the Board
wi shes one, we will obviously do it and be pl eased to.

M. Porter?

MR. PORTER In addition to that .5 percent inpact on rates

whi ch do appear in nmy evidence, | have one relatively

m nor issue to point out. It is in exhibit A2 as well on
page 57. And | really just want to -- as | say it's

m nor .

CHAIRVAN:  Is that in your evidence, M. Porter?

MR PORTER It's -- no, it's in the appendix B, so it's a
j oi nt docunent of M. Marshall and nyself.

CHAI RMAN:  Okay. And it is what page?

MR PORTER:  Page 57.

CHAI RVAN:  Yes.

MR. PORTER And this is -- just to avoid any confusion, if
you | ook at the list of schedules, the titles of the first
two schedules 1.1 and 1.2, the titles should be reversed.

MR. MARSHALL: Only on that page.
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MR. PORTER: And only on that page. That's to make it
consistent with the other appearances of those schedul e
nunbers and titles. Thank you.

MR. HASHEY: Ckay. Thank you, M. Porter. | believe that
anounts to the corrections. Thank you, M. Chairnan.

CHAI RMAN:  Good. Thanks, M. Hashey. Any other prelimnary
matters? Then refresh ny nmenory but, M. Nettleton, |
think you went with the JDI position, which would nean
that I would invite M. Zed to cross the panel.

MR ZED: M. Zed is going in the Nova Scotia Power sl ot.

CHAI RVAN:  Well | guess that sort of shows you, M.
Nettleton. You haven't got -- yours aren't gapped enough,
| guess.

MR. NETTLETON:. What is the saying, bad things happen in
t hrees?
CHAI RMAN:  Oh dear. Okay. Well go ahead, sir.

CRGSS EXAM NATI ON BY MR. NETTLETON:

- Thank you, M. Chairman. M. McFarlane, you provided
this nmorning sone further clarification to questions asked
by Conm ssioner Richardson. Could | just follow up with
you on the current evidence you gave this norning.

Is it ny understanding that the change in the forecast
relates to both a change in the price of energy as well as

a change in the volume of, for lack of a better term
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t hroughput on your wres?
M5. MACFARLANE: You are referring to the fact that we
budgeted at one | evel and we are now forecasting at a
| oner | evel ?

Q - That's correct.

M5. MACFARLANE: And, yes, it is a change both in price and
in vol une.

Q - And your expectation though with the Col eson Cove project
-- let's first start with that. The Col eson Cove project
is a generation project, right?

MS. MACFARLANE: That's correct.

Q - kay. So it has nothing to do with New Brunsw ck Power
Transm ssi on, correct?

M5. MACFARLANE: Coul d you repeat the question, M.
Nett!| et on?

Q - The Col eson Cove refurbishment project that | believe you
were referring to relates to New Brunsw ck Power
Generation, correct?

M5. MACFARLANE: Yes, it does.

Q - And so we are not tal king about assets of New Brunsw ck

Power Transm ssion, are we?
MS. MACFARLANE: That's correct.
Q - Oay. And do | understand, Ms. MacFarl ane, that you are

now forecasting that once the Col eson Cove project has
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been conpleted, there will be vol une increases?

M5. MACFARLANE: That's correct.

Q - And those volune increases will be back to the current
| evel that you are today experiencing on your systenf?

M5. MACFARLANE: | don't have that information with me.
certainly can | ook at what our forecast is, but | know
that we are expecting that we will be nore conpetitive.
The generation business unit will be nore conpetitive on
exports once Oinulsion conmes on |ine.

Q - Al right. Well maybe | could ask you to nake that
undertaking and find out what the volune levels will be
once the Col eson Cove project is conpleted. Wuld you do
t hat ?

M5. MACFARLANE: Yes.

Q - Thank you. M. MacFarlane, | would like to take us back
to the discussion of butterflies. | am hoping that you
can provide sone further clarification about the new
evi dence that we have heard concerning Debtco and its role
and function and how it wll relate to New Brunsw ck Power
Transm ssi on.

Just so that the record is clear, Debtco has not been
referred to anywhere in your prepared witten evidence or
your responses to interrogatories, has it?

MS. MACFARLANE: That's correct.
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- And can you confirmthat New Brunswi ck Power Transm ssion

will in fact be a separate legal entity, a corporation
separate and apart from New Brunsw ck Power, when the

mar ket opens.

M5. MACFARLANE: That is mnmy understanding. GCbviously none

of us will know until the legislation is actually passed
in the House, but it is my understanding that that is the
i ntent.

Now when you say separate and apart from New Brunsw ck
Power, New Brunswi ck Power as it currently exists, as |
understand, will be continued as New Brunswi ck Power, sone
sort of hol ding conpany. And the transm ssion conpany
will be a subsidiary thereof. So there is a connection.

Right. But the two, as you understand it, wll be

separate and distinct corporations?

MS. MACFARLANE: That's correct.

| guess what | would like to do now, Ms. MacFarlane, is
have you hel p ne understand how New Brunsw ck Power
Transm ssion Corporation is going to be capitalized in
fact in the brave new worl d.

Wio will New Brunsw ck Power Transm ssion obtain the

Transco assets fronf

M5. MACFARLANE: Again, this is not -- this is only based on

nmy understandi ng of what will happen. Until the
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| egi sl ati on and acconpanyi ng docunents are finalized, we

are not sure. But as | understand it, the intent is that

NB Power will be continued under the Business Corporations
Act as a -- as a holding sort of conpany.
It will -- the assets of NB Power therefore will be in

this hol ding conpany. One of its first undertakings wll
be to transfer those assets fromthe hol ding conpany into
t he individual subsidiaries, including the transm ssion
conpany.

Q - So will nonies flow from New Brunsw ck Power Transm ssion
Corporation to New Brunswi ck Power, for |ack of a better
term Holdco in consideration for the assets?

M5. MACFARLANE: The shares of the transm ssion conpany w ||
be held by, for lack of a better term the hol ding
conpany. So to that extent there will be a transfer of
val ue, shall we say, fromthe transm ssion conpany in the
form of shares.

Now coi ncident with the assets being transferred, the
debt equity swap will occur between the hol di ng conpany,
for lack of a better term and the debt conpany, for |ack
of a better term And at the sane time as the assets are
sent down to Transco, debt and share capital will be sent
to Transco in order to capitalize those assets. It wll

flow from Debtco to Holdco to the transm ssion conpany, is
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nmy understanding of howit will work.

Q - Wll let's take that in pieces, if we could. The assets
will go to Transco. Shares will be taken by Holdco in
exchange. Have | got it right so far?

MS. MACFARLANE: Mmmm

Q - kay. And as it relates to Debtco, there will be a debt

equity swap between Hol dco and Debt co?
MS. MACFARLANE: That's correct.

Q - And so the amount of debt taken by Holdco is what?

M5. MACFARLANE: Each of the subsidiary conpanies will have
a different capital structure depending upon the risk --
t he assessnent of risk that they face. So as the assets
are transferred down into the subsidiary conpanies, an
appropriate anmount of equity and debt will flow down as
well to be matched by that.

It is the conposite of those different capital
structures that will be the amobunt that will be swapped
bet ween Debtco and Hol dco.

Q - And so is it your understanding at the end of the day the
current debt held by Holdco will in effect be held or be
pl aced in the Debtco corporation?

M5. MACFARLANE: Sone portion of it will in the follow ng
sense. Al of the debt as it currently exists, as |

understand it, will nove to this separate Crown
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corporation we are referring to here as Debtco.

What will cone back is a conmbination of sone of that
debt and equity in a proportion that will allow proper
capitalization of the subsidiaries.

So if | understand this, Ms. MacFarlane, there will be
sonme form of financial instrument provided fromDebtco to

Transco?

M5. MACFARLANE: The instrunments as they exist today will be

reissued in a sense. Today the debt of NB Power is issued
in the nane of the Province of New Brunswi ck. And there
is sinply a note between the Mnister of Finance and NB
Power indicating that NB Power is accepting responsibility
for a portion of that.

That will -- when we do the debt equity swap, we wl|
be, to the extent possible, sinply noving it all over to
Debt co and novi ng back issues that will allow a
di stribution of debt in the subsidiary conpanies with the
sanme terns and conditions, shall we say, of the pool, so
that no subsidiary is adversely affected by the
redi stribution of debt. And they will be instrunments just
as they are today, that are covered by a note between the
Province of New Brunsw ck and the M nister

So the ternms of the financial instrunment between Debtco

and Transco will be the sanme terns as exist today on that
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out st andi ng debt ?

MS. MACFARLANE: That's correct.

- | think you have indicated this, M. McFarl ane, but just
to be clear, Debtco, to your understanding, will be a

Crown cor poration?

M5. MACFARLANE: That is nmy understandi ng.

- And as between Debtco and Hol dco and Debtco and Transco,
who are Transco's |lenders? Isn't Debtco and the Province

t hrough Debtco, the |ender?

MS. MACFARLANE: In effect, the lenders are the ultimte

issuers of the -- the ultimate investors. And we are
speaki ng here about |egacy debt. | should nake that
distinction. As it goes to the |egacy debt, i.e. the debt

that exists today and will be brought back in the debt
equity swap, the ultimte |lenders are the investors that
t he Province deals wth.
- Al right. But as between two corporations and the
Provi nce, both corporations being Crown corporations, the

ultimate lender in this case remains the Province, fair?

MS. MACFARLANE: That's correct.

- There was sone discussion of Thursday |ast dealing with
lifelines. Again, a point raised by Comm ssioner
Ri chardson. Transco is renmaining as a Crown corporation

| s that your understandi ng?
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MS. MACFARLANE: That's correct.

Q - So the risk borne by Debtco as it relates to Transco, is
the risk of default. |Is that fair?

M5. MACFARLANE: It is the risk of default on the existing
| egacy debt. It will assume no responsibility for new
debt that is issued as that existing debt matures.

Q - Al right. | think that is a very inportant distinction
and thank you for that, that this discussion is in respect
of | egacy debt. So that's fair.

And as it relates to | egacy debt, that default risk is
as between two Crown corporations, correct?
M5. MACFARLANE: | don't believe so, M. Nettleton. | think
you would | ook right through to the ultimte transaction.
That at the end of the day, the risk for default is to
the hol ders of these bonds. And although it starts with
the transm ssion entity, at the end of the day on the
| egacy debt, the Province is responsible.
Q - Is that any different than the current risk of default?
MS. MACFARLANE:  No.

Q - Ms. MacFarlane, in your professional experience as a
chartered accountant, can you recall any instance where a
Crown corporation has gone bankrupt?

M5. MACFARLANE: | think there is another distinction. The

answer to that is no, but there is another inportant
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distinction to make here. Mst Crown corporations also
carry the status of agent of the Crown, which neans on al
of their transactions, be they debt or operations, any
contractual obligation is in effect done in the nane of
t he Crown.

And again, subject to the legislation actually being
passed, it is ny understanding that Transco will not carry
the status of agent to the Crown. So the fact that it is
owned by the Province does not nmean that the Province has
a financial responsibility for it beyond the | egacy debt.

And therefore there is every possibility that there is a
risk of default if things go w ong.

Q - Well | understand that things may be different for non-
| egacy debt.

But as it relates to | egacy debt, would you agree that
if there was a change in the risk of the outstanding
| egacy debt as it concerns default, the ternms and
condi tions of those debt instrunents, the covenants, would
have to be nodified as between the Province and the
outstanding and ultimate | enders. Fair?

M5. MACFARLANE: The ultimate responsibility for that debt
is with the Province of New Brunswick if the transm ssion
conpany defaults.

Q - And that is no different than howit is today, correct?
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MS. MACFARLANE: That's correct.

Q - Thank you. Al right. Let's nove on to non-I|egacy debt.

In the new world, could you hel p me understand how new
debt will be raised by Transco?

M5. MACFARLANE: The first issue will be obtaining a credit
rating. And as Dr. Morin indicated |last week, it is the
intent to capitalize the conpany so that it can receive an
i nvestment grade credit rating. And then with investnent
bankers the utility will approach the debt markets,
| ooki ng for capital.

Because of the size of the issues that in al
i kelihood will happen in Transmi ssion they will probably
be private placenents or sonething akin to that, which
conmes with a basis point penalty, shall we say. But
that's what is intended.

Q - And | believe, Ms. MacFarl ane, you indicated | ast week
that you are currently in discussions with investnent
bankers concerning credit ratings?

M5. MACFARLANE: The Province is currently in discussions
and NB Power is part of those discussions, yes.

Q - Have you obtai ned any opinion, as of today's date
respecting the credit rating of Transco?

M5. MACFARLANE: | have been subject to discussions where

t he i nvest nent bankers have nade their opinions known.
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But | do not have an opinion having been given to ne.

Q - Al right. | think we have tal ked about i nvestnent
bankers. Let's now tal k about credit agencies, credit
rating agencies. Have you had discussions with any credit
rati ng agencies respecting this topic?

M5. MACFARLANE: W have not discussed the reorgani zation
with the credit rating agencies, no.

Q - Ms. MacFarlane, could you turn to page 11 of your direct

evi dence please? | believe that is A-2.
M5. MACFARLANE: | have it, yes.
Q - It's ny understanding in your testinony with Dr. Mrin

that your intentions are to finance Transco so as to
obtain an Arating on a bond, is that fair?

MS. MACFARLANE: That's correct.

Q - Do you see any Aratings with respect to the utilities
listed in table 4?

M5. MACFARLANE: The different bond rating agencies use
different term nology. And what you are seeing here is
the term nol ogy used by Standard & Poors.

The A rating that we woul d have been referring to
woul d have been DBRS term nology. So the Province of New
Brunswi ck has an A rating in DBRS tern nol ogy.

Q - Could you undertake, Ms. MacFarlane, to provide a list of

the Canadian electric utilities -- actually, sorry, the
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Canadi an utilities which you have used for your credit
spread anal ysis that shows the DBRS ratings?

And by that | mean not only table 4, but | believe
there was also -- and if | had ny bag here | would be able
totell you -- but |I believe there was a response to an
| nf or mati on Request where you provided Cl BC world nmarkets,
and the anal ysis of that showed the various credit spreads
and bond ratings.

And |I'mwondering if you could provide that in DBRS
terns pl ease?

MS. MACFARLANE:  Yes.
Q - Thank you, Ms. MacFarlane, that is very helpful with
respect to Debtco. 1'mgoing to nove on a bit.

| would Iike to start, Ms. MacFarlane, with a general
proposition before we get into the detail of your
evidence. And the detail that |I'mabout to get into is
the cal cul ation of the finance charge.

Wul d you agree that under your proposed PBR schene,
New Brunswi ck Power Transm ssion's challenge, shall we
say, to maximze its profits very nuch depends on what the
starting point revenue requirenent is established at?

MS. MACFARLANE: That's correct.
Q - And so if this anpbunt is set too high, or shall we say is

overinflated, the conmpany has a nuch better tinme or
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I'i keli hood of achieving cost savings, fair?

M5. MACFARLANE: That's true. But that is why Dr. Mrin put
the safety barriers into the design of the PBR such that
although it is inportant to get the going-in rates
correct, at the sanme tine if they are too high or too | ow,
t he nechani sm becones sel f-correcting outside of the band
of 10 to 12 percent ROE

Q - CQutside of the band?

MS. MACFARLANE:  Yes.

Q - Thank you. And alternatively if the starting point
revenue requirenment is too |low, the conpany has a much
nore difficult time achieving its cost of capital
objectives, is that fair?

MS. MACFARLANE:  Yes.

Q - So getting the starting point revenue requirenent right
matters, fair?

MS. MACFARLANE:  Yes.

Q - And its inportance is anplified, is it not, because the
proposed term of your application is for three years?

That is the earliest tinme a ratepayer woul d under your
proposal be able to review this would be at the concl usion
of three years?

M5. MACFARLANE: Except for the safety mechani smthat woul d

say that any earnings below 9 percent would allow the
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conpany or the PUB to open the tariff up for
reexam nation

But if it went the other way, if earnings were
consi stently above the higher end of the band, there would

be no opportunity to review that?

M5. MACFARLANE: Under the proposal we have put forward,

there is no opportunity to reviewit. But it does call
for 100 percent refund of any earnings over the 14
percent, which in effect is the same as if the -- except
for it being retroactive, it is the sanme as if the rate
were | ower.

Ms. MacFarl ane, do you know of any Canadi an regul at ed

utility that is earning 14 percent return on equity?

M5. MACFARLANE: No. And that is why Dr. Mrin felt that

the lack of symmetry, as pointed out by the Chair, in that
the tariff doesn't open again at earnings over 14 percent
was pretty low risk, because it is very doubtful
especially in the ensuing three years, that we will get

t here.

- Assum ng the revenue requirenment is right?

MS. MACFARLANE: That's correct.

Let's turn to your evidence, Ms. MacFarlane. Let's start
with the finance charge found at table 1-A. |'m | ooking

at line 7.
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MS. MACFARLANE:  Yes.
Q - And fromtable 1-A if | follow the bouncing ball if you
will, we got a first ook at table 7, is that right?
MS. MACFARLANE: That's correct.
Q - And the itemof table 7 that | would like to focus on is
the long-termdebt interest of 14.8 mllion.

Now | ask this because | don't think the answer is
yes. But that nunber hasn't changed as a result of the
corrections given today, has it?

MS. MACFARLANE: No, it has not.
Q - Thank you. So fromtable 7 we have to then go to table
6, correct?
MS. MACFARLANE: That's correct.
Q - And line item4 of table 6 shows a cost of debt for
fiscal year 2003 and '4 of 10.7 percent. Do you see that?
MS. MACFARLANE:  Yes.
Q - And so we then go to table 5, right?
MS. MACFARLANE:  Yes.
Q - And | think we have | anded. W have drilled down. And
we are ready to tal k about table 5.

Is it fair, Ms. MacFarlane, that table 5 really is
showi ng a nunerator and a denom nator, the nunerator
conprised of lines, itens 1 through 5 and the denom nator

conprising of lines 7 and 9?
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M5. MACFARLANE: No. | believe the nunerator would be Iine
6 -- yes, 1 through 5. And the denom nator would be |ine
15. 15 is an average of lines 7 through 9 and lines 11
t hrough 13.

Q - Al right. And that is a sinple average of the
out standing | ong-term debt forecast to exist at the end of
the test year, fair?

MS. MACFARLANE:  Yes.

Q - So there is a nunerator conprising of |long-termexisting
debt interest and a denom nator of |ong-term existing debt
and sinking funds?

MS. MACFARLANE:  Yes.

Q - I would Iike to concentrate first on the nunerator if |
could. Line 1 is entitled "Interest on |ong-term debt."
And this anobunt is stated at 202 million -- 202.6 mllion,
right?

MS. MACFARLANE:  Yes.

Q - Now to understand what makes up this anobunt we need to

| ook at Province of New Brunswi ck |Information Request 28

at sub (15). And | believe that is A-4.

M5. MACFARLANE: |I'msorry. Could you repeat the reference
pl ease?
Q - Yes. It is the New Brunswi ck Power response to PNB

Provi nce of New Brunswi ck IR 28, sub part (15).
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MS. MACFARLANE: Yes, | have it.

Q - Right. And | believe at page 319, the first category
shown is "interest expense". And that amount is 174.4
mllion, is that fair?

MS. MACFARLANE:  Yes.

Q - Al right. And the next category is "foreign exchange on
interest.” And that is found at page 320. And that
anount is 13.2 mllion, right?

MS. MACFARLANE: That's correct.

Q - And the third category you have shown is UFM and

decommi ssioning of 15 mllion?
MS. MACFARLANE: That's correct.

Q - Now back to table 5. And Ms. MacFarl ane, we are
cal culating the cost of debt for the purposes of New
Brunswi ck Power Corporation as opposed to New Brunsw ck
Power Transm ssion, right?

MS. MACFARLANE: That's correct. And then an allocation is
made.

Q - Right. But for the purposes of table 5 we are only
considering the cost of debt for New Brunsw ck Power
Cor por ati on?

MS. MACFARLANE: That's correct.
Q - Can you confirm M. MacFarl ane, that the UFM and

decomm ssioning interest relates to New Brunswi ck Power's



- 1389 - Cross by M. Nettleton -
Poi nt Lepreau nucl ear generation facilities?
M5. MACFARLANE: The liabilities may have arisen fromthat.

But they do not relate to the nucl ear operation in the
foll owi ng sense. Qur rates include an anmount coll ected
from custoners each year for an all owance for used fuel
managenent and deconmmi ssioning of the nuclear facility
over time. So our rates include that anount.

That anount coul d have been, should have been, w Il be
set aside in a trust fund and invested in order to allow
for those activities to take place when they happen.

They over history have not been set aside though.

They have been used in order to finance other parts of the
operation including the transm ssion entity and including
transm ssion assets. And to that end they are considered
part of NB Power's overall debt.

When | say that they ultimately will be set aside in a
trust fund which will require borrowing, that in fact wll
be happening in the current fiscal year because of a
I'icencing requirenment of the CNSC to provide financi al
guar antees by March 31st 2003.

Q - 1 don't think you have to turn this up, M. MacFarl ane.
But your response to Information Request 39 to M. Gllis
i ndi cated that the decomm ssioning liabilities refers to

post facility closure site cleanup costs for Point Lepreau



Q

Q

- 1390 - Cross by M. Nettleton -

and for costs for the disposal of irradiated nuclear fuel?

MS. MACFARLANE: That is what the anpbunts were coll ected

fromcustoners for. And therefore there is an ultinmate
l[iability for that.

When one | ooks though at where is that liability
coming from it is not com ng from custoners anynore,
because the ambunts have al ready been collected from
cust oners.

But they were used, those funds, instead of being set
asi de for UFM and deconmmi ssioning, they were used to avoid
borrowi ng on ot her asset purchases across the corporation.

At the tinme that we have to reestablish those trust
funds, which will be in the current fiscal year, we have
to go to the market and borrow anounts in order to put
those trust funds in place, the amounts having al ready
been expended on ot her assets of the entity. And that

wi |l happen in the current fiscal year.

- The $15 million that you have referred to conprising the

202.6, do you pay that to anyone today?

M5. MACFARLANE: In the test year we will be paying it to

whoever issues the -- whoever accepts the bonds that we
i ssue to replace that noney.

But it has nothing to do with | egacy debt, does it?

M5. MACFARLANE: It certainly does, in the follow ng sense.
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Money was col |l ected from custoners, should have been set
aside in a trust fund and wasn't -- let's say $10 was
collected fromcustonmers. |Instead of putting it in a
savi ngs account, that $10 was used to finance transm ssion
assets, generation assets, distribution assets and in sone
cases nucl ear assets, that anmount was used to avoid having
to go out and borrow noney to finance those assets. It
has avoi ded borrow ng that those funds have been put to
use.

At the tinme that they have to be reinstated, which is
in the current fiscal year, as a result of a licencing
condition, we will have to go to the markets to borrow
t hose anmounts. Therefore it very directly relates to the
financing of transm ssion assets.

But that noney, Ms. MacFarlane, relates to the issuance

of new debt ?

MS. MACFARLANE: That's correct.

- Thank you. WM. Lavigne, your turn. Could | take you to

page 3 of your evidence pl ease?

MR LAVI GNE:  Yes.

- This is a sinple question, sir. And it is just

confirmation that the assets that you show here that
conprise the rate base do not include assets for New

Brunswi ck Power Generati on. Fair?
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MR LAVIGNE: Yes, that is correct.

- And that includes Point Lepreau. Right?

MR LAVIGNE: Yes, that is correct.

- Ms. MacFarl ane, you said that these were an avoi ded cost
i n your answer.

M5. MACFARLANE: They were avoi ded borrowi ngs. They were
not avoi ded costs in the sense that we attributed interest
income to the -- shall we say the deemed borrow ngs, we
attributed interest inconme or interest expense to the
operations and attributed interest incone to the liability
as if we had borrowed on the open market to achieve the
funds that woul d have been used to fund assets in other
busi ness units. So there was no avoi ded cost.

- You will just have to bear with ne for one second, M.
MacFar | ane.

CHAI RMAN:  Actually I think it is a good tinme for us to take
our 15 m nute break.
(Recess)

CHAl RVAN: Go ahead, M. Nettl eton.

MR. NETTLETON. Thank you, M. Chairman. Unfortunately I
have to report that there are no bags yet. But we wll
keep checki ng.

CHAIRVAN:  No flights either

MR. NETTLETON: | amtold noon is the first opportunity.
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CHAI RVAN:  That is about right.

Ms. MacFarl ane, earlier this norning you were indicating
that the PBR schene that you are proposing has a self-
correcting feature to it. | would like to understand how
this self-correcting feature applies to the cost of |egacy
debt .

If you -- if this Board were to approve your PBR
mechani sm are you suggesting that if you have sone way of
i mprovi ng upon the cost of debt, that that reduction

sonehow fl ows back to ratepayers?

M5. MACFARLANE: Let nme start by saying that if | used the

termself-correcting, | should have used the termsafety
net .

Secondly, you will recall that the fornula is such
that if NB Power is able to beat indices in respect of its
cost, then it presumably can inprove its return on equity
within the 10 to 12 percent band w t hout sharing, and
above the 12 percent band or below the 10 percent band
wi th sharing.

| believe your question was if we are able to inprove
on the interest costs of |egacy debt.

That's correct.

M5. MACFARLANE: The cost of |egacy debt is enbedded with

t he exception of the assunption nade for UFM and decomi
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avoi ded borrow ngs in which case the assunption there

shoul d be the cost of new debt.

It isn't -- it is less than the cost of new debt in
the testinony. W chose not to correct that. But with
t hat one exception, the cost of inbedded debt isn't
sonet hing that we can change for the very reason that it

i s enbedded.

- Al right. So | think we are in agreenent that the cost
of debt that we are discussing here is not forecast to

change over the proposed test year period?

MS. MACFARLANE: It is as the debt attrits. As the debt

mat ures the proportion of old debt to new debt changes and
the interest rate anount changes slightly and there is a
table in the evidence that points to that. Wuld you |ike
me to point it out?

- Certainly.

MS. MACFARLANE: It is table 10 in the evidence which is --

- Sorry, this is your evidence?

M5. MACFARLANE: It is ny evidence, yes, in exhibit A2,

table 10 in ny direct evidence which is page 18.

- | amthere.

M5. MACFARLANE: The very bottomline, Iine nunber 16 is the

annual cost of debt for the fiscal year indicated at the

top. And the test year is 10.7 percent and the year after
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is 10.98 percent.
Q - Al right. So we can't expect a reduction then in the
cost of debt. W are expecting an increase?

M5. MACFARLANE: In the cost of |legacy debt. There is a
decrease in the cost of overall debt because as this
| egacy debt matures, it is replaced by new debt at | ower
rates.

Q - Can you turn to table 9 please? Wich -- | am assum ng
that this is a table of the | egacy debt. Correct?

MS. MACFARLANE: That's correct.

Q - Can you show nme which of these issues you are intending
or expecting to mature during the three year period?

MS. MACFARLANE: W woul d have taken this table which shows
the way the debt attrits over tine, we would have taken it
back to the fiscal year for which we -- the last fisca
year for which we have audited financial statenents which
is 2001, 2002. And that is the colum that is indicated
at the left entitled "2002".

So the amobunt -- you will notice that every single
i ssue has a principal amount in it at that point in tine.
And as we nove forward, the maturity dates, which are in
the fourth colum over, any maturity date that would be in
the fiscal year '02, '03 or beyond would expire in the

table as it comes due. And you can see that represented
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in dashes in the table.
So as an exanple, line nunber 5, issue nunber 70,
whi ch was a Canadi an dol |l ar issue expired April 1st, '02,
you can see that it is not shown in the translated anount
at April 30th 2003, because it would have expired in that
fiscal year.
Q - But as between 2004 and 2005, there are no increnenta
maturities, right?

M5. MACFARLANE: That is correct, yes. The anmounts differ
on the U S. issues because of the translation rate and
there is a small principal paynent on the NCPC issue at
the top. That is a federal government issue. There is a
smal | principal change there.

Q - But there are no naturities, correct?

M5. MACFARLANE: There are no maturities, that's right.

Q - And we are seeing yet an increase in debt fromyour table
10 from 10.7 to 10.98?

M5. MACFARLANE: Renenber that there are various conponents

of that in table 10.
Q - Right.

M5. MACFARLANE: The interest on the |ong-term debt, you
will see on line nunber 1 on table 10 does reduce
slightly. But the sinking fund earnings have increased,

the anortization of principal related debt -- or pardon
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me, anortization of foreign exchange cost has not changed,
but the credit spread has changed slightly.

Q - And we will get to each of those line itenms, rest
assured. But overall fromthat table we can concl ude that
the cost of debt is increasing, right?

M5. MACFARLANE: The percentage has increased, the magnitude
has decreased.

Q - Wll line 16 shows an increase, right?

MS. MACFARLANE: Line 16 shows an increase in the
percentage. Line 6, which is long-termdebt interest for
NB Power, shows a decrease. In pure dollar anmounts, it is
a decrease.

Q - Al right. Fair enough. You were hel ping me under st and,
| believe, the nature of the UFM and deconm ssi oni ng
liability.

MS. MACFARLANE:  Yes.

Q - Is it fair to say, Ms. MacFarlane, in your lingo as a
chartered accountant, that this is a deferred liability?

MS. MACFARLANE: The debt itself is not a deferred
l[iability, no. The fact that there will ultimtely be a
cost to undertaking this is a deferred liability,
undertaki ng the used fuel managenent and the
decomi ssi oni ng.

When the trust funds are established -- and as | say,
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that will be in the current fiscal year -- you will see a
new asset arise which will be trust funds. And you will
see a new liability arise, which will be the repl acenent

of what we are referring to here as avoi ded borrow ng,
t hrough i ssuance of actual debt certificates.
Q - Do you have or could you put before you exhibit A5, tab
4, the annual report of New Brunsw ck Power?
CHAI RVAN:  What exhibit is that?
MR. NETTLETON: That is A-5, M. Chairnan.

CHAI RMAN:  A-5. Thank you.

M5. MACFARLANE: | have it.
Q - I would like you to turn to page 35, if you woul d,
pl ease.

MS. MACFARLANE:  Yes.

Q - You will see under the heading "deferred liabilities" in
your bal ance sheet there is a line itemcalled plant
decommi ssi oni ng and used nucl ear fuel nanagenent ?

MS. MACFARLANE: That's correct.
Q - Is that what we are speaking of here?
M5. MACFARLANE: W are speaking of the ambunts that will be
required to undertake the activities behind that
liability.
Q - Al right.

M5. MACFARLANE: So as | say, we would have collected
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anounts from customers and rather than setting them aside
in a trust account, we have used themto avoid ot her
borrowi ng, so therefore the asset is lower. There is no
trust account, and the borrowing is | ower.

When we create that trust account the assets will be
hi gher and the borrowing will be higher.

And a point -- | would just like to -- | knowit's
confusing. | would just like to point out once again the
anount we are borrowing is not an anmount to fund those
liabilities. [It's an amount to replace the dollars that
we al ready collected fromcustoners and used on ot her
asset and operational itens across the corporation instead
of creating a trust fund to fund those liabilities.

Q - Has -- does your accounting systemallow you to delineate
what assets you have funded with these nonies as they
relate to transm ssion?

M5. MACFARLANE: No, it does not. It would be just part of
t he general borrowi ng of the corporation. W don't assign
borrowi ng to specific assets.

Q - But that is going to change in the new -- brand new
world, right?

M5. MACFARLANE: It will change in the sense that conpany by
conpany we w || understand what borrow ngs are funding

whi ch conpany. But within that conpany we will not
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under st and what borrow ngs are fundi ng which assets. Sone
of the assets are funded out of cash flow Sonme wll be
funded out of borrow ngs.

Q - If you turn to page 43 of your annual report, there is
the note 12. And will you confirmw th nme, M.

MacFarl ane, that this obligation is indeed -- that is the
decomm ssi oni ng of -- and used nucl ear fuel managenent is
a unfunded obligation?

M5. MACFARLANE: At the year end that we are speaking of it
i s an unfunded obligation. W have, as | say, collected
t hose anmounts from custoners and used themin other parts
of the operation as opposed to setting themaside in a
trust fund to manage this liability. That's why it says
the obligation is not funded.

Q - Are you saying then that as part of this application and
of the change to decoupling Transco that there will be a
change in this -- in the nature of this liability to being
one where it is a funded obligation?

M5. MACFARLANE: The reason for funding this obligation is
not related to the restructuring of NB Power. |[t's
related to a CNSC | icence condition that was enbedded in
our licence issued Cctober of this year.

So the ability to collect funds from custonmers and use

it other than for setting it aside for future obligations
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for deconm ssioning and used fuel managenent is no | onger
there for us, either historically or prospectively, so we
must borrow to put these funds in place.

And again | stress that the only reason we are
borrowi ng i s because we used these funds on assets and
operations across the organization including transm ssion.

| should just clarify, M. Nettleton, CNSC is Canadi an
Nucl ear Safety Conm ssion.

Q - That was going to be ny next question, so thank you for
that. That condition though, Ms. MacFarlane, relates to
agai n Point Lepreau?

M5. MACFARLANE: The condition relates to Point Lepreau,
that's correct.

Q - Thank you. Could you turn to page 38 of your annua
report, which again provides a nore descript discussion of
the deferred liability we are speaking of ?

MS. MACFARLANE:  Yes.

Q - As | read this note, that is note 1H, the corporation has
the discretion to make provision for this future liability
by taking an accounting deduction fromthe cal cul ated net
i ncome, right?

M5. MACFARLANE: Could | ask you to say that again, please?

Q - Yes. Does the corporation -- it is the corporation who

has the discretion to nake provision for the future
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liability, right?

M5. MACFARLANE: No, | -- well it depends on your
interpretation. Canadian Institute of Chartered
Account ants Cui delines woul d indicate under their nmatching
principle that we would have to set aside a current cost
for the -- a current portion of the estimated future costs
for these liabilities so as to match the usage of the
asset and the accunulation of the liability with the
current tinme period.

Q - Al right. Can | take you back, M. MacFarl ane, to page
35 of your annual report. | see under the heading
"deferred liabilities" that there is an entry for other.
And | believe that relates to -- as | read notes 9 and 13,
pensi on benefits and retiring -- retirenments?

M5. MACFARLANE: The corporation has a retirenment all owance
programthat's tied to its collective agreenents. And
part of it relates to that liability. And the other is an
early retirenment program payout. This is for the early
retirement programthat have been undertaken and
recogni zed in previous years as a cost and the liability
i s being extinguished over tine.

Q - And that isn't included in your interest calculation
found on page 1 -- or line 1 of table 5, right?

M5. MACFARLANE: Did you say it is or it isn't?
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Q - Is not. | think we went through the categories and that
wasn't included in one of your entries, right?

M5. MACFARLANE: M. Nettleton, may | take an undertaking on
that so that | can exam ne the suppl enmentary schedul es
just to ensure?

Q - Certainly. Thanks. | would |like to nove on to the next
category that we did identify and that was foreign
exchange on interest.

Ms. MacFarl ane, are you aware of any -- or does New
Brunswi ck Power Transm ssion hold cash flow streans or are
you proposing to hold cash flows streans which have a U. S.
dol | ar denom nation? You are not charging rates in U S.
dol l ars, are you?

M5. MACFARLANE: No, we won't be charging rates in U S
dollars. Sone of the costs may be in U S. dollars.

Q - Oher than debt costs what costs would those be?

M5. MACFARLANE: There may be some supplies purchased out of
the U S.

Q - But all of your assets reside in the Province of New
Brunswi ck?

MS. MACFARLANE: That's correct.

Q - And you have referred in your evidence, Ms. MacFarl ane,
to the Ontario Hydro experience. Do you recall that?

Ontario Hydro as being a electric utility that has gone



- 1404 - Cross by M. Nettleton -
through a simlar unbundling?

M5. MACFARLANE: | referred to it in respect of setting up a
separate Crown corporation to hold the debt in the debt
equity swap.

Q - Are you aware, Ms. MacFarl ane, whether Ontario Hydro --
well it is now Hydro One has been allocated any U.S. debt,
any foreign debt as part of its restructuring?

M5. MACFARLANE: |'m not aware, no.

Q - Wuld you be surprised if they had been allocated U. S.
debt ?

M5. MACFARLANE: No, | would not be surprised.

Q - Wy~?

M5. MACFARLANE: Because generally speaking, at |east the
under st andi ng that we have approached this with, is that
we want to avoid any cost shifting between the regul ated
parts and the unregul ated parts of the business when the
debt allocation is done through the debt equity swap.

Therefore, the intent is to ensure that the pool of
debt, its characteristics as a pool, enulate to the extent
possi bl e the characteristics of the pool of debt in the
new subsidiaries. And since there is debt in the
corporate entity now, NB Power, that will be part of the
debt sent over to this separate Crown corporation | would

-- it's not unreasonable to assume that either some
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U.S. debt issues will cone back or an equival ent cost wl|
conme back to the transmi ssion entity and the other
subsi di ari es.

Q - Ms. MacFarl ane, who are you paying the foreign exchange
on interest that is enbedded in your $202.6 nillion nunber
to in respect of that anbunt? Who gets paid that anmount?

M5. MACFARLANE: W pay it to the Province of New Brunsw ck
And the Province of New Brunswi ck would pay it to the
hol ders of the bonds.

Q - So it's an actual cash cost?

M5. MACFARLANE: It is an actual cash cost.

Q - Now when this U S. debt was subscribed were there
specific assets that were used or were they -- was that
debt used for the purposes of financing specific assets?

M5. MACFARLANE: NB Power has, as far as | know, always
managed its debt as a collective pool. The assets are
financed partly through cash flow and partly through
borrowi ngs and there is no attribution of specific

borrowi ngs to specific assets.

Q - Ms. MacFarlane, you are an officer of New Brunsw ck
Power ?
MS. MACFARLANE: | am
Q - Are you aware whet her New Brunswi ck Power has revenue or

cash flow streans in U S. dollars?
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MS. MACFARLANE: Yes, it does.

VWhat are those? Can you describe then?

M5. MACFARLANE: There are two -- three primarily. One as

you have pointed out is the interest and where required
princi pal paynments on U.S. debt.

There are revenues fromexport sales that are received
in US. dollars. And there are foreign currency
transl ation requirenents for our fuel. W pay that in
U S. dollars.

Most of our fuel is paidin US. dollars. And in
addition to that there is the odd supply, which are m nor

itens.

- And the export revenues that you receive in U S. dollars,

they are related to the sale of energy?

M5. MACFARLANE: That's correct.
- And those are fromgeneration facilities?

MS. MACFARLANE: That's correct.

- Wiy would you not allocate those revenue -- U S. revenue-
generating assets to the U S. debt?
M5. MACFARLANE: | suppose one mght | ook at sonething |ike

that froma hedging point of viewto ensure that there is
a natural hedge in place.
But one would only do that if we still achieved the

obj ective of ensuring that the cost of debt of the pool as
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it exists today is the sane as the cost of debt of the
pool s that are broken up and distributed to the subsidiary
entities.

One woul d not want to see higher cost or |ower cost
debt go to the regul ated parts of the business versus the
unregul ated parts of the business, because it would be
unf air.

If I could expand | could give you an exanpl e.

Q - Sure.
M5. MACFARLANE: The Province just did a U S. global issue,
and NB Power participated in it. The all-in cost of that
i ssue was just over 5 percent.

Were we to attribute that particular issue to
Generation it would be to the detrinment of Transm ssion,
because the cost of that debt is so | ow

What we are trying to achieve in the debt/equity swap
was to ensure that there is a fair attribution of debt
both in terns of its duration, its term its coupon rate,
et cetera to each of the subsidiaries.

Q - Al right. Can you turn to page 46 of the annual report
pl ease?

Now earlier you indicated that if there was a natura
hedge, that is U S. dollar revenues could be matched

against U S. dollar debt costs, do | take it fromnote 18
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(b) that in fact the corporation has identified that type
of hedge and is intending to apply over $200 mllion of
sinking funds to create that hedge?

M5. MACFARLANE: That's correct. There are very
prescriptive CICA guidelines in respect of what represents
an effective hedge. And short-termrevenues and revenues
that are not tied to a contract do not represent an
effective hedge against a long-termliability.

In this case you see where we are using assets. And
we have taken those assets and invested themin U S.
dollars so as to provide an effective hedge agai nst the
U S. debt.

And | will point out that what gets allocated to the
subsidiaries and what is allocated in our evidence to the
transm ssion entity is the net of debt m nus sinking
funds.

Q - W will get there. But the point that I would |ike you
to confirmwith me is that this hedge -- let ne put it
this way.

Has this hedge, this natural hedge been factored into
line 1 of table 5?

M5. MACFARLANE: Yes. And | can show you that. |[If you turn
to table 9 on page 17.

Q - Yes.



- 1409 - Cross by M. Nettleton -

MS. MACFARLANE: In the colum 2004, the |ast four entries
are for U S. dollar debt. And you can see that year over
year the last two itens which have a purchase hedged
agai nst them you can see that the translation rates for
t hose do not change.

And you can see that year over year the two itens
above that, which are U S. debt that go out to 2020 and
2022, are very simlar in their translated anmount but not
exactly the sane.

And that is because you will see that there is $250

mllion worth of debt outstanding. And we have applied
200 mllion of sinking funds agai nst those as a natural
hedge, |eaving 50 mllion unhedged.

So the change in currency in those two years in our
forecast has led to only a slight difference in the
statenent date liability of those obligations.

Q - Wll, let me go back to the note then, Ms. MacFarl ane,
because |' m obvi ously m ssi ng sonet hi ng.

As | read it it says "Subsequent to year end the
corporation entered into cross currency interest rate
swaps to hedge foreign exchange risk associated with 200
mllion of its outstanding U S. debentures.”

M5. MACFARLANE: Mmm

Q - So there was sonme hedging activity on that 200 mllion of
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outstanding U. S. debt, right?

M5. MACFARLANE: That's right. And that is -- on table 9
that is lines 27 and 28. And you will see that in the
colums "2004 statenment date rate" and "2005 statenent
date rate" conpared to "2003 statenent date rate", you
will see that the nunbers don't change. And that is
because we have a hedge, a purchased hedge agai nst those
anount s.

Q - Al right. But the note then goes on to say "Al so,
subsequent to year-end, certain U S. denom nated sinking
fund assets were assigned to provide a hedge agai nst an
additional U S. 200 mllion in outstanding debentures."”

M5. MACFARLANE: That's right. So that would be lines 24
and 25. And in colum nunber 7 or so it says "Principa
anount U.S. dollar debt.” And you will see it is 150" and
100'. That is $250 million in U S. debt.

You will see that the translated anounts only change
slightly. If they were unhedged they woul d be changi ng by
nore. But because we have applied a hedge of 200 mllion
agai nst the 250 mlIlion nost of that amount is hedged.
And the transl ated dollar anmounts only nove slightly.

Q - Al right. Thank you for that explanation, Ms.

MacFarl ane. That is very hel pful.

| would |ike to go back though to Iine 1 of your
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cal cul ation of table 5. And | understand that what we
just discussed was the value of the outstanding debt.

But what I'minterested in is howthat factors into --
t hat natural hedge, how does that factor into the
numerator, namely the interest on that debt?

M5. MACFARLANE: There are detail ed schedul es by issue of
what the debt anount is. | believe you referred to it in
Interrogatory PNB IR 28 that shows the detailed interest
by debenture. And then it also translates the interest on
that at the foreign exchange rate.

Q - So are you saying that those stated forei gn exchange
rates are inclusive of all hedging effects?

M5. MACFARLANE: They should be, yes. The ones that have a
pur chased hedge, the translation rate should be at the
stated anount.

And the ones that are hedged agai nst sinking funds,
the interest on the debt would be translated at the
statenent date rate, the interest on the sinking fund
woul d be stated at the interest rate -- pardon ne,
statenent date rate, and the two would net out.

Q - Can you just, subject to check, if there is sone concern
could you do that check for nme?

M5. MACFARLANE: Certainly.

Q - Thank you. M. MacFarlane, Transco as you have pointed
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out does not have that U. S. incone cash flow streamin the

brave new world, right?

MS. MACFARLANE: That's correct.

So how do they take the advantage or how do they take
advant age of the hedge associated with the U S. $200

mllion natural hedge?

M5. MACFARLANE: They take advantage of it in the sense that

when the debt equity swap is done, to the extent that
U.S. dollar debt is issued to the subsidiary, offsetting
sinking funds in U S. dollars would be issued as well.
The net anmpbunt woul d be issued.
But the allocation is of the liability, right? It is not

the cash flow associated with that liability, is it?

M5. MACFARLANE: The liability cones with the cash flowin

the sense that the interest -- there is interest expense
on the U S. dollar debt.

But to the extent that sinking funds woul d al so be
allocated in U S. dollars, they earn interest in U S.
dollars. And the two should offset each other.

There may be sone differential between the interest
earned and the interest expensed. But by and |arge they
shoul d represent an effective hedge both on the interest

side and on the principal side.

- When you considered the allocation of debt to Transco,
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did you consider the allocation based on how t hat capital
has been depl oyed t hroughout the conpany?

M5. MACFARLANE: If | understand your question correctly, |
believe | have already answered it, which is no. The
corporation funds its assets through a conbination of
wor ki ng capital and debt -- pardon ne, cash flow and debt,
and pools its debt and cash flows against its asset
acquisitions. W do not track asset by asset how they are
fi nanced.

Q - Al right. Let's nove to the next line itemif we could,
and that's of interest to nme, and that's sinking funds
which is line 3?

MS. MACFARLANE:  Yes.

Q - Are the sinking funds -- is the sinking fund earnings an
anount that NBP, New Brunsw ck Power actually earns?

M5. MACFARLANE: Yes, it is.

Q - This is a cash anount received by the corporation
correct?

MS. MACFARLANE: That's correct.

Q - Al right. Let's nove toline 4. And that is the
"anortization of principal-related forei gn exchange
costs.”

Before getting to line 9 -- sorry, line 4 specifically

-- you were providing nme with sone understandi ng of Cl CA
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princi ples associated with the foreign exchange i ssues and
t he hedges.
This table though, this table 5, this is not an
accounting statenent, is it? It is a forecast?

MS. MACFARLANE: That's correct.

Q - Nowwith line 4, | would like you to first go to pages 9
and 10 of your testinony?

M5. MACFARLANE: Yes. | have it.

Q - 1 took it fromthat evidence starting at the answer to
Question 10 that the anortization that you are proposing
is not a generally accepted accounting principle, is that
fair?

M5. MACFARLANE: The CI CA guidelines for accounting for
forei gn exchange have changed. The corporation for years
was followi ng ClCA guidelines that required that at each
statenent date you translated the debt at the current
statenent date rate. And the difference in debt
attributable to the translation at the previous statenent
date rate and the current statenent date rate would be
anortized over the life of the debt issue. And that is
the practice NB Power was follow ng for sonme period of
tinme.

The Cl CA gui delines changed | ast year and required

that that differential year over year that arises from
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transl ation of the foreign denom nated debt be witten off
in the current year.

In order to put that new practice into place NB Power
was required to make a retroactive adjustnment to its
retained earnings to wite off the anount of accunul ated
forei gn exchange differential between the tinme that the
debt was borrowed and the time of the change in Cl CA
gui del i nes.

It was required to wite that off. That does not nean
it is not a cost to the corporation. And we believe it is
a cost to the corporation.

| can illustrate that on table 9. And it is a cash
cost to the corporation. |If you would just turn to table
9, perhaps that could help in our discussion.

Q - Thank you. Yes.

M5. MACFARLANE: On page 17. W were referring earlier to
the U S. dollar issues which are at the bottom of the
table, lines 23 down through 28.

And you can see that in the columm just before the
years begin, there is a colum entitled "foreign exchange
rate at issue date." And you will see it is $1.25, $1.18,
$1.19, $1.04 et cetera.

Those are the anpbunts of noney for each $1 U.S. debt

that the corporation would have issued, it would have
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received at the tine, let's say on the first one, $1.25.
In actual dollars we would have issued 90 million in U S
debt. And in that first year we woul d have received 112
m | lion Canadi an.

But you can see in the next colum on that sane |ine

-- I"'mon line 23 now -- that when we actually paid that
back we had to pay back 142 mllion Canadi an because of
changes in interest rates between -- changes in foreign

exchange rates between the tinme we actually got the cash
and we had to pay it back.

That is a real cost to the corporation. W only
received 112.8 mllion to invest in assets. W have to
pay 142.5 mllion back. That is a cash cost. And we
believe it should be part of rates collected from
cust omers.

Q - But it is a cash cost that arises at maturity date,
right?

M5. MACFARLANE: It arises at maturity date. And so we are
-- for purposes of rate setting, continuing to follow the
practice of anmortizing that anount over the period between
i ssue date and maturity date.

Q - Right.
M5. MACFARLANE: The CI CA gui delines have changed so that

t hose foreign exchange changes hit in the fiscal year that
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t hey occur, which we don't believe is fair to ratepayers.
W end up with intergenerational inequity in years in
which there is a large swing in the Canadi an dollar, as
there has been in the not-too-distant past.
| can use just as an exanple the restated figures in
our nost recently issued annual report. W would have
reported | ast year -- on page 33 as an exanple, in the

annual report --

Q - I"'mthere
M5. MACFARLANE: -- you can see the -- on page 33 under
"2001 restated” you will see net inconme |oss for the year
is aloss of 78 mllion.

Wen we filed that annual report the previous year we
were followi ng the defer and anortize approach for foreign
exchange guidelines. And that |oss was 12 m | lion.

Wen we were forced to take the I oss in one year, you
can see it went froma loss of 12 million to a loss of 78
mllion. Because the dollar noved from68 cents to 63
cents. W do not believe that is equitable to ratepayers,
to have that degree of variation occurring in one fiscal
year.

So for ratemaking purposes we are proposing that we
continue to defer and anortize it over the life of the

debt issue which is also coincidentally generally the life
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of the asset that it supports.

Q - But the value of the current period anobunt that is shown
in table 5, that is the value of the principal expressed
in current dollars and anortized out over the remaining
portion of the term right?

M5. MACFARLANE: It is the portion of the principal arising
fromthe change in U S. dollars. And then it is spread
out over the life of the issue, yes.

Q - And so if the Canadian dollar were so very kind to
increase in value, that would then change t he anount
stated in that line item right?

MS. MACFARLANE: That's correct.

Q - And so this all depends upon what the value of the U S
dollar is as against the Canadian dollar at the tinme of
maturity?

M5. MACFARLANE: It does. And because it is spread out over
the life of the issue, and nost of the issues are quite
long in their term there is a snoothing effect that takes
pl ace on account of that.

Q - Was the anortization treatment specifically an accounting
policy approved by this Board?

MS. MACFARLANE: | would have to check on that, but | would
assunme it would have been, yes. Wuld you |like me to find

the reference to that?
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Yes, please. Thank you.
And Ms. MacFarl ane, can we agree then that the current
period of that anortization, which is again stated on |ine
4 of table 5, that is not a cash cost to the conpany, is

it? It is an accounting entry?

M5. MACFARLANE: It is ultimately going to be a cash cost to

t he corporati on.

But it is not a cash cost in the current period?

M5. MACFARLANE: Some portion of it would be a cash cost in

the current period to the extent that U S. dollar issues
come due. If U S. dollar issues are not com ng due it
will be a cash cost in another period.

But the asset which is being financed by this debt,
this U S dollar debt, would be being expired in the
current period. And the matching principle would say that
you should ensure that the costs related to the debt are
spread over the life of the asset.

But fromtable 9 would you confirmthat there are no U S

debt expiries proposed in years 2004 and 20057

M5. MACFARLANE: There are no expiries. So there is no cash

requirenent in the test year. However, as | said, there
is ultimtely a cash cost.
And the mat ching principle wiuld say that cash cost

shoul d be spread over the life of the asset which is
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fi nanced by that debt.

Q - But again, Ms. MacFarlane, fromtable 5 we are not
cal cul ating an accounting statement. W are calculating a
forecast, correct?

M5. MACFARLANE: W are calculating a forecast but a
forecast of net incone.

Q - Net incone?

M5. MACFARLANE: Net income as an accounting concept.

Q - Aren't we trying to calculate the interest cost on your
debt ?

M5. MACFARLANE: W are. But we aren't necessarily
cal culating the cash interest costs on the debt. Cash
fl ow and expense are two di fferent concepts.

Q - Now you have lost ne. Are we not trying to figure out
the cost of debt by taking the interest expense on that
debt and dividing it by the outstandi ng debt?

M5. MACFARLANE: Yes, we are. But as an exanple, line 2 --
line 2 again is not a cash cost in the test year. Item
nunber 2 again is an itemwhere there woul d have been a
cash layout at another period of tinme related to the debt.

And the cost of that cash payout is expensed over the
life of the debt, so that it is matched against the life
of the asset which the debt financed.

Q - Al right. So line 2 is another non-cash itenf
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MS. MACFARLANE: Yes. But cash is not the issue here. Cost
is the issue. And sone costs, |ike anortization of fixed
assets, are appropriately recogni zed over time, in this
case it's over the tine of the debt issue.

And it is over the time of the debt issue because by
and large the tine of the debt issue matches the |ife of
the asset which it is financing.

Q - Now Ms. MacFarl ane, again fromthe annual report and back
to the natural hedge, how has that been factored into this
cal cul ati on?

Has t here been any consideration given to how the U S.
si nking fund anounts have been applied to effectively
hedge against that interest, that anmortization risk?

M5. MACFARLANE: | think that was -- | believe it has been
And as | say, | think that was part of the undertaking,
that | agreed to |look at the detail schedules in order to

assure you that that is the case.

Q - So it equally applies to the anortization as nmuch as it
does apply to the foreign exchange i nterest expense on the
| egacy debt?

| f you have got $200 million of U S. debt, doesn't
that help you with respect to the potential risk of there
being at maturity date a change in the outstanding

principal of U S. issued debt based on the currency
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fl uctuation?

M5. MACFARLANE: | believe you neant if we had 200 mllion
in US. asset. And yes, it does. That is specifically
why that natural hedge has been put in place, so that the
translation of the two of them offset each other.

Q - And you are going to check to make sure that that is
reflected in line 4?
M5. MACFARLANE: Yes, I'mquite sure it is. But | wll

check to make that is the case.

Q - Thank you. Let's turn nowto line 5 M. McFarlane, and
that is credit spread. You will agree with nme that that
itemis reported as being $20.1 million? That is line 5
of table 5?

MS. MACFARLANE: That's correct.

Q - Ms. MacFarlane, | amhaving a difficult tine
under st andi ng who you will be paying this $20.1 mllion to
as it concerns |legacy debt. Can you help nme out with
t hat ?

M5. MACFARLANE: Yes. In ternms of actual paynents out of
t he corporation, sone portion of that anount will be paid
to the Province of New Brunswi ck as a guarantee fee. The
reason why we included an attributed or deened credit
spread over the Province of New Brunswi ck borrowing rate

was again back to this full cost concept that we spoke of
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the other day in respect of a deened capital structure.

At one tinme it was the case that all of the benefits
of owning NB Power would naturally accrue to the Province
of New Brunswi ck and to the ratepayers and the taxpayers
of the Province of new Brunsw ck.

But with open access that is no | onger the case. And
there is the opportunity for third party users to use NB
Power's transm ssion assets. Transm ssion assets which
have been funded through provincial rates and therefore
the benefits of that | ow cost borrowi ng woul d accrue to
parties outside of the Province of New Brunsw ck.

In order to avoid that, we have deened not only a debt
equity ratio, but we have al so deened a credit spread
equi val ent to what we would be borrowing at were we a
privately held corporation.

Well right now can we agree the Provincial guarantee has

a legislated fornula, correct?

M5. MACFARLANE: Right now it does, yes.

Right. And that is charged on the | egacy debt, right?

MS. MACFARLANE: That's correct.

So the credit spread that you have that you are intending
to include in the interest expense for the purposes of
calculating the cost of debt of the corporation, that

doesn't relate to the | egacy debt as it exists today,
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right?

M5. MACFARLANE: This application was filed irrespective of
reorgani zation. It was filed with the intent to ensure
full costs were recovered through the tariff so that -- so
as to ensure that out of province users of the
transm ssion systemdid not benefit unduly at the expense
of New Brunswi ck ratepayers and taxpayers who are
effectively behind the Provincial borrowi ng rate included
in our enbedded cost of debt.

The credit spread is there to ensure that third party
users pay full cost.
Q - Wat about the non-third party users, M. MacFarl ane?

M5. MACFARLANE: The non-third party users effectively
receive their -- would pay full cost and that ends up
accrui ng back to the Province of New Brunsw ck and they
receive their benefit through taxes.

Q - So this is social policy at work?

M5. MACFARLANE: This is unbundling of social policy at work
in the sense that the fact that borrow ng today happens
with a provincial governnent guarantee and therefore NB
Power's rates are accordingly lower is social policy. The
fact that here we are deemng a capital structure such
that that is not the case is renoving any social policy.

The reorgani zation is intended to renove social policy
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to the extent that -- that as | egacy debt is replaced with
new debt .

Q - Can we agree though, Ms. MacFarl ane, that as of today,
wi t hout knowl edge of what the |egislation says, there is
no obligation upon New Brunsw ck Power Corporation to pay
a credit spread as shown here to its | ender?

M5. MACFARLANE: The obligation would be to pay a portion of

that as a guarantee fee to the | ender, being the Province
of New Brunswi ck. But as | say, we didn't feel that was a
fair attribution of costs because third party users
benefit fromthe Province of New Brunswi ck borrow ng rate.

Q - | understand your social policy desire. But as a
commercial enterprise and as an accountant intending to
cal cul ate the cost of debt of this corporation, does
credit spread have anything to do with the interest
expense that you, your corporation actually pays under the
| egacy debt?

M5. MACFARLANE: For the |legacy debt, no, it does not.

Q - Thank you. Now, M. MacFarl ane, based on our earlier
di scussi on concerning butterflies and Debtco, you are not
expecting Debtco to reissue the outstanding | egacy debt in
the formof some | ower cost borrowing to New Brunsw ck
Power Transm ssion, are you?

M5. MACFARLANE: No, | am not expecting that.
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Q - Ms. MacFarlane, as it relates to new debt in the future,
is that where this credit spread itemis intending to
appl y?

M5. MACFARLANE: Yes, there will be a -- depending upon the
credit rating that is attributed to Transco or the
transm ssion conpany, it will attract a credit spread over
and above Government of Canada bonds or over and above
Provi nce of New Brunsw ck bonds.

Q - Can | have you turn to information request Nova Scoti a
Power number 6. That is found at page 221, M. Chairnman.

MR. SOLLOWS:  Wich I R?
Q - Sorry, it is nunber 6, page 221. Do you have that, M.

MacFar | ane?

M5. MACFARLANE: | do.
Q - | amjust interested in the |ast sentence of your
response to nunber -- part B, which says "Any differences
bet ween proposed and actual costs will be part of the

proposed performance based nechanism™
And that sentence is in respect of finance charges.
Correct?
MS. MACFARLANE:  Yes.
Q - Can you help nme understand the incentive that you are
speaki ng of here with respect to mnimzing debt cost?

M5. MACFARLANE: | think the answer was witten in response
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to the question how will the over recovery through
transm ssion tariff be reconciled to the benefit of al
cust omers.

And to the extent that the credit spread on | egacy
debt, though we believe it is appropriate to recover ful
cost, is higher than the guarantee fee, that anount would
formpart of the general return of the corporation. And
to the extent that it is above 12 percent, that is shared
with customers in a 50/50 split.

MR NETTLETON: M. Chairman, | see that it is noon. |
don't know what your plans are, but | am about to nove on
to a different area.

CHAI RVAN:  Well | think probably we will take a break and we
will break until 1:30 and hopefully your baggage wil |
materialize.

MR. NETTLETON: You mght see ne in a different suit.
(Recess - 12:00 p.m - 1:30 p.m)

CHAI RMAN: Good afternoon. Any prelimnary matters?

MR. HASHEY: Yes. Thank you, M. Chairman. | would -- M.
MacFar | ane has indicated that she has one small correction
that she would like to nake to the evidence given this
norni ng and then we -- she will have two answers to
undert aki ngs.

First of all the correction, please?
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CHAl RVAN: Go ahead, Ms. MacFarl ane.

MS. MACFARLANE: The correction | would like to nmake is |
believe | was asked -- on table 9, page 17 of mny evidence
| believe | was asked if any of the debt issues mature in

the test year. And | said no. In fact upon reexam ning

t he schedul e one of them does.

So we are on page 17 in ny direct evidence. It's line
11, issue nunber 81. And if you follow across you wll
see that in the year '04, you can see two dashes that were
not there in the year before, so that issue does cone due
in that year.

Now while I"mon the table, at the bottom | had
i ndicated that 24 and 25 were translated using an
effective hedge. They are translated using an effective
hedge | believe but not on this schedule. Because these
are the gross amounts translated at the foreign exchange
rates at the end of the year and the sinking funds would
be on a separate schedule and the two net off, so that
those are translated at the gross amount on this schedul e
not the net anount.

MR. HASHEY: M. Chairman. Then, M. MacFarl ane, woul d you
pl ease deal with the undertakings. First of all | think
there was -- the discussion this norning concerning the

St andard and Poors as agai nst a DBRS
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M5. MACFARLANE: Yes. Yes. On table 4, page 11, we were
asked to insert in this table the DBRS ratings. And if |
may just read them out perhaps you could put themin the
table and then | can show you the reference which is in
the interrogatories.

The Province of New Brunswi ck where it says AA m nus,
the DBRS rating is A Nova Scotia Power it's A |ow
Epcor is Alow. TransAlta is Alow BCS Uility is A
And Hydro One is A And TransCanada Pipelines is A And
nmy reference for those is in the interrogatories which is
binder A-4. It is PNB IR 6, page 273. This is from Cl BC
And on this sheet it shows both the S&P ratings and the
DBRS rati ngs.

| mght nention that was a spread sumary from May
17th. W have the updated one from Decenber 2nd. And |
bel i eve Epcor has been upgraded and the DBRS -- in S&P it
has been upgraded, and in -- the BC Gas Utility has been
downgraded by a small anobunt on the DBRS ratings. But by
and large the itenms are not inconsistent with what they
are in this table.

MR. HASHEY: The second and | ast one you were asked to do a
review of the accounting of |ong-termdebt, can you
coment on that?

M5. MACFARLANE: Yes. This is to M. Nettleton's question
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about whet her or not the Board had revi ewed the accounting
for foreign exchange on long-termdebt. And they revi ened
that in the May 1991 hearing at it is on page 41 of the
deci si on.

MR. HASHEY: Thank you, M. Chairnman, that ends the --

CHAI RVAN:  Thank you, M. Hashey. M. Nettleton?

Q - Ms. MacFarlane, with respect to the bond rating
differentials between DBRS and S&P, you have referred to
PNB | R- 6.

MS. MACFARLANE:  Yes.

Q - The evidence in this proceedings by Dr. Mrin has been
that a triple Brated bond or a utility having a triple B
rating woul d be an unacceptable rating for ratenmaking
pur poses.

M5. MACFARLANE: | would have to check the testinony, but I
believe he indicated that it is technically considered to
be investnent grade but it is not at the nopbst cost
efficient point on the curve, as he explained to us in his
presentation. He believes the nost cost efficient point
is to have an A rating.

Q - Are we tal king about Standard & Poors ratings or are we
tal ki ng about DBRS ratings having that inefficient or
unacceptable triple B status?

M5. MACFARLANE: | understood that we were tal king about
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DBRS ratings because that is the Canadi an rati ng agency
and we are operating in Canada intending to borrow in
Canada.
- Al right. So the fact that there have been triple B
ratings for Canadian utilities rated by Standard & Poors,

that's okay?

M5. MACFARLANE: There is a translation that will give you

what the conparative ratings are between the two entities.
But they both do their own risk assessnment. And in the

i nstance of table 4 as an exanple, you see Nova Scotia
Power has triple B plus, the equivalent rating, if the

ri sk assessnment was the same, for DBRS would be triple B
hi gh.

In fact you will see that they have received a rating
of Alow by DBRS. And | would presune that they would be
hoping for -- | think they have since been downgraded, by
the way, to triple B, I amnot sure. But they would be
| ooking for a Arating if they were to get the best cost
of debt relative to the cost of equity, according to Dr.
Morin's testinony.

- Al right. And that is according to Dr. Mrin's

evi dence, as you understand it. |Is that fair?

MS. MACFARLANE: Yes, yes.

- You indicated that you had an update to this Cl BC
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docunent. Is that right?
MS. MACFARLANE:  Yes.

Q - Could you undertake to produce that for the parties to
t his proceedi ng?

M5. MACFARLANE: Yes. The update that we have is one that
we obtained just before we cane into the hearings and it
i s dated Decenber 2nd.

Q - Thank you. Al right. W are back at table 5 of your
evi dence, Ms. MacFarlane. And | would like to nove on to
the denom nator, if we could. And | think we agreed that
t he denom nator was an average of lines in effect 10 and
14. Agreed?

MS. MACFARLANE:  Yes.

Q - The line itemthat | would |like you to focus onis line 9
and line 13, which is entitled "Less sinking funds". Do
you see that?

MS. MACFARLANE:  Yes.

Q - Wuld you agree that because line 9 is being subtracted
fromline 7 -- and the sanme applies to line 13, but | wll
just deal with line 7 and 9 right now -- the denom nator
effect, if you will, causes the cost of debt in line 16 to
increase? That is just sinply an algebraic result, right?

M5. MACFARLANE: Ckay.

Q - Do you agree with that?
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M5. MACFARLANE: | have the flu. | can't do that in ny
head.
Q - Do you need to take a break?
M5. MACFARLANE: Yes, | will agree with you. | wll agree
with you, yes.
Q - kay, thank you. M MacFarl ane, does the line 9 sinking
fund anount actually reduce the real debt obligation shown
in line 7 as of March 31st 20047
M5. MACFARLANE: Yes, it does. Those sinking fund
obligations are in a -- in contractual formand are there
in order to provide assurance to the bond hol ders that at
| east to sone degree the amount will be avail able for
redenpti on upon maturity.
Q - Al right. | understand there is a contractua
obligation to fund the sinking fund.
MS. MACFARLANE:  Yes.
Q - But what | amasking is do those amounts actually retire
the debt shown in line 10 in the current year?
M5. MACFARLANE: | don't know how to answer that because
don't really understand the question.
We have a certain nunber of bond issues outstanding.
Each year the corporation sets aside 1 percent of the
out standi ng anmount as sinking funds and it nust be held in

t hose sinking funds until the individual issues cone due
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at which tinme it is withdrawn and applied agai nst the
repaynent of that debt.

So in ny view, yes, it does directly offset the debt.

It cannot be used for any other purpose and that is
outlined in the agreenent -- in the contractual agreenent.

Q - Let's focus specifically on the retirenent of debt.

M5. MACFARLANE: Ckay.

Q - Wuld you agree that the sinking funds only retire the
debt, the debt obligation at the tinme of maturity?

M5. MACFARLANE: | would agree with that.

Q - Al right. So for the purposes of the current year
which is the forecast of March 31, 2004, are you telling
nme that there will be $450 million worth of debt maturing
in that current year?

M5. MACFARLANE: No. | am suggesting that the bal ance at
the end of the year of 2.1 billion, there is 450 mllion
set aside to be used only for purposes of extinguishing
that 2.1 billion when it cones due.

And just as on line 1 we have the interest on the 2.1
billion and we have deducted the sinking fund earnings in
line 3, we also take the total amount of the debt in |ine
7 and deduct the sinking funds in line 9.

Q - | understand the nunerator effect. And | think we agreed

that that is actual cash that you earn on those sinking
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funds, right?

MS. MACFARLANE:  Yes.

Q - But with respect to the denom nator, you don't owe | ess
noney on the debt shown in line 7 in terns of interest
cost, do you? You are not retiring the debt?

M5. MACFARLANE: W are not retiring the debt, but we do
have funds set aside in a trust -- this is an actual
trust, this is actual investnment certificates that can be
used for no other purpose than for retiring that debt.
That trust account is required to be there by the debt
hol ders.

Q - But the fact that you are subtracting in the nunerator --
or in the denom nator, rather, the fact that you are
subtracting the outstandi ng debt by the sinking fund
amount, isn't that tantanount to a retirenent of the debt?

M5. MACFARLANE: It is, | suppose, an econom c defeasance.

Q - Al right. That's pretty good for the flu. But you
haven't reduced the interest on the presuned retirenent or
debt retirenment in the nunerator, have you?

MS. MACFARLANE: Yes, we have.

Q - How?

M5. MACFARLANE: On line 3 we have taken the earnings on
t hose sinking funds that are set -- the sinking funds are

set aside specifically to pay off the debt -- we have
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taken the earnings and we have deducted them fromthe
interest on the debt. So if we presumably were in a
position contractually to apply the 450 mllion directly
against the 2.1 billion, we would have no nore sinking
fund, so there would be no nore sinking fund earnings.

- Well let's go back to line 1

MS. MACFARLANE:  Yes.

- The first category of line 1 was the interest -- the

actual interest cost on your outstanding debt, right?
MS. MACFARLANE:  Yes.

- And that was based on the obligation found at line 7,

nanmely the $2, 154, 000, 000, right?
MS. MACFARLANE:  Yes.

- So line 1 does not or is not reduced by the presuned
retirenment of that $2, 154,000,000 arising fromthe sinking
fund, right?

M5. MACFARLANE: Line 1 is not, but line 1 is not long-term
debt interest in toto. It is one line indicating what the
i nterest amount on the debentures thenselves is. As you
can see line 6, which is the total |ong-term debt interest
is made up of a nunber of parts, one of which is sinking
fund earnings. So just as the sinking fund is deducted
fromthe debt, because the obligations are contractually

tied, the sinking fund earnings is deducted fromthe
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i nt erest expense.
So are you saying then we would be kept whole if al

si nking fund anounts were renmoved fromthis cal cul ati on?

M5. MACFARLANE: Because there nmay be a differential in the

anount that is earned versus the anount that is paid, it
may not be conpletely whole. But conceptually, yes, it
woul d be. W can do that calculation for you if you would
like.

Well, | don't need you to do that calculation quite yet.

W will get there.

MS. MACFARLANE: Ckay.

Ms. MacFarl ane, the sinking funds thensel ves are funded

how?

MS. MACFARLANE: There is a trust fund that is -- for whom

the trustee is the Province of New Brunswi ck. And they
i nvest in various bonds and debentures that attract an

interest rate.

- But those sinking fund obligations are financed through
internally generated funds, right, such as depreciation?
M5. MACFARLANE: The sinking funds -- I"'msorry, |I'm

m sunder st andi ng you. There is a trust. There are two
trusts, in fact, trust nunmber 7 and trust nunber 19 by the
Provi nce of New Brunsw ck. They have -- they hold

certificates in them Those certificates earn interest.
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Q - Were does the dough conme fromthat goes into those trust
funds? Were do you get the noney?

M5. MACFARLANE: The sinking funds require contractually a
paynent to be made into them And so we woul d be show ng
in our financial statenments sinking fund instal nents that
are made contractually each year. And that woul d conme out
of our operating cash fl ow.

Q - And is one elenent of that operating cash flow
depreci ati on?

M5. MACFARLANE: Qur operating cash flowis an accunul ation
of all of our cash revenues mnus all of our cash
expenses. So depreciation is a non-cash expense. It
woul d not represent a cash flowitem |It's the exact
opposite. It's sonmething that you cal culate from your
accounting inconme in order to determ ne your cash fl ows.

Q - Well don't you collect through this revenue requirenent a
provi sion for depreciation?

M5. MACFARLANE: That's included in the cash revenues, yes.

Q - So that is a cash inflow that you receive from
r at epayers?

M5. MACFARLANE: That's correct.

Q - And are those funds then avail able for your use to
satisfy your sinking fund obligations?

M5. MACFARLANE: They are avail able for anything on the cash
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fl ow statenent that represents a cash outflow, whether
that's a capital expenditure, a maturity -- pardon ne, a
repaynent of a maturity, a sinking fund instal ment,
anyt hing that requires a cash outfl ow.

Q - And is the idea of a sinking fund, Ms. MacFarl ane, that
at the time of maturity the debt obligation ceases, it's
pai d out?

M5. MACFARLANE: If you are asking ne if it's fully paid out
by the sinking fund, that is not the intent. But sone
portion of it would be paid out by the sinking fund, yes.

Q - And is the concept of depreciation to depreciate the
useful ness of the asset over a period of tinme?

M5. MACFARLANE: It's not to depreciate the useful ness.

It's to spread the cost over the use of the asset over its
life, yes.

Q - Fair. Thank you. So don't the two sort of jibe? That
you are taking depreciation for that portion of the
asset's cost and use and you are matching it against the
debt obligation to finance that asset and putting it into
a sinking fund?

M5. MACFARLANE: But a 1 percent sinking fund is not going
to mature an issue.

Q - Fair enough

MS. MACFARLANE: Retire an issue.
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Q - Ms. MacFarlane, could you turn up NBP response to the
Provi nce of New Brunsw ck | R 28147
CHAI RVAN: What page is that, M. Nettleton?
MR. NETTLETON: [|I'mscranbling here. | will find it.
MR SCLLOWG:  318.

CHAI RVAN: 318, I'mtol d.

Q - Yes.
M5. MACFARLANE: | have it.
Q - Now the response indicates that table 5 does not include

a provincial guarantee. And is that because the
provi ncial guarantee is going to be renoved by the
Provi nce?

M5. MACFARLANE: No. |If you recall, the evidence was
submtted before any contenplation of restructuring. And
it was submitted with the understanding that we woul d be
entering an open access market. And other users of the
transm ssion system-- when | say other, | nean third
party non New Brunsw ck users of the transm ssion system
wi t hout an adjustnent |like a credit spread woul d get the
benefit of |ow interest governnment guaranteed debt that
really is the burden of the taxpayer and New Brunsw ckers
in general.

So we included in finance costs a credit spread as

opposed to the guarantee fee so as to ensure that ful
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costs were bei ng paid.

If we are to take out the credit spread of 20.1
mllion and put back in the guarantee fee, subject to
check, it would be sonething in the order 18 mllion or
sonething. But we put in the higher nunber specifically
to avoid a subsidy from New Brunswi ckers to non New
Brunsw ckers.

Q - Let's go back then to the | egacy debt and let's talk
about whet her or not the | egacy debt today has an
obligation, a legislative obligation for you to pay a
government guarantee. Does that exist?

M5. MACFARLANE: It does.

Q - Al right. And is it your understanding that that
government guarantee is going to be renoved by the
Provi nce?

M5. MACFARLANE: After April 3rd you nmean?

Q - Yes.

M5. MACFARLANE: O after April 1st? No, it will not be

removed. That's ny understanding, it will not be renoved
on the | egacy debt. And on new debt we will be required
to borrow without a governnent guarantee. So we w |l be

payi ng real credit spreads.
Q - Wo will the governnment guarantee be with on April 1

2003? WIIl it be as between Debto and NB Hol dco?
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M5. MACFARLANE: It will flow through a series of entities.
The -- it will be reflected on the bal ance sheet of the
Province as debt fromwhat we are referring to as Debtco.
Debtco will then issue a note to Holdco and Hol dco wil |

issue a note to the subsidiary.

Q - In the anmount of the provincial guarantee?
A. In the anbunt of the debt that is -- in the amounts of
the debt that is provincially guaranteed. | referred to
one note. There will probably be several, because it wll

be a reissuance of the issues that are there today.

Q - Wat I'mvery interested in, Ms. MacFarlane, is your
choi ce of words after your reference to the 91 basis
point. You refer to sonething called the inbedded cost of
the existing debt issued by the Province of New Brunsw ck
on behal f of NB Power.

VWhat is the -- what do you nean by the enbedded cost

of debt?

M5. MACFARLANE: Wiat I'mreferring to is the existing debt,
the existing debt that NB Power holds, the all-in costs of
that debt, which include its coupon rate, any anortization
of prem uns or discounts or issue costs, any foreign
exchange costs on it and the guarantee fee.

Q - Is that what table 5 reflects?

M5. MACFARLANE: That's correct. Wth the exception that
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line item nunber 5 we have nade an intentional adjustnent
to replace the guarantee fee with a nore normal credit
spread that would be paid were we a private borrower.

And as | say, subject to check, if we were to take out
the credit spread and insert the guarantee fee, | think
the difference would be in the order of $2 mllion. And
we are checking that.

But we had a | ong discussion, M. Nettleton, with M.
Snel lie about the issue of the benefit of the ownership of
NB Power accruing to the citizens of New Brunsw ck.

And now t hat we have open access that cannot be done
necessarily through power rates w thout providing sone
I i nkage or some subsidy to third party users.

Q - Ms. MacFarlane, is it fair to say that the cal cul ation
found in table 5 is not found in your annual report?

M5. MACFARLANE: It wouldn't be found in the annual report
in the sense that it is prospective and the annual report
is historical. But it --

Q - Well, | guess what |I'm concerned about, M. MacFarl ane,
is wouldn't your investors be concerned that your
financials are reporting your cost of debt?

Wul dn't that be sonething to be of interest to your
i nvestors?

MS. MACFARLANE: Yes, it would be. But it is not unusual
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have a set of assunptions or underlying principles, shal
we say, for reporting that are different than the
princi pl es which you used for ratemaking. That is not
unusual .

And that you think is true for the cost of debt?

M5. MACFARLANE: As it goes to two areas, our accounting

cost will be different than the costs we believe are
justifiable for ratenmaking.

One of themis a continued treatnent of principal-
rel ated forei gn exchange costs as being anortized over the
life of the debt in order to ensure equity across
generations of ratepayers.

And the second itemis that we have included a credit

spread equivalent to a narket-based anmount where in fact

the paynment will be the provincial governnent guarantee
f ee.

- Can | have you turn to page 42 of your annual report, Ms.
MacFar | ane?

M5. MACFARLANE: | have it.

- The thing that caught nmy eye when | was review ng your

annual report was the bottom and | ast sentence on the
ri ght-hand colum under note 10 that indicates that your
wei ght ed average coupon interest rate for all debentures

and notes outstanding as of March 31, 2002 is 8.06
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percent ?

MS. MACFARLANE:  Yes.

Q - Wiy is that not your enbedded cost of debt?

M5. MACFARLANE: It is a very careful wording in the annual
report. The reference is to coupon rate. The coupon rate
is 8.06.

But that does not reflect the itenms in table 5 for
anortization of issue prem unms, discounts and deferred
interest costs, anortization of principal-related foreign
exchange costs. And it does not reflect the guarantee fee
paid to the Province of New Brunswick. This is sinply the
coupon rate on the debt as issued.

Q - Al right. Well, let's if we can't understand that
further by first taking a | ook at some history.

If I could -- and | believe through counsel, M.
Snellie indicated that | would be referring to these
deci si ons, M. Chairnman.

| would first like to have you pull up the accounting
policies decision dated May 1991. Do you have that?

M5. MACFARLANE: I'msorry. | believe | left themin the
ot her room at noon hour. Wuld it be possible for me to
get thenf

M5. TRACY: W are getting those, M. Chairnman

M5. MACFARLANE: Yes. | have it. Could you give ne the
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ref erence agai n?

Q - Sure. | would like you to turn to appendi x 2, page 1.
And | believe this is one of the very few tines that New
Brunswi ck Power, | guess its predecessor, has provided the
Board with a consol i dated bal ance sheet in a reported
deci si on.

M5. MACFARLANE: |'mnot sure | have the right reference.
It is May 19917

Q - Yes. And it is appendix 2. Do you have that?

MS. MACFARLANE: | have a consolidated bal ance sheet. |'m
sorry. | don't see a reference to appendix 2 on it.

Q - Mne is at the top right-hand corner

M5. MACFARLANE: Yes. It appears it is a photocopy issue.
kay. Fine. Thank you.

Q - And if you go over -- the first page deals with the asset
side of the bal ance sheet?

MS. MACFARLANE:  Yes.

Q - And on page 2 we deal with the liabilities and equities,
right?

MS. MACFARLANE:  Yes.

Q - Can you confirmwith me that in the 1991 decision |ong-
term debt was not reduced by sinking funds?

M5. MACFARLANE: May | take an undertaking on that?

Q - Wll, you can confirmit. And if you need to check on
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t he nunbers you can do that.
But | think it is clear fromthe appendix, is it not,
that there is no reduction for sinking funds?

M5. MACFARLANE: It is not entirely clear in the sense that
it my well be netted fromthe debentures and notes issued
by the Conmi ssion.

The accounting treatnment for sinking funds has changed
in the last few years so that they now have to be
di scl osed separately on the bal ance sheet.
At one tinme they could be netted agai nst the debt.
And | suspect that is what has happened here. But | wll
take an undertaking to find out.
Q - Al right. And then over to appendix 1 --

MS. MACFARLANE: Is that the i ncone statenent?

Q - That's correct.
M5. MACFARLANE: Yes. | have it.
Q - You can see that there is a provision for interest and

exchange. Do you see that?
M5. MACFARLANE: Interest -- is this 233, 5607
Q - Correct.
MS. MACFARLANE:  Yes.
Q - And then there is "less inconme from sinking funds and
ot her investnents"?

M5. MACFARLANE: Yes.
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Q - If I could now take you to the Decenber 6th 1991
deci si on?
M5. MACFARLANE: | have it.
Q - If I could have you turn to appendi x 5?

MS. MACFARLANE:  Yes.

Q - And as | understand it, Ms. MacFarl ane, this decision was
i ssued sone approximately six nonths after the My
deci si on?

MS. MACFARLANE: That's correct.

Q - Wuld you have any reason to believe that the cost of
debt woul d have increased or changed dramatically in that
time period?

M5. MACFARLANE: |'msorry. You are kind of before nmy tine,
so | can't speak to what woul d have happened --

Q - That's fine.

M5. MACFARLANE: -- in a six-nonth period.

Q - But you can confirmwith nme that the enbedded cost of

debt in that decision is reported as 9.5 percent?
M5. MACFARLANE: That is what is here, yes.

Q - Thank you. Wuld you agree, Ms. MacFarl ane, that debt
costs have for corporate borrowers declined significantly
since 19917

M5. MACFARLANE: | woul d agree that coupon rates and yield

rates have declined since 1991.
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Q - Right.
M5. MACFARLANE: But the 9.5 percent that is indicated on
appendix 5, it is not clear to nme what that nunber is.
| know that in that decision there were sone deci sions
made about inclusion of certain itens and di sal | owance of
other items such that the calculation nmay be different
fromwhat we are | ooking at today.
Q - Ms. MacFarlane, if you could turn to table 2 of your
di rect evidence?
MS. MACFARLANE:  Yes.
Q - 1 think it's sinply one part of table 9 that we have been
referring to earlier, correct?
M5. MACFARLANE: Yes, it is.
Q - Now subject to check would you agree, Ms. MacFarl ane,
t hat out of the 28 issues, 22 |listed are issued after 1991
and have coupon rates less than 9.5 percent?
M5. MACFARLANE: | haven't checked that but I will take your
word for it.
Q - Dol take it, Ms. MacFarlane, that by including table 5
in your evidence you are seeking sonme form of change in
t he net hodol ogy by which the enbedded cost of debt has
been cal cul ated by this Board?
M5. MACFARLANE: As far as | knowonly in two respects. 1In

previ ous decisions | don't believe that anmounts coll ected
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fromcustoners for future used fuel managenent and
decomi ssi oni ng which were then expended on assets and
t her eby avoi ded debt, | do not believe that was consi dered
in the allocation of debt and therefore in the cost of
debt. And | think the Board' s reasoning at the tinme was
because there was no future expectation of having to put
these trust funds in place in the near term And | don't
di sagree with that decision in the early 90s.

However, there is that expectation now and within a
matter of nmonths before the fiscal year end we will indeed
have to borrow those funds, replace what we have avoi ded
borrowi ng and put those trust funds into place, so we
believe that the avoi ded borrow ng shoul d be considered in
the calculation. Because if we were here six nmonths from
now, the debt woul d be higher by that anmount, the actual
i ssued debt. That is one difference.

| think the other difference is the credit spread
versus the guarantee fee. And | think there is indication
in previous Board decisions that if sone -- that there is
-- there was further roomfor consideration if a stronger
justification were put forward than sinply an anmount paid

to the Province of New Brunsw ck

- And that justification that you are providing this Board

with today is what?
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M5. MACFARLANE: Is the fact that going into the future we
will be converting our U S. -- pardon nme, our provincially
guaranteed debt into market based debt with a credit
spread on it in order to be on a level playing field and
in order to ensure third party users pay full costs. W
believe a credit spread should be attributed to the
exi sting debt.

Q - Can | have you turn to your annual report now, M.
MacFar | ane?

MS. MACFARLANE:  Yes.

Q - If you would turn to page 33, which is the consoli dated
statenent of inconme and retained earnings?

MS. MACFARLANE:  Yes.

Q - The finance charge that is noted in the expenses is in an
anount of 266 mllion, do you see that?

MS. MACFARLANE: That's correct.

Q - I'"'mgoing to have you do a cal culation for nme using these
nunbers, so if you would just -- if you have a pen and
paper handy it woul d probably be useful.

Now t he finance charges have a reference to a note 5.
And if | go over to note 51 see anounts that are
strikingly simlar to those found in the nunerator of
table 5, fair?

M5. MACFARLANE: Yes.
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Q - Then if | take you to your consolidated bal ance sheet,
which is on page 35, where it shows | ong-term debt of
2,530 less sinking funds of 3,559 for a total of 2,171
Do you see that?

MS. MACFARLANE:  Yes.

Q - And if we go to note 10, we see the amount of 2,530
expl ai ned as being an anount conprising of debentures
guaranteed by the Provi nce of New Brunsw ck, debentures
hel d by the Province of New Brunswi ck and ot her | oans
totalling 3,249. R ght?

MS. MACFARLANE:  Yes.

Q - And with respect to the paynents due within one year, is
it fair to say, Ms. MacFarl ane, that you woul d be paying
interest on those paynents until there was an expiration?

MS. MACFARLANE: That's correct.

Q - Al right. So for the purposes of the calculation
woul d i ke you to do, could you cal cul ate the finance
charge anmount of 266 mllion divided by the 3,249, 000, 000?

M5. MACFARLANE: Just to be clear, |I don't believe that is a
finance cost calculation. But the nunber 266 divided by
3249 is 8.187.

Q - 8.1 percent?

MS. MACFARLANE: 8. 187 percent.

Q - And you take issue with that as being an appropriate
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enbedded cost of debt figure why?

M5. MACFARLANE: A nunber of reasons. Number one, you have

not used the average debt. You have used the ending year
anount. Nunmber two, you have not included the inpact of
these other itens |like anortization of issue prem uns,

di scounts, et cetera, et cetera.

| think the biggest difference between that and the
denom nator used in table 5 is the fact that we have
transl ated the debt at issue date rate as opposed to at
statenent date rate which is what you would see in note
10.

We have translated it at issue date rate because at
the end of the day that is the anbunt of nobney that you
received to invest in assets, the issue date translated
anmount .

And we believe that the interest cost should be
nmeasured on the anmount that you actually received in cash
and were able to invest in your plant. That is the
difference in the two cal cul ations by and | arge.

And that is a 260 basis point differential?

M5. MACFARLANE: If you would Iike ne to determ ne the exact

di fference between those two calculations, | would like to
do it as an undertaking instead of here.

|"mjust asking that notionally that difference that you
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have expl ai ned happens to be 260 basis points?

MS. MACFARLANE: | don't know if that is the entire

difference but | certainly will look into it for you if
you would like ne to do that.

And the difference between the issue date and the nonies
that you receive, are we tal king about the fact that

i ssues nmay be issued at a discount or a prem unf

M5. MACFARLANE: W are talking primarily about the U. S.

denom nated issues. And they are detailed on table 9. W
were | ooking at themearlier.

The exanple | think I showed you earlier on page 17
was i ssue nunber 57, which is line 23. A $90 mllion U S
i ssue, that when we woul d have issued it we would have
received $112.8 million that we woul d have then invested
in assets. But when we were required to repay that anount
we had to pay $142.5 million. So both the nunerator the
denom nat or have been adjusted to reflect the fact that

that foreign exchange is a real cash cost to the utility.

Let's try a different table, Ms. MacFarlane. Now | would
like you to turn back to table 67
MS. MACFARLANE: Yes. | have it.
| guess the thing that struck ne as odd was your

description of average |ong-term debt and sinking funds.

Isn't it net sinking funds? It is not additional, is
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it?
M5. MACFARLANE: No. It is net of sinking funds, yes.
Q - And your 6.89 percent figure refers to table 3?
MS. MACFARLANE:  Yes.
Q - Can we go there then?
M5. MACFARLANE: Yes. | have it.
Q - Now can you hel p ne understand how or where the $300.1
mllion of net fixed assets is found in your evidence?
M5. MACFARLANE: If you were to turn to table 14 (b) on page
22, where on the nmulti-year balance sheet, if you look in
t he col umm 2001, which would be the year ended April 30th
-- or pardon nme, March 31st 2001 -- or the opening bal ance
sheet for April 1st 2001, you will see lines 1 and 2,
| and, buil di ngs and equi pnent | ess accumul at ed
depreciation, the net of those two anobunts is 300.1
mllion.
Q - Right.
MS. MACFARLANE: And those are actual anounts fromthe
audi ted financial statenents.
Q - Fromthe audited financial statenents?
MS. MACFARLANE: That's correct.
Q - Can you show nme where that is in your annual report?
M5. MACFARLANE: | m sspoke. Those are actual anounts from

our general | edger which provide support to the audited
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financi al statenents.
Q - But table 14 hasn't been the subject matter of an audit,
has it?

MS. MACFARLANE: Table 14 itself has not, no. W have
detailed fixed asset records and they are subject to audit
as part of the balance sheet audit of NB Power.

Q - Has this Board audited those statenments or those
accounts?

M5. MACFARLANE: This Board hasn't audited any of our

statenents or accounts. | was referring to Deloitte &
Touche.
Q - So we have no background know edge, for the purposes of

this proceeding, of what conprises the 300.1 mllion, is
that fair?

M5. MACFARLANE: O her than what is here. And as | say, if
you would like I can certainly provide detail ed asset
listings behind it.

Q - I'mjust wanting to confirmthat we have not -- there is
no ot her evidence on this record relating to how that
nunmber has been derived, fair?

MS. MACFARLANE: That's correct. | would like to correct
that. M. Lavigne was able to find a reference in the
Interrogatories for me. M. Lavigne?

MR. LAVIGNE: |If you |l ook at Province of New Brunswi ck IR
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24, responses to the Interrogatories, part 1 there is a
breakdown of the fixed assets for the years endi ng 2000,

2001, 2002, 2003 and 2005. |If you look at --

CHAl RMAN:  You have to wait for us.

MR. LAVIGNE: OCh, sorry. Alittle ahead of nyself.

CHAI RMAN:  The Provi nce of New Brunswi ck. And what page

woul d that be? And the Interrogatories -- nmention the

fact that it is exhibit A-4.

MR. LAVIGNE: |'msorry, M. Chairnman.

CHAI RVAN: Okay. No problem

MR. LAVIGNE: | believe it is page 301.

CHAI RMAN:  301? Thank you. They all have it now. So go

ahead with your answer again.

MR. LAVIGNE: There is a series of tables there, one of

which is the data for the year ending March 31st 2001. It
is the second table on that page.

Al right.

MR. LAVIGNE: |If you look at that table it does provide the

breakdown of the assets which make up the 300.1 or 2,000 -
- or mllion, sorry, net book val ue.

So that provides a further breakdown in terns of the
categories that conprised that total of net fixed assets.

| s that your point, M. Lavigne?

MR. LAVIGNE: Yes, that is correct.
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Thanks. And Ms. MacFarlane, the allocation that you have
used here to get at the 6.89 percent, that has been done
on the decision to allocate |long-term debt and short-term
debt to the net asset base as of 20017
M5. MACFARLANE: Yes. W wanted to be sure that we
started with a set of nunbers that was fromthe | ast
audited year. So we began with fiscal '01, '02 and the
openi ng bal ances at April '01 and worked forward from
t here.

Wiy was such a small anount of short-term debt applied to

this cal cul ati on?

M5. MACFARLANE: That is very typical for NB Power. Mbst of

our assets are long term and therefore nost of our
financing is long term

You may have noticed sonmewhere in the evidence that in
fact in the year that was used to allocate the debt, NB
Power did not have any short-termdebt. W had all |ong-
term debt.

But we felt for purposes of ensuring that there is an
appropriate cost of debt attributed to the test year, we
shoul d adjust the figures to ensure that we had a 5
percent allocation to short-termdebt. That is typically
the level we leave it at.

Al right. And just to confirmthis norning s testinony,



the 195.6 mllion of |ong-termdebt has been all ocated
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wi t hout any consideration given to the assets that have
been used for the purposes of financing that debt. There
has been no asset allocation based on the debt?
MS. MACFARLANE: That's correct.

Q - And has that nethodol ogy been considered at all?

M5. MACFARLANE: No, it has not. NB Power has al ways pool ed
its debt and used its pooled debt and its pool ed cash from
operations as its sources of financing. And each asset
bears the wei ghted average.

Q - Al right. Now back to table 6, Ms. MacFarl ane, you
derive at the value of 14.8 mllion fromthat cal culation
and that is then used on table 7?

MS. MACFARLANE: That's correct.

Q - And line 2 of table 7 reflects the | ong-term debt
interest new?

MS. MACFARLANE: That's correct.

Q - And the long-termdebt interest new, does that include --
and | think we have already agreed that that woul d incl ude
the credit spread for new issue debt?

MS. MACFARLANE: Yes, it does.

Q - And your credit spread testinmony is sumrarized in table
4?

MS. MACFARLANE:  Yes.

Q - Is it fair to say that table 4 is sinply an extrapol ati on
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of the CIBC world market spread?
MS. MACFARLANE:  Yes.
Q - And have you had any professional expertise on the
i ssuance or rating of debt instrunents?
M5. MACFARLANE: Have | personally?
Q - Yes.
MS. MACFARLANE:  No.

Q - Have you obtained any professional advice with respect to
the appropriate credit rating or issuance costs for debt
rai sed by or to be raised by Nuco?

M5. MACFARLANE: By the nucl ear conpany?
Q - Sorry. By Transco?
MS. MACFARLANE: By Transco?
Q - W have got too nmany butterflies here.
M5. MACFARLANE: To the extent that | have been a
partici pant in discussions that the Province has held with
i nvest ment bankers on appropriate credit rating in order
to get an appropriate credit spread, yes.

But | have not personally endeavored to get that
advice or -- and it hasn't been given to ne personally. |
just heard it.

Q - And that is specific to Transco?

MS. MACFARLANE:  Yes.

Q - But that has not been evidenced in this proceedi ng?
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MS. MACFARLANE:  No.
Q - Now Ms. MacFarl ane, are you aware of whether there has
been a conmon practice with other Canadi an regul at ed
el ectric transmi ssion entities, a practice in terns of
obt ai ni ng appropriate debt rates and spreads for new

borrowi ngs? Do you know of any practice that they have

fol | owed?

M5. MACFARLANE: |'mnot quite sure | understand your
guesti on.

Q - | guess I'mwondering if you have any experience or

know edge of a practice that is commonly foll owed by other
Canadi an electric transmssion utilities with respect to
how t he cost of new debt is determ ned?

M5. MACFARLANE: Well, generally speaking you work with your
i nvest ment bankers to put forward a presentation, shall we
say, to credit rating agencies. You may choose to use one
credit agency, credit rating agency. You may choose to
use nore than one.

And havi ng done that and having your credit rating in
hand, the practice is followed whereby the investnent
bankers seek interest in the case of private placenents
from potential debthol ders.

\Q - And opinions are obtained?

M5. MACFARLANE: Opi nions are obtained, yes.
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Q - Al right. I'"mgoing to be noving on to another area,

paynent in |ieu of taxes.
|"mquite happy to nove on, M. Chairnman, at your
| ei sure.

CHAI RMAN:  Why don't we take our 15-m nute break now then,
M. Nettleton. Maybe the bags will materialize.
(Recess)

CHAIRVAN: It is pretty obvious that the suitcase was found.

MR. NETTLETON: | am happy to report not only was the
sui tcase found, but so was the briefing bag, so we are
t here.

MR MORRI SON: W tried.

CHAI RVAN: Okay, go ahead, M. Nettl eton.

Q - Thank you. M. MacFarlane, | would like to turn to the
ot her topic of your evidence. And that is the paynent in
l'ieu of taxes.

Do | understand that paynent in lieu of taxes is now
intended to be paid to Debtco, Ms. MacFarl ane?

MS. MACFARLANE: That's correct.

Q - And this was stated at 1292 of the transcript, that
conclusion. But | am wondering where before then was that
stated in your evidence, that Debtco would be the
reci pient of the paynent in lieu of taxes?

M5. MACFARLANE: It is not stated in ny evidence because you
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will recall that we submitted the evidence in the absence
of restructuring.

W included paynent in lieu of taxes on this full cost
argunent, the sanme argunent that we have used for a deened
equity, debt equity ratio and the sane argunent we have
used for including a credit spread as opposed to the
guarantee fee. That argunent is to ensure that out of
provi nce users of the transm ssion system do not benefit
unduly at the expense of New Brunsw ck ratepayers and
t axpayers.

Is this paynent to Debtco for the purposes of reducing

Transco's all ocated portion of debt?

M5. MACFARLANE: If it transpires as | understand it will,

because of course the legislation isn't in place yet, the
portion of the debt in the debt equity swap that this
conpany that we are calling Debtco keeps, will be financed
t hrough paynent in |lieu of taxes and dividend paynents
fromthe subsidiary conpani es, including Transco.

| nean, it is all very difficult, isn't it, to be
speaki ng about this whole issue in a vacuum where the cart
is before the horse and not know ng what the | egislation
says and what the expectations are of the parties. |Is

that fair?

MS. MACFARLANE: It is, but as we have said a nunber of
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times, we believe that full cost should be paid even in
t he absence of restructuring. W believe that is an
i nportant element of the tariff, to ensure that there is
no subsidy from New Brunswi ck citizens through the
Provi nci al governnment borrowing rate through to third
party users.

Q - If you were to pay or nake paynents towards your debt,
woul d you be able to reduce the outstandi ng debt
accordingly? |If you increased you paynents by an anount
equal to how you are cal culating paynent in |lieu of taxes,
woul d you be legally able to reduce the outstanding
bal ance of your debt?

s that permtted under the covenants?
M5. MACFARLANE: I'msorry. Could you say it one nore tine?

Q - Sure. You have got existing debt outstanding, right?

M5. MACFARLANE: Wen you are meking reference to you, are
you tal ki ng about Transco or nme personally?

Q - I'msorry, New Brunswi ck Power Transm ssion

M5. MACFARLANE: kay, thank you.
Q - New Brunswi ck Power Corporation has debt issued, right?
MS. MACFARLANE:  Yes.

Q - And attached to the debt there are covenants, | am

assum ng?

M5. MACFARLANE: Yes.
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Q - Do those covenants allow you to redeemthat debt before
maturity?

M5. MACFARLANE: The covenants have not been fully drafted

yet. But | would suggest -- and frankly, the whole issue
of defeasance has not been -- |egal defeasance has not
been issued -- not been fully discussed yet. But | would
presune in all likelihood the answer to that is no, you

cannot redeemthe debt before maturity.
Q - So what is now proposed is that a -- an additiona
paynent is going to be made to Debtco for what purpose?
M5. MACFARLANE: Let ne start by saying that when one nakes
tax paynments, the governnent can do with it whatever they
want to do. However in this case -- and the governnent is
proposi ng under restructuring that the NB Power fam |y of
conpanies will pay debt -- pardon ne -- pay taxes so as to
be on a level playing field. That is the purpose of
ensuring that we pay an equival ent to taxes.
However, what they intend to do with the noney is to
service the portion of debt that is not being serviced by
t he subsi diary conpanies but rather represents equity in
t hose subsidiary conpanies, and is held as debt by what we
are calling Debtco.
Q - You will agree, Ms. MacFarl ane, that when tax paynents

are made if you don't make them Revenue Canada chases you
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right?

MS. MACFARLANE: That's correct.

Q - And that's because there is a legal obligation to pay
taxes, right?

MS. MACFARLANE: That's correct.

Q - Is there going to be a legal obligation to pay an anount
t o Debtco?

M5. MACFARLANE: That is ny understanding. And you see
simlar exanples of that in Ontario and in Quebec where
the utility is required to pay paynents in |ieu of taxes.

Q - And, Ms. MacFarlane, if there is no such | ega
obligation, positive obligation to pay taxes, not
di scretionary but a mandatory obligation to nmake paynent,
if there is no such obligation included in the
| egi sl ati on, why would you expect this Board to allow you
to collect fromratepayers an anount for that?

M5. MACFARLANE: | believe | have been through this and at
the risk of repeating nyself again, we believe very
strongly that the benefits of ownership by the Province of
New Brunswi ck of NB Power should be returned to New
Brunswi ckers, and that was part of an early 1990s deci sion
by this Board. That used to be able to happen through
rates.

It will not be able to happen through rates as it goes
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to transm ssion in the future because third party users
now have access to our system under open access.
To ensure that they are not subsidized, those third
party users, we believe all users of the transm ssion

system shoul d pay full cost, and those full costs wll

turn into revenues which turn into return on equity, which

ultimately goes to the Province of New Brunsw ck, which
ultimately forns part of their revenue base and it gets
returned to New Brunswi ckers in that way.

You cannot use the toll itself anynore as a sole

vehicle for ensuring that the benefits of ownership occur

to New Brunswi ckers.
- Coul d the governnent of New Brunsw ck not sinply
i npl enent that policy if it deened to be in the public

i nterest?

M5. MACFARLANE: The government of New Brunswi ck does not

set rates or tolls under -- for NB Power, whether they are

regul ar rates or whether they are transm ssion tariff.

lt's this Board that sets those rates.

- Surely we are not taking -- you are not taking issue with
me that if the governnment of the Province of New Brunsw ck

wanted to inpose a tax or a surcharge for additional debt

recovery it could by way of legislation do just that,

could it not?
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M5. MACFARLANE: It could but it doesn't need to because it
has its "taxing authority" already through -- by virtue of
having a Crown corporation that has the ability to collect
cost through a tariff. It doesn't need to do it through
taxes. It has a body that does it through tariffs, being
NB Power .

Q - So as the agent for the government you are inposing this
social policy, is that fair?

M5. MACFARLANE: W are inposing the exact opposite of a
social policy. Social policy would say that you could use
rates to provide benefit to taxpayers. |In this case
because non-taxpayers will be accessing this systemwe
don't believe that that principle can be continued. So we
believe all users should pay full costs so that those
users who are not New Brunsw ckers will not be subsidized
by New Brunswi ck taxpayers and government guarant eed debt.

Q - So let ne get this straight. Your concern is the
equities between parties using your system | ocated outside
of the province and parties who own the systemwthin your
provi nce, right?

M5. MACFARLANE: Concerned with parties who ultinmately are
part of the New Brunsw ck tax base, shall we say, and
parties that are not.

Q - I think that was a yes.
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M5. MACFARLANE: Ckay.

Q - And your solution to fix the equities between those two

groups is to tax everyone?

CHAI RVAN: M crophone 13.

MR. MARSHALL: What we are trying to do is provide a tariff
t hat provi des open non discrimnatory access to all users
i nside the province and outside the province on rates that
are based on an equival ent private corporation, so that
they all pay the sane rates. That's what the objective is
in the tariff.

Q - M. Marshall, if you excluded the provision for paynent
inlieu of taxes, would the toll or rate that you assess
to a ratepayer |located in New Brunswi ck or outside of New
Brunswi ck change? Wuld it be different?

MR. MARSHALL: If you excluded the paynent in |ieu of taxes

fromthe rate base, the rate would be slightly | ower and

you could charge the same rate to everyone. Is that your
guestion?
Q - It's sinply a mathematical result, I think. |If you take

out paynment in lieu of taxes fromthe revenue requirenent
and did your allocation for network integration service
and point to point service, that wouldn't cause a tol
that would be different for parties outside of the

provi nce and parties inside the province?
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MR. MARSHALL: No, it would not. But it -- but it would not
be a toll on a level playing field with private
corporations who are in the energy business so that
electricity is treated in the sanme manner as the gas
busi ness and pi peline businesses and ot hers because that's
t he busi nesses that we are involved in.

So it's a social policy issue of the Province of New
Brunswick in the Wiite Paper to provide for a |evel
playing field of the electric utilities.

Q - M. Marshall, you will agree with nme that New Brunsw ck
Power Transm ssion has no conpetition? There is no one is
this province that's offering the sanme type of service,
electric transm ssion service than NB Transm ssion, is
t here?

MR. MARSHALL: Not in the electricity business. But the NB
Power Transm ssion under this tariff will be providing
service to part of the entire northeast electricity
mar ket. That entire northeast nmarket is not just
electricity. It's an energy market. It's serviced by
pi pelines fromUnited States, pipelines fromWstern
Canada, pipelines from Eastern Canada, Maritinmes and
Northeast. So that it's part of that overall energy
mar ket. And on that basis the government policy is that

we shoul d conpete on a level playing field in that
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mar ket pl ace.

Q - The level playing field that you are speaking of, M.
Marshall, did it not refer to the conpetitive marketpl ace
for generation?

MR. MARSHALL: M understanding it refers to the overal
conpetitive marketplace operate on the |evel playing
field.

Enbri dge Gas New Brunswi ck deals wi th custoners,
suppl ying energy services to custoners nmake -- are private
corporations and pay taxes.

Irving Gl deal in selling energy to custoners as a
private corporation and pays taxes.

So, you know, the delivery systens that deliver the
energy to custonmers to get proper pricing of the val ue of
the services to custoners, paynents in |lieu of taxes
shoul d be nade so that everyone is operating on a |evel
playing field. That's ny understanding of the direction
of the Province of New Brunsw ck

Q - Ms. MacFarl ane, have you consi dered what return on equity
or return on capital rather, would result if New Brunsw ck
Power Transm ssion collected the 9.8 mllion in addition
toits return on equity but did not remt the 9.8 mllion.

Have you consi dered what that result would be?

MS. MACFARLANE: No, | have not.
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Q - Wuld you undertake to do that, please?

M5. MACFARLANE: Could you outline that one nore tine to be
sure we have it correct?

Q - Yes. |If New Brunswi ck Power Transm ssion collected the
anount allocated to paynent in lieu of taxes in addition
to what you are contenplating to recover fromratepayers
on return on equity, and you did not have a |egal
obligation to remt the $9.8 mllion, could you please
cal cul ate what the actual return on capital would be to
New Brunswi ck Power Transm ssion?

M5. MACFARLANE: Thank you.

Q - Now, Ms. MacFarl ane, alone the sane lines here, let's
assunme again that there is no mandatory obligation on the
part of New Brunsw ck Power Transmission to at law remt
the 9.8 mllion, and yet you have collected this anount.
Does this anobunt then becone avail able for sharing under
t he PBR schene that you are proposing?

M5. MACFARLANE: |If you are suggesting that the anount would
be included in rates and therefore be a revenue, but it
woul d not be recognized as a cost. |Is that what you are
suggesti ng?

Q - Yes.

M5. MACFARLANE: Yes. Then it would be included through PBR

in the return. And dependi ng upon where that return fell,
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if it's between 10 and 12 percent there is no sharing.
Above 12 percent there is sharing.
So by sinply not having any |legal obligation to pay the
9.8 million this rewards what type of cost mnim zing

behavi our on the part of New Brunsw ck Power Transm ssion?

MS. MACFARLANE: | would like to nake a distinction here

bet ween an obligation to pay and recognition of an
expense.
There -- we have not discussed whet her or not NB Power

-- we have not discussed what NB Power would do with this
anount in the absence of an obligation to pay, or whether
there woul d be a recognition of an expense for that item
But let's assune for a mnute that there would not be a
recognition and it would flow through to operating cash
flow. The intent would be that the corporation would use
it to reduce debt. Wich is exactly why there will be a
| egal obligation, so that in effect it will flow through
to reduci ng debt.

Well, if it actually is used for the purpose of reducing
debt, why wouldn't we just call it that, that it's a super

added debt reduction paynent?

M5. MACFARLANE: Because it's achieving a nunber of things.

It's achieving, as | indicated earlier, ensuring that

benefits of ownership of NB Power only accrue to New
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Brunswi ckers. It's achieving a |level playing field, which
is one of the objectives of the Wiite Paper as M.
Marshall indicated. It allows organizations like credit
rating agencies and investors to do their various pieces
of analyses with an understanding that the incone
statenment of NB Power is not unlike the income statenent
of any other corporation in its accounting and in its
ongoi ng charges. It achieves a nunber of benefits.

Q - Ms. MacFarlane, you are not suggesting that investnent
bankers or bond rating agencies or credit rating agencies
have not rated or considered Crown corporations that don't
have that obligation, are you?

M5. MACFARLANE: No. They take financial statenents of
organi zations, particularly Crown corporations, and nake a
nunber of adjustnents before they do their analysis.

| " mjust suggesting that if our -- the objective here
is to ensure that NB Power Transm ssion and NB Power
Transmi ssion's financial statements |ook as much like a
private entity as possible. And paynent in |ieu of taxes
is one of the nechanisns to do that so as to ensure a
| evel playing field.

| do want to go back as well to saying what NB Power
woul d use that amount for and what Debtco woul d use that

anount for.
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It is irrelevant what the end use of it would be in
the sense the objective is to ensure that -- at | east
t hrough this evidence subm ssion, the objective is to
ensure that third party users pay full costs.

Q - M. Marshall, are you famliar with the concept of
different rates being charged over different distances or
to different geographic regions. Are you famliar with
t hat concept?

MR MARSHALL: Yes.

Q - If the concern, Ms. MacFarlane, is that users of your
system exi sting outside of the province are not charged
their fair share, that their rates are not just and
reasonabl e without the inclusion of paynent in lieu of
taxes, M. Marshall, could the rate that those out of
provi nce users be charged include a paynent for the very
thing that you are concerned wth?

MR. MARSHALL: W would see that as discrimnatory. You
woul d be charging a different rate to different custoners
for the sane service.

Q - Do all of your custoners reside outside of the province?

MR MARSHALL: No.

Q - Are you famliar with tariffs on other energy
transm ssi on systens such as pipelines that charge

different tolls for export versus donestic service?
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MR. MARSHALL: |I'mnot famliar in detail with any of that,
no.
Q - Wuld you consider that to be an unjustly discrimnatory
toll?
MR MARSHALL: |'mmnot famliar with it. Couldn't conment
on it.
Q - Wuld you consider a toll that provides export service on

the NB transm ssion systemthat is different from service
provi ded inside the province to by unjustly discrimnatory
if it was delineated on that fashion?

MR. MARSHALL: It may or may not be. This application is
for an Order 888 conpatible tariff neeting all the
principles of Order 888. It's based on a postage stanp
tariff where you charge the sane service for point-to-
poi nt whether it's an in-systemuser or an external user.

Q - M. Marshall, will rates be higher if paynment in lieu of
taxes is included in the revenue requirenment than if it
was not ?

MR. MARSHALL: You are speaking of the transm ssion rates?

Q - Yes.

MR. MARSHALL: If paynment in lieu of taxes was not included
the total revenue requirement would be |ower. The usage
is the sane on the system The revenue requirenent

di vided by the determ nants determnes the rate. So if
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t he revenue requirenent goes down in the nunerator the
rate would go down proportionally. So it would be | ower,
yes.

Q - Have you consulted with the citizens of the province of
New Brunswi ck on their views of whether they want higher
el ectric rates than woul d otherwi se arise if paynment in
lieu of taxes was not included in your rate structure and
desi gn?

MR. MARSHALL: W have not run hearings or opening to
consult the public specifically, but the Province ran a
nunber of open processes through the |egislative
commttee, the standing commttee on the | egislature,
select commttee on energy. Had open public hearings
reviewing the structure of electricity and where it may
go. Had the market design conmttee. And so there has
been sone collection of information and process. And it's
t he decision of the governnent to go forward with a | eve
pl ayi ng field.

Q - | understand that, M. Mrshall. But through all of that
consultation and effort undertaken, are you famliar with
any proceedi ng where specifically it was made known to the
public that NB Transmission is intending to recover from
rat epayers a paynent in lieu of taxes, but wthout the

obligation to remt those anobunts to the governnent?
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MR, MARSHALL: Well this information was filed before this

Board in July 25th, so it's open to the public for anyone
to intervene and to get access to that information. O her
than that, I'mnot aware of any process.

And until this hearing, this public hearing, are you
awar e of any evidence or answer to any information

response where that point has been nmade clear?

MR. MARSHALL: We think it's pretty clear in the evidence as

filed on July 25th

- Just one nonent please, M. Chairman. M. Marshall,

could you please turn up NB Power's response to Saint John

Energy I R-59 found at page 5367?

CHAI RVAN:  What page?

MR. NETTLETON: 536, sir.

CHAI RVAN:  Thank you.

M. Marshall, you say at -- or the conpany says at the
second | ast sentence of that response, "An open access
transm ssion tariff renoves this conpetitive advantage of
the generation assets that are opened by the people of New
Brunswi ck. Such a change puts downward pressure on New
Brunswi cker's recovery of the financial benefits of their
investnment in the transm ssion system"”

Are you saying there that the open access transm ssion

tariff renoves the conpetitive advantage for generation
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assets that now nust conpete?

MR. MARSHALL: | think the -- w thout an open access

transm ssion tariff in the past, the integrated utility
NB Power owni ng generation and transm ssion, had nonopoly
rights over the transm ssion systemand then could -- had
access to whatever markets were connected external to the
system t hrough that transm ssion

Wth an open access tariff, the systemis open for
anyone to use it, so there is sone reduction. But you
need to include in the tariff the proper full cost
al l ocation of the system so that when external parties
use the system they pay their full share of the
t ransm ssi on cost.

Even at the expense of those users found within the

syst enf

MR. MARSHALL: | don't understand what you mean by the

guesti on.
Even though it conmes at an extra cost to those ratepayers

who are situated within the province?

MR. MARSHALL: Utimately in the end the -- | guess there

may be a slight increase in the transm ssion cost to
parties inside the system
But that doesn't lead to unjust or undue discrimnation

in rates?
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MR. MARSHALL: No. It is treatnent of everybody on a --
using the sane rates on a level playing field at full cost
recovery of the assets.

Q - Ms. MacFarlane, are you aware of any plan or intention as
part of this soon to be proclained | egislation that noone
has seen, of whether there will be rebates offered to
rat epayers wholly situated within the province of New
Brunswi ck?

M5. MACFARLANE: | amnot aware that that would be included.

Q - M. Marshall, this response to your information request
led me to the viewthat PILT really needs to be charged so
that there is a level playing field at the Genco | evel on
that playing field. 1Isn't that the case?

MR. MARSHALL: Wuld you just -- reference to PILT? | don't
gui t e under st and.

Q - Sorry. Paynent in lieu of taxes.

MR. MARSHALL: Oh okay. Again as | said before, the NB
Power Transm ssion is part of a much | arger energy
i nfostructure where all of the other conpanies in that
i nfostructure make paynents in |ieu of taxes or are
private corporations that nmake tax paynents. 1In order to
fit on a level playing field within the whole
i nfostructure of the energy industry, it is the

government's policy that we |level the playing field.
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Isn"t one of the benefits of having a crown corporation
act as a transm ssion service provider the fact that taxes
aren't required to be paid? 1Isn't that one of the

benefits to ratepayers?

MR. MARSHALL: |t has been.

And this benefit is now being taken away?

MR. MARSHALL: Yes. But | mght say it may not totally be

taken away. There nay be a slight additional cost in
transm ssion. In terns of maeking generation to a | evel
playing field, the nonies, as Ms. MacFarlane said, wll

fl ow back through to the governnment. The government wl |
then use those nonies to reinvest or to pay off existing
debt or to reinvest in other infostructure for the benefit

of the people of New Brunswi ck who own the assets.

- So you are telling the ratepayers in the province that
hi gher rates are justified, but don't worry because the
government will pay you back in sone other way?

MR. MARSHALL: | can't speak for the government exactly what
they will do with the noney.

- Well isn't that what you are suggesting shoul d happen
t hrough your application?

MR. MARSHALL: | said | can't speak for them | don't know

what they will do with the noney. | know what the nmandate

is to -- under the restructuring to set up the
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cor por at i ons.

Q - Well until this Board knows what the obligation is in
terms of remtting the paynent that is collected from
rat epayers, how woul d you expect this Board to approve of
such a collection if it is not for the purposes of
provi di ng service?

MR. MARSHALL: Again as Ms. MacFarl ane said, this
application has originally been filed as an integrated
utility with what we believe to be the proper full cost of
service on the transm ssion systemso that we will charge
external users full cost and internal users on the sane
basi s.

Q - Can you turn up please New Brunsw ck Power, Saint John
Energy 48? That is at page 525. Now, Ms. MacFarl ane, the
response is dealing with deferred taxes. And as |
understand it, deferred taxes arise directly as a result
of this amount called paynent in |lieu of taxes being
collected, is that right?

M5. MACFARLANE: Yes.

Q - So have we cone to the conclusion here that the anmount
that you are intending to collect is an anobunt equal to
how or what woul d be charged to a non crown corporation, a
t ax- payi ng corporation?

M5. MACFARLANE: Yes, in the sense that generally speaking
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tax anpbunts -- on an inconme statenent your income tax
expense is cal culated on your accounting incone. That is
t he amount that woul d be included in your revenue
requirenent.

The actual cash paynent is either nore or |less than
t hat dependi ng upon how your accounting deductions match
amounts allowed for tax deducti ons.

And specifically in our case we would be referring to
t he deducti ons we make on our incone statenent for
anortization of fixed assets conpared to capital cost
al l owance al |l owed under the inconme tax system

Does your provision for deferred taxes have the effect of

i ncreasi ng or decreasing the revenue requirenent?

M5. MACFARLANE: It doesn't affect the revenue requirenent

through the tax itemitself. It effectively increases the

revenue requiremnment through return on equity in the

foll owi ng sense, our cal culations would indicate that the

CCA anount, the anount deducted for tax purposes, would

actually be |l ess than the anobunt deducted for

depreciation. And that is because we are starting this

calculation with the assets mdway through their |ives.
Depreciation is straight line. CCA is a declining

bal ance. So once we get hal fway through the lines, CCAis

actually less than depreciation. And that neans that the
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cash rem ttance under those guidelines would actually be
|l ess -- or pardon ne, nore than the accounting incone.
And therefore there is a deferred tax asset on the
bal ance sheet. Since that is representative of a cash
outflow it is included in rate base because that cash
outfl ow should earn a return

Q - Al right. But the point here is that deferred taxes
ari ses because of the yet to be proclainmed obligation
maybe to collect paynent in lieu of taxes, is that right?

M5. MACFARLANE: In our application they arise because we
are trying to put this subm ssion forward on the basis of
a level playing field. And a utility in our circunstances
wi th our asset base would end up with a deferred asset on
t heir bal ance sheet.

In fact if legislation is proclained that requires the

utility to submt the equival ent of incone taxes under
t hat sanme cal cul ati on, we woul d have an actual deferred
asset.

Q - And one last question on this area, M. Mrshall. [If ny
client or clients, in the case of the CME, wanted to go
out tonmorrow and acquire transm ssion service fromand to
| ocations wholly situated within New Brunswi ck, woul d they
be able to do that wi thout contracting with you, with New

Brunswi ck Power Transm ssion?
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MR. MARSHALL: As the -- other than the piece of
transm ssi on owned by Wsconsin Public Service serving
Pert h- Andover, it is ny understanding all of the
transm ssion in the province is owed by NB Power
Corporation, is included in this tariff. 1In order to take
service across that system would require service under
this tariff.

Q - Thank you. M. Lavigne, you have been awfully quiet.
And | know, M. Porter, you have been even quieter. So
|"'mabout to nove on to you two gentl enen
M. Lavigne, starting with you, sir, | understand from
your evidence that you are a Certified Managenent
Accountant, is that right?
MR LAVIGNE: Yes. That is correct.

Q - And you have been with the conpany for two years,

correct?
MR LAVIGNE: | would be about closer to two and a half at
this point.
Q - And can you tell nme what your experience has been prior

to joining New Brunsw ck Power Corporation?
MR LAVIGNE: | have worked for a nunmber of different
conpanies prior to joining NB Power.
Q - And have any of those been utilities or conpanies in the

utility industry?
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MR, LAVI GNE:  No.

Q - Have any of those conpanies been in the energy industry?

MR, LAVI GNE:  No.

Q - So when you were asked to cal cul ate the revenue
requi renent for the conpany, what steps did you take to
ensure that the revenue requirenent cal cul ations foll owed
Canadi an utility regulatory practice?

MR LAVIGNE: It was a teameffort. | worked with the
people fromthe regulatory affairs office to develop the
revenue requirenment. So they provided sonme gui dance and
assistance in that particul ar area.

Q - Okay. So you had assistance in the preparation of your
evi dence?

MR LAVIGNE: Yes. That is correct.

Q - M. Lavigne, | would like you to turn to table 2 of your
evi dence?

MR LAVIGNE: Yes, | have it.

Q - And I think you have already indicated this, but just to
be clear, that information has not been the subject matter
of a separate independent audit or third party
verification process, has it?

MR LAVIGNE: No. That is correct. This is a forecast.

Q - And to your know edge this Board has not conducted any

type of prudency review of the assets that have been
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included in the line itens conprising this table, is that
fair?

MR. LAVIGNE: Yes, that is fair. Not to my know edge.

Q - And, Ms. MacFarlane, would you agree with ne that the
effect of your application in essence freezes the rate-
based nunbers found in table 2 for a period of three
years?

It is the starting point revenue requirenment. It
factors into the starting point revenue requirenent.

M5. MACFARLANE: Could we just return to an earlier question
for a nonent, that being the basis for table 2 in
M. Lavigne's evidence?

Q - Yes.

MR. LAVIGNE: If | could add, the starting point for this
particular table was the actuals for the year ending 2002
whi ch were a part of the overall NB Power audited
financial statenments. So indirectly these nunbers are
subject to audit by our external auditors.

Q - But that relates to the 2001 nunbers, right?

MR. LAVIGNE: That woul d be the year ending 2002, yes, which
was the foundation for these particul ar nunbers going
forward

Q - But from 2002 until what is stated here, which is 2004,

t hose nunbers have not been the subject matter of any type
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of audit or third party verification?

MR. LAVIGNE: No. That is correct.

Q - Back to the freezing, Ms. MacFarlane, do you agree with
that concept, that these nunbers will be frozen in effect
for the purposes of your PBR net hodol ogy?

M5. MACFARLANE: In the sense that the dollars in table 2
formpart of the rate base in the test year, and on the
rate base in the test year we calculate a return on
equity, return on capital, and that is an anount included
in the revenue requirenent that forns the transm ssion
tariff that we are suggesting be frozen for three years,
yes.

Q - You are forgetting anortization?

M5. MACFARLANE: Onh, | forgot anortization. Yes.

Q - Al right. M. McFarlane, | nmean no di srespect when
ask this, but on what basis would you expect ny clients to
have sone form of reasonabl e or objective assurance that
t he nunbers you have provided are firstly accurate, and
secondly only reflect prudently incurred costs for
transm ssion facilities?

M5. MACFARLANE: As M. Lavigne indicated, these nunbers are
by virtue of the requirenments under the Public Utilities
Act forecasts. The revenues and expenses are forecast.

But they are derived fromthe nost recent audited
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financial statenents and have not materially changed over
those recently audited financial statenents.

There was an interrogatory process that woul d have
al l owed any Intervenor or any interested party to ask for
specific verification of any particular nunber, specific
verification both of the nunmber and of the useful ness of
t he asset which stands behind it. And to the extent that
t hose questions have been asked, we have answered them
believe -- in one of the JDI interrogatories we provided a
detailed listing. And again the detailed Iisting would be
fromfixed asset records which are subject to audit, both
conpliance audit and substantive audit, by Deloitte &
Touche. This is a hearing that requires us to tell the

truth under all circunstances, as do our audited records

require us to do that. | don't see that we can do nuch
nor e.
Well let nme give you an exanple of our concern then. The

al l ocated net fixed asset nunmber for 2004 found in table 2

is reported as 308.6 mllion, right?

M5. MACFARLANE: Yes.

And if you could turn up your response to the Province of

New Brunswi ck I R nunber 5 at page 266 --

MS. MACFARLANE: Yes, | have it.

In that response you say there has been an operating
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hi story for transm ssion since 1996, correct?
M5. MACFARLANE: Could you tell mnme which response refers to
that? |It's nunber 3. Yes.
Q - Yes, nunber 3.
MS. MACFARLANE:  Yes.
Q - Let's turn over nowto PNB IR 72 at 446
MR. MACNUTT: Could we have that again?
MR. NETTLETON: Province of New Brunsw ck information
request 72 found at page 446.
MR. MACNUTT: Perhaps PUB?
MR, NETTLETON: Sorry. PUB

Q - Your response there indicates that you are not prepared
to provide conparable actuals for 2001 and 2002 of an
income statenent and bal ance sheet as are outlined in
table 14, right?

MS. MACFARLANE: That's correct.

Q - Al right. Now let's go over to Province of New
Brunswi ck 1 R-24, found at page 303. And it's in
particular 4(iii) found at page 303. Have you got that,
Ms. MacFarl ane?

M5. MACFARLANE: Just a nonment, please. Yes.

Q - And the response there is this is the first filing with

t he PUB under the new | egislation other than for

i nformati on purposes, and it indicates that there
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t herefore would not be any continuity schedule or table
t hat shows accunul at ed depreciation, et cetera, since the
| ast PUB rate case, right?

M5. MACFARLANE: There is not one prepared. | believe part
of the difficulty here was the extent of preparation that
woul d be required in order to do that and the assunptions
that would have to be made. It's a very onerous
undertaking and we weren't -- we weren't of the sense that
that degree of effort, and it's a significant degree of
effort, would have been illum nating.

Q - Wll how are nmy clients expected to accept the 308.6
mllion dollar nunber as being an accurate reflection of
net plant attributable solely to transm ssion w thout that
type of information?

MR. LAVIGNE: If | could add, I think you can probably get a
sense of what the IR is looking for by |ooking at the
response to nunber 1 of that sane interrogatory. It does
provi de a breakdown of the gross book val ue, accunul at ed
anortization for a nunber of years starting with the year
endi ng March 31st, 2000.

Q - | understand that, M. Lavigne, but understand al so that
this conpany has not been before this regulator for over
ten years. And the query that we have, or the concern

that we have, is that we have a full understandi ng of what
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the 308.6 mllion dollar nunber reflects. W understand
the rate categorizations or the classes of assets. |It's
t he nunbers behind those assets. How would we gain that
under st andi ng?

M5. MACFARLANE: Al though the corporation has not submtted
nunbers to this Board for that period of tinme, we have
been subject to annual audit over that period of tine,
bot h conpliance audits that | ook at the system of controls
around the recording of transactions in our books and
records, the classification of those as capital versus
operating, the classification of those as within a
particul ar category of assets to which a particular
depreciation rate applies, and not -- those are the
conpliance controls. And the substantive controls would
include audit of the -- both the determ nation of the
anortization anount, the vetting back to invoices for the
calculation of the capitalized ambunts or for the
recording of the capitalized anounts. Those audits have
t aken pl ace each and every year over that period of tine.

Q - Were is that evidence in this proceedi ng?

M5. MACFARLANE: It's in evidence by virtue of the fact that
we are relying on the opening audited bal ance sheet of NB
Power for April 1st 2001, that is the 2001/ 2002 year,

which is audited, and those figures are continuous through
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hi story.
Right. And the audits that you have undertaken have been
accounting audits, is that correct, that have been

conducted by Deloitte Touche?

M5. MACFARLANE: They have been conducted by Deloitte

Touche, that's correct.

And are they for the purposes of your annual report?

MS. MACFARLANE: That's correct.

So there have not been prudency audits in respect of

t hose nunmbers, have there?

M5. MACFARLANE: Coul d you repeat that question?

Yes. There have not been prudency audits conducted in

respect of the nunbers, have there?

M5. MACFARLANE: To the extent that they are operating on

behal f of the Board of NB Power and certainly have an
obligation to report to the Board of NB Power, any

egregi ous situations that they conme across as a course of
their audit it does, but by and large their audit is ainmed
at ensuring the integrity of the nunbers recorded.

M. Marshall also points out that Stone & Wbster
woul d have, in conducting their review, would have
performed a sort of an audit on our fixed assets and on
t he useful ness thereof.

M. Marshall, since you are relying on the Stone &
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Webst er study, can you confirmthat that was done in 19997

MR. MARSHALL: |I'mnot certain. Subject to check, | think
that's about right.

Q - And that's the last third party type of prudency audit
t hat has been conducted in respect of the asset base?

MR MARSHALL: As far as | know, that's correct.

Q - And let's get that docunment out, would you. [It's exhibit
A-5, tab 3. Do you have it, M. Mrshall?

MR, MARSHALL: Yes.

Q - Could you please read the title of this docunent into the
record?

MR MARSHALL: "Transm ssion and distribution OVRA
Assessnent, NB Power Corporation - Stone Wbster
Managenent Consultants Inc."

Q - Al right.

MR. MARSHALL: And the date, Novenber 18th 1999.

Q - Could you turn to the executive summary of that docunent,
which is an untitled page, but it is the first text
following the table of contents.

MR, MARSHALL: Yes.

Q - Under the heading "Project objectives", can you show ne
where there is any discussion of the objective of
conducting a prudency review of the rate base of the

transm ssi on assets associ ated with New Brunsw ck Power
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Cor por ati on?

MR. MARSHALL: | don't know that they concluded a specific
prudency review of the rate base as -- they did a review
of the transm ssion business unit, all of the assets, the
&M the reliability, adequacy assessnent, planning,
budgeting and all related informati on systens. But when
reviewing all of that they would have | ooked at what were
transm ssi on assets and what were not and then how t hey
wer e operated and mai nt ai ned.

Q - Wiy do you think they would have called it then OVA
assessnment? Isn't that to inply operating, naintenance
and adm nistration? |Isn't that the intent of this
docunent, is to assess that specific expense and not the
asset ?

MR. LAVIGNE: Although the focus was on OVRA, they certainly
did get into the capital side of things, |ooking at the
vari ous prograns that were underway. So it was a bit
broader than specifically | ooking at OWA.

MR. PORTER | mght add to that that in | ooking at issues
such as reliability and doi ng conparisons with other
systens, | think inherently you get a feel for whether or
not the expenditures were prudent.

We are not tal king about an item by item prudency

review, but on an overall evaluation of the system
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think there is sone indication contained within that Stone

& Webster report.

Q - Could you turn to page Roman Nuneral VI, which outlines
the findings and conclusions. And M. Porter, | believe
you are referring to -- | believe you are referring to --

correct ne if | amwong, reliability based mai ntenance,
RCM net hods. |Is that what you are referring to in your
| ast answer?

MR. PORTER | would have to turn it up but there are
vari ous evaluations on reliability of the system | ooking
at SAIDI and SAIFl statistics.

Q - But these all are in respect of -- and in particular, the
fourth bullet point down the page on item?7 relates to
opportunities exist to better utilize avail abl e OVRA
dollars, including reliability based mai nt enance, RCM
nmet hods, schedul e adj ustnents, and equi pnent repl acenent.

It is a technique, isn't it, to ensure your OVRA
dollars are spent nore prudently?
MR. PORTER Yes, that is the case, but Ms. MacFarl ane j ust
poi nted out, that in section 6, is where the eval uation of
t he physical assets is docunented.

Q - Al right. Let's turn there. Can you show ne where in

this chapter there is any type of prudency concl usion

about the capital dollars that have been expended by New
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Brunswi ck Power on its systenf

MR. PORTER: Could you be a bit nore specific in terns of
how you woul d defi ne prudency so | could help you out and
make a response?

Q - I want to nmake sure that -- as a ratepayer ny clients
want to make sure that the capital dollars which have been
spent by New Brunswi ck Power Corporation have been
prudently incurred. Has there been any type of finding or
concl usi on respecting that issue?

MR. PORTER: As | noted there is not an explicit eval uation
or statenent concerning prudency. | believe it's inplied
within the assessnent of the reliability of the system and
where our system stacks up versus ot her systens.

Q - Froma reability perspective?

MR. LAVIGNE: | believe the report actually speaks nore to
t he prudency of the future expenditures. And | think
Stone & Webster in their recommendati on speaks naybe, as
M. Porter says, indirectly to the prudency by putting
forth reconmendati ons whi ch support these various capital
expendi ture prograns.

Q - Future capital expenditure prograns. |Is that your point,
M. Lavi gne?

MR LAVIGNE: Yes, that is correct.

Q - Now, Ms. MacFarl ane, could you please turn up Bayside --
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your response to Bayside information request 41, please?
That's at page 43. Have you got response to 417?

M5. MACFARLANE: Yes, | do.

Q - Al right. Now the question asked about the types of
records you woul d be keeping for reintroduction of rate-
based regulation at the end of the test year period. |Is
t hat your understandi ng of the question?

MS. MACFARLANE:  Yes.

Q - And what records are you specifically thinking about
there in that response?

M5. MACFARLANE: Most specifically about the fixed asset
records that would formpart of rate base. But | suspect
it would also apply to any records of patterns of costs
and revenues that have been incurred historically and
therefore formthe basis of forecasts and projections.

Q - So projecting or looking into the crystal ball in the
future three years fromnow, M. McFarl ane, do you
anticipate the inability of New Brunsw ck Power
Transm ssion to provide conparative financial statenents
or continuity tables for accumnul ated depreciation at that
point intime in three years when this perfornmnce-based
revenue application, if approved, is up for renewal ?

M5. MACFARLANE: No, | don't anticipate that as a probl em

Q - Have you thought about uniformaccounts for and
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applicable to New Brunswi ck Power Transm ssion, and | am
t hi nki ng of accounting accounts, general | edger accounts?

M5. MACFARLANE: Are you asking under restructuring have we

desi gned a general | edger?
Q - Yes. Thank you.

MS. MACFARLANE: Yes. Yes, we have.

Q - And is that information that you would be willing to
share with the Board?

M5. MACFARLANE: What | can suggest to you that it is not
significantly different fromthe general | edger
information we coll ect today, except as it goes to the
fact that the general |ledger will now contain a
sharehol ders' equity section that |ooks different than the
current one.

There will al so be accounts for things |ike collection
and paynment of taxes, et cetera.
Q - Wat about interconpany transactions?

M5. MACFARLANE: There will be interconpany transactions as
wel |, yes.

Q - And again would that be information you are prepared to
share with the Board?

M5. MACFARLANE: W are still exploring that -- we were
asked yesterday by M. Richardson whether we could share

the nodelling going into the future, and the nodelling
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woul d i nclude information about the things that you are
asking. And when we determ ne the answer to that
guestion, I will be able to answer the question about
whet her we can give you G account nunbers.

Q - In formulating or nodelling that are you taking into
account other regulatory jurisdictions that require
regulated utilities to have standard or uniform accounting
procedures and accounts, such as the National Energy
Boar d?

M5. MACFARLANE: W have taken into consideration accounting
requi renents of the FERC organi zation and determ ned t hat
we will be able to neet those requirenents if necessary.

Q - And when you say if necessary, if necessary neaning if
the FERC requires you to?

MS. MACFARLANE: That's correct.

Q - Wat about if this Board were to require you to do that,
woul d t hat be sonething you would be prepared to accept?

MS. MACFARLANE:  Yes.

Q - And are you intending to periodically report on those
general | edger accounts to ratepayers or to this Board?

MR LAVIGNE: | believe Ms. MacFarl ane had stated in her
Panel B di scussion that we would be providing nonthly
reporting to the Board.

Q - On these accounts?
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MR. LAVIGNE: Yes, that is correct.

M5. MACFARLANE: If they request it. W wll be preparing

gquarterly financial information for external issue. |
believe the Chairman asked if we were able to provide
monthly information to the Board on the basis of what we
i ssue to nanagenent and we reviewed that matter and we are
able to provide that, yes.

But only if they request it. Only if the Board requests

it. Wat if ratepayers request it?

M5. MACFARLANE: As a Crown corporation, | believe, though

amnot certain, the corporation will continue to be
subject to the Right to Information Act, and so fromthat
per spective they could receive nonthly information.

| think any quarterly information, because it will be
avai l abl e to debt holders will be available publicly. And
certainly the annual report is filed with many bodi es
publicly.
Al right. Could you now turn to Baysi de suppl enentary

i nformati on request nunber 34, please.

CHAI RVAN: |s that in A-6?

MR. NETTLETON: Yes, it is, sir. Page 34.

Have you got that, Ms. MacFarl ane?

MS. MACFARLANE: Yes, | do.

- Your response indicates that New Brunsw ck Transm ssion
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is in the mdst of a higher than normal capital cycle due
to the need to reinforce the transm ssion system Do you
see that?

MR LAVIGNE: Yes, | do.

Q - And it goes on to say, you are right now in year three of
that asset renewal plan. Do you see that?

MR. LAVIGNE: Yes, that is correct. The current fiscal year
that we are in is year 3 of that program

Q - Now what has been the capital cost outlay since you began
this three year progranf

MR. LAVIGNE: For the past two years | believe it's in the
vicinity of about $25 million per year, subject to check.

Q - Per year?

MR LAVI GNE: Per year.

Q - Wuld you expect those capital progranms to be reflected
in your projected rate base cal cul ati ons?

MR. LAVIGNE: Yes, they are.

Q - Can you show nme those, please? Wuld they be reflected
as work in progress?

MR. LAVIGNE: Yes, that is correct. That would be part of
the work in progress. | don't think | can provide it
directly out of the evidence, but | would be willing to
provi de the breakdown of the capital program going

f or war d
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Q - Wy isit, M. Lavigne, that it wouldn't be reported in
your evidence in this proceeding in the work in progress
line itenms in, for exanple, table 4 of your evidence?

MR LAVIGNE: | believe | took that out earlier this
nor ni ng.

Q - Onh, okay.

MR. LAVIGNE: But you are correct. Based on the previous
evidence it would have given a perspective -- the
prospectus -- a perspective of the capital program

Q - So are you saying then that for 2003 the work in progress
is not actually 9.5 but 25 mllion?

MR. LAVIGNE: The work in progress nunber represents what is
left at the end of that fiscal year. It is not
representative of all of the work that has taken place,
i.e., the settlenents which would have transpired to fixed

assets.

Q - kay. So are you then saying that we would see $25

mllion per year increase in the fixed asset total ?
MR. LAVI GNE: I f you refer to Province of New Brunswi ck IR
24 --
Q - | have that.
A -- whichis in Vol A4, | think you can determ ne that
the --

CHAI RVAN: M. Lavigne, what page is that?
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MR. LAVIGNE: Sorry, 301, M. Chairnan.
CHAI RVAN:  Just a second.
MR. LAVIGNE: Certainly. As you can see the increase in the
gross book value is in the vicinity of about 20 mllion

per year. Except for the last year where we see a fairly

significant increase due to the -- certain aspects of the
program
Q - So it would be reflected in the gross and not the net.

Maybe that's where | was getting confused.

MR. LAVIGNE: It's also representative in net. The net is
obvi ously net of accunul ated depreci ati on.

Q - Right. But the difference between your 2000 and 2001 is
only 7 mllion in net, right?

MR LAVIGNE: Yes, that is correct.

Q - So back to this capital expense

MR LAVIGNE: If | could just add?

Q - Yes.

MR LAVIGNE: There are retirements -- retirals that woul d
be factored into these equations. So those would have to
be factored in also, which would of fset some of the
additions to the fixed assets.

Q - And is there sonme sort of policy that you inplenment with
respect to retirals that would reflect that by

calculation? W are just trying to figure out the nunbers
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here.
MR LAVIGNE: Well, when the assets has run its useful life,
obviously it would be retired.

Q - Right. So the three year program has -- you have spent

over 50, did | hear, or is it 75 mllion?
MR LAVIGNE: Well, in the first two years it would be
approximately 50 mllion again, subject to check.

Q - And, Ms. MacFarlane, would you agree that those prograns
have been financed through or by New Brunswi ck Power
Transm ssion's ratepayers as they are today? | guess as
they are in the prior years that the investnents were
made.

M5. MACFARLANE: Are you speaking specifically of the $50
mllion investnent?

Q - Yes.

M5. MACFARLANE: They will be over tine paid for by the

rat epayers that benefit fromthe service those investnents

provi de.
Q - Is it not the case though, under your perfornmance-based
rate maki ng proposal that ratepayers will not take the

full benefit of the system cost inprovenents? There is a
sharing mechanism right?
M5. MACFARLANE: There is a sharing mechani sm yes.

Q - And that sharing mechanismrelates to prior period
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capital additions, right?

M5. MACFARLANE: I'msorry, | don't -- | don't really

under st and your question.

Q - Wll, these capital assets were built prior to the

i npl enentation of PBR, right?

MS. MACFARLANE: Right.

- And is it not the case that you expect operating cost

Q

reductions with these capital asset inprovenents?

MR. LAVIGNE: \Where it is a nmulti-year programyou are not

necessarily going to see those type of, | guess, decreases

in the OWA side initially. | suspect once the multi-year

program has run its course then, yes, you will see sone --

sone benefit on the OVRA side

Q - But those capital cost prograns were invested three years

ago, right?

MR. LAVIGNE: Yes, that is correct. W are in the -- |

guess the mddle of the year 3. But yes, we have | guess

two years under out belt.

But again it would take sone tine before we are going

to see the gains fromthose capital investnents.

Q - But those capital assets have been paid for by the

rat epayers when the investnents were first made, right?

M5. MACFARLANE: The assets are paid -- if you are referring

to a cash outlay there is a cash outlay and a borrow ng
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t hat occurs when the assets are installed. But that is
not when the expense for incurring that debt accrues
through to ratepayers. The cost of the debt and the cost
of the assets through depreciation are spread out over the
life of the asset, so all ratepayers who benefit fromthe
service fromthat asset also bear the cost.

Q - But if the asset was enpl oyed and there was no PBR
mechanism M. MacFarlane, isn't it the case that
rat epayers woul d be receiving the full benefit of those
asset inprovenents?

M5. MACFARLANE: | think one of the beauties that M. -- Dr.
Morin referred to in the PBR nmechanismis that there is a
greater incentive in the nechanismto ensure that those
savings are actually achi eved and when they are achieved
they are then shared.

Q - Wiat is the incentive when the asset has been constructed
in prior -- in periods prior to the initiation of the PBR
mechani snf

M5. MACFARLANE: The inventive is ongoing reduction of
mai nt enance costs and ongoi ng benefits from ensuring that
the assets reach their useful life, so in fact they do
provi de the benefits intended if not nore.

Q - But isn't that going to happen sinply by the installation

of the asset?
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M5. MACFARLANE: The -- yes, it is. | don't believe that
t he PBR nechanismgets in the way of achieving those
benefits. And | don't -- | believe if anything the PBR
mechani sm coul d hel p ensure that they do accrue.

Q - That is the part that | don't understand, is how could
this PBR nmechani smi nprove upon the efficiencies of the
asset that has been placed in service in prior periods?

MS. MACFARLANE: The asset attributes a nunber of costs. It
has fixed costs with it which cone fromits installation
and the financing thereof. But there are also
consi derabl e costs associated with its ongoi ng use and
mai nt enance. And a PBR mechanismis designed to incent
managenent to |l ook for the nost effective processes for
ensuring the benefit either out of the fixed costs or in
ensuring that there are reduced mai nt enance costs.

Q - M. Marshall, you will probably be able to help nme with
this. I'minterested in | earning about how new rate base
additions will be treated under the policy, under your
tariff and under the PBR net hodol ogy.

WIIl -- and in particular I think we will be referring
to the transm ssion expansion policy that is found at
attachnment Kto the tariff. And that is exhibit A-1.

CHAI RVAN: Vol unme A-3?

MR. NETTLETON:. | believe it is A-1. It is part of the
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application. Just one m nute.
MR, MARSHALL: Page 324.
MR, NETTLETON:  Yes.
MR, MARSHALL: A-3, page 324.
CHAI RVAN:  324.
MR. NETTLETON. Thank you.

Q - My question, M. Marshall, is will all new rate base
addi ti ons beyond that which is forecast be nade subject to
the transm ssion expansion policy found in the tariff?

MR. MARSHALL: No. There would be ongoing need for capital
upgrades to the existing systemto continue the reliable
supply to the existing system And there may be
addi tional needs as | oad grows to upgrade certain lines in
the systemto maintain reliability and neet reliability
targets and standards.

Q - Al right. So the transm ssion expansion policy only is
in respect of requests for new service?

MR. MARSHALL: That's ny under st andi ng.

Q - If I can take you to lines 22 to 25?

MR, MARSHALL: Yes.

Q - Wo makes the determ nati on about whether increased
transm ssion use is nore than or equal to transm ssion
system revenue requirenments?

MR. MARSHALL: The transm ssion conpany woul d do the
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eval uati on based on the reservation request.
Q - The transm ssion conmpany, or the transm ssion
adm ni strator or the independent system operator?

MR. MARSHALL: Well in this tariff as filed right nowit's
the transm ssion conpany. The inplenentation of the
tariff though as proposed under restructuring would be
done through the independent system operator. So there --
t he i ndependent system operator | think would have a role
in determ ning whether this transm ssion was going to be
used and useful and whether there would be an additional
charge or not.

Q - And so we are clear, there will be an independent system
oper at or when the narket opens, right?

MR. MARSHALL: That is the intent of the governnent as
stated in the -- in their press rel ease of August and |
believe in the -- | don't think it is -- | don't know if
it is necessarily specifically nentioned in the speech
fromthe Throne but in the legislation it is ny
understanding there will be provision for an independent
syst em oper at or.

Q - At the tine that the market opens?

MR. MARSHALL: That's ny understandi ng, yes.

Q - Thank you. [If | can take you to page 325 at line 6

There is reference nade to system benefits and a net
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present val ue of system benefits. And again ny question
really is a sinple one of who perforns this study and this
anal ysi s?

MR. MARSHALL: And | think in the inplenmentation of this
tariff as -- taking into account restructuring and where
t he governnent policy is going, it would be done jointly
with the transm ssion owner and the system operator would
be involved in what that system benefits would be. But
under the application as it is before this Board at this
time, it would be -- the transm ssion provider would
undert ake the study.

Q - Wen you nake that qualification |I get concerned that the
current application may not be the right application once
the market opens. Are you thinking that there may be
anot her application?

MR, MARSHALL: No.

Q - ay.

MR. MARSHALL: So our understanding is this tariff is to
provi de an open and nondi scrim natory access tariff,
provi de provision for expansion of the system And the
adm nistration of this tariff would be done by the
i ndependent syst em operat or.

Then dependi ng upon the powers that that operator has,

if there were going to be any changes to the tariff, they
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woul d need to conme back with an additional application to
this Board to change the tariff. That is ny
under st andi ng.

Q - So, M. Marshall, the transm ssion conpany will be
involved in this analysis, is that right, in the system
benefit net present val ue anal ysis?

MR. MARSHALL: | think they would be involved to assist with
the transmssion -- with the systemoperator in assessing
what the benefits are and anal ysis of the systemin order
to determ ne exactly what those benefits are and their
val ue, yes.

Q - Ms. MacFarl ane, what discount rate will the transm ssion

conpany use in making the net present val ue cal cul ati on?

WIIl it be the cost of capital for the transm ssion
conpany?
M5. MACFARLANE: | would assune it would be the weighted

average cost of capital on a prospective basis.
MR MARSHALL: | would concur. | believe that would be the
correct discount rate to use.
Q - Wose wei ghted average cost of capital? The Transco's?
MR. MARSHALL: The Transco's wei ghted average cost of
capital, yes.
Q - Now, M. Marshall, we have all heard about this new

intertie facility that has been applied for to the
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Nat i onal Energy Board. How is that facility going to be

consi dered under your tariff?

MR. MARSHALL: Under the expansion policy it would be an

opportunity for increased point-to-point reservations out
of the system Those reservations would fund a good
portion of that |ine.

There are opportunities for |oss savings across the
existing interface. There are reliability inprovenents to
the whole Maritinme area.

So it is -- a conbination of those factors would be
i ncluded to assess the inpact of that line within the

existing tariff structure.

- And is your net present value analysis of the system

benefits one that you will share with other ratepayers?

MR. MARSHALL: | would think fromthe transm ssion point of

view that that would be available to be |ooked at. It is
an open tariff, nondiscrimnatory tariff. |If there were
any effects on costs that affect the tariff, there is.
There woul d be a prudency requirenent on that line. How
are those costs assessed? Were does the value cone fronf

| woul d expect that it would be nade avail abl e.

Ms. MacFarlane or M. Marshall, what happens if the
transm ssion provider incurs cost overruns with a project?

Who is at risk for those cost overruns? 1Is it the
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requesting party or is it all ratepayers on the systenf

MR. MARSHALL: M understanding is that if a transm ssion

request requires additional transm ssion to be built, if
that transm ssion is built within the tariff and can be
rolled into the tariff without increasing the tariff
charges, it would be handled within the PBR nmechani sm and
woul dn't affect the tariff at all and the risk would be
with the transm ssion conpany.

If the transm ssion line, the revenue streamfromthe
transm ssion reservation will not cover the tariff, there
is an aid to construction required, then the risk would
associate with the contract then between who is building
the line and the request to do it.

So if the requesting party contracts totally and say,
we wll pay this nuch, and it's a fixed contract that we
will pay this aid to construction, and then the
constructing parties, there are cost overruns, the cost
overruns woul d have to be handl ed t hrough the contract
relati onship between the transm ssion provider and the
constructor, and one party would be |iable dependi ng upon
the contract terns.

So what you are telling nme, | believe, M. Mrshall, is
that the aid to construct paynent is based on actual costs

i ncurred and not forecast costs?
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MR. MARSHALL: No. | think | said the aid to construct

paynent agai n between the contract between the

transm ssion custonmer and the transm ssion provider, there
woul d be a negotiated price, | will pay this aid to
construction.

Based on a forecast?

MR. MARSHALL: Based on the forecast of what it is there

woul d be a contract, yes, | want the line built, I wll
pay this aid to construction and I will take service on
the line under transm ssion contract for so |ong.

The question then is after it's built if it runs over
that has to be -- any cost overrun has to be dealt with
contractually between the contracting parties to having
the line built.

kay. So the risk is borne by the party making the aid

to construct paynment, is that right?

MR. MARSHALL: No. | think the risk then, if the
arrangenent was -- if the aid to construct paymnment or
party was willing to say, well we think it may be built
for lower cost than that, we will take the risk on a cost

overrun or underrun, then they would take the risk if
that's their negotiated position up front. |f they say,
no, we wll only fund your projected cost overrun that you

forecast, you are the transm ssion experts, you forecast
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this cost overrun, then we fix that paynent, sign a
contract, the transm ssion provider goes out and contracts
with a constructor to build the line, if there is a cost
overrun, it's then between the constructor and the
transm ssion provider to settle any differences in their
contract.

Q - Maybe | can sumrari ze what you have just indicated. And
that is ultinmately the risk borne for cost overuns is a
matter of negotiation between the Transco and the party
requesting service?

MR. MARSHALL: | think that that would be as all contracts
ultimately are negotiation between the parties. Anybody
taking service under the tariff will pay the tariff. An
aid to construction is an additional cost outside the
tariff that requires a signed contract, so it's a
negoti ated pri ce.

Q - 1 think that's a yes.

MR. MARSHALL: Subject to sone |lawyers involved in the
contract probably.

Q - Nowif there isn't an aid to construct paynent and there
is a cost overrun, who bears the risk then?

MR. MARSHALL: |If the service and the expectation is that it
could be built within the revenue streamfromthe tariff

wi thout an aid to construction, and the transm ssi on
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provi der goes forward and agrees and goes forward and has
a cost overrun, and the transm ssion -- the PBR would be -
- would suffer and it would be be borne through the PBR
mechanism So the transm ssion provider would -- the
Transco would carry the responsibility. That would be ny
under st andi ng.
There would -- to be clear, there would be a reduction in

cost savings that could be passed on to ratepayers?

MR. MARSHALL: O there would be a reduction in the net

incone and rate of return to the Transco.

Do you find that result symmetric? That is, that
rat epayers nay be at risk if there is no aid to construct,
but where there is an aid to construct and there are cost
overruns, the ratepayer doesn't pay or doesn't take any
risk of that overrun? Do you think that's a symretrica

result?

MR. MARSHALL: Wbuld you repeat that, please?

Yes. |'mwondering your view on whether you think it's a
symmetrical result that in the event that there is no aid
to construct, that the ratepayer on your system nay take
or does take the risk of cost overruns. But in the event
that there is a cost overrun -- or sorry -- an aid to
construct, and there is a cost overrun there, that the

rat epayer on your system not requesting the service is
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fully protected.

MR. MARSHALL: Under our application as it is here, the
rates as set in the test year would then escalate at half
CPlI. Any construction in here would be -- if there isn't
an aid to construction and an expansion fits within the
tariff without the need for an aid to construction, it
woul d be undertaken and the risks, as | said, essentially
are born by the Transco in its performance base rate.

They are not borne by the customer contracting or other

custoners. The tariff doesn't change. It can escalate at
hal f CPI.
Q - Let's use an exanple. Let's assune you have cost savings

in a year of $100, but because of a project that you have
undertaken as a result of a requested service, there have
been cost overruns. And that has otherw se reduced the
anount of cost savings that could be passed on to
custoners, to ratepayers, in the formof |ower rates.
Wul d you agree that in those circunstances that the
rat epayer isn't getting the full amount of the cost
savi ngs that would otherw se be attributed to hinf

M5. MACFARLANE: You are suggesting that if there is a cost
overrun on a capital project, there will he higher
depreci ati on and hi gher finance costs on that asset --

Q - Yes.
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M5. MACFARLANE: -- that will be included in the net incone
Q - Yes.

M5. MACFARLANE: -- offsetting other cost savings?
Q - Yes.

M5. MACFARLANE: The answer to that is yes, that wll
happen. And so if it falls between -- if it is such that
the return falls between ten and 12 percent, there will be
no sharing, below ten percent there will be 50/50 sharing
and above 12 percent there will be 50/50 sharing.

MR. NETTLETON. Thank you. M. Chairman, |I'mat a point of
having a rather |engthy discussion with M. Lavi gne about
anortization.

CHAI RMAN:  And we are at the point of adjourning.

MR. NETTLETON:. | thought that was going to be the answer.
CHAIRVAN:  So we will adjourn until tonorrow norning at
9: 30.

( Adj our ned)
Certified to be a true transcript of the proceedings of this

hearing as recorded by nme, to the best of ny ability.
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