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CHAI RMAN:  Good norning, |adies and gentl enen.
M. Hashey, to begin, do you have any prelimnary
matters?

MR. HASHEY: M. Chairman, | would prefer to conplete ny
cross exam nation now. And then at break tine we will be
able to tell you -- hopefully we will have sone additional
answers to undert aki ngs.

And we will be able to indicate to you which ones we
can't answer and why and nake arrangenents to have things

delivered and what have you. So that is -- if that is
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suitabl e that would be the preferable way.

CHAIRVAN: It is no problemw th the Board. Any other
parties, any prelimnary matters? M. Snellie?

MR. SMELLIE: Good norning, M. Chairman. | have three
matters to deal with. First of all in response to
M. MacNutt's request that we provide hard copies or
revi sed pages of the corrections that Dr. Earle nmade to
his evidence in interrogatory responses yesterday, what we
have done is produced a package of black |ined pages.

| have given the requisite nunber of copies to the
Secretary and to M. MacNutt and to counsel for the
applicant. And | have put copies at the back of the room

What | woul d suggest, M. Chairman, is we sinply just
mar k these pages as anot her exhibit or as the next
exhibit. And then the record will be abundantly clear.

CHAI RMAN: Ckay. That sounds good to ne. JD -29.

MR SMELLIE: The second matter, M. Chairman -- and | raise
it now sinply so that you m ght think about it. You may
not have to think about it for very | ong.

But in any event | was reflecting earlier on your
comments yesterday in terns of our schedul e and
reconvening either on the 27th of this nonth or the 10th
of next nonth on the basis that it is reasonable to

anticipate legislation by the end of this nonth being
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i ntroduced.

My concern, M. Chairman -- and | have raised this
briefly with M. Hashey, is that in ternms of the January
27th date, it seenms to nme that there is a date between now
and then beyond which, if the legislation were to be
i ntroduced beyond that date, that to digest the
| egislation, to consider it, to determ ne whether or not
you want to file some evidence on it or cone back and
speak to it, we would just |ose the January 27th date.

So | was musing about whether or not it would be nore
efficient if we sinply just fixed the return date as being
the 10th of next nonth.

And t hen everybody woul d know that if the |egislation
came in on the 23rd let's say of January, that there would
neverthel ess be a reasonable period of tinme to do all of
t hat consideration and di gestion before com ng back to (a)
speak to the legislation by way of a witness if you wanted
to.

But we woul d know that we would do that if anybody
wanted to do it. And (b) we would be arguing on the 10th
of February. | just raise it. And I'm happy of course to
-- if we would stick with the present plan. O |'m happy
to change it. But | just thought | would raise it for

your consideration, sir.
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CHAI RMAN:  Thank you, M. Snellie. W wll consider. And
M . Hashey can address it after he has concl uded his
cross, if that is the way he wants to proceed.

Any other matters, sir?

MR. SMELLIE: One, sir. Yesterday at transcript 2,078-79 --
and I will put these questions in reverse order.

M. Hashey in the course of his cross exam nation of
Dr. Yatchew said this.

The first question -- it is actually the second in
time. But the first that | want to bring up is this,
beginning at Iine 25 of page 2,078. "Well, that is not
what | was saying. |'msaying that JDI has been highly
critical of New Brunsw ck Power."

And | have heard -- you know, the cross exam nation
went on for days, suggestions that there was uncertainty
in their nunbers. There was questions on nanagenent.

The prior question to that, which appears at |ine 11
of page 2,078 is as follows. "Well, | have listened to
the presentation this norning. And | have heard comments
to indicate that nanagenent is poor."

| take ny friend s cross exani nation seriously, M.
Chairman. And | certainly take those kinds of remarks
seriously.

My review of the presentation as it appears in the
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transcript makes it clear that no nmenber of this w tness
panel said that NB Power's nanagenent was poor. And to
suggest or equate the | engthy cross exam nation pronpted
by a detailed and conpl ex application neans that ny client
is highly critical of NB Power was, wth respect,
unf ounded.

JDI does not think that its nost inportant supplier is
poorly managed. But neverthel ess, whether for by reason
of his m sapprehension of the record or otherw se, ny
friend has now made the suggestion that that is exactly
what ny client thinks on the public record.

And so with your indulgence, M. Chairman, | think it
is only fair that M. Msher, who is the enpl oyee of JDI
in this witness panel, be offered an opportunity to
clarify the situation now, before ny friend continues with

his cross exam nati on.

CHAI RVAN: M. Hashey?

MR. HASHEY: | have no problem And | apologize if |

m sinterpreted the interpretation.

CHAIRVAN: | think you did yesterday too, sir.
MR. HASHEY: | beg your pardon?
CHAIRVAN: | think you did yesterday as well allude to the

fact that you did not wish to inmpugn any notives or --

that was ny recoll ection.
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However, M. Mosher, go ahead.

MR. MOSHER: Thank you, M. Chairman. | think it is a
little bit unfortunate, maybe the remark that was said,
and specifically being directed to Dr. Yatchew.

J.D. Irving, as | started ny presentation yesterday,
stated that we were not in the business of appearing
bef ore regul atory boards.

We are very concerned about the rates that industrials
pay in this province. W have stated that many tines
Wi thin our presentation and within the record.

To state that we are very critical about their
managenent and to state that their managenent is poor is
absolutely false. W have a | ongstanding record of a good
wor ki ng relationship with the nmenbers within NB Power.

And as we nove forward with the process of
reregulation it is even nore inportant for us to have an
even better working relationship with the nenbers and the
managenent of NB Power.

So that is all | have to say.

MR. SMELLIE: Thank you, M. Chairman.

CHAI RMAN:  Thank you, M. Snellie. Any other intervenors
have any prelimnary matters?

MR. HASHEY: M. Chairman, | have no probl em addressing the

February 10th issue. | have no difficulty with that
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what soever if that is the preference. It would seemto ne
that it would nake sense that we do set a date that is
appropriately down the road.

And | can see M. Snellie's reasoning in suggesting
that that m ght be nore appropriate based on the fact that
not hi ng yet has been tabled. And we will need sone tine.

But | just put it on there. That is obviously not ny --

CHAI RVAN:  All right.

MR. HASHEY: -- determ nation or decision. | just let you
know t hat .
CHAIRVAN:  All right. | appreciate that. The Board wll

consider that after the conclusion of this panel's
evi dence and speak with the parties concerning it.
Go ahead, M. Hashey.
MR. HASHEY: Thank you very much, M. Chairman.

Q - Dr. Yatchew, | think you would agree with ne that this
Board nmust be concerned about starting this new conpany on
the right footing, would you not?

DR YATCHEW  Yes.

Q - And you would further agree, | think, that the Board nust
make sure that the conpany entering into a comrercially
vi abl e worl d nust be adequately capitalized?

DR. YATCHEW Yes. Though there is a distinction here

bet ween deened capital structures and actual capital
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structures that m ght conme from decisions by governnent.

Q - Right. And, Dr. Yatchew, | would suggest to you that no
regul atory board that I am aware of, and rmaybe you are
awar e of one, that has ever awarded an 8.25 percent RCE on
a start up transm ssion conpany?

DR. YATCHEW | am not aware of a Board awarding 8 and a
guarter on a start up transni ssion conpany, though |I'm not
sure that that's the right conparison that would need to
be made. What we want to be |ooking at is the risk
prem umthat's awarded over and above the risk free rates.

One of the reasons that we tend to observe hi gher
awarded rates historically is sinply because the risk free
rate has been hi gher.

So if we take a ook at what is a reasonable prem um
above the risk free rate, and we | ook at the gas pipeline
busi ness, for exanple, the National Energy Board, after an
extensive generic hearing, concluded that a 3 percent
benchmark prem um over the risk free rate was a reasonabl e
prem um

Now t hat al so, by the way, included floatation costs,
whi ch woul d be about a quarter of a point. It would be
about 25 basis points. Sone people estinmate it as being
hi gher. The figure that | have recomended is just over

250 basis points. So that's let's say two and a half
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percent versus a 3 percent that the NEB awarded as the
benchrmark rate of return. Take off floatation costs from
t he pipeline award, and you are down to about two and
t hree-quarters.
So the difference between nmne of two and a half and
the two and three-quarters of the National Energy Board is

-- is rather nodest.

- Sir, the nost recent award in conparabl e business with

| esser risk was TransEnergi e where this exact 8.25 percent
was recommended. And | think you indicated yesterday they

went sonmewhere over 9.5, sone 9.7?

DR. YATCHEW | believe that to be the case, yes.
- Yes. Now --

DR. YATCHEW They also, | believe, went with a 30/ 70 debt

ratio or equity debt structure, yes.

- Right. And you would agree with nme, as stated by M.

Craig in his article, or the three person article that |
put forward yesterday, which was marked as the | atest
exhibit. And | quote frompage 82 on the far col um.
"All else equal, nore debt in a firms capital structure

increases the required ROE." You would agree with that?

DR YATCHEW Yes.

- And | see in their nodel they used a 60/40 in the next

sent ence?
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DR. YATCHEW Yes, they did.

Q - And that would be consistent with the evidence you heard
here concerni ng what the investnent bankers are suggesting
currently?

DR YATCHEW I'msorry --

Q - Were you present when --

DR YATCHEW -- investnent bankers said?

Q - -- Ms. MacFarlane was questioned on the investnent
bankers and what they were currently recommending in
relation to the new structure?

DR YATCHEW |'mnot -- | don't recollect that.

Q - You may not have been here in fairness, | think. Don't
worry about that. That's a nmatter of evidence. W don't
need to debate that.

In your report you have used what | have heard
referred to as the CAPM net hod, CAPWM?
DR YATCHEW Yes, sir.

Q - And you would agree that Dr. Mrin also used this nethod,
along with others, in a way that you don't necessarily
agree with, but he did enploy the sane net hod and ot her
met hods, did he not?

DR YATCHEW Yes, he did.
Q - Yes. And Booth and Berkowitz in their evidence in Quebec

didn't limt thenselves to the CAPM net hod?
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DR. YATCHEW No, they did not.
Q - No.
DR. YATCHEW Incidentally, neither did I
Q - But you didn't use the discounted cash flow nethod, did
you?

DR. YATCHEW | didn't actually performthe di scounted cash
flow cal culation. One of the reasons | didn't is because
there are very reliable discounted cash flow results in
the literature

The three papers that | have quoted, Blanchard, the
Fama and French paper, the C aus and Thomas papers are --
each of themare variants of the discounted cash fl ow
nmet hodol ogy. They have covered -- they have done this
anal ysis very carefully over various periods of tine. And
t hey have concluded that a reasonable market return on
equity is in the range of about two and a half to 4
percent. And that is in part what | relied upon in com ng
to my concl usions.

In fact, | was rather surprised that Dr. Mrin does
di scounted cash flow cal culations to come up with his
mar ket return on equity. H's equity return conmes up with
figures on the order of 7 and a half percent for the
United States.

These are untested, unaudited in the sense that nobody
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has actually sent these calculations to a journal in a
paper and said, yes, we have reviewed themand they are
consistent wwth what -- with what our experience is. He
did that and he didn't even refer to these other papers
with -- which have done very detail ed di scounted cash fl ow
cal cul ati ons.

So sitting back as a -- sort of in ny role as a
journal editor, for exanple, | would take a | ook at
evidence in literature that neets the goal standard that
comes up with nunbers on the order of 3 percent, tw and a
half let's say to 4 percent. And then | |ook at Dr.
Morin's calculations, or | |ook at the cal cul ati ons which
are contained in this paper which cone up -- which use a
di scount ed cash fl ow net hodol ogy, which come up with much
much, much hi gher nunbers. Which ones would you put --
attach weight to? Those that have been carefully audited
and refereed or those that are sinply reported.

So the short answer is ny conclusions rely quite
heavily on the discounted cash flow net hodol ogy, but
t hrough anal yses that have met very, very high standards.

- You would agree with ne that FERC has traditionally used
t he di scounted cash flow nmethod to calculate a fair and
reasonabl e return on equity?

DR YATCHEW Yes.



- 2108 - Cross by M. Hashey -
Q - And in the paper that | put forward to you yesterday --

DR YATCHEW  Yes.

Q - -- it's interesting. And would you please turn to page
85 and | ook at the table?
DR YATCHEW  Yes.
Q - And you would agree with nme that CAPM nethod is by far
t he | onest --
DR YATCHEW In their calculations --
Q - -- of the calculations?

DR. YATCHEW In their calculations, yes. It may also be
the nost -- it is nore consistent with the overwhel m ng
evi dence fromboth the financial comunity and the
pr of essi onal econoni ¢ academ ¢ community than any of these
ot her figures.

Q - So you don't agree, obviously, with what these three
aut hors who conbi ned on this paper and have very
i npeccabl e credentials, | would suggest, are putting
forward in this article?

DR. YATCHEW | don't agree with the conclusions. | also
don't agree with the -- with some of the fundanenta
statistical assertions that are nade, first w thout being
tested and even not neeting sort of basic statistical
criteria.

For exanple, their discussion of decoupling of the



- 2109 - Cross by M. Hashey -
electricity industry fromthe other industries is actually
-- it's incorrect. It's not as inconsistent with the data
at that point in tine when they did the analysis, which
woul d have been -- ny guess is sonetine in the year 2000
because they have used data through 1999. But their
statistical conclusions are certainly not supported by the

data that has -- that has energed subsequently in 2000 and

2001.

Q - But Booth and Berkow tz, who you have put forward here in
your paper in great, great detail, including their
anal ysis, were using 1999 as well, were they not, and
earlier?

DR. YATCHEW |'msure they were using historic data. |
don't recall at what point their -- their data stopped, so
to speak.

Q - You didn't reviewit? You didn't audit it to find that
out ?

DR. YATCHEW | did review the Booth and Berkowi tz studies.

Let nme point out again that | had -- amnot relying
principally on the analysis -- on the anal yses that they
have made. | amrelying principally on the anal yses that

have been audited, that are published in top journals.
Q - And it just happened that your nunber was identical to

theirs by accident?
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DR YATCHEW Wi ch nunber?

Q - Both nunbers. 8.25 and 70/ 30

DR YATCHEW 70/30 is also identical to a |ot of other
peopl e, including the National Energy Board. The return
on equity I"'mnot sure is identical because you woul d have
to take a ook at what their risk premumis. As I
recall, they used a higher risk free rate. So if you
adjust for the risk free rate, and you al so i ncorporate
flotation costs, the actual premumthat they are
recommending is probably different. And we could do the
cal cul ati on.

Q - But you haven't done. You didn't do the calculation in
your evi dence?

DR. YATCHEW | may have done it at that tinme. | don't -- |
may have done it just in the course of reviewing it just
for conparison purposes. | don't have it at hand. It can
be done easily.

Q - So then you take conplete disagreement with this article
that just happened to be published in the sanme electricity
journal as you publish? Let's go right to the concl usion.

DR YATCHEW  Sorry?

Q - Let's go to the conclusion of this article. | amsorry
to interrupt you

DR. YATCHEW Could I interrupt? Could I answer that
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guestion?
Q - I'msorry, yes. Do answer that question
DR. YATCHEW | just wanted to take a nonent to think about
t his.
Q - Sure.

DR. YATCHEW W could go line by line through this article.
There are lots of true statements made in this article,
|"msure. For exanple, you quoted one that | agreed with

i medi ately. Al else equal nore debt in a firms capita
structure increases the required return on equity. There
are fundanmental conclusions in this paper and statisti cal

anal yses that | do not agree wth.

A good exanmple is their argunent about the -- what's
happened to relative risk to the betas. For exanple, if
you turn to page -- | guess it's page 81. Excuse ne, it
woul d be page 83 of the article, figure 1

Now essentially what these -- what this figure depicts
is betas or gas distribution conpanies, which is a thicker
line. Gas pipelines, which is the dotted Iine. And
electricity utilities, which is the thinner solid line.
And you can see that these graphs wander around quite a
bit. And that's sonmething | feel very confortable with
This is -- | see this kind of variation constantly when

| ook at data. In this case this is tine series data.
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Now t heir conclusion that there has been a decoupling
of betas of the electricity industry from everybody el se
is rooted in the -- there is a rather -- what |ooks like a
rather precipitous drop in the thin solid line on the
ri ght-hand side of the graph around the 1999 marking
bel ow. Do you see that, M. Hashey?

| see that.

DR. YATCHEW Now we have to be a little bit careful because

the way this graph is drawn, the top of that -- the top of
that decline is -- touches on the thicker solid |ine, the
gas distribution line. So it's actually a precipitous
drop, but it's not -- it doesn't go all the way up to that
-- the solid thick line peak there.

| realize this would be so nmuch easier if | could just
point to it on a graph. But their basic conclusion is
this, we see this drop in betas and therefore these
i ndustries have decoupled fromeach other. That's the
fundament al concl usion that they have cone to.

Now have these industries decoupled fromeach other?
Let's say there is a statistician who knows not hi ng about
the energy industry, |ooks at these data and | ooks at the
graphs continuing in 1999 and sees all three of them
declining in a very simlar fashion. The statistician

woul d not prinma facie conclude that that is a decoupling
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of the three industries.

Moreover, if that |looks |ike a precipitous drop in
electricity betas, look at the drops in gas -- in the
dotted Iine betas and the gas pipeline betas around 1997.

They drop actually quite a bit nore. And yet that's not
consi dered a decoupl i ng.

So the statistician | ooks at this and starts asking
well, first of all, if I would do sone tests on whet her
t hese industries have decoupl ed post that drop in 1999, it
doesn't look that I would conclude statistically that they
have decoupled. There has been a shift as there has been
a shift el sewhere. But there is no decoupling going on.
So now let me turn to JDI NBP interrogatory response
nunmber 20.

MR. SMELLIE: That is at page 35 of that interrogatory
response, M. Chairnman.

DR. YATCHEW Yes. And if we could turn to the |ast page of
that interrogatory response which is page 37. It would be
page 37, | believe. Do you have that, M. Hashey?

Q -1 do

DR YATCHEW Now what | did here was cal cul ated betas for
various industries, for various conpani es, not just
el ectrics. And what is rather interesting is that

individually there is a decline in these betas going
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from-- sone around 1999 or 1998 forward. |It's not always
regular. That's not unusual in statistical data. But the
general pattern here is that there is a tendency for betas
to decline collectively across various kinds of conpanies
in various segnents of the energy industry. That is not

decoupling of electricity fromnatural gas and from ot her

compani es.

So the -- it's been a very long answer but what |'m
suggesting is this, that first of all | disagree with the
conclusions on the -- of this paper on the actual return

on equity results that they are comng up with. Their
di scount ed cash fl ow net hodol ogy which is the same, and by
the way uses the sane data as Cl aus and Thonas use. It is
the IDES data which is referenced in a footnote to their
paper. It's the sanme data. They are comng up with very
different results, much higher results.

| put enornous weight into refereed papers that have
been properly anal yzed, published in the top journal in
financial econom cs, the top journal of finance.

- You would agree with ne, sir, that this is not one single
author? These are three very highly qualified
individuals, if you ook at their qualifications here on
t hat paper, would you not agree with that?

DR. YATCHEW |'msure they are qualified. And by the way,
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| think part of the issue is that their analysis was done
in 1999/ 2000. Since that tine there has been nuch
stronger confirmation of the fact that what we have been
observing is betas declining, relative risk declining for
t hese types of energy industries because of a flight to
safety, a flight to quality in the marketplace. There has
been a lot of volatility in the overall narketplace.

So I"'mnot -- they may have made reasonabl e errors,
not unexpected errors at the tinme they did the anal yses
with respect to certainly the betas. Wth respect to the
return on equity, | think that they sinply ignored and in
fact didn't even reference, as Dr. Mrin doesn't
reference, a rather large and very weighty literature on
what market returns on equity are.

The market return on equity for the whole market is
going to be estinmated nore precisely than individual
returns for sub-segnments of the industry or for individual
conpani es. Yet both of these, both these three authors
and Dr. Morin conpletely ignore that information.

Wul d you agree with them-- we will see if we mght get
one other little agreenent here -- what it says in the

| ast paragraph, "it is exactly when the restructuring
market is in its early stages that the risks from

i nadequate transm ssion investnent are the greatest"?
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DR. YATCHEW | could see nerits to that point being nade.
Yes, | can see nerit to that point being nade. But let ne
just step back again.

MR. HASHEY: Well | think really if that's the answer
that's --

MR. SMELLIE: Well let himexplain his answer, M. Hashey.

MR. HASHEY: Ch, you want -- okay, fine, M. Snellie. Thank
you.

DR. YATCHEW | would |ike to, because essentially once
again the context of the analysis done in this paper is
the US context. The essential underpinning, as | see it
here, is that you have got to provide high rates of
return, otherwi se you won't attract people into the
transm ssi on investment business.

That's a little bit of a tricky argunment to nmake
because decisions on transmssion are ultinmately part of a
regul atory process. It's not -- it's not a nmarket driven
process the way returns on investnents in dot cons,
software conpanies, is a market driven process, and that
has great volatility and great uncertainty and has
enormous forward inpacts.

Here the argunent that they are making is that you
have got to give themnot only a reasonable rate of

return, you have got to give themnore of a rate of return
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because you m ght not be able -- you m ght not attract
enough noney into -- enough investnent in transm ssion.
Well it would seemto ne that there is a regul ator

there who has got to be party to this decision to
determ ne what the sort of right transm ssion investnents
are. And to a very large degree it seens to ne that
transm ssion investnments are nade rather divorced from
consi deration of what the right return equity is out
there. | think that regulators cone to a decision on

whet her a particular transm ssion expansion, such as a tie
or expansion of atie to the US, whether that is -- wll
be used and useful, whether it is beneficial overall, what
are the net benefits, should it be a | arger expansion,
should it be a snaller expansion. And to sonehow factor
into that, well if we give thema slightly higher rate of
return rather than a slightly lower rate of return, does
that mean we are going to get nore transm ssion investnent

and therefore the right transm ssion investnent?

So while | see that the -- | nmean, | think
transm ssion is a very, very inportant segnent. | nmean it
isthelifeline. It is what transports electricity. You

have got to have proper levels of investnent in
t ransm ssi on.

| don't think that quote, erring on the high side,
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which is the suggestion here, is going to ensue that the
right transm ssion decisions or the right transm ssion
investnments are nade. Moreover in ny viewthe
recommendations that | have nmade on return equity are
adequate to ensure that people would be willing to invest
in the transm ssion business as they have been willing to
invest in the gas pipeline business for decades as it went
t hrough restructuring, with simlar kinds of uncertainties
of restructuring and deregul ation on the supply side that
you wi Il be going through and we will be going through in
Ontario eventually as well.

So | agree with the proposition that transm ssion is
very inportant and it is inportant to invest in it
properly. 1 don't agree with the proposition that you
want to build in an additional rate of return, that that
wi || somehow pronote or ensure proper investnent.

Thank you, Dr. Yatchew. M. Mosher, and again

apol ogize to you if | made any inprecise or inproper
comment s concerning your views and your cooperation,

al though I did hear you say that you weren't able to neet
with NB Power and in fairness |I think this request cane
after there was requirenent to file to this Board and
things of that nature possibly. | know that there has

al ways been a cooperative spirit and that has been the way
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you have felt about it and we hope that continues,
correct?

MR. MOSHER: That is correct.

Q - Thank you, sir. Have you had a chance to see this paper
that I have referenced? And | don't want to get into
details or try to get you tal king about betas or things of
that nature. But you would agree with Dr. Yatchew, |
assune, that it is inmportant that there is a proper RCE
set for TransCo and the fact that there is a reliable
transm ssion systemin the Province of New Brunswick is
essential to the delivery of power to your conpany and
ot her conpanies of simlar nature?

MR MOSHER: | would certainly agree with the second part of
your statement that it's very inportant to have a very
reliable transm ssion conpany within the Province of New
Brunswick. |'mnot sure that | would necessarily agree in
total with your first statenent.

Q - Okay. But you do agree, and | think you have stated that
it is inportant to have an effective conpetitive
mar ket pl ace?

MR. MOSHER: | had stated that we believe that it's
i mportant to have an effective conpetitive generation
mar ket .

Q - And you do agree that as far as transm ssion goes it
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accounts for only about ten percent of the total cost of
power ?

MR MOSHER: As | stated in my presentation, it's very
difficult today, if not inpossible, to determ ne what the
total cost of transmission is. That was one of the
requests that | nade, as did other intervenors in their
interrogatory process, to tell ne what the -- or to give
us some indication as to what the current transm ssion
cost is.

Q - Have you not come up with an estinate of approxinmately
ten percent or have you cone to that at all really?

MR. MOSHER: O the current cost?

Q - Yes, sir.

MR. MOSHER: Not of the current cost. | have cone up with
an estimate of what the future cost is of the current
bundl ed rate.

Q - Yes. And that is contained in your JDI-7
MR. MOSHER: You are referring to the suppl enental response?
Q - Yes, | am

MR. MOSHER:  Suppl emental response specifically references
sel f -generat ors?

MR. SMELLIE: |I'msorry, M. Chairman, to interrupt. Which
JDI -7 are we tal king about ?

CHAI RVAN: | was going to ask the sane nysel f.
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MR. SMELLIE: Is it NBP-7, is it --
MR. HASHEY: Ch, I'msorry. | think it's exhibit JD -7 in
this matter.
MR MOSHER: Yes, that is the calculation for a self-
gener at or .

Q - Correct. And included as a matter of interest in that
docunent towards the end of it | noted that in your
presentation yesterday you put the |ast page forward
showi ng the conparisons. And | just wanted to clarify two
very short points on that.

MR, MOSHER:  Yes.

Q - You indicated that -- this of course is total power cost,
generation distribution, transm ssion, what have you, is
it not?

MR. MOSHER: You are tal king about the --

Q - Your exhibit.

MR. MOSHER: The | ast page being the EMCO chart?

Q - Yes, sir.

MR MOSHER: That is total cost.

Q - Right. And one thing | asked you yesterday, if you could
show us beyond 1999 and to clarify so that we don't
m sl ead, in fact you did include that to show that there
had been a slight drop and then a slight increase as well

following that in the years 2000. |In fact when you | ook
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at the previous page in that exhibit, second to | ast page

MR, MOSHER:  Yes.

Q - -- that does show that there has been a levelling and a
smal| drop after the 1999 period?

MR. MOSHER: That was a change in the large industrial rate
structure, yes.

Q - Yes. Nowin this exhibit you have prepared an anal ysis
of the potential transm ssion tariff rate inpact for the
Irving Pulp & Paper facility using its actual operational
data for the year 2001, is that what you have done here?

MR, MOSHER:  Yes.

Q - And in this exhibit you have explained the current
interruptible energy pricing nethod and conpared the fixed
cost conponent against the potential transm ssion tariff
costs?

MR MOSHER: That is correct.

Q - And I think what you are showi ng here or indicating that
your belief that the potential transm ssion tariff costs
| abel | ed as proposed OATT estinmates represents about 163
percent increase over the current fixed costs for the
Irving Pulp & Paper facility, is that correct?

MR. MOSHER: What |'mconparing is the current contribution

to fixed cost that is included in the energy that the
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sel f-generator has consuned and paid to NB Power to just
the transm ssion piece based under the proposed OATT.

Q - Right. And in doing the calculation you have nade
assunptions, right?

MR MOSHER: Yes, | have.

Q - And with regard to the transm ssion service in this you
have assessed that network integration service wuld be
used by the Irving Pulp & Paper facility, is that correct?

MR MOSHER: That is correct.

Q - But wouldn't you agree with nme that the tariff enables
that point to point service could be used rather than the
network integration service?

MR MOSHER: No, | would not agree with that.

Q - So you have not heard the Panel C -- well you weren't
here to hear Panel C presentation, were you?

MR MOSHER: | was in and out. |'mnot sure which specific
part of Panel C you are referring to.

Q - Wll I nean, if you just go to the presentation that was
made whi ch showed the point to point service that's
avai |l abl e as being an option.

CHAI RMAN: M. Hashey, that's an exhibit, is it not, sir?
MR HASHEY: Yes, it is, and | haven't -- it's A-26.
CHAI RVAN:  Thank you.

MR. HASHEY: It's the one that was repeated which is called
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"Step 4, Defined Services Ofered".

MR. SOLLOWS: \What page?

CHAI RMAN:  Which slide are you referring to, M. Hashey?

MR HASHEY: Page 11.

CHAI RVAN:  11. Thank you.

MR MOSHER: | have that.

Q - That woul dn't change your view?

MR MOSHER: No. As a matter of fact that is one of the --
t hi s docunment and exhibit A-10 that defines the terns and
conditions of point-to-point would seemto inply that
point-to-point is specifically fromone generator to
unl oad, whereas the Irving Pul p and Paper facility
currently receives energy fromthe standard of fer service.

So that woul d not change ny opinion.
Q - So you don't believe, what you have read, that you would
have a choice of service?

MR MOSHER: | guess if | could step back a little bit and
just basically step through sonme of the assunptions and
sonme of the inputs into this, that may clarify that a
little bit.

Q - Sure.

MR. MOSHER: | guess the first issue, when you | ook at any

of the self-generators today within the province, and |

believe there are about seven or eight self-generators,



- 2125 - Cross by M. Hashey -
this |l evel of service that | investigated was based on
receiving terms -- or service that is simlar to the terns
and conditions that they currently receive today, which
means they do not require to do any schedul i ng,
reservations. They just basically are energy consuners.
The distribution conpany or standard offer service
provi der provides all of their services on their behalf.

The second part of the analysis, as |I have shown, is
that today the interruptible surplus portion that the
sel f-generators consune has a fixed cost adder. And that
fixed cost is paid to all of NB Power or the current
bundl ed NB Power, which | had assumed woul d be fixed cost
contribution to generation, distribution and transm ssion.

The cal cul ated nunbers that | have shown are only that
that would be inplied under the transm ssion portion of
this tariff.

A third concern is that, you know, any of the
contracts that these self-generators have today, certainly
if there was going to be sone appropriate neans of which
t hey coul d receive point-to-point service would need
obviously to be restructured, which would require sone
interimor some phased-in approach with the standard offer
service provider at that tine.

One other point | would like to make is in this
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anal ysis none -- or there has been no charge estinmated for
such things as energy inbal ance, energy redispatch, any
costs associated with internal scheduling per se. So |
think ny nunbers are actually fairly conservati ve.
- But you are assuming that you stay on standard offer

servi ce?

MR, MOSHER: Yes, | am

- And you are aware, or are you, that the tariff enables
the transm ssion custonmer to self-supply ancillary

servi ces?

MR MOSHER: |'maware there is a provision there for self-

provi si on, yes.

- And you have not taken that into consideration?

MR. MOSHER: One of the concerns certainly about self-

provision, and if you go through your point-to-point
calculation, is that if | self-provide you have incl uded
no cost for doing that.

It basically assunes that ny self-provision | do
internally has zero inpact and zero cost to the operation.
So you have basically put that in as zero, which I do not
believe is correct.

It also inplies that self-provision of ancillary
services by ny self-generator is significantly | ess

expensi ve than provision of those ancillary services from
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the standard offer service provider or the transm ssion
provi der.

Q - And you haven't been able to do a check on that?

MR. HASHEY: Now we are tal king about a docunent, M.

Chai rman, that obviously here that is a little bit unfair.
We have supplied to ny friend, and whi ch docunent
obvi ously has been reviewed by M. Msher, which was sone
recal cul ations using sone of the alternatives.

Now this is the only area that | thought that we m ght
bring a rebuttal evidence in. And | think we still wll
be this norning. But | thought it was only fair that we
do provide this to M. Msher and | et himcoment on it.

| would offer that as an exhibit now and have a
W t ness appear and comment on that to show what the
alternatives would be. This is really the only area of
rebuttal that | thought that woul d probably be necessary.

MR. SMELLIE: Well, M. Chairman, just as an inmediate
response to that, indeed I was wondering when ny friend
was going to reveal the fact of the docunent. Rebuttal is
of course appropriate under certain circunstances.

He has now engaged the witness on the issue that is
relevant. He has the witness here. And he can discuss it
with the witness. There is no need for rebuttal.

MR HASHEY: Well, | think there is, M. Chairnman, based
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upon what has been said here by the witness. | nean,
clearly the understandi ng of what is intended, | think we
should clarify that for the record.

MR. SMELLIE: No, M. Chairman, |I'msorry. He has now
danced around this docunent. In mnmy respectful subm ssion
he shoul d now put the docunment to the wi tness and exani ne
himon it.

MR HASHEY: OCh, | intend to. And can do.

MR. SMELLIE: Just let nme finish, M. Hashey.

MR. HASHEY: Yes.

MR SMELLIE: And then the record will be clear on the
alternative scenario. But with respect, M. Chairmn, |
don't think it is appropriate for M. Hashey to want to
have it both ways.

Ei t her he rebuts the evidence that Irving put in or he

cross examnes himon it. But he doesn't get to do both,

surely.
MR. HASHEY: | don't agree with that proposition,
M. Chairman. | think it is only fair that when I'm

commenting on a witness' docunent, that we give this, an
addi ti onal docunment to himfor review and conment before
we bring forward our witness. | think that would be the
appropriate and the fair process to follow here.

CHAI RMAN:  Now, M. Hashey, do you have any other series of
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guestions for this Panel ?

MR. HASHEY: No. | just have a few nore questions for M.
Mosher on this and one other little topic.

CHAIRVAN: Al right. Well then what we will do is we wll
take our break at this tinme subject only to other counsel
have anything they wish to add to what JDI and the
appl i cant has addressed the Board on? All right. W wll
take a 15 m nute break.

(Recess - 10:45 a.m - 11:00 a.m)

CHAI RVAN:  The | ay persons have cone out on top in this
ruling. In other words they have put the lawers in their
pl ace. The Board wi shes to get the best evidence out in
front of it that it possibly can.

M. Hashey, we will suggest to you as follows, that if
you have a docunent that you mark it for identification
and attenpt to have the witness coment on it and get
where you want to go in reference to that docunent in that
fashion. |If after all is said and done you still believe

you need to bring rebuttal testinony, well then the Board

wi |l hear your argument as to that at that tinme. Oay?
MR. HASHEY: Thank you, M. Chairman. | don't believe |
have referred to this docunent yet. | know | did supply a

docunent and | would like to call a witness on that

docunent to explain it, to answer sone of the answers. |
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mean, if M. Snellie is going to continue to object |
won't refer to this docunent to this witness. | have only
exam ned himat this point on exhibit 7, JDI-7. | wll
continue to examine himon JDI -7 to clarify it, and then
explain why we believe that there are differences in that.
That m ght be the easier way.

CHAIRVAN: | don't want to get into too nuch of a discussion
here, but ny anticipation is that this is a document that
has been produced by the applicant which would allude to
presumably the interpretation that JDI has put on the
tariff.

MR. SMELLIE: M. Chairman, | may owe everybody an apol ogy.

Thi s docunent was sent to ne by Ms. Tracy on Friday | ast
and | understood the purpose of sending it to nme was so,
in accordance with the usual rules, ny wtnesses could
review it before M. Hashey cross exam ned them on the
docunent. | can't imagi ne why M. Hashey woul d send ne a
docunent that he was going to use in rebuttal evidence.

MR. HASHEY: Well | would have. Absolutely would have. |
don't -- this docunment was just prepared | ast week. It's
not something that I would want to anbush ny | earned
friend wwth. | recognized there was a nunber of nunbers
init that had to be reviewed. And to nme that goes to

rebuttal .
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CHAI RVAN:  Well | think we will proceed. Let me put it this
way. M sense before we took the break was that the
guestions that you were putting to this Panel concerning
JDI-7 were an attenpt to clear up some points that this

nmystery docunment m ght go to?

MR. HASHEY: | think that's fair.
CHAIRVAN: Al right. | don't -- you know, the w tness has
al ready seen it. Your -- well I'mgoing to have to huddl e

with the laynmen again here is what | amgoing to have to
do.

MR. HASHEY: No, | have no problemwith himreferring to it.
| nmean, it would be conpletely unfair in ny viewthat if
| was giving a docunent in rebuttal that rebutted a
docunent of M. Mosher's, that if he and M. Snellie were
not aware of it in advance, there are technical -- there
are a nunber of calculations in that docunent, and that
was the purpose and it's no other purpose. |If it's wong
it's wong. Fine.

MR. SMELLIE: M. Chairman, it's not a question of M.
Mosher wanting to refer to the docunent. The only reason
t he docunent exists is to enable M. Hashey to cross
exam ne the witness about it. That's why it was sent.

MR. HASHEY: Not true. Not true. |It's partially true. |

fully intend to have a witness conme and rebut on that
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docunent. And in fairness for nmy friend and M. Msher to
reviewit would be the only fair way to play this gane,
and not all of a sudden produce a docunent here today to
get a days' adjournnent while they have to reviewit.

MR. SMELLIE: It's very difficult, M. Chairman, for the
witness to refer to a docunent that the Panel doesn't
have, i.e., you. So it's an enpty invitation, with
respect.

CHAI RVAN: M. MacNutt, do you have anything you wish to
assist the Board with in this regard?

MR. MACNUTT: Only that if the docunent has been provided to
the witness through his counsel why not have it introduced
and then the questions can be put with respect to that
docunent. Have it marked as an exhibit.

CHAIRVAN: | think that's what the |aynen on the Panel also
i ndi cated they wanted to have done because they want to
know what is going on. They want to know if in fact there
are two different interpretations of the tariff, what are
they, and they don't frankly want to get all tied up in
the | aw of evidence and rebuttal. They just want to get
t he evi dence out here.

So, M. Hashey, will you give the secretary copies of
it?

MR, HASHEY: Yes.
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CHAIRVAN:  We will mark it for identification --
MR. HASHEY: Thank you, M. Chairnman.
CHAI RVMAN:  -- and the Panel can comrent on it and we will go
fromthere.

Subj ect to comment of counsel, nmy normal practice is
to call this marked for identification A-44, which would
be the sane exhibit nunber if in fact it does becone an
exhi bit.

MR SMELLIE: That's fine with me, M. Chairnan.
MR. HASHEY: Thank you, M. Chairnman.
MR SMELLIE: M. Chairnman, excuse ne --

CHAI RVAN: M. Smellie? Yes.

MR SMELLIE: -- this is not the docunent that was sent to
me on Friday. It's different.

MR. HASHEY: That | apol ogize for. | have no idea why that
happened, if there is such a difference. Maybe we -- if

M. Snellie could show us what was sent to him Friday,
because this was the docunent that | --
MR. SMELLIE: That's what was sent to nme on Friday. This is

what was sent to ne today. You tell ne if they are the

sane and | will back off. None of this stuff is what |
got .
MR. HASHEY: | think it was just a natter of e-mail

printing. You know, there are sonme additions on the
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bottom of that page. The chart was printed and the
coments bel ow that were there aren't there.
| think in sending the docunent what ny friend has
suggested the | ast two pages of this docunent have two
charts and bel ow on the docunent that we have provided
this nmorning, and which was on the docunent that was

intended to be sent in fairness, is just a summation of

what is already in the docunent itself. | nean, it's
right there. It conmes straight fromthe docunent. There
is no -- nothing different that is not in that docunent.

You see, M. Chairman, what ny friend is suggesting

that the bottompart is not on the docunent he got this

nmorning. It was on the docunment and sonmehow in the
transm ssion through this -- the way we send things today
t hat was excluded. 1t's not new evidence. The evidence

is already in the previous two to three pages of that
docunent. It's just a sunmary of what we are saying is
t here.

CHAIRVAN: Al right. Wat | amgoing to suggest, M.

Hashey, is --

MR. HASHEY: It was sent. It just -- it was not printed
out .

MR. SMELLIE: M. Chairman, | -- go ahead. | just want the

record to show --
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MR. HASHEY: | apol ogize for it.

MR. SMELLIE: -- that the docunment that | received on Friday
is not the same as the docunent that you have marked for
identification. That's all.

CHAIRVAN: | think M. Hashey has indicated the differences.

Does the Panel want an opportunity to review the
identification A-44 before M. Hashey asks any questi ons,
since there obviously is a difference by whatever accident
or however it happened?

| f you want to take 10 or 15 mnutes to go through
that, why we will take a brief recess.

MR. HASHEY: Could | ask a question of the w tness though
first? |I'mwondering -- we also sent it |I believe to JDI
and |'mwondering if that docunent that was received by
JDI had that on it? | don't know whether it did or
didn't.

MR SMELLIE: Indeed, M. Chairman, the version that was
received, that was sent on Friday, | can tell you because

| wasn't in my office on Friday, is in fact the version

that was to M. Mosher at JDI.
MR. HASHEY: Ckay. Thank you, M. Snellie.

MR MOSHER: If | could just take 30 seconds with ny Panel.

CHAl RMAN:  Sure. Take 30 seconds or 10 mi nutes.

MR, MOSHER: | guess we would request a 10 m nute break,
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pl ease.

CHAl RVAN:  Sure. You |et us know --

MR. HASHEY: M. Chairman, can | nake a suggestion? Wy
don't we deal now with the undertaki ngs and nmaybe then
t ake our lunch break and then resune the Panel? W could
conclude fairly pronptly this afternoon. Wuld that make
any sense, or would you prefer to do it otherw se?

CHAIRVAN: | have no -- that is no problemfrom ny
perspective at all. M. Snellie or any of the
| nt ervenors?

MR, SMELLIE: |I'maquite content to do that, M. Chairnman.
Is it permssible for -- that's fine.

CHAIRVAN: Al right. W wll do that. Go ahead, M.
Hashey.

MR. HASHEY: Thank you, M. Chairman. W have answers this
nmorning to -- we have done our best to try to clean up
undertaki ngs. W haven't been able to get conplete
answers.

If I could refer to exhibit -- sorry, to undertaking
nunber 45 that was requested to provide sone attestation
as to the bands within which credit spreads the utilities
may typically fall. That was asked by M. MacNutt. W
have tried to get an answer fromDr. Mrin. He has

referred us to the investnent community for this
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i nformati on and NB Power has requested that information
fromCIBC Wrld Markets, and we will provide that just as
qui ckly as possible. That we think we are going to
receive very soon. | don't think there is a lot arising
fromthat but that will have to be provided after today.

The second one that falls in that category is
undert aki ng nunber 47, which is the request to Sharon
MacFar |l ane, again from M. McNutt, on the 19th of
Decenber, requesting a table to support the 6.89
al l ocation of corporate debt to Transmission. This is
still under devel opnment and we are going to have to submt
that one after the close of the hearing. W apol ogize for
that but we just could not get that done over the
hol i days.

CHAI RMAN:  You nean after today?

MR. HASHEY: After today, yes. Then on a little bit nore
positive note, and | think there is -- we have
undertaki ngs 28 and 30 that we can provide here this
nmorning. | should say there is undertaking 13 that's
still outstanding and that will have to be al so supplied
afterwards. | think that will [eave us with those three.

| will have to address the one that you referenced
yesterday but at this point |I think what we should do is

we can put to you the answers to undertakings 28 and 30
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right now and table that, if we mght.

CHAI RMAN:  Certainly. That's one exhibit, the responses to
undertakings 28 and 30. And that will be given the
exhi bit nunber of A-45.

Go ahead, M. Hashey.

MR. HASHEY: Thank you. Then there is an answer to the
guestion raised yesterday by M. MacNutt. It was raised
earlier but -- and that is that table 4 amendnent, what
ot her tabl es change as a result of the amendnent to table
4. And we have that which gives three tables, tables 1, 5
and 8. It wll be a four page docunent. We would offer
t hat .

CHAI RMAN:  This will be A-46.

MR. HASHEY: Thank you, M. Chairman. On the nore difficult
topic, and | can assure you that we attenpted to co-
operate in every possible way with everyone and the books
and books of undertaki ngs woul d show that, but the Board
has requested projections prepared for the restructuring
process.

W indicated to M. Gllis when he requested
projections that they were prepared for the Mnister of
Nat ural Resources and Energy to assist himin the
restructuring plans and are confidential. W have been

trying to find out where that matter stood.
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Qobviously as nost of us sit at this table here, if not
all of us, we are not involved in the decisions as to what
may be happening to NB Power. There are a nunber of
peopl e, nost of them not here, who have been requested to
produce the information.

Model s obvi ously have been prepared for the Mnister.

They have not been vetted in the proper fashion for
pur poses of evidence. And these nbdels do not contain
data that will be used in the conpany's budget and
busi ness plan. That is not sonething that would be
appropri at e.

The | egislation as we know and di scussed as far as we
know is still being drafted. It has never been tabl ed.
And t here has been no vetting.

Confidentiality is there by the Right of Information
Act, Section 6, which requires confidential -- docunents
that are provided to the Mnister to be confidential. |
don't think that we should try to breach that
confidentiality.

There is a suggestion that we m ght provide sonething
but I don't think there is anything that really woul d be
worthwhile for the Board in any event, from what |
understand fromthis material .

We have supplied to the Board great detail on all of
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the financial information that we could possibly put
together. W have answered hundreds of undertakings in a
very, very short time, a difficult tinme. There has been
days of cross exam nation which have rai sed a nunber of
i ssues on nunbers and those are things that will have to
be addressed.

But | think the inportant point here probably is that
gui dance and direction provided by this Board is what wll
be very material to naking appropriate budgeting and
busi ness plans for this independent TransCo. This is the
intention | believe of being here is to get the guidance
fromyou people. You are here for that purpose and we
hi ghly respect that. And anything that was done in a
manner to give the Mnister information on this overal
project, | think would be quite inappropriate and
certainly I"'mnot authorized to rel ease that docunent.
apol ogi ze for that.

CHAI RMAN: M. Hashey, just refresh ny nenory. Is this --
what you have been speaking of, is this as a result of a
request for an updated busi ness plan?

MR. HASHEY: Yes, it was. It mght have been a request of
M. Richardson. 1In fairness | think it was. And it was -
- | believe it's on the list as nunber 23, on the

undertaking list that we have tried to keep updated and
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pr epar ed.

CHAI RMAN:  Yes. Just to clarify, M. Richardson has just
i ndi cated he was sinply | ooking for a business plan for
TransCo and not all of the various butterflies and hol dcos
and what ever -- or debtcos, but just sinply the conpany
that we all presune will come into being on the 1st of
April and | ooki ng out.

MR. HASHEY: There is not one that has been prepared for the
pur pose of supplying to the board of directors of this
conpany. | think that's half the problemw th the process
we are in here, is we have cone forward -- | would think
the evidence is the best exanple of a business plan, good,
bad or indifferent as it may be, to indicate what is the

intention with respect to the future TransCo operati on.

There has been -- there is no -- there is going to be
a board of TransCo which will obviously have to prepare a
| ong-term busi ness plan. | woul d suggest that business

plan to a large extent woul d depend on what this Board is
going to decide and direct. You know, | know fromthe
banki ng standpoint and | understand very nmuch where M.
Ri chardson is com ng from when sonebody conmes for a | oan
they come to himwith a business plan and a very detail ed
busi ness plan, and that's what he expects and anti ci pates.

Unfortunately there is no specific business plan other
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than a nodel that has been prepared based upon sonme of the
things that we are asking this Board to decide, and which
may have to be substantially altered if there is a
deci sion of this Board that indicates things that we
aren't anticipating, such as the return on equity and
capital which is very basic to this thing. It's an
unusual process | know but that's the process we are in
here.

CHAIRVAN: Al right. The Board will talk about what we
have just heard.

MR. HASHEY: Sure. And | wel cone any other conments or
t houghts or directions even on that. | respect what you
ar e t hinki ng.

CHAIRVAN:  It's ny recollection that you had suggested that

now we adjourn for lunch and cone back at 1:00 o' cl ock.

MR. HASHEY: \Which ever way you want to do it. | think
there are people with travel plans. | don't intend to be
very long. | think we can circunmvent this little |ast
issue that we are dealing with. | would be no nore than a
hal f an hour with M. Msher. | would then |ike -- and
will be asking that | could call sonebody just to clarify

this one point. No lengthy rebuttal.
CHAI RMAN:  Okay. So we will cone back at 1:00 o' clock then.

(Recess - 11:30 am - 1:00 p.m)
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CHAI RVAN: M. Hashey.

MR. HASHEY: Thank you, M. Chairman. M. Chairman, before
| conplete cross exam nation, | thought it would be worth
clarifying. |I'mnot sure that | did a very good job of
presenting our position on the |ast undertaking. And over
the lunch hour we went back to the transcript to find out
how t his devel oped and what was said. And | think it
m ght assist M. Richardson and assist the Board if |
reference that and then indicate what | was really saying
or trying to say this norning.

We think there could be sone m sunderstandi ng
regardi ng the request for the business plan. And we
beli eved we were being asked to provide nodelling that is
currently being undertaken for the restructured conpani es.
And in the transcript the -- M. Richardson asked Ms.
MacFar | ane -- and she said, we have our bal ance sheet, NB
Power's bal ance sheet for 2002. And M. R chardson then
said, do you have a business plan? Has that been updated?
And Ms. MacFarl ane then referenced and said the second
guestion, what is the business plan. The business plan to
the extent that we issued a docunent that was avail abl e
for public consunption in the past, we have not done that.
And on certain areas of the business we will not be doing

that. W have built a 10 and a nuch | ess rigorous 30-year
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nodel in order to allow us to |ook at the future of these
conpani es, what the capitalization will nean, what risk we
have in earnings, what risk we have in expenses. How nmuch
tol erance there is to absorb the risk. How nuch dividend
policies will be exhibited, et cetera. Then the question
is is that available? And that is the nodels that we have
a problemthat we can't rel ease.

But | think on the business plan aspect as to the
updat ed business plan, the latest information is what we
have in this evidence. The evidence as presented it does
have t hat .

NB Power is currently preparing a business plan in
order to submt it to credit rating agencies for a credit
rating. The processor docunent cannot be conpleted until
we have the decisions of this Board regarding revenue
streans for transmission tariff and ancillary services.

The plan cannot be conpleted until the Board has
issued its ruling. Oher than that the best information
avai lable is really what we have put in evidence in this
matter.

CHAI RVAN: Thank you, M. Hashey.
MR. HASHEY: That | hope clarifies that a bit.
CHAI RMAN: | think Comm ssioner Richardson has a coupl e of

foll owups on that. This goes on forever.
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MR. HASHEY: Well, that's fine. Wuld he prefer to at the
conclusion of this Board to recall M. MacFarl ane for
t hose questions? Wuld that be a better way to approach
it?

CHAI RVAN:  No.

MR. RICHARDSON: No. Can | ask himnow or --

CHAI RVAN:  Ask him now, sir.

MR. RI CHARDSON: Ask hi mnow. Thank you, M. Chairman. M.
Hashey, the whol e concept of going to the market to raise
funds of course, you nust acconpany that request with a
busi ness plan and which you indicated here now that wll
be prepared. And I would have expected to see a business
pl an that was prepared on your best information as you now
stand without any decision fromthis Board at first. Any
business plan in that regard can be amended accordi ngly.
It -- then | -- it raised sone questions to ne -- this
whol e presentation regarding the transm ssion conpany, was
this formally approved by your board of directors? D d
the board actually pass your presentation formally?

MR. HASHEY: Can | seek instructions on that? | wll have
to ask.

CHAI RVAN:  Yes.

MR. HASHEY: All of the aspects of it relate -- not all --

t he board obviously didn't read the huge anount of
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evi dence.

CHAI RMAN:  Graci ous sakes, why not. W did. Go ahead, M.
Hashey.

MR. HASHEY: | wll test you on it. But they did have
before them the basics which were approved. The idea of
the capital structure, return on equity. And the other
basic financial aspects were all reviewed with the board,
yes.

MR. RI CHARDSON: So the board did approve it?

MR. HASHEY: Yes. Yes, M. R chardson.

MR. RICHARDSON: My concern is that a board woul d approve a
docunent to go forward wi thout an acconpanyi ng busi ness
plan. That is one of the basic things in any -- running
any organi zation. That is the point I'mtrying to nmake.
Thank you very much

MR. HASHEY: Thank you, sir. M. Msher -- I'"'msorry, there
is no other prelimnaries that I know of. Proceed?

CHAI RMAN:  Any other -- fine go ahead, M. Hashey.

Q - M. Msher, we have talked a little bit about this Ident.
A-44 and JDI-7. The first page of this lIdent. 44 -- or
ldent. A-44, I'msorry, is identical to your table 2 in
your ldent. -- or JDI-7 that you prepared, or prepared
under your authority obviously.

| think it is intended to be with the exception maybe
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of the title at the top.
MR. MOSHER: That appears to be the case, yes.

Q - Yes. And, sir, as | understand it, that if you stay on
standard offer, there is no inpact on rates. 1Is that
basically the case?

MR. MOSHER: Are you asking nme?

Q - Yes.

MR MOSHER: | can't answer that question. That's really |

woul d have thought a conpletely separate policy decision

or a decision that will be dealt with when the standard
of fer provider files specific rates. | have no
under st andi ng of what the standard offer rates will be in

t he future.

Q - Ckay. But ny --
A. That's one of the difficulties, |I think, in
identifying this whole piece is that we are | ooking
specifically at a transm ssion cost or a transm ssion
tariff where, you know, obviously howthat fits in with
the future standard offer service contracts is very
uncl ear .

Q - So this analysis, as | understand it, is what would
happen if you | eave standard offer as it currently is?
A. | think as | said earlier, the service that | anal yzed

was t he conparable service that | have today, which would
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be conparable to network integration service. And ny
understanding is that on the day the market opens | wll
have a new line on ny bill that would state here is what
the distribution conpany has incurred based on services
t hat have been provided to you.

So | think it doesn't really nmake any assunption that
| stay on standard offer service or | |eave standard offer
service and nove forward. | think it's based on the way
the tariff is laid out what | would see as a cost incurred

as opposed -- as incurred by this tariff.

- kay. So then the 234,898 nunber at the bottomof this

is what you currently are paying. |Is that correct?

CHAI RMAN:  Sorry, what are you referring to, M. Hashey?

MR. HASHEY: I|I'msorry. |I'mon table 2 or ident A-4, 1st

page. One of five pages.

CHAI RMAN:  Yes. All right.

MR. HASHEY: And at the bottomit does indicate the nunber

of 234, 898.

MR. MOSHER: That nunber is derived fromtable 1, right in

table 1.
- Rght. And that's intended to be what you are currently

paying for these ancillary services? No. |'msorry.

MR, MOSHER:  No.

- What you are paying under standard offer. [|'msorry.
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MR. MOSHER: And maybe -- carry on. That is what |
currently pay based on ny current service |level as total
fixed cost. Innmy 1. -- $1.35 mllion total annual power
bill, $234,000 is what | pay in fixed cost to the
vertically integrated NBTel.

Q - NB Power?

MR MOSHER: Sorry, yes.

Q - Nowthe 616,772 is the nunber that you have conputed?

MR MOSHER: That is correct.

Q - And that is based upon what you understand the evidence
to be and what you would be paying, as | understand it, if
you take network service under the new proposed tariff
based upon your current usages? Wuld that be correct?

MR MOSHER: That is correct.

Q - Nowif you would go to page 2 of the docunent that has
been supplied and narked as ident. A-447?

MR, MOSHER:  Yes.

Q - That docunent, | would suggest to you, has been prepared
on the basis of a point to point service with no self
supply of ancillary services, as it is entitled.

Now you didn't do your calculations, | take it, based
on the point to point service?

MR MOSHER: No, | did not.

Q - And | ooking at these nunbers, do you see anyt hing
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basically wong assumi ng that point to point would be
avai | abl e?
MR MOSHER: | think you just nmade a big statenent, assum ng
that point to point is available to a custoner with inside
t he standard of fer service.
| have many concerns, | think, that | tried to outline
this norning, as to that assunption and many ot her pieces
of that assunption.
Q - So standard offer. So you admit that you are within the
standard offer service currently?
MR. MOSHER: Maybe as a point of clarification, is there any
ot her service today?
Q - Not that | know of.
MR MOSHER: So then | am
Q - | believe that is the standard offer of service. So you
would be famliar with that --
MR. MOSHER: Ri ght.
Q - -- through the Wiite Paper discussion?
MR. MOSHER: Yes. So the short answer is, yes, | am then.
Q - Right. And going to the third page -- and | realize that
| believe you took an issue this morning with me on this.
That what this intends to do is to analyze the point to
poi nt service and self supply of ancillary services. And

| think you indicated to me that if you were doing self
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supply there woul d be additional costs. And there would
have to be deci sions made on the provisions of the service

that's not yet made. And that would be correct, would it

not? | think you indicated, for instance --
MR MOSHER: | believe that's correct, yes.
Q - Yes. And you haven't been able to check these nunbers,

or | take it haven't checked the nunmbers to confirmtheir
accuracy, or have you? Basic accuracy wthout -- and I
recogni ze there is a cost issue.

MR. MOSHER: | have no reason to dispute the cal cul ations
that you have done.

Q - No. It's the issue as to how they apply which is
concerning you, correct? Take your tine.

MR. MOSHER: One of the concerns that | am having is what --
if we are going to look at this docunent, is trying to
conpare kind of an apple to an apple, which is what ny
response was attenpting to do. |Is to conpare what | pay
today under a certain service to what | would potentially
pay in the future under that sane service.

As we go through this and go through the point to
poi nt and | ooking at the potential for self provision of
ancillary services is really conmparing an apple to
sonmething conpletely different. So I think I would have

to go back and |l ook at this cal culation much nore
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el aboratel y.

And maybe you could -- could help nme. |If your clients
could tell me what | pay today of that 234 -- or 234, 000,
what percentage or what val ue of that goes to the
transm ssi on conpany versus the generation versus the
distribution. And then that may be able to nmake a much
better conparison of service |evels.

Q - You woul d acknow edge t hat under the new schene, of
course, things are to open up, and there is to be
al ternates avail able, which you woul d be aware of through
your involvenment fromearly on in this nmatter?

MR. MOSHER: | understand there is alternative generation
avai l abl e, yes. There still will be one transm ssion
service provider.

Q - Dr. Earle, you wish to say sonething?

DR. EARLE: Yes. M. Hashey, if I may, | would like to add
sonmething to this discussion to illustrate concerns of
J.D. Irving.

And | have a visual aid prepared. And with your

permssion and if it pleases the Board, could this be

distributed so | can illustrate our concerns?
MR. HASHEY: | think the idea of the Board is to get all of
t he evidence before them | don't object.

DR. EARLE: Thank you.
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CHAI RVAN:  JDI - 30.

DR. EARLE: This picture represents ny understandi ng of the
type of scenario that New Brunsw ck Power is proposing.
It's not exactly in ternms of the one nunber that's on the
docunent the sane, but, you know, subject to correction
this is ny understandi ng of what they are proposing be
done.

Now just to sort of wal k through the picture, the | oad
level is on the |left-hand side and | have drawn a |ine of
| oad | evel for a self-generator. And we have a dashed
Iine going across, and this represents point to point
reservation that would cover their |oad under nornal
circunstances, with the rest of their |oad being of course
sel f-suppli ed.

So under the scenario, as | understand it, you have a
point to point reservation of 5 nmegawatts which nornmally
covers their needs. Cccasionally, however, the unit goes
off line, and this can be unexpected. And so tenporarily
you are going to have to have unreserved transm ssion and
be subject to unreserved transm ssion charges.

And | believe under their scenario that's for one
hour, and then you have -- it's either four or five hours
where | have the other space next to the shaded space,

which is the tenporary point to point reservation while
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the unit is off.

So essentially they are saying the load -- starting on
the left-hand side of the picture, the |load is under the
dash line which is the firmpoint to point reservation 5
megawatts. The unit goes off line. You have the shaded
regi on of unreserved transm ssion. Then you have this
area of tenporary point to point reservation while the
unit is off. The unit cones back on line. You don't need
that nore. You return to your ordinary service.

Now t here are a couple of concerns for this in order
to think about conparability of service. One is that in
order to effectuate this sort of scenario it would be
necessary to first arrange for the point to point service,
find a generator to sell the power, reserve the
transm ssion, figure out the ancillaries. | suppose they
could sinply take them from New Brunsw ck Power.

But nore inportantly is what happens when the unit
goes off line. You need sonebody there to scranble, go on
to the conputerized transm ssion reservation system OASI S,
find the transm ssion, and nonitor the system figure out
how much you need in ternms of length of tinme, so on and so
forth, so -- as well as find the contract presunably that
woul d supply that point to point reservation.

So that's quite an involved job. Many of the
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facilities we are tal king about are 24 hours a day, seven
days a week operation. This inplies you always have to
have sonebody there to do this job. That's a considerable
expense of course to have trained people to do that 24
hours a day, seven days a week.

So there is additional expense in here in managi ng
this sort of scenario that | think has to be taken into
account. | can't really quantify if but | think you would
probably be tal king of easily two or three people, nmaybe
five people, in order to handle this. That's one point.

The second point is point to point -- firmpoint to
point service -- it's called firm because you know it's
going to be there for you, except under exceptional
circunstances. If you have a firmpoint to point
reservation, the transmssion is there for you to use.

The probl emunder this scenario is that, well if the unit
goes off Iine and you need this extra transm ssion
capacity all of a sudden, there is no guarantee that it's
going to be there for you.

So under that scenario you have the possibility that
you will get curtailed. And that of course is of great
concern for a -- for industry, because if you shut down
one of these processes, you know, even for a few hours, it

can be extrenely expensive. And that basically
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illustrates why we are having -- why we don't think we can
really conpare current service to the point to point
scenari o.

| mght also add again a bit of this is |ike having
only one piece of a jigsaw puzzle and you don't know what
the other pieces are. So it's difficult -- it's very
difficult to say without knowi ng, well what standard offer
of service is going to |look |ike under a point to point
scenari o, how that would work, what the prices would be,
what the inplications would be. But it does seemto us
certainly that the scenario they are suggesting while
possible, | nmean it's not in the record, that -- ny
reading of the record that it's actually possible, but if
it is possible it seenms that there are a nunber of other
costs that it inplies. It also inplies this big risk of
curtail ment.

Thank you.

Thank you, Dr. Earle. | wll leave that topic and | wl|
ask to have M. Porter called back particularly to explain
sonme of the matters that have just been di scussed.

A coupl e of other questions, M. Msher. You -- |
guess your concern has been expressed by many as the
guestion of the deliberate and controlled approach, I

t hink you have indicated that in your evidence clearly.
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MR- MOSHER: That is correct.

Q - And in the Wiite Paper it called for a deliberate and

controll ed approach, did it not?
MR MOSHER: Yes, it did.

Q - Yes. And really this started -- this approach started
about two-and-a-half years before the Wiite Paper? There
was a restructuring started to be | ooked at and | think
you may have had sone invol venrent with that?

MR. MOSHER: | had involvenent with the market design
committee, yes.

Q - And you were with the nmarket design commttee that worked
t hrough the process and filed the report, so you
personally would be famliar with that?

MR. MOSHER: That was a very hel pful process. It involved
many st akehol ders absol utely.

Q - And JDI was an active nenber of that, right?

MR MOSHER: That is correct.

Q - And there was a select commttee even before that tine
that held public hearings and JDI was involved with that
as well, I think, were they not?

MR- MOSHER: That is correct.
MR. HASHEY: Right. Thank you, M. Msher. | have no
further questions of this Panel, M. Chairman. Thank you.

CHAI RMAN:  Thank you, M. Hashey. M. MacNutt, have you
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changed your m nd?
MR. MACNUTT: The Board counsel has no questions on cross
exam nation of this panel, M. Chairnan.
CHAI RVAN: Go ahead.
MR. RI CHARDSON: Thank you, M. Chai rnan.

EXAM NATI ON BY MR, RI CHARDSON:

Q - Dr. Yatchew, | have a few questions regardi ng your debt
to equity. And I'mtrying desperately to understand
exactly where you are comng fromand howit relates to
t oday's worl d.

|"ma great believer that we deal in today and
tomorrow and not in history necessarily. And therefore |
woul d |'i ke your comrents and so on to a couple of points.

So we are all singing fromthe sanme song sheets,
believe you fully understand that the new conpany as

created by NB Power, the transm ssion conpany, according

to what we understand, will be operated on a commercially
vi abl e basis, and that it will be on a stand-al one basis,
and that there will be no governnent guarantees and no
further support by government. In other words there is no
lifeline.

I s that as you understand the situation?
MR. YATCHEW Yes, sir.

Q - The current econonic environnment relative to the
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i nvest ment bankers in regards to the marketing of bonds,
and particularly to the electrical industry, has been very
difficult, certainly since the Enron situation and in the
past six nonths where downgrades have been rapid. It has
made an environnment that it is not easy to market.

Wul d you agree with that?

MR. YATCHEW | think certainly Enron did have an effect but

particularly on conpanies that are involved in supply for

exanple or on the nore conpetitive side of the business.
The transm ssion business is nuch nore secure, in fact

woul d be a very secure part of the business in conparison

to other segnents of the industry.

| understand that. But any division of electricity per
se will face a certain black mark as a result of the whole
operation?
MR. YATCHEW |I'msorry. | didn't quite followthat. A
certain black market? Black mark?
- The electricity industry suffers a black mark as a result

of perhaps the generation side being hit harder than
anyt hi ng el se.

And t he downgrades that have taken place in the | ast
si x nmont hs have been quite dramatic. And in the
i nvest ment banks both in United States and Canada have

t aken some horrendous hits.
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I n other words, investnment bankers aren't standing at
the corner junping up and down to buy bonds of an
el ectricity conpany, whether it is transm ssion or
ot herw se.

Wuld you -- is that fair to say?

MR. YATCHEW | haven't exanm ned to determ ne what has

happened to stand-al one transm ssion conpanies. In fact |
think there are relatively fewof them So | can't really
speak to that directly.

But | would not be surprised if there were downgrades
in other segnments of the industry.

And |'m not tal king downgrades of transm ssion al one --

MR YATCHEW Ri ght.

-- but I'mtal king about the industry as a whole. And as
an industry you have a problemin the nmarketpl ace right

now from an investnent banker standpoint?

MR. YATCHEW There is certainly sone uncertainty in the

market, in the electricity marketplace right now, yes,
because of restructuring going on.

In fact in sone areas we are noving towards
reregul ati on and away from deregul ati on, which m ght
provide a little bit nore security to the rating agencies,
t hough 1'mnot a bond rater.

| understand that. But I'mtrying to come fromthe point
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that these are things that | assunme that you have taken

sone consideration in --

MR YATCHEW Yes.

-- and considered in comng forward with your point of

view as to what the debt equity should be?

MR YATCHEW  Yes.

In your testinony yesterday you tal ked about the gas
i ndustry and how over the last 20 years they were able to

survive with a 70/ 30 percent debt to equity?

MR. YATCHEW The gas pipeline industry, that is correct.

Right. And | guess what |'m having sonme difficulty with
is how you relate your process in comng to a conclusion
to NB Power Transm ssion as of January 2003. And what did
you do in this regard?

We got an environnent. You know the structure that NB
Power must operate in. You know the environnent is not an
easy one today. And as a matter of fact, according to ny
i nformation, Standard & Poors indicated sonething |ike $30
billion in debt refinancing over the next 18 to 24 nonths.

And t hat was back in August, which was going to nake the
mar kets very tight.

So you know, how do you relate your findings with the
real world of NB Power today who nmust go out and narket

t hose bonds?
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MR. YATCHEW There is market pressure that enmerges and

subsides in various industries when it cones to borrow ng.
But | started from several points.
One of the points that you have reiterated is this,

that | did | ook back at what happened to the gas pipeline
i ndustry. The gas pipeline industry al so underwent
deregulation. And there was actually a great deal of

uncertainty, what woul d happen on supply side, for

exanpl e.
The gas pipeline operated -- the gas pipeline industry
operated -- when | say 30/70, in sonme cases operated bel ow

at even higher debt ratios, sonme of the pipeline conpanies
di d.

So fromthe point of view of evolution of deregulation
or restructuring, what inpact that m ght have, it is of
val ue to | ook back at what has happened to the gas
pi peline industry.

So that was one of the points that | focused on, to
try to get a handle on what was likely to happen in this
transm ssi on busi ness as opposed to the gas transm ssion
busi ness.

Even now when there is substantial conpetition
energing in the gas pipeline business in this country, the

debt ratio has only shifted about three percentage points,
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to 67/ 33 by the NEB.

Let ne descri be another type of process, nental
process that | went through. There is a rather |arge
l[iterature in economcs and in finance on capital
structure. And it begins many years ago.

But there is actually a very nice review article of
what econom sts know about capital structure. The paper
is entitled "Capital Structure". And it is published in
t he Journal of Econom c Perspectives by Stewart Myers who
is a co-author of one of the |eading texts in corporate
fi nance, very recent, |ast year.

And one of the things that the article points out is
that the enpirical evidence -- and of course we have to
| ook at market pressure. But we also have to | ook at the
big picture. What is the enpirical evidence over tinme?
Is there an optinmal capital structure that firns naturally
gravitate to?

In the same sense that for exanple if our body's
tenperature differs from98.6 there are natural processes
that drive us towards the optinmal body tenperature.

The overwhel m ng concl usi on, based on many, many
studies is that there is no such thing as an opti nal
capital structure. And there are only partial theories.

So that is sonmething else that | took into
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consi deration, precisely because the enpirical evidence is
that there are firnms out there with very simlar risk
characteristics operating under very, very different
capital structures and doing so quite successfully.

Now having | ooked at that, it does seemto nme that a
primary consideration is well, what is a reasonable -- not
a stingy capital structure. | think a stingy capital
structure woul d be 25 percent equity, 75 percent debt.

But a reasonable capital structure of let's say 30/ 70,
shoul d that allow this conpany to succeed in borrow ng
mar kets. Again, given the way gas pipelines are treated,
| would think so, yes.

In addition, the equity -- the capital structure and
even the return on equity are not the only things that are
considered by rating agencies. Their standard checkli st
sheet considers the cost performance, benchmark agai nst
other utilities, that is the efficiency of the conpany as
conpared to others.

So the direction that |1'm suggesting is provide the
conpany with a reasonable capital structure and |let them
worry, which is where the responsibility really ought to
be.

Let them worry about making sure that they signal the

mar ket pl ace wel |l enough so that the marketpl ace recogni zes
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that this is an efficient conpany and that one shoul d not
worry about lending it noney.

Rat her than whoever is providing them anteing up the
funds initially, the governnment and taxpayer worry about
it, I would put this directly in the incentive
remuner ati on of managenment and seni or executives.

Here is your 30/70. Here is your return on equity, a
reasonabl e return on equity that we have allowed. If you
do better, if rating agencies give you good ratings, guess
what ? You get a bonus for that.

So ny whol e approach to it is trying to build this
into the incentives of managers rather than sonmehow vi ew
it as this is sonehow that has to be exogenously or
externally provided inits entirety.

It is as nmuch driven by the success of nmanagers and
executives, that is their ratings in the marketplace, as
by their capital structure going from30 to 35 or their
return on equity going from8 1/4 to 8 3/4.

Have you exam ned the bal ance sheet of NB Power and the

managenent of NB Power in comng to your conclusion?

MR. YATCHEW | have not done a careful exam nation of the

bal ance sheet principally because this exercise is an
exerci se of what the deenmed or perhaps actual future debt

equity structure will be as a result of for exanple a debt
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equity swap.

Q - Have you ever been involved with an organi zation that had
to go to the bond market? Have you nmet with investnent
banker s?

MR. YATCHEW | have not. But | have been -- | have
reviewed ratings and those sorts of things many tinmes in
t he course of public hearings.
Q - | understand
MR. YATCHEW But | have not actually participated.

Q - And nmy concern is that | have heard a | ot of comrents
about textbooks and theory. But you know, we deal in a
real world. And we have to sell those bonds.

And you can't -- and if there is weaknesses within the
structure that is comng forth, sone of that weakness can
be mtigated by increased capital to start with, an
i ncreased equity position.

And ny concern is that we get an organi zation off the
ground and we don't give it a chance to survive. Because
remenber, in this particular case there is no lifeline.
The governnent is not comng back to bail it out.

And it is different when you had the governnment
guarantee and the fact that you knew that they were going
to be there. And | don't think you can cone forward and

make a recommendation until you have exam ned all aspects
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of it, Doctor.

MR YATCHEW |'mnot a bond rater. But the evidence that
is very, very hard for ne to nove off ny scope of vision
is the private sector conpanies that don't have lifelines
i ke the gas, natural gas transm ssion conpani es that have
operated for a long tinme through all kinds of
uncertainties in the marketplace, through nmarket crashes.

In 20 years a |l ot of things happen. A lot of things can
happen.

Q - Look, | understand that. But you got to exan ne
managenent of the conpany that is going to be out there.
You have to exam ne what has taken place over the |ast
seven or eight years.

The track record has got to be a big part of how you
assess the anount of debt equity that will be com ng
forth.

Even if that debt equity is on the higher end for a
short period of tinme, you can't ignore that. |If you are,
you are not dealing with the real world.

MR. YATCHEW |I'msorry, | didn't followthat. Even if that
debt equity is higher for a short period of time?

Q - In other words, you got to give the conpany a chance to
get off the ground. |If there are sone m stakes al ong the

way and they wi pe out their equity, there is nobody to
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pi ck up the pieces.

MR. YATCHEW That is a direction we could go in as well.

Because in fact if you granted them 40/60 and they w ped
out their equity, the fact of the matter is that
governments have had to conme to the rescue of private
sect or comnpani es.

For exanple California, because electricity is so
i nportant, however the governnent w shes to sever itself
fromthe electricity business -- and |I'mvery happy that
it is trying to conmercialize this business -- in the end
it can't sit by and watch the conpany col | apse.

And that is sonmething that the markets take very
seriously, that the risk of bankruptcy of a transm ssion
conpany is extrenely |ow. Because no government can
afford to stand by and let it go bankrupt.

So what you are saying then, the governnment really is
going to have to cone to support it, whether their stated

policy is that they won't?

MR. YATCHEW \What |I'msaying is this. The governnment's

stated policy may very well be that it will not cone to
its support. And there is no reason that the governnent
of California would even have had a stated policy to cone
to the rescue of private conpanies.

But political realities, the realities that you speak
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of, the realities that exist in the marketplace, realities
by which raters review conpanies, is that no gover nnent
can let a transm ssion conpany in the end di sappear. Al
the lights will be out here.
So even if the governnent sends a signal to the
mar ket pl ace, this is stand-alone, we are not going to prop
this up, we are not going to cone to its rescue, and we
are going to do everything that we can to ensure that this
conpany is run as efficiently as possible through whatever
regul atory devices that we have at our disposal, that is
in effect the node by which |I hope that this whole process
realizes itself.
Q - Have you ever run a commercial organi zation, Doctor?

MR. YATCHEW No. But | do sit on the board of a snal

energy conpany by the nane of --
Q - But you are not -- you have never run comrerci al

organi zations in your lifetinme?

MR YATCHEW No, sir.

MR. RI CHARDSON: Thank you very much

BY THE CHAI RVAN

Q - M. Mosher, | just have a couple of questions. Al I'm
trying to do is make sure | have got the record clear in
my owmn head on this one. And it has to do with JD -7.

And | have narked for identification A-44.
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My under standi ng from hearing your testinony is that
t he responses that JDI gave for the supplenentary
interrogatory which is marked JDI-7 is that you were
trying to conpare and contrast your present bill from NB
Power with what appeared to be a conparabl e service under
the new tariff, is that correct?

MR. MOSHER: Basically that is correct. | tried to take
where we were today and say what would just the
transm ssi on conponent be in the future.

| think within ny response | also stated I had no
under st andi ng what the breakdown of that 235,000 is which
goes to the integrated conpany. So | -- the 235,000 that
we paid today is to the vertically-integrated NB Power.

Q - Yes.

MR. MOSHER: The calculation that | did for the future says
what is just the transm ssion conmponent, no fixed costs
contribution to generation or distribution.

So in one sense | believe | understated.

Q - Okay. Now with what you have seen of marked for
identification A-44, you | gather don't really disagree
with the nmat hematical calculations that are in that
exhibit, as far as you have checked thenf

MR MOSHER: No, | do not.

Q - And if NB Power says that you are entitled to take the
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services that are represented in that exhibit, you are not
here to quarrel about that. It may possibly be the case?
MR MOSHER: It very well nay be. Again, it gets into --
they are saying if I'mwlling to take a very different
service with a different level of risk, what could it
possi bly be?

Because in their calculation they have basically said
if I"'mwlling to take point-to-point and sel f-provide,
there is actually a savings, which seens a bit counter-
intuitive

It just doesn't seemright that if there is no risk
and it is very easy to do, that | can save noney. Does
t hat nake sense?

Q - | understand. In this business, yes, | do understand.

MR MOSHER: | nean --

Q - Not to cut you off. But then for instance, JDI-30 which
is Dr. Earle's graph that he just explained to us, is a
possi bl e additional risk that if you were to go and take
sone of the services that are in marked for identification
A-44 that m ght possibly arise.

And ny sense of your testinony is that you haven't
really studied those because there is so nmuch unknown?

MR MOSHER: It is all wapped up in uncertainty. The

transm ssion tariff initself is very unclear. And it



- 2172 - By the Chairman -
makes no nention at all of what the standard offer service
woul d | ook |i ke, how you coul d possibly take point-to-
point fromthe standard of fer service.

You know, in the exhibits that were presented, point-
to-point is fromone generator to one load. It is a
specific path. And it seens very unclear how you could do
t hat .

CHAI RMAN:  Those are all the questions | have. Thank you.

M. Snellie?

MR, SMELLIE: | think M. Sollows has a question,
M. Chai r man.

CHAI RMAN:  Sorry. That was an oversight. It wasn't
pur posef ul .

EXAM NATI ON BY MR SOLLONG

Q - Just a few questions. For M. Earle, I'm|looking at page
15 of your evidence, and just lines 9 through 13. You are
clearly stating that you feel enbedded costs.

That has been clear that that is JDI's position
t hroughout this, that enbedded costs should be used to
provi de the services for generation-based auxiliary
services?
MR EARLE: Yes.
Q - My question is how would you view the issue of

opportunity costs for NB Power providing those services,
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to provide those services they had to forego an
opportunity in the New England market to export capacity?

How would we -- | nean, would it not be fair to

conpensate them for that foregone --

MR. EARLE: This -- yes. | understand what you are asking.
And this is a very difficult issue in which I think
different interests have to be bal anced.

| think that in this case, when we are in a period of

transition froma vertically integrated utility into a
nascent market, there is sone degree of deference that
shoul d be given to the Province and the ratepayers in the
provi nce.

Thi s has been sonething that has been done very often
in -- certainly in the United States when a utility has
adopted an 888 style open access transm ssion tariff, they
have used enbedded costs. Because sinply there is no
mar ket to price those.

Now | understand fromny reading of the transcript --
and | apol ogi ze because | can't point you to right now
where it was said.

But ny understanding is that with respect to
opportunity costs, New Brunsw ck Power has al so

essentially said the sane thing, that when they are --

when they have spoken of opportunity costs, what they have
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meant is an issue of well, gee, you know, we have to run a
nor e expensive generator within the province in order to
provide the ancillary service. And that is a type of
redi spatch cost.

They al so spoke about that in the context of energy
i mbal ance as well. And frankly | agree with their
position. It is a reasonable balancing of interest |
think in this case.

Q - kay. No. That is fine. Thank you

One further question. And it could be either for you,
Dr. Yatchew or you, Dr. Earle.

When | dug through Dr. Morin's evidence, one piece of
-- one of his exhibits was a list of an estimate of risk
premumfor trans' -- or not transm ssion -- integrated
electric utilities, Mody's Integrated Electric Utilities
| ndex over 70, 80 years.

And when | | ooked at that data | found that there
seened to be a fairly significant correlation, at |east
since 1965, between the risk premumand the risk-free
rate of return.

Now i s that sonething that generally occurs? O is
that just an anomaly in that data? | guess the reason |'m
interested is we have before us a proposal which has an

off-ranp in ternms of performance-based regulation that is
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tied to the risk-free rate.

And if there is some underlying correlation that could
be used to adjust things in a formulaic sense, it mght be
a nore practical way to deal with it.

MR. YATCHEW There is this correlation historically. And
the main reason for it is that we had this inflation
period during the '70's that drove up interest rates. And
so what happened really was that interest rates went up a
| ot because they contained -- particularly long-term
interest rates contained a risk premumthat is there even
today, but to a much | esser degree. And that is what
squeezed down the equity premium Because the equity
prem um above long-termrates was no | onger a pure risk-
free -- excuse ne, it was no |onger being taken over a
pure risk-free rate. Because the long-term bond rate was
no longer a risk-free rate. It had had its own risk
premuminside it as well. That is also one of the
reasons why quite a few people who use the CAPM nodel
actually use the "true risk-free rate” which is the one-
year rate or a short-termrate. | don't want to go to --
that really conplicates the problem before you
Statistically speaking, to try to exploit this correlation
in the adjustment forrmula, would be in nmy view very, very

difficult to get anything. W are really tal king about a
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second order adj ustnent.
MR. SOLLOWS: (Ckay. That is fine. Thank you very mnuch
CHAIRVAN: M. Snellie?
CHAIRVAN: M. Snellie.

REDI RECT EXAM NATI ON BY MR. SMELLIE

Q - Thank you, M. Chairman. Dr. Earle, could you turn your
m nd, please, to the discussion you had with M. Mrrison
on your reconmmended | evel of operating maintenance and
anortizati on expense for inclusion in New Brunswi ck Power
transm ssion rates beginning this April, which is at page
8 and 9 of your evidence? Wuld you do that for ne?

DR. EARLE: Yes.

Q - Nowlet nme just -- | have a couple of premises to this
re-exam nation and then one question for clarification.
Your first position is that that category of expense
should be limted to historic |levels of about $34.7
mllion, right?

DR EARLE: That is correct.

Q - You al so suggested on the strength of the Stone & Webster
report from 1999 that operating maintenance and
anortization expense could be fixed at $33.6 mllion or
$1.1 million less than historic |evel s?

DR. EARLE: That is correct.

Q - Now, M. Morrison discussed with you the three reasons
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why OWBA savi ngs are avail able to New Brunsw ck Power.
And you will recall his discussion about dioxin litigation
and right-of-way clearings and the like. Looking at page
9 of your evidence, can you just clarify for us, please,
whi ch of the cost saving neasures cited by Stone & Wbster
l ed you to your conclusion that $1.1 million of savings
are avail able to NB Power?

DR. EARLE: | only used the last one which is the
reliability based eval uati on nethods. And the reason
did that was that was the one that Stone & Wbster clearly
gquanti fi ed.

Q - Thank you. Yesterday, Dr. Earle, M. Mrrison asked you
-- and the transcript reference, | don't think you need to
turn it up, is 2,062 -- he asked you wi thout being very
specific about it, whether you were aware that Al berta or
sonebody in Al berta used proxy units to price ancillary
services in 1996. And you said you were not so aware. Do
you recall that?

DR EARLE: Yes.

Q - Can you coment for us, sir, on the present practice of

FERC in this regard?
DR. EARLE: They do not use proxy units.
Q - Thank you. Dr. Yatchew, can you turn your mnd, please,

to your discussion with M. Hashey about Hydro Quebec
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TransEnergie and you will recall that he took you through
vari ous points of conparison or non-conparison between
that utility and New Brunswi ck Power Transm ssion, do you
recall that, sir?
DR. YATCHEW Yes, | do.

Q - Just for clarification and confirmation, did | understand
you to nmention this norning that in the TransEnergie
deci sion that he was taking you through, that tribunal
made a decision on capital structure for that utility?

DR. YATCHEW Yes, it did.

Q - And what was that capital structure?

DR. YATCHEW It was a 70/30 capital structure.

Q -And are you able to coment, sir, on the Regie' s treatnent
of TransEnergi e as regards performance based rat enaki ng?

DR. YATCHEW M recollection is that they have taken a sl ow
process to this and actually delayed it. Broadly
consistent with other boards, the Ontario Energy Board has
taken a fairly neasured stage process to perfornmance based
regul ati on.

Q - Al right. Doctor, l|ater M. Hashey posited with you
that you only used the capital asset pricing nodel in your
assessnment of return on equity. And you recall your
di scussion with himabout the DCF approach to that subject

matter, do you?
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DR. YATCHEW Yes, | do. | did rely on both classes of
nodel s, on CAPM nodel s and DCF nodel s as | stated.
Q - Can you clarify, Doctor, whether there were any other
nmet hods or approaches that formed part of your
consi deration of that subject?
DR. YATCHEW There were no other nodels that | relied upon.
But | think it's very inportant to do reality checks on
your nunbers. And one of the reality checks that | kept
com ng back to is very sinple, we don't need to know
anyt hi ng about CAPM nodels, we don't need to know anyt hi ng
about DCF nodels. W don't need to worry about their
technical conplexity. It's very sinple.

I f you take a | ook over the course of the 20th century
inflation adjusted return on investnent in equities in
Canada was 6. -- roughly 6.5 percent. 6.4 percent, if |
remenber correctly. | can get the exact nunber. It's in
triunph of the optimst. So 6.4 percent is the average
rate of return inflation adjusted, inflation taken out for
the whole 20th century for investing in the market
portfolio.

The current inflation rate is 2 percent. Add that to
6.4 percent. You are up to 8.4 percent. That is
certainly consistent with the reconmmendation that | have

made, keeping in mnd that this is the return for the



- 2180 - Redirect by M. Snellie -
mar ket portfolio not for a less risky asset like a
transm ssi on investnent.

So whenever | was doing anything statistical or nore
conplex | would al ways cone back to reality checks.
That's probably my single nost conpelling reality check.

Q - Thank you, Doctor. Now, M. Msher, ny friend, M.
Hashey, asked you about the Wite Paper and the market
design commttee. And in your -- and in particular your
personal famliarity with the market design commttee's
process, because you are a nenber of it. And he even
asked you or put to you that prior to both of those
processes there was a legislative comrittee in this
province. Do you recall that line of questioning?

MR MOSHER: Yes, | do.

Q - Can you tell nme whether or not the nmarket design
conmmittee and its stakehol ders di scussed the current
application of NB Power or any of the issues which this
application presents?

MR. MOSHER: The market design conmittee was kind of your
30,000 foot |level. None of the specifics of this
application were ever discussed, no.

MR. SMELLIE: Thank you, M. Chairman.

CHAI RMAN:  Thank you, M. Snellie.

MR. SMELLIE: | don't believe there are any other -- any
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undert aki ngs out standing, M. Chairman, so perhaps this
Panel could be rel eased then?

CHAI RMAN:  On behal f of the Board thank you, gentlenen, for
your testinmony. | wi sh you a safe journey. And that you
can nmake that only flight out of here. W wll take a
break. Thank you.

(Recess)

CHAI RVAN: M. Hashey.

MR. HASHEY: Thank you, M. Chairman. | would ask
permssion to call M. Porter on this -- only on this
i ssue of the docunment that we have put in, and
particularly to clarify this issue on point-to-point
network service standard offer, et cetera. Probably have
three or four questions maxi mum

CHAI RMAN: Okay. M. Hashey, |I'mjust |ooking at exhibit
JDI-7 and it's dated the 9th of Decenber. So that woul d
have been avail able when M. Porter -- or before M.
Porter was on the stand, am| correct in that?

MR. HASHEY: That is correct, M. Chairman, but the ruling
was that we couldn't rebut until after the evidence had
been heard. Anything that cane out in redirect obviously
-- or in the testinony on cross exam nati on we haven't
gotten involved with, but this is one issue that didn't

really develop until this Panel were on the stand.
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CHAIRVAN:. M. Snellie, do you have any conments?

MR. SMELLIE: No, sir.

CHAI RVAN: Al right, M. Hashey. W wll allow you to
recall himand ask a few questions.

MR. HASHEY: Thank you, M. Chairman.

CHAIRVAN: O course M. Snellie and any intervenor has an
opportunity to exam ne after that.

MR. HASHEY: Absolutely. Thank you. M. Porter.

(MR__PORTER r esworn)

REDI RECT EXAM NATI ON BY MR. HASHEY:

Q - M. Porter, | just have a few short questions for you
First of all there seens to be sone confusion on this
standard offer issue. |If you stay on standard offer can
you clarify if you can take network or point-to-point
service? Can you indicate how that works?

MR. PORTER: Yes. If you stay on standard offer you are a
direct customer of NB Power customer services and the
transm ssion custoner, that is the entity that would hold
or sign the service agreenent to take transm ssion
service, would be NB Power Custoner Service. So therefore
the custoner, in this case we are tal king about JDI, would
not need to choose between point-to-point and network
service. That would be an issue between NB Power Custoner

Servi ce and New Brunswi ck Power Transm ssion
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Q - Nowif the custonmer --

CHAIRVAN: | will interrupt because --

MR. HASHEY: Pl ease do.

CHAI RVMAN:  -- the question in ny mnd is what if they take -
- let's say they take ten negawatts froma conpetitor of
NB Power and that was on point-to-point. Wat happens to
the other 90 -- let's say it's a hundred negawatt denmand -
- what happens to the other 90? Can they stay on standard
offer service for that?

MR. PORTER Wth respect to the tariff application only one
entity can be the transm ssion custoner, and that woul d be
bet ween the transm ssion custonmer -- the custonmer such as
JDI and its providers, | guess now two providers at | east,
to resolve which one of the parties would be the custoner
t hat woul d take transm ssion service from NB Power
Transm ssi on.

CHAI RMAN:  Okay. Carry on.

MR. PORTER: | might add that when the -- say JDI -- if JD
were to | eave standard offer service, at that tine they
woul d have the option and it would be their responsibility
to make a decision whether they want to take point-to-
poi nt service or network service. But that is a decision
that they would only need to take if and when they did

| eave standard offer.
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CHAI RVAN: Ckay. Go ahead, M. Hashey.

MR. HASHEY: Thank you, M. Chairman. You get rid of one of
four questions.

Q - M. Porter, we have narked a docunent here for
identification which is exhibit identification A-44. Is
this a docunent that you were involved in the preparation
or to prepare it?

MR PORTER Yes, that's correct.

MR HASHEY: M. Chairman, | will have M. Porter refer to
this docunent but maybe | could offer it as an exhibit
now.

CHAI RMAN:  Yes. Any objections? GCkay. The docunent marked

for identification A-44 becones Exhibit A-44. Go ahead,

M . Hashey.

MR. HASHEY: Thank you, M. Chairman.

Q - M. Porter, could you please conment generally on what
this docunment is intended to indicate and indicates?

MR. PORTER: The background on this of course is that in
response -- in a supplenmentary response to an
interrogatory from NB Power, JDI submtted the exhibit
JDI-7. And in our exam nation of that docunent took note
of the fact that indeed the assunption had been made that
networ k service woul d be selected and that there would be

no sel f-supply of ancillary services. And we questioned
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t hese assunptions and decided to performan anal ysis under
a different set of assunptions.

So as noted earlier, the first sheet, page 1 of 5, is
essentially identical to that which was submtted by JDI,
and the figure of $234,898 is what they pay today as a
contribution to fixed costs under the standard offer
servi ce product.

The figure of $616,772 is what they would pay for
transm ssion tariff including ancillary services if they
were to | eave standard offer service and choose to becone
a network service custoner.

The next page, page 2, represents our analysis of what
their costs would be if they were to | eave standard offer
and choose to take point-to-point service, but not self-
supply any ancillary services. And there you see down
towards the bottomthe total for transm ssion ancillary
services, the cost of $372,000 -- $372, 397.

Lastly, on page 3 of 5 the assunptions and charges for
the point to point service and the use of the wires stays
the sane but here we assunme that JDI sel f-supplies for
this | oad sone of the ancillary services, nanely operating
reserve, the ten mnute operating reserve and the 30
m nute operating reserve. So those are both suppl enental

servi ces.



Q

- 2186 - M. Porter - Redirect by M. Hashey -
That assunption is based on the fact that we are
tal king about an interruptible load here and this is a
custoner that also has additional interruptible |oads that
we believe with some nodifications to the practices could
offer up those -- that interruptible capability as
ancillary services, thereby self-supply those services and

not incur those specific costs fromthe tariff.

- Thank you, M. Porter. And the |ast two pages are what,

just in generalities?

MR. PORTER: Certainly. The last two pages are really a

summary of the results of the analysis. So if we flip to
page 4 of 5, you see their contribution to fixed costs as
we see today under standard offer of service, and the
second bar there, the $616,000 is what their analysis and
our analysis shows for that sane load if they were to
| eave standard offer and choose to take network service
and not self-supply ancillaries. And the $372,000 again,
if they chose -- left standard offer service, chose point-
to-point service but did not self-supply ancillaries, and
lastly if they did both, they chose all three, they |eave
standard of fer, choose point-to-point service and choose
to self-supply the ancillaries.

So you can see conparatively what the total annua

cost woul d be under each of those scenari os.
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- And in the final one?

MR. PORTER: The final one we nerely -- to show the sane
type of conparison that JDI had, we show the sane figures
with the energy costs added on. So on page 4 of 5it's
just the contribution to fixed costs. On page 5 of 5 it's
really the total bill that they woul d see.

- Now finally this afternoon Dr. Earle put before this

Board an exhibit and then | would ask that you comrent,
pl ease, on that with reference to the added risk from

poi nt-to-point service that have been nentioned?

MR, PORTER: Yes.

CHAI RVAN: Excuse ne. That's JDI - 307

MR HASHEY: JDI-30, right.

CHAI RVAN:  Thank you.

MR. PORTER: First | would make the general conment that

that diagramis generally very instructive and |
appreciate that, in addition to the record. But |I would
say one of the coments that was made, as M. Hashey has
noted, we take issue with, it's the issue of additional
ri sk being on point-to-point service versus network
servi ce.

My under standi ng was that the suggestion is that in
the case of constraint on the transm ssion systembut as a

custoner on point-to-point service they would be at higher
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risk than a customer on network service. And | don't
di spute the interpretation of -- the difference between
network and point-to-point. Wat | would |ike to point
out is that we have tal ked about here earlier that within
our transm ssion systemthere is mniml -- very few
situations in which there is congestion within the New
Brunswi ck grid. Very, very rare.

Secondly, we are tal king about | oad here, which is an
interruptible load. So even today if there should be a
transm ssion constraint on the New Brunsw ck system and
that could be relieved by the interruption of this | oad,
the system operator could very well choose to take that
action, and they have the contractual rights to do so.

So since we are | ooking at a conparison here we had to
be | ooking at differences between today versus under the
tariff and ny suggestion is that that risk exists today
and woul d continue to exist under the tariff.

MR. HASHEY: Thank you, M. Porter. | have no further
guestions, M. Chairman. Thank you for your indul gence.
CHAI RMAN:  Just a quick question on the follow up of the
| ast one. M recollection of testinony that we had before
us is, however, with interruptible clients today, you do
not do it except on 24 hours notice?

MR. PORTER: That's typically the case. Qur preference is
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to give forewarning to those custoners. And the primary
situation in which interruptibility occurs or is likely to
occur, is a tinme of peak systeml|oad. And we have a
pretty good prediction of that on a day ahead basis. So
we know that there is that risk and so that notice is

gi ven.

CHAI RVAN:  Ckay. Thank you. M. Snellie?

MR, SMELLIE: Can | have 10 minutes, M. Chairnman?

CHAI RMAN:  Yes, sir. Wy don't you take as much tine as you

want to. Let us know and we will cone back in.

(Recess - 2:47 p.m to 3:12 p.m)

CHAI RMAN:  Yes, go ahead, M. Snellie.

RECROSS EXAM NATI ON BY MR SMELLI E:

MR. SMELLIE: Thank you, M. Chairman. Good afternoon, M.

Porter.

MR. PORTER  Good afternoon.

As you appreciate, ny colleague M. Nettleton and |
appear on behalf of J.D. Irving and several nenbers of the
Canadi an Manufacturers and Exporters New Brunsw ck
Division. And it's on their behalf that I w sh to put
sonme questions to you with respect to your evidence
adduced before the break.

You told us with reference to page 1 of what is now

exhibit A-44, that the figure at the bottom of the page of
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$234,898 is the contribution made by JDI to fixed costs

under standard offer service, correct?

MR. PORTER That's correct.

Can you tell me, sir, what percentage of that fixed cost

contribution relates to transm ssi on?

MR. PORTER: No, | cannot. Because there is -- that rate

upon which that is determned is not broken down into the
conponent pieces. That's a bundled rate. Therefore |
cannot tell you a specific amunt for the portion
attributable to transm ssion.

So the 234,898 is or is not inclusive of generation and

di stribution?

MR. PORTER | can tell you that it's exclusive of

distribution, this is a transm ssion customer, which would
have no charges for use of the distribution system And |
can only say the contribution is to NB Power, so you could
assunme that sone portion would be for transm ssion and
sonme portion for generation. Beyond that |I -- | don't
have a breakdown because, as | say, it is a-- it is a
bundl ed rate.

Can you tell me, M. Porter, how many sel f-generation

facilities are there in New Brunsw ck, to your know edge?

MR. PORTER: | don't know the specific nunber, but it's in

the order of half a dozen
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And which of those half a dozen facilities, to your
know edge, were designed for the purpose of providing
capacity based ancillary services?

MR. PORTER | don't expect that any of those facilities
were designed for that purpose. But | believe that in
sone cases, and this is a little bit outside ny area of
expertise. But | believe that in at |east sone instances
t he deci sion was based on an understandi ng that favourable
rates could be realized through the purchase of
interruptible product. And that that was taken into
account in the decision.

And one of the reasons that the prices were favourable
is because of the interruptibility of the associ ated | oads
and the availability of the generation.

- Are you telling me, sir, that all of the self-generation
| oads in the province are interruptible?

MR PORTER: | don't believe | said that.

You don't know that to be the case?
MR PORTER: | don't know whether or not that is the case.
- Thank you. Looking at page 2 of 5 of exhibit A-44, |

think you told us that you noted when you | ooked at JDI -7
that certain assunptions had been nmade in the preparation
of that docunent. And that A-44 represents a different

anal ysi s under different assunptions?
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MR PORTER That's correct.

Q - And one of those assunptions if | |look at footnote 2 is
this. "The difference between the total energy and the
base energy |less the energy delivered in the first hour of
each trip is split 50/50 between on peak and off peak
hourly services.” Do you see that?

MR PORTER Yes, | do.

Q - Is the assunption as to the split between on peak and off
peak based on sone sort of actual experience or data?

MR. PORTER: The assunption is based on the fact that there
are 80 on peak hours in a week out of a total of 168
hours, which is roughly 50 percent. W did not have any
nore detailed data in the -- on the record with which to
make any nore detailed -- to do any nore detail ed
analysis. So we wanted to do this analysis based on the
data that was already on the record as introduced by JDI.

And nmade the assunptions based on the data that we had.

Q - So it was a pure assunption. It wasn't, for exanple
based on consultation with your customers?

MR. PORTER: W made the assunption using the data that we
had and have put that forward. And M. Hashey has asked
for a comment earlier fromJD on the -- on the
cal cul ations here in this analysis.

Q - What was the split between on peak and of f peak that you
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used in your tariff design, M. Porter? Subject to check,
was it 71 percent?

MR. PORTER: Now you have -- now you are tal king appl es and

oranges. The 71 -- | would ask you to clarify the
guesti on.
Q -1 will seeif |I can do that. Ws the 71 percent used to

di scount the off peak load in your tariff design, whether
it be an apple or an orange?
MR. PORTER: Under network service 71 percent factor is

applied to the off peak load, and then that result is used

as a billing determ nant.
Q - Thank you. The other -- excuse nme?
MR. PORTER: Sorry. | have to add in for clarification

here. The question originated, the discussion at page 2
of 5, and | believe we were tal king about point-to-point
reservations being on peak versus off peak.

Q - I'mjust trying to understand your assunptions.

MR. PORTER: Well the assunptions on page 2 on the split of
50/ 50 between on peak and off peak, | just want to clarify
that that's pertaining to point-to-point service, on peak
versus off peak.

Q - The first assunption on the page, and | quote it again
it is assunmed that there are two trips per nonth that

require unschedul ed transm ssion, do you see that?
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MR PORTER Yes, | do.

Q - That is an assunption that | am assum ng and perhaps you
can confirmit for me, is based on sone sort of historical
experience?

MR. PORTER | believe it's the assunption that was incl uded
in the analysis of JDI, but unfortunately |I don't have it
before ne to | ook that up, but I will have to assune you
are famliar with it and could --

CHAl RVAN:  What is the exhibit?

MR PORTER It's JDI-7.

Q - | guess the first question arising fromthat, assum ng
that your assunption is as you stated, does that apply to
all self-generators in the province?

MR. PORTER If you don't mnd, I'"'mgoing to confirmthe --

Q - That's fine. Take a m nute.

MR, PORTER: | would need a copy -- | don't see it right off
hand in the supplenentary response but it nmay be in the
original response --

Q - Al right. Well let's assune --

MR. PORTER: -- | presune supplenental to the original.

Q - It seens to me, M. Porter, let nme see if you and | can
agree, that we are going forward into a future that has
sone uncertainties attached to it. And what concerned ne

about the assunption, whether it canme fromJDI or
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wherever, is that assumng in this scenario two trips a
month is a matter of sone speculation, is it not? It
coul d be nore, could be |ess.
MR. PORTER M understanding on JDI's response was based on
operational experience, not an assunption on their part.
Q - Do you know whether JDI's experience includes trips in on
peak or off peak hours?
MR. PORTER: | think the data shows trips or at the very
| east reduced generation in sonme of the off peak hours,
and | just want to clarify that in the data that is shown
her by JDI, and it shows up on each of the first three
pages of this docunent under the heading "Mnthly Demand”,
their on peak hours and off peak hours. And the analysis
that JDI did, and rightly so -- well ny assunption is that
they used the definition of on and off peak that applies
for network service, and there is a one hour difference,
one hour shift, if we nove fromthe definition of on and
of f peak for network versus point-to-point, just to put
t hat on the record.
For the purpose of -- but it's not critical to this
di scussion, | just add the point that if | |ook across the
peak demand and the off peak hours there are nonthly peaks
of 7,000 kilowatts, 16,000 kilowatts, as high as 20, 000

kilowatts in the off peak hours.
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Q - Al right, sir

MR. HASHEY: M. Chairman, can | -- | apol ogi ze, M.
Snellie. If we are going to deal with the response on IR-
9 where the assunptions are set out, could | give the
Wi tness a copy of that to refer to.

CHAI RVAN:  Certainly.

MR. HASHEY: | know we are asking questions --

Q - Anything else you want to add, M. Porter?

MR. PORTER: Yes. Yes, | would like to. [If | go back to
that response, it's on page 16, so it's response to an
interrogatory from NB Power to JDI on their evidence, and
it's IR nunber 9, again page 16.

And if | look on that page under the -- the heading is

"I ndicative Exanple, NB Power open access transni ssion
tariff". And the basis that is listed there, the third
item says, one to two trips per nonth of six hours
dur ati on.

Q - So this of course is an indicative exanple and an
i ndi cative exanple is one that nay not necessarily bear a
good or bad relationship to reality, fair?

MR. PORTER: This particular docunent that we are studying,
| believe -- | will take that back. | do agree with your
statenment, yes.

Q - Thank you. Now you discussed with M. Hashey to sone
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degree the notion of standard offer service. But if JD
for exanple was to exit standard offer service on April 1
of this year, for exanple, it's ny understanding that it
woul d face certain charges or penalties, is that correct,
for | eaving the systenf

MR. PORTER. That potential exists but that's not an issue
for this hearing is nmy understandi ng.

Q - Wll it's not an issue for this hearing save and except
to say that exhibit A-44 doesn't reflect any of those
penal ties or charges, right?

MR. PORTER: Yes. | believe that that's because this is an
anal ysis of the cost transm ssion and ancillaries under
the scenario in which the custoner woul d | eave standard
of fer service.

Q - And the exhibit, M. Porter, includes an analysis of
poi nt-to-point, correct?

MR. PORTER: That's correct.

Q - And if you went point-to-point you would have to pay
charges or penalties, right?

MR. PORTER: What charges or penalties are you referring to?

Where is that shown on the record?

Q - Charges, penalties related to stranded costs, for

exanpl e?

MR. PORTER. What type of stranded costs?
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Q - Exiting standard offer for service?

MR HASHEY: | don't believe we are here -- | think
unfortunately that may be next tinme. But | don't believe
that is relevant to this hearing particularly.

Q - Wll would you agree -- would you go this far with ne,

M. Porter, since we are in the real mof endeavouring to
conpare apples to apples that such charges, whatever their
| evel, are an integral conponent of a fair conparison of
the sort that | have just been describing to you froma
custoner's point of view?

MR. PORTER: | think what you woul d be tal ki ng about woul d
be a nuch nore extensive anal ysis than what we see here.
| think this -- the original analysis as done by JDI had a
focus and |I think what you are tal king about is going
outside of that focus.

Q - W can agree though, M. Porter, can we, that in order to
conpare in JDI's current situation with what m ght be
available to it in the brave new world that one has to
include all the relevant costs that are going to be
payable in that brave new world, whatever option nay be
selected. Wuld you go that far with me in order to have
a true conparison?

MR. PORTER | have a lot of difficulty in going that far in

that this is a hearing pertaining to the transm ssion
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tariff and the cost for transm ssion services and
ancillary services. And what you are tal king about goes
beyond t hat .

Q - Al right. M. Porter, that's fine. Can | get you to
turn to page 4 of exhibit A-44? And |I'mjust |ooking at
the today bar in the graph and the point-to-point bar in
the graph. And | would invite you to agree with ne --
well as the narrative at the bottom of the page indicates
that the point-to-point option is some 59 percent greater
than the situation today, right?

MR. PORTER: That's correct in respect to this portion of
the total bill.

Q - Right. Conparing the fixed cost contributions under the
two scenari os?

MR PORTER  Yes.
Q - Right. 1Is that rate shock, M. Porter?
MR. PORTER If we isolate that one conponent | think by
j ust about anyone's definition if it was a 59 percent
change in -- if it occurred over a short tine frane,
t hink by just about anyone's definition that would be rate
shock.

Q - And you would agree with me, would you, M. Porter, that

a custonmer who under the new regi me was thinking about

choosing point-to-to point service that that custoner
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woul d want to take into account and understand all of the
cost inpacts of doing that. Wuld you agree with that?

MR. PORTER: Certainly the customer would want to | ook at
all of the cost inpacts, the increases and any potenti al
decr eases.

Q - Including any penalties it mght have to pay in order to
pursue that option, correct?

MR. PORTER If we are back to tal k about the sane penalties
that we tal ked about earlier, then we are back to tal king
about the bigger issue than just the transm ssion tariff
and as | said that's all beyond the scope of this exhibit
and | believe JDI's response to our interrogatory.

Q - In any event, as you suggested to nme, M. Porter, this
page sinply shows a portion of the total bill and in order
to be conparable the custoner has got to understand the
total bill, right?

MR. PORTER: Yes. And we should go to the next page for
that, page 5 of 5, where the total bill is noted, and the
first two colums are as submtted by JDI and then the
third and fourth colums we have added to show under the
cases which | have spoken to what we perceive the tota
bill would be on a conparative basis.

Q - Does page 5 of 5 include any stranded cost that m ght be

payabl e by a custoner who el ects point to point, or do you
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know?

MR. PORTER: |I'mgoing to ask for sone assi stance here

because we are tal king about stranded costs which in the
majority of situations is referring to stranded generation
costs, but in this case we are tal king about a non-firm
product. | guess I'mnot so sure that | wouldn't have
done -- made the sane assunption that JDI made which was
not to include any stranded cost cal culation. That's not
my area of expertise and that's not the issue here at this
heari ng, and we have no evidence on the record regarding
generation stranded costs.

| ndeed.

MR PORTER But | think it's inportant to put on the record

that we are tal king about a non-firm product here.
Were all self-generators in the Province of New

Br unswi ck?

MR. PORTER: | believe this was an indicative exanple.

| see. Let's turn to the notion that you have raised in
exhi bit A-44 about a custoner taking point-to-point
service and sel f-supplying ancillary services. | take it
that the nessage or one of the nmessages that you want us
to take fromthis exhibit, M. Porter, is that it is
reasonabl e to assune that a single self-supplier, such as

J.D. Irving, can supply ancillary services for |ess noney
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t han New Brunswi ck Power Transmission, is that right?

MR. PORTER: That's certainly sonmething if they would have -
- the custonmer would have to | ook at is whether or not
their cost of choosing to self-supply would be nore or
| ess than the posted approved rate.

Q - And in your indicative exanple based on the assunptions
of exhibit A-44, that is what you are telling us is going
to be the case, correct? | amlooking at total billing on
page 5 of 5, 1.356 mllion today and 1.347 mllion under
your point-to-point and self-supply scenario. One is
cheaper than the other, right?

MR. PORTER: Yes. Your point being that under the point-to-
poi nt and sel f-supply scenari o we have assuned that the
custoner woul d chose to self-supply the suppl enenta
reserves and that they would only do so if they did not
incur nore costs sonewhere within their business that was
greater than what they woul d save by sel f-supplying.
That's --

Q - Wiy is that assunption practical, M. Porter?

MR. PORTER. W are tal king about an interruptible |oad the
custoner that today is under a contract in which they
recei ve apparently attractive rates to that custoner and
that they as part of that contract are willing to

interrupt. And | would like to take the opportunity to
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expand on the explanation that | gave in response to the
Chairman's question earlier. | was a little bit cautious
in ny response and | just wanted to clarify that we tend
to give as nmuch notice as we can. And it's -- | think
it's often a day ahead that we give notice of the
potential for interruption. But that we contractually
have the right to interrupt on 10 m nutes notice at any
time.

And that is why we feel that it is reasonable to
assunme that that type of custoner could self-supply such a
servi ce.

Q - And indeed if you | ook back at page 3 of 5, M. Porter
in this exhibit your assunption is not only that a self-
supplier can do it nore cheaply, but if I ook at the
third shaded area readi ng down the page, the assunption is
that this self-supplier can provide 10 and 30 m nute
reserves for nothing. 1Isn't that what this tells nme?

MR. PORTER: Renenber that we are doing a conparison here.
And some of the costs that would be associated with self-
supplying -- because they are interruptible today, they
woul d al ready be incurring those costs, whatever they
m ght have to do within their systens and their processes
to be able to accommbdate being interrupted on 10 m nutes

notice that is sonmething that they have today. The
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frequency of interruption would be an issue. The
assunption being that there is no -- in this analysis is
that there is no increase in the frequency of interruption

that would lead to significant increases in cost.

- And if I --
MR. PORTER: | would have to agree with you in -- to wap
that up that we haven't -- we have not put any specific

dollars in there associated with those costs.

- And of course we need to keep renenbering that not al

self-suppliers in the province are necessarily

interruptible, correct?

MR. PORTER: Could you repeat that question please?

Don't we have to keep in mnd that not all self-suppliers
or self-generators in the -- self-suppliers in the
provi nce are necessarily interruptible? O if you |ike

that they have an interruptible contract?

MR. PORTER: | guess |I'mhere to discuss the indicative

exanpl e which was given in which that is not the case.
Well it is an indicative exanple, M. Porter, but as I
made clear |I'mhere on behalf of a nunber of conpani es.
And if they are all interruptible then what you are
telling nme holds and I'msinply asking you to tell -- to
agree with me that it may well be that not all self-

suppliers in the province have interruptible contracts,
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right?

MR. PORTER Yes. | think if we | ooked at ot her exanples or

ot her specific |oads we woul d have to nmake a conpletely
different set of assunptions and it would be a different

set of data.

- Thank you. Now as | understood your evidence, when you
were tal king about page 3 of 5 with M. Hashey, |
understood you to say that -- dealing with this particul ar
exanple, that JDI with respect to this interruptible |oad
could make -- and | noted down -- "nodifications to
certain practices in order to provide ancillary services."

Did | note that down accurately?
MR. PORTER: Yes. | believe | made that statenent.
- What sorts of practices were you thinking about?

MR. PORTER. The mmin difference between how t he

i nterruption occurs today versus how it would have to --
how it would need to occur if the custoner was self-
suppl ying the reserves.

The answer lies in the NPCC, the Northeast Power
Coordi nati ng Council docunentation which indicates that
the interruptible | oad needs to be under the control of
the systemoperator. That is not the specific case today
with interruptible | oads.

Today ny understanding -- and this is getting a bit to
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the edge of ny area of expertise but -- know edge. But
the system operator | believe nakes a phone call to the
| oad, asks the plant operator to reduce their | oad.

And under NPCC s criteria that is not sufficient for
themto accept that as the provision of operating reserve.
Qobviously NPCC is concerned that when the system operator
deens that reserve needs to be activated, that it will be
activated and that there is very, very little risk there
of anything occurring that woul d stop that.

And a sinple phone call to a plant operator has sone
inherent risks init, in that the plant operator may very
wel | decide that his priorities are different than that of
t he system operator.

So to wap that up, the difference would be that the
direct control would have to be enhanced. The control of
t he system operator would have to be enhanced above and
beyond what it is today.

Thank you. Wat you said, M. Porter, as | noted it
down, is that nodifications to practices could be
undertaken in order that JDI in this instance could itself
provi de ancillary services and therefore not incur the
tariff costs.

In other words it could avoid the costs of acquiring

ancillary services under the tariff, right? That would be
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t he point of those practice nodifications?
MR PORTER  Yes.
Q - And | heard what you said. But would for exanple a
conpany such as JDI have to hire enployees to nonitor and

to support the undertaking to self supply ancillary

services?
MR PORTER. No. | think it would be to the advantage
certainly of the systemoperator. And if it would -- it

sounds |ike you are saying it would be advantageous to the
customer to have an automatic control.

| deal Iy the system operator would push a button or
dial up a nunber on a control system And the signal
woul d be sent to the plant, the mll, whatever it m ght
be. And the | oads would be tripped automatically or maybe
with some delay to allow the operator at the plant to make
pr epar ati ons.

| don't think there would be additional human
resources required. |If anything there would be some up-
front costs to establish the circuitry and control and
comuni cations to allow that control to take place.

Q - Have you or has New Brunswi ck Power had di scussions with

any of the potential self suppliers in the province about
these practice nodifications that you are suggesting m ght

have to be undertaken in order to avoid incurring tariff



- 2208 - M. Porter - Recross by M. Snellie -
costs for ancillary services?

MR. PORTER: | believe such conversations have taken pl ace.

Q - Do you know?

MR, PORTER  Yes.

Q - Wth JDI?
MR, PORTER  Yes.
Q - Wen?

MR PORTER I'mtrying to pick out the best exanple. The
best exanple would be to go back to the narket design
conmittee discussions. As M. Msher indicated earlier,
he was a participant in those discussions. And | would
t hink that that woul d have been di scussed at that tine.

Q - So the -- just so I'"'mclear, the consultation that you
say has taken place between New Brunsw ck Power and JD
with respect to the notion of nodifying its practices so
as to avoid ancillary service costs under your tariff, it
t ook place at some point over the course of the life of
the market design commttee. Have | understood your
evi dence correctly?

MR. PORTER: There have been di scussions over the past few
weeks since the point at which the Chairman -- this is in
addition to ny previous statenment about the market design
conmittee discussions -- but since the Chairman has

i ndicated that he was in favor of sone of the outstanding
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i ssues being clarified outside of this room

And it's ny understandi ng that sone of our people --
and | have been involved in at |east one discussion with
custonmers on this matter. | can't remenber the |evel of
detail we went into about the types of mechani sns. But
t hat issue was di scussed.

And | believe that even before this tariff -- |
believe in the past there have been -- because | know it
has been -- this has been an issue in the past, this issue
of the existing arrangenent being problematic in that a
si npl e phone call to this plant operator doesn't always
result in the intended change in operations.

And | would be shocked if there haven't been
di scussi ons over the past few years with custonmers on this
i ssue.

Q - Al right, sir. Could you get before you a copy of
exhibit JDI-30, the chart that Dr. Earle introduced? Do
you have a copy there?

MR. PORTER  Yes, | do.

Q - Nowit is ny understanding, M. Porter, that constraints
on the New Brunswi ck Power Transm ssion system or
congestion on the New Brunswi ck Power Transm ssion system
are today unlikely. Constraints are or congestion is

unlikely on the New Brunswi ck Power Transm ssion system
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correct?
MR. PORTER Yes, in that they are very rare.

Q - That neans to ne that there is sufficient capacity to

handle all or virtually all transactions on the systenf
MR. PORTER: Yes. Wthin New Brunswick that is the case and
has been the case historically.

Q - So just looking at the JDI-30 exhibit, which I think you
said you found instructive or helpful, the spike if | can
call it that, that represents a transm ssion that a self
generator m ght have to go out and acquire, that that
capacity exists at the present timnme?

MR. PORTER. The capacity exists to allowthe full load to
be served off of the transm ssion system

Q - And is there assurance -- or what assurance is there,
suppose | should say, M. Porter, that that capacity that
currently exists on the New Brunsw ck Power Transmni ssion
systemtoday will continue to exist in the future or be
available in the future?

MR. PORTER: That depends very nuch on | oad growth and
addi ti onal generation added to the system

Q - And if in the scenario -- let's |ook at the scenario
described by Dr. Earle in this exhibit. Wois it, M.
Porter, when a unit goes off-line that has to organi ze or

go out and reserve the transm ssion piece that is
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necessary to tie this custoner over until a unit goes back
on line?

MR. PORTER: The end responsibility lies with the
transm ssion customer. But the transm ssion custoner
coul d choose to have that function perforned internally,
for instance by sonmeone in their plant operations or
perhaps to have that perforned by an external marketer.

It is all done via the internet. It could potentially
be soneone as far away as Texas or as cl ose by as Nova
Scotia or soneone within the province of New Brunsw ck.

Q - Presumably there is a cost attached to such functions
whet her it is inhouse or external?

MR. PORTER: Yes. The function -- let's clarify. The
function we are tal king about is for soneone to (a)
identify that the additional transm ssion is required.

(b) istogoto their computer. (c) is to go to the OASIS
-- NB Power QASIS website, fill out an electronic form
indicating that they require -- the quantity of
transm ssion they require, the duration, the time, start
time and end tine, and submt that to the system operator
el ectronically.

Q - Wll, let me put it to you this way. | certainly
couldn't conduct such a function, M. Porter. It is

certainly sonething that strikes nme as requiring a degree
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of expertise and famliarity with the transm ssion system

and how it operates?

MR. PORTER | could train you to do that, sir.
Q - How rmuch would it cost, M. Porter? Never mnd
MR, PORTER: | just -- | would just say that it is clearly
| ess than -- fewer dollars than what we are tal ki ng about

when we conpare the total cost for network service versus
the cost for point-to-point service.

Q - Just a couple nore questions, M. Porter. Are you --
have you ever operated a pulp mll?

MR. PORTER: No, | have not.

Q - Are you aware, sir, that on Decenber the 24th of |ast

year the Irving pulp mlIl tripped?
MR, PORTER No, |'mnot.

Q - Wuld you agree with me when a |l arge industrial custoner
of that sort trips, that there may be consi derable
consequences in ternms of cost of such an event?

MR. PORTER Could you be specific about what has tripped in
this scenari0?

Q - The generator went off |ine.

MR. PORTER: The custoner's generator went off |ine?

Q - Yes. And | sinply -- I"'mlooking for sone -- for you to

agree with me that in such a scenario there may wel |l be

significant consequences attached to that kind of an
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event.

And we can nake it even nore general if that troubles
you. Interruption of power supply carries with it
potentially significant cost consequences. Wuld you
agree with me on that?

MR. PORTER. Ckay. |I'mclear now. You are talking about
internal costs --
Q - Yes, indeed.
MR. PORTER: -- the inpact on process?
Q - Indeed
MR. PORTER: Certainly. That could be the case.
Q - And just |ooking --
MR. PORTER: I n sone types of processes.

Q - -- and just looking finally at page 4 of 5 for one | ast
guestion, M. Porter. Notw thstanding the fact that this
is an indicative exanple we are | ooking to conpare apples
to apples and I want to invite you to agree with nme that
the only apples to apples conparison today in that
scenario vis-a-vis contribution to fixed costs are the
first two columms, the today colum at 234,898 and the
network colum at $616,772. Do you agree with ne?

MR PORTER No. | don't agree with you there, no.
Q - You better explain that to ne.

MR. PORTER: In going fromcolum 1 to colum 2 there are
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several changes, (a) what we tal ked about is that that
i nvol ves the custoner |eaving standard offer service. So
t hey have gone from buying a bundl e product. They have
gone to well, taking network service directly fromthe
transm ssion provider and buying their energy froml don't
know where. There are other differences in the other two
col umms.

Q - Wll I just want to focus on the first two, today versus
network. That's the difference that you wi sh to highlight
for ne?

MR. PORTER | believe it was your question that highlighted
t hose two col ums.

Q - Yes. And you have identified |leaving SOS as one
di fference and getting their energy from whoever | think
you said. Are there any other differences?

MR. PORTER: As a network service customer they may incur
energy inbal ance charges. They may choose -- those are
the differences. M point was that the -- there are those
di fferences between what they have today versus what they
woul d have under network. And there is differences
bet ween what they have today versus point-to-point and al
the different conbinations there. There are differences
in each of the scenarios, otherwi se we wouldn't have run

the different scenari os.
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Q - And under standard offer service isn't it the case, M.
Porter, that what is going to be offered is in fact
networ k service?

MR. PORTER: No. Under standard offer service -- sorry, |
t hought | had nmade that clear, that under standard offer
service -- this cones back to what M. Msher had taken
issue with earlier, was the fact that the Wite Paper
energy policy says that customers who do not choose to
| eave standard offer can continue to receive service under
the -- | think it's prices and conditions that they
receive service today. And --

Q - But can you --
MR. PORTER | just want to conplete that.
Q - Sorry.

MR. PORTER: The -- that custoner on standard offer service
is not a direct transm ssion custoner. W responded to
that in at |least one interrogatory. That customer is
buyi ng a bundl ed product from NB Power Custoner Service.
They do not sign a network service agreenent. They are a
direct custoner. Their supplier is NB Power Custoner
Service. They continue to take standard offer service.

If it's an interruptible product they continue to take the
i nterruptible product.

So your statenment that by being on standard offer they
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are a network custoner is not correct.

- But the ternms and conditions of transni ssion service wll

be simlar, won't they? And it's not just a question of
prices. It's a question of the terns and conditions of
service and it's ny understanding that the terns and
conditions of transm ssion service for a network -- for an
NI'S custonmer will be simlar to those that are avail able

today. Am|l incorrect?

MR, PORTER: | don't know why -- | did actually read that

guestion. | don't -- it's not clear to ne.

MR. SMELLIE: Just one mnute, M. Chairman, |'m al npost

fini shed.

- Let's cone at it this way, M. Porter, if we can. Today

if | want to be a custoner of New Brunsw ck Power | don't

have to designate a particular generator, do I?

MR PORTER:  No.

- Under point-to-point on April 1st of this year for
exanple | would have to designate a generator, is that

right?

MR. PORTER If you are tal king about being on point-to-

point then you are -- | believe you are tal king about
| eavi ng standard offer service --

- Yes.

MR. PORTER -- and taking point-to-point service. So you
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are saying |I'mnot buying the bundl ed standard offer
service product but 1'mgoing to take point-to-point
service from NB Power Transnmission. At that point you
woul d have to deem -- when you made your -- you had to
make reservations to be able to allow your |load to be
supplied froma particul ar generator.

That is also the case with network service in that you
woul d have to -- at the tine that you signed your network
operating agreenent, you would have to say, these are ny
supplies or supply. It could be -- as we have seen in the
diagramit could be multiple sources of generation that
woul d be used to neet the |oad. You would designate where
t hose supplies exist. And when it cones down to tinme to
schedul e the energy you woul d need to schedul e the energy
-- the source of the energy whether you take network
service or point-to-point service.

- So under -- they were throwing things at ne, M.
Chai rman. Under network service as | understand it the
nunber of suppliers is multiple whereas in point-to-point
it is one generator per transmi ssion contract, is that not
t he case?

MR. PORTER: Not one generator. One transm ssion system
interface. So it could be the Hydro Quebec interface, it

could be the Nova Scotia interface, it could be the NB
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grid interface. And the -- we should also keep in mnd
the flexibility of point-to-point service, that if the
reservation was from Hydro Quebec to the New Brunsw ck
grid and there was a problemw th that supply, that
reservation could be nodified -- the point of receipt
could be nodified to say well, for this particular tine
frame we are not going to take service from Hydro Quebec,
we want to take it from Nova Scotia

And the other point | want to nmake is that the
transm ssi on customer taking point-to-point service can
have any conbi nati on of paths and durations of product.
So they could have a 10 negawatt path reserved from Hydro
Quebec to New Brunswi ck and then as required additiona
pat hs from again Nova Scotia or the NB grid or whatever
t he case m ght be.

So | hope that clarifies a bit about the options that
t he customer has under both of those services.

Q - Well it certainly points out the conplexities. Wat
about under standard offer service, M. Porter, what price
woul d the JDI Pulp and Paper MII pay for transm ssion?

MR. PORTER: Under standard offer JDI would continue to pay
a bundled rate and as had been indicated earlier by M.
Mosher that the bill -- as reconmmended by a narket design

committee, the bill would indicate what their charges



- 2219 - M. Porter - Recross by M. Snellie -

m ght be if they were taking service directly fromthe

transm ssion provider, but that will be there for their
information only. The true bill part, the invoice, the
line items upon which they will pay will be a bundl ed
rate. So | cannot tell you what -- | cannot separate out

a charge for transm ssion on that bill.

MR. SMELLIE: Thank you, M. Porter. Thank you, M.
Chai r man.

CHAI RMAN:  Thank you, M. Snellie. M. Zed, do you have any
guestions?

MR. ZED. No questions, M. Chairman.

CHAI RVAN:  Sai nt John Energy?

MR. YOUNG No questions.

CHAI RVAN:  Board counsel ?

MR. MACNUTT: Nothing to add, M. Chairnan.

MR. SOLLOAE: | just have one question. | want to thank you
for the explanation. 1It's -- this discussion has nmade
things very nmuch clearer in ny mnd as to what the issues
are with respect to alternative service or self-
generators. And as | was |ooking at the exanple and as |
see it based on the exanple that we have here in exhibit
A-44, |1 think | took the nunbers from page 2 of 5, and I
see the average total energy works out to about four and a

hal f negawatts average over the year, and | took that
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nunber and divided it by the charges for 10-m nute and 30-
m nut e operating reserves and got a nunber that works out
to about $32.60 per kilowatt year. |Is that sort -- |
understand is sort of the value of having an interruptible
custoner to the transm ssion systen? 1Is that sort of a
rough reasonabl e cal cul ati on?

MR. PORTER Sorry. Can you take nme through the cal cul ation
again just to nake sure | have the right --

MR. SOLLOAS: | went to your -- on page 2 of 5, | went to
the operating reserve 10 m nute and operating reserve 30
m nute totals of 89,000 and 57,5', sunmed them and di vi ded
them by the four and a half negawatts average |oad. And
then in terms of kilowatts in converting it from-- using
years | got -- it works out to about $32.60 per kilowatt
year. And what | seemto be seeing here is that a | ot of
this discussion rests around value to the transm ssion
system operator of having an interruptible custoner.

| guess where | amconming fromis you seemto be
assumng that only the large industrial custoners could be
interruptible. Have you investigated trying to acquire
the sane services fromyour distribution utility or their
custoners, residential and general service custoners?

MR. PORTER: | think that's an issue for our customer

services group going forward that they would as they are



- 2221 -
starting to see charges from NB Power Transm ssion that
t hey woul d be | ooking at those options and it would be the
incentive for themto talk to the custoners about the
potential to supply those services, yes.
MR. SOLLOAS: So the assunption here is these charges are

just going to go through Debtco and the other custoners of

Transco and they will have to deal with them as they see
fit is that --
MR. PORTER | think the potential exists for NB Power

Custoner Services to deal directly with sone of their
| oads, self-generators and other loads. And if they could
identify |oads that could qualify for the provision of
this services -- service, in nmy opinion, they should be
able to self-supply, or at the very |east offer those up
to the systemoperator and say this is an alternative to
you paying the generators for the provision of this
servi ce.

MR. SOLLOAE: So the fundanmental criteria here is though it
has to be under the systemoperator's direct control ?

MR PORTER  Yes.

MR. SOLLOWS: Yes. Thank you

CHAI RMAN: M. Porter, you can't tell us how nmuch --
everyt hing el se being equal, JDI would pay for its

el ectric power and all the services provided in this
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year -- or sorry, of l|last year, next year, can you, as we
sit here?

MR, PORTER: No, | cannot.

CHAI RVAN:  Way not ?

MR. PORTER | just want to clarify here. The question is
based on themtaking standard offer service?

CHAI RVAN:  That's right. Staying with you for everything.
Staying with NB Power for everything?

MR. PORTER (A), that's outside ny area of expertise. But
| will say that | don't know that any final decision has
been made on what the rates would be in that tine frane.

CHAI RMAN:  Thank you, M. Porter. Any questions,

M . Hashey?

MR HASHEY: No, M. Chairman.

CHAI RMAN:  Ckay. You are excused. Thank you for your
clarification. Those are all the wi tnesses for JD and
rebuttal .

Thi s nmorni ng when we started out we tal ked about -- |
believe it is the 10th of February as being an appropriate
date to adjourn to.

And also | think, M. Snellie, you were alluding to
let's talk about if the legislation is not in so nany days
ahead of February the 10th then we are going to have to

set a further date.
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| have chatted a bit about that. And the consensus
that | hear is that if it is introduced a week in advance
of February 10th, that should be sufficient time for us to
be able to discuss properly its inplications if necessary
on the 10th of February.
Anybody any comments on that? M. Hashey?

MR. HASHEY: Seens very reasonabl e.

CHAIRVAN: M. Snellie?

MR SMELLIE: Fine over here, M. Chairman. That is fine.

CHAI RMAN: Ckay. M. Zed?

MR ZED: That is fine, M. Chairman.

CHAI RVAN:  Sai nt John Energy?

MR YOUNG That is fine, M. Chairnan.

CHAI RMAN:  And | have al ready spoken with M. MacNutt. So
that is fine too. Al right. The Board has had a good
deal of opportunity to discuss a nunber of matters that
have cone up. And | do have a prelimnary ruling that |
want to read and will explain. And if you have any
guestions on it, why by all nmeans ask questions.

Ancillary services are an essential aspect to
provi di ng open and equal access to New Brunswi ck Power
Transm ssion's network. There has been consi derabl e
di scussi on over how these services will be provided and

how they are to be priced. The Board however considers
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that it would be very useful to have further information
concerning the provision and pricing of ancillary
services. It is our understanding that currently and for
the foreseeable future, all necessary ancillary services
will be provided by NB Power. So first, for this reason
it would be beneficial to know which generating facilities
will actually provide each of the necessary ancillary
services. Secondly it will also be hel pful to know the
estimated costs of providing the actual ancillary services
based on using the generating facilities that wll
actually be used to provide ancillary services. The Board
requires that NB Power prepare this information by
February 10, 2003. Now we understand that NB Power nmay
have concern over providing some or all of this
information. |If so NB Power will be given the opportunity
to provide detailed witten reasons as to why the
provi sion of and the making public of such information
woul d not be in the public interest.

Now we woul d reconvene on -- sorry, let nme just nake
sure | have got ny dates right here. Now that detailed
witten reasons as to why NB Power m ght believe that it
shoul d not be nade public shall be provided to all parties
by February the 3rd. That will be a week in advance of

the 10th when we would -- if in fact NB Power did not want
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to disclose sone or all of the information, we would have
oral argument. That would give the parties an opportunity
to be heard on that.

The Board will further require NB Power to nake
avai l able a witness who woul d be avail abl e on February the
10th to answer any questions that Intervenors or the Board
may have with respect to the information which the Board
will rule and will be put on the public record at that
tinme.

Now are there any questions, M. Hashey, on that? O
am| clear?

MR. HASHEY: No. That is clear. | assunme -- one thing
t hough I would say, M. Chairman -- obviously we will give
the direction to the appropriate people and see that this
i nformation i s gathered.

| don't know, and | can't speak and say that this is
sonething that is possible to be done within the tine
frame. It obviously can be done and will be done as a
result of your ruling.

But what -- | would |like the opportunity to cone back
if there is a problemwith tine frame. That is the only
thing that | can't really address at this nonent.

CHAI RMAN:  And frankly | have just | ooked at nmy notes, which

are not very clear. But | think that we had indicated
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that -- or sorry, when | spoke with staff about it, what I
woul d |i ke to have happen is that the information that I
suggested be avail able on February the 3rd, the best way
to go would be to have that available in witten formon
January 27th. That is the week before.

Then we woul d come back here on February the 3rd to
argue, if you have objections, and have that w tness.

MR. HASHEY: | have a real problemon February the 3rd. [|I'm
inatrial in Mncton. And M. Mrrison is out of the
province. That is one of our problens that week.

CHAI RMAN:  Graci ous sakes. | thought we had reserved al
t hose weeks.

MR. HASHEY: Not that one, | didn't think.

CHAIRVAN: Al right. | will go back to the original dates
that we tal ked about then. The witten report that |
tal ked about woul d be avail able on February the 3rd. And
then we woul d reconvene on the 10th of February.

And Madam Secretary, would you |look in your folder and
see how many days we have in that week of February 10t h?

MRS. LEGERE: February 10th to the 13th.

CHAI RMAN:  Well, just thinking about it with the possibility
of what m ght ensue, | think what we better do is see what
arrangenents we can al so nake to have sonme days in the

week follow ng that next week as well, which would be the
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17th I guess. So we will check with the hotel and go from
t here.

MR. HASHEY: What woul d you be anticipating the second week,
M. Chairman?

CHAI RMAN:  Yes. W would be -- perhaps the greatest time-
consunmi ng scenario would be as follows, that the Board
woul d rule, after extensive argunent, that certain or al
of the information that we have requested that you prepare
be put on the public record with a witness there whom you
woul d presunmably | ead the evidence.

And then it would be the opportunity for the
| ntervenors to cross exam ne on that. And who knows how
long that will take, M. Hashey? You know, you could
be --

MR. HASHEY: Yes. | know. | hear you.

CHAIRVAN:  -- two or three days. And then we have got the
| egislation itself too.

MR. HASHEY: | can hear you.

CHAI RVAN: Okay. M. MacNutt?

MR HASHEY: But that is submission tine as well.

CHAI RMAN:  Yes. M. MacNutt? Bring your mke in, sir

MR MACNUTT: Informal Intervenors?

CHAI RVAN:  Par don?

MR. MACNUTT: | nformal | ntervenors?
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CHAIRVAN: Al right. The Informal Intervenors, we had --

there were two, as | understand it, of the Infornal
I ntervenors who did not receive the conmunication that
went out before Christnas.
Those are the only two who have given any indication
that they would Iike to make a presentation to the Board.
And one said certainly they would go ahead tonorrow
afternoon. And the other one said they wanted nore tine.
So ny suggestion is going to be that we put them at
10: 00 a. m on Monday, February the 10th. And then we wl|
start the rest of the process of the hearing after the two
I nformal Intervenors have had their presentation nmade to
us, unless counsel or the parties have sonme objection to

t hat .

MR. SMELLIE: M. Chairman, just a mnor point. If -- |

don't know how to express this. But if the applicant is
putting in evidence on an issue, what | would like to do
is just reserve a placeholder for the potential for

| nt ervenor evi dence on that issue.

CHAI RVAN: Yes.

MR. SMELLIE: | don't have any view on the matter right at

the nonent, M. Chairnman.

CHAI RMAN:  No. And we can only nove along one step at a

time, M. Snellie. But certainly | had anticipated that
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you mi ght have that concern. And it is a legitinmate
concern. And we will just have to deal with it when the
ti me cones.

MR. SMELLIE: That is fine, sir. Thank you.

CHAI RVAN:  Thank you. Any other matters? |If not we wll --
again | want to thank the panel for the |ast two days of
their participation. And | hope you are able to get out
of town. | say that in jest.

And we will adjourn to reconvene on the 10th of
February at 10:00 a.m in the norning.
(Adj ourned 4:23 p.m)
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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