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CHAI RMAN:  Good norning, |adies and gentlenen. Before

we begin, any prelimnary matters?

MR. HASHEY: Yes, M. Chairman, there are a few As you
will note we have added to the Panel this norning the two
i ndi vidual s requested. And they are here. And | don't
know whet her they are considered to be sworn or resworn.

CHAI RVAN:  We will consider that you are under your -- still
under your fornmer oath.

MR. HASHEY: Thank you then. Then | have two answers to

undertakings that we mght as well deal with I think right
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up front.

The first one is yesterday -- and we have it |isted as
undertaking 53. And this was the one that canme fromthe
Board, M. Chairman, request that you file with us the
specific interest rates that were used to cal cul ate the
short-terminterest anount of half a mllion dollars for
2003, 2004.

CHAI RVAN:  Ri ght .

MR. HASHEY: And we do have that. And it cones by way of an
attached table with a confirmation fromthe C BC Wrld
Mar ket s.

CHAI RVAN:  Good.

MR. HASHEY: So that is ready to go.

CHAI RVAN:  This will be A-53. Go ahead, M. Hashey.

MR. HASHEY: Thank you, M. Chairman. There is a second
undertaki ng which is the one that was requested by
M. Nettleton to M. Bishop which | believe was, could you
undertake to provide nme with the wei ghted average cost of
capital that we could use for conparative purposes.

That docunent has been prepared. | think reference is
to the transcript 2299 to 2300. And we have a response to
that that we would table.

CHAl RMAN:  Good. This will be A-54.

MR. HASHEY: That is the undertakings. Now the next issue
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we have --

CHAI RMAN:  Coul d I just ask about what -- 1 think
Commi ssi oner Richardson and | and sone of the other
Comm ssi oners thought was an undertaking is that,

Ms. MacFarl ane, you were going to share with us the advice
that you got fromthe investnent bankers dealing with --

MR, RI CHARDSON: The bond i ssues.

CHAI RMAN:  -- yes, bond issues.

MR. RI CHARDSON: You had sone neetings with CIBC Wrld
Markets. | believe you were going to have sonme nore.

MS. MACFARLANE:  Yes.

MR RI CHARDSON: And we are curious as to what indicated
rates they were | ooking at and what kind of an equity
position they were insisting upon.

M5. MACFARLANE: Right. The attention of the people in the
provi nce, as you mght appreciate in the last little while
has been on getting the | egislation prepared and through.

And treasury then very quickly turned their attention to
this year's budget estinates.

The neeting with Cl BC was postponed several tines.
And in fact it is happening as we speak. That was why |
wasn't going to be available this norning. So the neeting
is going on today. And CIBC will be here until Thursday.

So as far as | know there is no new i nformati on ot her
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than what | woul d have provided to you in Decenber on the
i ssues of cost of capital and return on equity and so on.
MR. RICHARDSON: If | recall your remarks indicated
prelimnary indications were a 60/40 that they were
| eaning to on the equity --
MS. MACFARLANE:  Yes.
MR. RI CHARDSON: -- debt equity?
M5. MACFARLANE: And that is what we were going into this
norning's nmeeting with, as an understandi ng.

CHAI RMAN:  Sorry. Go ahead, M. Hashey.

MR. MORRISON: | believe there is one other undertaking,
M. Chairman. It cane at the end of the day yesterday.
It was a response from M. MacDougall. He wanted to know

if the tariff included the revenue requirenent for the
proposed system operator.

And added to that was a request from Saint John
Energy, being that since the |egislation has a system
operat or proposed to be a non-profit corporation, are the
costs that are allocated to the SO subject to return on
equity, cost of capital and paynment in lieu of taxes?

And | believe M. Snowdon is in a position to respond
to that undert aki ng.

MR. SNOADON: Yes. The first part of the question

deals with the cost of the system operator being included
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tari ff subm ssion

And | believe it was M. Lavigne indicated that there
was $500, 000 put in the budget to cover the system
operator anticipated costs. And they are what we consi der
to be sufficient to do that.

The second part of the question deals with the cost of
capital. Mst of the expenses that the system operator
will incur are expense.

The only cost that would be subject to the cost of
capital and return on equity would be the rental of the
buil ding that they are in, which would be part of the
transm ssion costs. And that would be reflected in that.

The rest is expensed only.

MR. HASHEY: Ckay. | have no problem |[If there is a
guestions that M. McDougall mght want to follow up on
obvi ously the Board wouldn't object if there is sonething
that is not clear or clarified in the answers.

CHAI RVAN: M. MacDougal I, did that clear up your
guestioning? O do you want to question the Panel further
on it?

MR. MACDOUGALL: That cleared it up, M. Chair. Thank you
very much, M. Snowdon.

CHAI RMAN: Good. Thank you. Thank you, M. Hashey.

MR. HASHEY: Thank you, sir. Then to M. Bishop, you
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pointed out to me that there are a couple of corrections
that you would like to nake to the evidence you gave
yesterday and referencing transcript 2299 -- at pages 2299
and pages 23007

MR BISHOP: That is correct.

MR. HASHEY: Wuld you deal with those?

MR BISHOP: If | may please. On a request from
M. Nettleton at and near the bottomthird of the page,
M. Nettleton suggests "And so on a before-tax basis it is
10. 10 percent”, tal king about the average cost of capital.

And | responded by saying "You mght phrase it that
way. | would prefer to say that the before-tax basis on a
rate of return on equity is 11 percent.” That should be
corrected to say on an after-tax basis the rate of return
on equity is 11 percent.
And furthernore on page 2300 -- and again

M. Nettleton questioned. And | quote "And, M. Bishop,
it is fair to say fromschedule 1, page 14 that the inpact
on the paynent in lieu of taxes to this capital structure
of 55 percent equity is that for every one dollar of
equity there is 56.25 cents worth of paynent in |lieu of
taxes that have to be included into the revenue
requi renent."”

My nmental math was not at all good. And | would
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correct the 56.25 cents to be 6.1875 cents.
That is the extent of ny corrections. Thank you.
MR. HASHEY: | don't believe there are any other

prelimnary matters, M. Chairnman.

MR. MACNUTT: M. Chairman, could the --

CHAI RMAN: M. MacNutt, M. Young had his hand up first,

sir.

MR CARR If | could speak for M. Young. Just back to a

l[ittle nore clarity on M. Snowdon's coments on the
syst em oper at or t hing.

On the second part of the question our concern was
that given the non-profit status of the system operator
and the fact that when the application was filed is
assunmed it was not non-profit, does this change the
revenue requirenments in the application with respect to
t he system operator?

And in particular the question asked yesterday
included the return on capital, which I think you have
answered that that relates only to buil ding.

But the other issue was the pseudo taxes, the paynent
inlieu of taxes. |Is that a part of the revenue
requi renent of the systemoperator in the tariff as

presently filed?

M5. MACFARLANE: The system operator will operate as a not
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for profit entity. It will buy nost of its services at
t he outset from Transm ssion.

So let's say for exanple that Transm ssion incurs $100
worth of expense on behalf of the SO The SOw |l be
billed for that $100 on a before-tax straight cost basis.

And the Transm ssion business unit will have a cost
recovery.

So there will be a cost recovery directly offsetting
the cost. Transmi ssion will not have any tax inpact. The
SOw Il have paid that before-tax cost. It will have no
tax inpact either.

MR CARR And is that what was assunmed in the tariff
appl i cation?

MS. MACFARLANE:  Yes.

CHAI RMVAN: M. Zed, did you have question as well?

MR ZED:. | had a prelimnary matter that is unrelated --

CHAI RVAN:  We will go back to MacNutt then. | have kept him
i n abeyance here.

MR. MACNUTT: Yes. Mne is the sinplest of questions, just
a clarification of the correction nade by the wi tness on
page 23. He corrected 56.25 to a nunber which | read as
6.1875. \What is the nunber?

CHAI RVAN:  Woul d you repeat the nunber as you understood it,

M. MacNutt?



Q

- 2369 -

MR, MACNUTT: 6.1875.

MR BISHOP: That is correct.

MR. MACNUTT: Thank you.

CHAIRVAN:  Prelimnary matters, M. Zed?

MR. ZED: Yes, M. Chair. | just have a response to a

request for information fromthe Chair. At one tinme you
asked us to provide you with certain information regarding
the Emera Energy Power contract with Maritine Electric,
and M. Connors has advised that the contract expires
Decenber 31st 2004. The contract itself does not contain
any further renewal rights. | think that was part of your
guestion, although of course it's open to the parties to
negoti ate renewals. But the contract does not contain any

automatic rights of renewal beyond the end of 2004.

CHAI RMAN:  Thank you, M. Zed. Any other prelimnary

matters? |If not, M. Nettl eton.

CRGSS EXAM NATI ON BY MR. NETTLETON:

- Thank you, M. Chairman. Good norni ng, menbers, and good

nor ni ng, Ms. MacFarl ane and M. Snowdon. M clients w sh
to thank you for attending this norning.

| would like to start with trying to attain sone
clarity on the topic of the cost of capital that has been
entered into this record, and there seens to be several

di fferent nunbers floating about with respect to the
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vari ous costs of capital. And what | would like to do is
just to start with an understanding of what is on this
record and what it applies to.

M. Chairman, for this purpose | have put together a
docunent that | would treat as an aid to cross. |'m happy
to have it marked as an exhibit. | have discussed this
with ny friend, M. Hashey, and he has told ne he has no
objection with that.

CHAI RVAN:  Probably the best idea is to nake it an exhibit,
M. Nettleton.

MR. HASHEY: The only thing I could say, M. Chairnman, we
went through a whole rigamarole here earlier about marking
things for identification. | don't see the necessity of
that at this tine, as long as it is understood that this
is not evidence as conme froma wtness per se and woul d be
gi ven the wei ght as such

CHAI RVAN: M. Hashey, | think I would treat it as M.
Nettleton has introduced it. It's an aid to cross
exam nation --

MR. HASHEY: Yes. And | think that --

CHAI RVAN:  -- pure and sinple. Not to the proof of the
matters.
MR. HASHEY: | think that hel ps everyone to do that too, so

| have no objection.
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CHAIRMAN:  So this will be JD -32.
MR. HASHEY: It would be helpful for the Board -- or the
wi t nesses coul d have a copy of this.
CHAIRVAN:  If it's an aid to cross exam nation, yes. That's
JDI - 32, Panel.

Q - Ms. MacFarl ane, perhaps we can go through this docunent
together. First, just so that we are absolutely clear,
the cost of capital and the capital structures that have
been di scussed in this proceeding are in respect of rate
making. It's intended for rate making purposes, is that
right?

M5. MACFARLANE: That is one of the purposes, yes.

Q - Al right. But the cost of capital and the capita
structure in particular which is included in your
application is a deenmed equity structure, is that correct?

MS. MACFARLANE: That's correct.

Q - And so for the purposes of rate making we are talking

about a deened capital structure then, correct?
MS. MACFARLANE:  Yes.

Q - Al right. Now under the heading Scenari o One NBP
Existing Capital Structure you can see that there is a 100
percent debt nunber in the capital structure columm, do
you see that?

M5. MACFARLANE: Yes.
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Q - And would you agree that that is in fact how New
Brunswi ck Power Corporation in the past has been financed?

M5. MACFARLANE: | would agree with the 100 percent, yes.

Q - And I'msure we can debate, and | don't plan on debating
what that rate is, but in any event whatever the rate is,
that woul d be used to calculate the wei ghted average cost
of capital?

M5. MACFARLANE: That's correct. | would just like to point
out that the 7.5 percent, and |'m not sure where you got
that reference, but it's simlar to nunbers that we woul d
have used in the Col eson and Lepreau subm ssions for cost
of capital. It is a forward | ooking nunber. It is not an
enbedded cost of debt. It's a forward |ooking cost of
debt were we to be borrowing for future capital purposes.

Q - And just for the record, the 7.5 percent nunber cones
fromthe January 2000 study which I will discuss |ater
with M. Bishop.

M5. MACFARLANE: Thank you.

Q - Nowwith respect to scenario two, that is entitled the
New Brunswi ck Power Applied for Transm ssion Revenue
Requi rement, and under the capital structure there we see
a 60 percent long-termdebt, a 5 percent short-term debt
and 35 percent equity. Do you see that?

M5. MACFARLANE: | see it, yes.



Q

Q

Q

Q

- 2373 - Cross by M. Nettleton -
- And is that what this applicant -- what your application

is intended to have this Board approve?

M5. MACFARLANE: Again when you |l ook in the cost of capital

rates you are dealing with an enbedded cost of |ong-term
debt there of 10.7. There is no representation here
though it is in our application of the cost of debt -- new
debt as the old debt attrits. But yes, that debt equity
structure is -- | believe we also had a smaller anount of
short-term In the overall equity structure the short-
termis 2.25 as opposed to 5 percent.

But your point being 65/35 is what we applied for.
- And the 10.7 percent nunber is your |ong-term cost of

debt derived fromtable 5, fair?

M5. MACFARLANE: No. It is the long-termcost of the

existing debt. Over tine that existing debt will attrit
and be replaced with debt at a | ower cost.
- | understand that. But fromyour table 5 evidence the

nunber 10.7 percent is what the output of table 5 is?

MS. MACFARLANE: That's correct.

- Thank you. And that is what you are using for the
pur poses of the rates which have been applied for in this

proceedi ng, correct?

M5. MACFARLANE: Only as it goes to the existing long-term

debt. The conpilation of the debt in the forward | ooking



- 2374 - Cross by M. Nettleton -
financial statements for transition start with the
exi sting long-termdebt but as issues nature they are
replaced in the nodelling by new | ong-term debt at | ower
rates because we happen to have lower prevailing rates in
exi stence.

Q - And so, Ms. MacFarl ane, under the price -- or the
performance base rate naki ng proposal that you have
applied for as well who takes the benefit of any reduction
in that debt cost?

M5. MACFARLANE: The debt cost included in the application
for new debt is approxinmately 7.5 percent, and it is
therefore included in the revenue requirenent. If we were
to borrow at 8 percent instead of 7.5, or if we were to
borrow at 7.1 as opposed to 7.5, as long as it fell within
the band for the perfornmance based rate meking, the
formul as there woul d apply as to whether it is shared,
whether it stays with the utility, et cetera.

Q - Ms. MacFarlane, is there any issues of debt com ng due in
the next two years?

M5. MACFARLANE: Yes, there are. Table 9 in ny evidence
goes back to the last audited financial statenents which
woul d be for the year ended March 31st 2002, and shows the
attrition of debt over tine. It is fromthat debt

schedule and its attrition that the interest is
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calculated. And where it is based on existing debt it is
10.7 percent. \Were existing debt attrits and new debt
ari ses and ends up on the bal ance sheet of the
transm ssi on business unit the lower rate is applied in
t he application.
Q - And what is the quantity of new debt that is going to be
re-financed?
M5. MACFARLANE: | only have the debt table out until 2005.
Bet ween the period of tine that we began which is 2000 --
we began this review which is in 2002, that is the period
that the 10.7 percent woul d have been cal cul ated on.
Q - Right.
M5. MACFARLANE: Between that period -- the debt was 3.247
Bet ween that period and the statenent -- pardon ne, the
test year, sonme 900 mllion of debt in the corporation
woul d have been re-financed and therefore included in the
revenue requirenment for transm ssion was an equi val ent
reduction in debt, and therefore an equival ent application
of a new financing cost to new debt.

And you pointed to table 5. If you |look on table 7
you can see that there is long-termdebt of the -- |ong-
termdebt interest for the existing is 14.8 mllion in the
application. Long-termdebt interest for the new debt is

5.6 million in the application.
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Right. And just to be clear, the |long-term debt interest
new relates to the re-financing activities that you wll
be doing during the period in which this application --

rates under this application would have effect?

MS. MACFARLANE: Yes. The reason | raise this, M.

Nettleton, is that in scenario two you are indicating that
this is the weighted average cost of capital we have
applied for, and it is not, because you have m ssed one
conponent of the capital, that being you have got |ong-
term debt at 60 percent but sone percentage of that debt
is at enbedded rates and sone percentage of that is at
forecasted rates.

| have a -- because this issue seened to be expressed

as a concern in the transcript yesterday when | was
reading it, there seened to be sone m sunderstandi ng
bet ween the wei ghted average cost of capital and this 10.7
percent which is nmerely the enbedded cost of debt. | did
prepare a table that mght illustrate that a little nore
clearly, and | can certainly provide it if that would help
i n our understanding of this.

| think it would, but I would like -- and | will take up

your offer, but --

M5. MACFARLANE: Ckay.

-- | would like to just first start and finish with this
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docunent. And I'mstill having trouble w th understandi ng
the notion that the 10.7 percent anpbunt is or is not
applicable to the 60 percent attributed portion of your

capital structure?

M5. MACFARLANE: It is not. That 60 percent of the debt,

sone of it is old debt that has been carried forward,
enbedded debt, and the 10.7 percent is that enbedded cost
of debt. However, sone of that debt is at re-financed
rates which is in the vicinity of 7.5 percent. 1In fact 61
percent of that debt that you call existing is at the 10.7
percent. And 33 percent of it is at the lower rate of 7.5
per cent .

Sorry. 60 percent is at the enbedded cost and --

M5. MACFARLANE: If we were to take the total of |long-term

and short-term of 65 percent, the breakdown there is five
percent of short-term 33.2 percent is |ong-term debt
under new rates that have been re-financed because of debt
attrition of the old maturities, and 61.8 percent is |ong-
term debt at the enbedded cost. So it's that top line
that is incorrect and needs to be broken apart.

| understand. And so the expectation then, M.
MacFar| ane, would be that the cost of debt going forward

woul d be lower than the 10.7 percent?

MS. MACFARLANE: Based on what we understand to be forecast
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rates, that's correct.
Q - Can you turn to page 18 of your evidence. That's table
10.
Q - It's exhibit A2, tab B, | believe
MS. MACFARLANE:  Yes.
CHAI RMAN:  Coul d you give that citation again, M.
Nett!| et on?
MR NETTLETON: | believe it's exhibit A-2, tab B, M.
MacFar| ane' s evi dence for Panel C
CHAI RVAN:  And what page?
MR, NETTLETON: Page 18.
Q - Ms. MacFarlane, do you see |ine 167
MS. MACFARLANE:  Yes.
Q - And do you see the nunbers between 2004 and 20057?
MS. MACFARLANE:  Yes.
Q - Wuld you agree that the cost of debt shown is increasing
from 10.7 percent in 2004 to 10.98 percent in 20057
MS. MACFARLANE: This is the enbedded cost of debt. The
enbedded cost of debt is changing from10.7 to 10.98. And
were you to | ook at the columms, and | ook at the
difference in the two, and what is leading to that is
largely the growmh in the sinking funds. And presunably
the additional earnings fromthat growth in sinking funds

woul d partially be included in the 10.98 percent but the
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bulk of it would be reflected in the follow ng year, we
are using averages here. This is -- when | said that the
cost of debt is expected to go down, | nean the overal
cost of debt. Because the newlong termrates are
expected to be lower than the historic long termrates.
Tabl e 10 is about existing |long termdebt, enbedded cost
of long term debt.

Ms. MacFarlane, is it not the case that you are using the
10. 7 percent amount on the enbedded cost of debt for the

pur poses of the starting point revenue requirenent?

MS. MACFARLANE: That's correct. But the enbedded debt or

the existing debt is not the entire nmake up of the debt
portion of the capital of the transm ssion business unit.
There is existing debt. And we apply the 10.7 percent to
that. But there is also new debt that has arisen as
maturities have cone into place.

And, Ms. MacFarl ane, the portion of the, as you call it,
the new |l ong termdebt, the quantity of that new |l ong term
debt, is that going to be increasing over the period of

time in which these rates are intended to apply for?

M5. MACFARLANE: Perhaps if we |ooked at table 14(b) in

exhibit A-2. It's on page 22 of ny evidence. So if you
ook to lines -- this is the balance sheet. [|f you |ook

to lines 13 and 14, you can see debentures and ot her | oans
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exi sting. And you can see that that attrits over tine, it
reduces over tinme. And the test year is 164.4 mllion.
And you can see on line 14 that as required, when those
i ssues cone due if there is not sufficient cash flowto
extinguish them they are refinanced. And we have a line
cal | ed debentures and ot her |oans, new iSssues.

So the long termdebt included in the application has
two conponents to it, sonme at enbedded cost rates, which
is this existing line. And another portion at forecast
rates, which is the new issues line.

So that's very helpful. So the 66.5 mllion is the

gquantity of the new debt, fair, for 2003?

M5. MACFARLANE: Yes. The test year is 2004. 1It's 83.5

mllion.
And your .2 then is for 2005. The new debt is 98.5

mllion?

M5. MACFARLANE: That's right. You will notice in this

i nstance there has been no attrition of the existing debt.
But if we were to take this forward, eventually that

exi sting debt would attrit down to zero, and the new debt

woul d represent -- that plus short termwould represent

the 35 percent of the capital structure on an ongoi ng

basi s.

And just so it's clear then, howis the interest rate or
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t he debt cost associated with the new debt included in the
debt cost cal culation for the purposes of the starting
poi nt revenue requirenent?

M5. MACFARLANE: If you were to turn to table 7, which is on
page 14, and this is where | do believe, M. Nettl eton,

t he hand-out that | have woul d be very hel pful.
Q - Okay. |If we could have it that would be great.

M5. MACFARLANE: It's the hand-out |abelled table 7.

CHAl RMAN:  That will be A-55.

M5. MACFARLANE: Table 7 on page 14 shows the cal cul ati on of
the total finance charges. Line 1 is the long term debt
interest existing. Line 2 is long termdebt interest new.

And line 5 is interest on short termdebt, which is the
subj ect of the undertaking nunber 53 that was delivered
t hi s norni ng.

We took the time yesterday, based on the discussion in
the transcript, to expand table 7. And you see it here so
that it's clear how those anpbunts of 14.8 million and 5.6
mllion were cal culated. W take the opening and endi ng
bal ances of existing long term debt, which would have cone
fromtable 6 in the evidence. There is the opening and
endi ng bal ance of the new long termdebt. W take the
average of that and then we apply the enbedded rate of

10.7, which is what we have been di scussing, and the
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forecast rate of 7.5 on the new debt.

So the 19.5 mllion included in forecast total finance
charges, you can see the calculation there is a
conbi nati on of 10.7 percent on the enbedded debt, 7 and a
hal f percent on the new debt -- long termdebt, and 5.06
percent on the short term debt.

Just below that, by the way, is IR 29 Nova Scotia
Power Inc. And M. Bishop was referring to this
yesterday. The breakdown for the 10.3 percent that was
included in the ancillary services application for the
wei ghted cost of debt in the proxy was 10.3 percent. And
you can see there how that was cal cul ated. W expanded
that as well, that answer by two colums, so that we are
sinply | ooking at the wei ghted average cost of debt, not
t he wei ghted average cost of capital. And you can see
that existing long termdebt in the test year is 61.8
percent. New long termdebt in the test year is 33.2
percent. Short termdebt is 5 percent. For a total of
100. And the weighted average cost of debt is 9.35
per cent .

Q - Thank you, Ms. MacFarlane, that is useful
MR. MACNUTT: M. Chairman? M. Chairman, | just wonder,
the witness has referred to this docunent extensively but

| do not believe | heard it being marked as an exhibit.
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CHAI RMAN: | must be munbling again, M. McNutt. It's A-
55.
MR. MACNUTT: M apologies to M. Nettl eton.

Q - Let's nove on to scenario three, Ms. MacFarlane. And
there -- with this explanation there will probably be an
anendnent as it relates to the cost of capital for the
exi sting short termdebt but I am-- based on what you
indicated today and in this testinony. But that this
scenario is sinply the JDI CME transni ssion revenue
requi renent based on the evidence of Dr. Yatchew and |
don't want to discuss this in any great detail, but it
just sinply points out the 70/30 structure that has been
suggested in our evidence. And the cost of capital
associated with it.

So we will nove on to that next scenario on the second
page.
M5. MACFARLANE: Could I just ask, M. Nettleton? | know
you are supposed to ask the questions, but --

Q - Yes.

M5. MACFARLANE: -- could you just provide us with the
reference for the 8.2 percent on existing |ong term debt?
| know the other two cone fromhis evidence but --

Q - Yes. That's the annual report stated coupon

M5. MACFARLANE: That is the coupon rate?
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Q - Yes.

M5. MACFARLANE: Thank you.

Q - Now with respect to scenario four, that is the NSPI IR 29
proxy unit capitalization. And this is sinply a rehash of
the response and it relates, M. Porter, to your proxy
unit nethod of calculating ancillary services. And | am
hoping that it conmports with what exhibit A-55 now says?

M5. MACFARLANE: Yes, it does.

Q - And the only point of difference then between the two is
that there is a after tax cost of capital calculation
included in scenario four causing the after tax cost of
capital to be 13.66 percent. Do you see that?

MS. MACFARLANE:  Yes.

Q - Nowwth respect to scenario five that is from M.

Bi shop, your evidence as it relates to the new ancillary
servi ce enbedded cost study, that is the January 2003 cost
study. And, sir, can you confirmthat those nunbers are
accurate?

M5. MACFARLANE: If | may while M. Bishop is |looking at it,
| just wanted to indicate we | ooked at this this norning
off a different docunent and the difference between the
9. 35 percent weighted cost of debt that is in A-55 as |
just handed out, IR 29, and what is here as 9 percent

under the wei ghted average cost of debt is sinply
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rounding. M. Bishop tells nme that in his preparation of
hi s enbedded cost study he rounded down from9.3 to 9.0,
so they are intended to be the sane. So exanpl e nunber 4
and exanpl e nunber 5 are intended to be the same with the

exception of rounding.

MR. BI SHOP: And ny response, M. Nettleton, is that those

nunbers are correct.

- Al right. And then we nove on to the |ast scenari o,
scenario six and it relates to, M. Bishop, the January
2000 ancillary service enbedded cost study. And again,
for rate making purposes as it related to the rates in
whi ch you sold power | believe to the Northern Mine | SA,
you have included in that rate a debt equity structure of
60 percent debt, 40 percent equity and with cost of

capital as 7.5 percent and 18 percent. Is that right?

MR. BI SHOP: The 18 percent is before tax nunber.

- And that then takes us to the undertaking that you have

provided ne with this norning --

MR, Bl SHOP: Yes.

- -- undertaki ng 54.

M5. MACFARLANE: If | -- before you go to that undertaking

if I could just indicate that M. Bishop was headi ng down
the path that the 18 percent as a before tax number which

means that you have doubl ed counted the tax here. You
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have added on 4.05 percent for paynment in |ieu of taxes.
But the 18 percent is a before tax nunber, so that -- for
in this scenario six your WACis sinply the 4.5 and the
7.2, which conmes to 11.7.

Q - So are you saying, Ms. MacFarl ane, that to obtain the
after tax cost of equity you would deduct the 4.05 from
the 18 percent?

M5. MACFARLANE: You woul d either use 11 percent which is
the after tax return on equity or you would -- and then
deduct your paynent in lieu of taxes or you would |l eave it
as it is but you do not deduct the paynent in |lieu of
taxes. You have double counted here is my point.

Q - Well I understand your point, but | wuld like to -- |
understand the words to your point of double counting but
| would like to understand the calculation, is it not the
case that you would be subtracting the 4.05 percent from
the 18 percent and that product would then be the
appropriate cost of equity?

M5. MACFARLANE: | don't think it's the subtraction. |
don't believe the math woul d work that way.

Q - Well could you undertake to provide us with that
cal culation since this is -- this scenario six is what is
found in the cost -- enbedded cost study for ancillary

services in January 20007?
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MR BISHOP: M. Nettleton, | believe that A-54 in fact
provi des that cal cul ati on.

Q - ay. If we could turn --

MR BISHOP: And it denponstrates that the rate of return on
equity is 11.52 percent after taxes which equates to 18
percent before taxes. |If you multiply the 18 percent by
64 percent because 36 percent is the tax rate, you wll
arrive at the 11.52 percent.

Q - Wll maybe we will take this and if we have questions we
can look at this at the break. The calculators at the
desk here are going in overtime. So we will just take
that explanation. Al right. Thank you.

Now, M. Bishop, you indicated this nmorning an
apparent error in a question that | asked you yesterday at
page 2300 of the transcript. And as | understand your
corrected answer it is that for every one dollar of equity
there is 6.187 cents provided for paynent in |ieu of
taxes. Have | got that right?

MR, BISHOP: That's correct, yes.

Q - Can you turn to schedule 2 of your -- of exhibit A-50,

sir?
MR. BISHOP: | have it.
Q - Now as | understand your new answer, sir, what we woul d

expect to see is that for every one dollar of return on
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i nvestnment there would be only 6.1875 cents included in
the paynment in lieu of taxes line, is that correct?

MR, BISHOP: That is my cal cul ation, yes.

Q - Well let's just take a | ook at Bell edune for a second.
Do you see the return on investnent anount being
$47,312,271? Do you see that nunber?

MR, BISHOP: That is correct, yes. | see that.

Q - And do you see the nunber below it being $26, 613, 1527

MR, BI SHOP:  Yes.

Q - Subject to check, would you agree with ne that the $26
mllion nunber is 56.25 percent of the return on
i nvest nent ?

MR. BI SHOP: Subject to check -- excuse ne, please. Yes.
Subj ect to check, | do agree with that. However, the
response that | corrected this norning was that you had
i ndi cated that every one dollar on equity there is 56
cents worth of paynment. This is 56 percent on return. So
your conparison is apples and oranges.

Q - kay. Thank you for that clarification. So for every $1
of return on equity there is 56.25 cents of paynent in
lieu of taxes that is required to be recovered in the
revenue requirenment fromtax -- or fromratepayers --

MR. BI SHOP: Are you asking --

Q - --is that fair?
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MR. BISHOP: That is fair, yes.

Q - Thank you. And is it also fair, M. Bishop, that a
smal ler ratio or percentage of the equity conmponent in the
capital structure would result in a | ower anount required
to be recovered in the revenue requirenent for paynent in
lieu of taxes?

MR. BISHOP: Certainly the mathematical response woul d have
to be yes.

Q - Thank you. Now, M. Bishop, | would like to turn to
exhibit A-52. Could you get that out, please?

MR BISHOP: | have it.

Q - Could you turn to page 5 of that docunment, sir?

MR. BI SHOP: | have that.

Q - Can you help nme understand how that interest rate was
derived for the purposes of this nodel? And the interest
rate for the record is showmn as 7.5 percent.

MR. BI SHOP: M understanding is that that nunmber was the
current then interest rate available at the tinme when the
study was conpl et ed.

Q - The current available interest rate. You nean the
interest rate that sonmeone could go out and borrow at at
that tinme?

MR. BISHOP: That is correct. That NB Power coul d have gone

out and borrowed it at at that tine.
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Q - And that is the rate that you have used for the purposes
of calculating the return or the interest cost on existing
generation plant, is that correct?

MR. BI SHOP: For the purposes of this study that is correct.

Q - And this study was used for the purposes of what, sir?

MR. BI SHOP: This study was used for the purposes of setting
rates for ancillary services in an interimperiod for a
transm ssion tariff that was our ancillary service under a
tariff that was applied for servicing Northern Mai ne and
an interimbasis before a tariff was restructured and
applied for approval before this Board.

Q - M. Bishop, your cost of financing for a return on equity
before taxes is shown to be 18 percent, do you see that?

MR BISHOP: That is correct. | see that.

Q - Howis the return on equity derived for the purposes of
t hi s nodel ?

MR, BI SHOP: That return was derived as our estination or
assunption of a reasonabl e amount of return before taxes
gi ven the debt equity capitalization structure that was
assunmed in the study --

Q - wll what steps --

MR. BISHOP: -- for the generation unit | m ght add.

Q - Wat steps did you take to determ ne that 18 percent rate

of return?
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MR BISHOP: | wasn't particularly involved with the
preparation of this study. |If |I mght just confer with ny
col | eague on that response pl ease?

Q - Please

MR. PORTER As M. Bishop has indicated, the nunber was
based on what was expected to be a reasonable, allowable
return on equity, the 60/40 debt/equity structure for a
generation entity.

And | don't know the details behind the cal cul ation
other than | believe it canme fromthe experience and
know edge of parties that were involved in negotiations on
i ndependent power projects in the province.

Q - Independent power projects, not regul ated power projects?

MR. PORTER: Well, the people involved would have had the
conbi nati on of experience with the independent power
proj ects and rate-nmaki ng net hodology with vertically
integrated utility.

Q - So M. Bishop, is the 18 percent return on equity the
rate of return on equity which generation recovers from
rat epayers in the standard offer service in the bundled
rate?

MR. BI SHOP: That rate has yet to be determned, sir. It is
not necessarily.

Q - But for the purposes of the year 2000, would that be the
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rate?

M5. MACFARLANE: For purposes of the year 2000, we are a
vertically integrated utility financed through 100 percent
debt. So there is no equity included -- return on equity
conponent included in our rates at the current tine.

Q - Donestic rates?

M5. MACFARLANE: That is correct.

Q - But in rates charged to export sales there is that
enbedded equity conponent ?

MR. BI SHOP: Froma point of view of conplying with the
terms of the negotiated contract for the provision of
t hese, that was an agreed-upon rate between the parties.

Q - Right. M. Bishop, turning to the capitalization
structure of 60/40, 60 percent debt, 40 percent equity,
can you hel p me understand how that capitalization
structure was determ ned?

MR. BI SHOP: Do you want to do that?

MR PORTER | will take that question. It is the sane
issue. It was |ooking at what woul d be a reasonabl e,
appropriate capital structure for a generation entity.

Q - An integrated generation entity?

MR. PORTER No. At that time it was looking at it as a

generation-only entity. For rate-nmaking purposes these

ancillary services are clearly services provided by
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generati on.

This capital structure was based on the picture at
that time, the estimation of what would be appropriate
capital structure for a generation-only entity.

- So for the purposes of generation you have determ ned a
different capital structure for ancillary service pricing
t han what you woul d expect for transm ssion services, for

exanpl e?

MR. PORTER Yes. That is correct. And the reason is with

respect to the ancillary services that are provided by
generation. W are tal king about an entity which would
have a different risk | evel and appropriately a different
capital structure and potentially a different return on
equity.
- But at the tinme you were operating, New Brunswi ck Power

was an integrated entity, correct?

MR. PORTER: That is correct. But as we say, this

cal cul ation was for rate-naking purposes and was done to
establish a reasonable rate for services provided by
generation only.
- Woul d you have | ooked at other regul atory deci sions
respecting the capitalization structure of simlarly
situated generation conpanies |ike Nova Scotia Power, for

exanpl e?



Q

- 2394 - Cross by M. Nettleton -

MR. PORTER: | just want to point out the context of this,

t he usage of this docunment in these rates. M
understanding is that Northern Maine canme to NB Power and
asked for rates for these services, fixed rates so that
they could establish a market in Northern Maine. And this
would mtigate their concerns about market power and
ancill ary services.
And so in response to the request from Northern Mi ne,
NB Power put together this docunent, came up with these
rates, submtted themnot to any regul atory body, we
submtted themto the Northern Mai ne | ndependent System
Adm ni strator and their board for their review They
approved the rates on that basis. They agreed to accept
these rates as a contractual arrangenment. And that was
the basis and the type of detailed study. And the
conparisons wth other jurisdictions, et cetera that you
are asking about, | don't believe that |evel of detailed
study was undertaken at that time.
M. Porter, when we got down this road of ancillary
servi ces and enbedded cost
information, it all arose out
of an undertaking that you
provi ded to Saint John Energy,

exhibit A-23, | believe.



And at that time you had provided by way of

undertaking to JDI, information, background information to
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your cal cul ati ons.
Do you renenber that, sir? And that resulted in JDI -
- the exhibit JDI-27, the exhibit.

MR. PORTER Yes, | do. Saint John Energy had asked for a
conpari son of rates, being a page of generation in other
jurisdictions in conparison with what we have in our study
based on the proxy pricing.

And subsequently JDI undertook to perform due

diligence on those nunbers in our exhibit A -- you said
it was 20" --
Q - | believe it was 23.
MR PORTER  -- 23.
And then that -- one of those docunents -- one of the

supporting docunents to those nunbers was put into

evi dence by JDI. And Panel C was cross exam ned on that
docunent .
Q - And one of the exhibits or one of the docunents, the

background docunents that wasn't provided due to its
| ength, was a docunent concerning the cost of service and
rate design for Bangor Hydro, which you had in your
possessi on and provided to ny expert Dr. Earle.
Do you renenber that?
MR PORTER  Yes, | do.

Q - | have an excerpt that | would |ike to show you, M.
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Porter, if | could.
CHAI RMAN:  That certainly | ooks like a call for a break.
MR NETTLETON: That is fine.
(Recess)
CHAI RVAN:  Any prelimnary matters? M. Nettleton, go
ahead, sir.
Q - Ms. MacFarlane, the calculators are still going here.
But one question | have for you with respect to the
cal cul ations provided earlier is this. |Is the applied for
11 percent return on equity that's included in your
application calculated on a before or after tax basis?
M5. MACFARLANE: It's an after tax return
Q - Thank you. Now, M. Porter, just before the break we
were going to talk a little bit about an excerpt froma
docunent that you provided JDI and CVE with, which did not
formpart of JDI-27.

M. Chairman, what | would like to do again is just
have this marked as a separate exhibit. It is a docunent,
or an excerpt of a docunent that M. Porter did provide to
us with respect to background materials on the ancillary
services that were included in the Saint John Energy
undertaki ng, exhibit A-23. Could that be nmarked as an
exhibit, sir.

CHAI RMAN:  Yes. That's the six pages in front of nme. The
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first page of which is headed, Cost of Service and Rate
Desi gn?

MR. NETTLETON: That's correct.

CHAI RMAN:  Okay. Indicate that that is JDI-33.

Q - Now, M. Porter, this was the cost and rate -- the cost
of service and rate design docunment that you believe was
prepared by Bangor Hydro for an application before the
FERC when FERC Order 888 was first introduced. That was
in 1995, correct?

MR PORTER: Yes, that's correct in -- at the tine that we
undertook to respond to Saint John Energy's question on
this hearing and the Panel C proceedings, we did not have
the informati on from Bangor Hydro. And we sought that and
received this docunent in response to that attenpt to find
i nformation.

Q - And that's the only purpose of the first page of the
docunent .

The second page of the docunment entitled Schedul e 5,
Operating Reserves - Spinning Reserve Service, M. Porter,
that woul d be one of the capacity based ancillary
services, correct?

MR PORTER: Yes, that is correct.

Q - And with respect to the table that's provided, there is

reference to line item 2, production capacity cost. Do
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you see that?
MR PORTER  Yes, | do.

Q - And that's the purpose of that page of the docunment. |If
we turn the page to Schedule 6, we again see a production
capacity cost line item Do you see that?

MR PORTER  Yes, | do.

Q - And this is for supplenental reserve service, do you see
t hat ?

MR PORTER  Yes.

Q - Al right. And then if we turn over to the reference
Schedul e 7, which is the next page, we see the simlar
types of line itens that have been used in the fixed
charge enbedded cost study, which we are now used to. And
in colum i there is a capital cost total, do you see
t hat ?

MR PORTER: Yes, | do.

Q - Al right. And fromthat there is a reference also of a

carrying charge, that is in colum h. Do you see that?
MR. PORTER: Yes, | do.

Q - And that references in the notes to Schedule 8. Do you

see that?
MR PORTER  Yes, | do.
Q - And Schedule 8 is the next page. And with respect to

Schedule 8 there is reference to a weighted cost of
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capital. Do you see that?
MR PORTER Yes, | do. At line item nunber 1?

Q - Right. And that anount, sir, is 7.18 percent. Do you
see that?

MR PORTER Yes, | see that.

Q - And the source of that nunmber is referenced in statenent
AV. Do you see that?

MR. PORTER: | see the source is Statenent AV, yes.

Q - And if we turn to the next page, we turn to Statenent AV.
And can you read into the record, sir, the type of
capital and the ratio for the long-term debt capital ?

MR. PORTER: You want the ratio?

Q - Yes.

MR. PORTER Long-termdebt is 71.56 percent.

Q - And then with respect to the types of equity, they have
listed two types. The first is preferred stock. And what
is the ratio of that, sir?

MR PORTER: 4.77 percent.

Q - And with respect to conmon stock, what is the ratio of
that, sir?

MR PORTER  23. 68 percent.

Q - Thank you. M. Porter, the 60 percent debt, 40 percent
equity anmount that you have used in the enbedded cost of

service study for ancillary services provided to Northern
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Mai ne | SA, this Bangor Hydro information was not taken

into account in determ ning your 60/40 ratio. |Is that
fair?
MR PORTER | don't -- yes, that's fair. | don't believe

anyone was i n possession of this docunent at that tine at
NB Power .

Q - Thank you. And, M. Porter, are you aware whet her Nova
Scotia Power Inc. provides ancillary services?

MR BISHOP: | mght answer that. Nova Scotia does not have
a published rate. There are sonme negotiated rates for
sonme reserve services that are provided by Nova Scotia to
New Brunswi ck.

Q - But they as an integrated utility would, as part of the
service they offered, would have to include ancillary
services, whether it be on a bundl ed basis or not, fair.

MR, BISHOP. On a bundled basis that's fair, yes.

Q - And, M. Bishop, are you aware of the capital structure
t hat has been approved by the Nova Scotia Public Uilities
Board for Nova Scotia Power Inc.?

MR. BISHOP: | don't specifically recall that number. It's
in their annual report.

Q - Subject to check, would that be 65 percent debt, 35
percent equity?

MR. BI SHOP: Subject to check, yes.
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Q - Thank you. Now, M. Porter, your proxy nethod, | would
like to -- that's all that | amintending to refer to that
docunent, M. Chairman.

| would Iike to refer back to, M. Porter, in
particul ar the proxy nethodol ogy. M. Porter, the proxy
nmet hodol ogy includes a different capital structure than
t he enbedded cost study perforned in the year 2000, fair?

MR PORTER Yes, that's correct.

Q - And why was -- why was that choice nade, sir?

MR. PORTER: The choice with respect to the capital
structure for the proxy units was based on the best
information available at the tine that decision was nade.

Q - What information would that be, sir?

MR. PORTER: During one of the discussions with Dr. Mrin
during his consultation prior to the filing of this
application, a discussion of typical -- or he had rmade a
comment on typical capital structures for generation only
entities. And he was quoting a Standard & Poors docunent.
And | don't -- | don't have nore detail than that. But
he quoted a Standard & Poors docunent that indicated that
55 percent equity in a generation only entity is -- is
reasonabl e and conmon.

Q - So this was a recomendation fromDr. Mrin?

MR. PORTER: No, it was not a recomrendation fromDr. Morin.
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He did not undertake any study as to what woul d be
appropriate structure for NB Power GCeneration Conpany or
comment on what woul d be appropriate for rate-nmaking
purposes for ancillary services. He nmerely provided that

i nformation during a discussion that according to Standard
& Poors a 55 percent equity conponent is normal or
reasonable. And | don't know his exact wording. But
reasonabl e for a generation entity.

Can you point to where that type of reference is in his

evi dence in this proceedi ng?

MR. PORTER: No, that is not in the evidence in this

pr oceedi ng.
What evidence is in this proceeding that justifies the 55
percent debt -- 55 percent equity, 45 percent debt, other

than the coment that you have just nade, sir?

MR. PORTER. There is -- there was no such evidence in our

direct evidence. And there have been no interrogatories
on that issue to date.

Ms. MacFarl ane, did you retain Dr. Morin to provide any -
- was the scope of his mandate to include opinions or
recommendations with respect to anything other than what
is stated in the purpose of his testinmony found in his

di rect evidence at question 67

MS. MACFARLANE: No, we did not.
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Q - And will you agree with ne, Ms. MacFarl ane, that that
pur pose was not for a purpose to recommend a capital
structure for generation assets?

M5. MACFARLANE: | agree. And | don't believe M. Porter
inplied that it was.

Q - Thank you. M. Porter, other than the coment that was
made to you by Dr. Morin, have you taken any steps to
ascertain whether any electric generating utility,
integrated or otherw se in Canada, has ever been approved
a capital structure of the one that you are asking this
Board to approve for the purposes of ancillary services?

MR. PORTER: No, | have not.

Q - Thank you. Ms. MacFarlane, do you consider the
di fference between the applied for capital structure for
transm ssion related facilities and the capital structure
that is being inplicitly applied for with respect to
ancillary services to be an insignificant or a significant

di fference?

M5. MACFARLANE: | don't -- | don't believe I would
characterize it either way. | believe that generation is
a different business. It's in a different part of the

industry and it faces different risks. And certainly we
are confortabl e post nmaking the application with the 45/55

in the sense that that too is what is being recormmended by



Q

Q

- 2404 - Cross by M. Nettleton -
bankers to the Province of New Brunswi ck as a reasonabl e
debt equity structure for that entity. They would
recommend a higher return than what we have applied for in
the ancillary service application, but the 45/55 accords
wi th advice that the Province has gotten fromthem as
well. W did not have that advice when we made this
application but it does confirmthat it's reasonable.

VWhat confirns that it's reasonable, m' anf

MS. MACFARLANE: The fact that that accord -- the fact that

what we have included accords with the reconmendati ons
that the Province's investnent bankers are naking to them
to give the generation business unit in order for it to be
able to get an investnent grade credit rating. As | say,
t hey have recommended 45/55. They have al so recommended a
rate of return that would be in excess of 13 percent where
we have included 11 percent.

But, Ms. MacFarlane, | appreciate that these discussions
are underway, but with respect to the significance or
i nsignificance of the change in capital structure, and |
take your point, it's a different business, but if it were
t he sane business, if this were transm ssion, would a
change to a 45 percent debt, 55 percent equity be a
significant or insignificant change as it related to a 65

percent debt, 35 percent equity
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M5. MACFARLANE: If this were applicable to a transm ssion
business unit itself it would be a significant change |
t hi nk.

Q - And would that have any bearing, do you think, on the
rate of return on equity that would be required from
investors to attract new capital ?

M5. MACFARLANE: It certainly woul d.

Q - Wat would happen? Wuld it be -- would it cause the
rate to increase or decrease?

M5. MACFARLANE: If you could provide ne with what it is
that -- what base we are noving fron?

Q - Wll fromthe capital structure that we have today it's
65 percent debt, 35 percent equity, and noving to a
capital structure of 45 percent debt, 55 percent equity,
woul d that have the effect of increasing or decreasing the
return on equity?

M5. MACFARLANE: It should, all things being equal, have the
i npact of reducing the required return on equity, in the
sanme business, facing the sane risks.

Q - M. Porter, with respect to the return on equity that you
have used in the proxy nethod calculation, aml right in
thinking that that is 11 percent equity?

MR. PORTER: Yes. 11 percent return on equity, yes.

Q - Thank you for that clarification. And have you obtai ned
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any opinions or third party recomrendati ons with respect
to the appropriateness of that return on equity for a 45
percent debt, 55 percent capital structure?

MR. PORTER: Are you asking for recomendations in addition
to those that Ms. MacFarl ane just spoke to? Perhaps you
coul d repeat those.

Q - Wll at the tinme that you nmade this application, M.
Porter, did you have anyone provide you with advice about
the return on equity conponent?

MR. PORTER: The internal advice that | received was that if
11 percent is reasonable for transmi ssion, then it would
be conservative, if anything, to apply 11 percent on the
generation side, and that was done on that basis.

Q - | see.

MR. PORTER. We did not undertake a study or receive
external advice to cone up with a recommended nunber, but
| expect if we had, the nunber woul d have been hi gher than
11 percent.

Q - Now are you aware of the recent rate decision approved by
the Nova Scotia Public Uilities Board in respect of Nova
Scotia Power Inc.'s return on equity for its bundled rate?

MR PORTER: |'maware of the decision. | don't renenber
t he specific nunber.

Q - Subject to check, that nunber would be 10.15 percent on a
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bundl ed basi s?
MR. PORTER  Subject to check, I will accept that.

Q - Nowturning to you, M. Bishop, in respect of exhibit A
50, that is the nost recent enbedded cost of service
study, correct?

MR BISHOP: That is correct.

Q - And the nost significant difference between the revenue
requi renent cal culations for ancillaries as between the
year 2000, that is exhibit A-52, and the 2003 study, is
the capital cost assunptions, fair?

MR BISHOP: I'mnot really sure that is the nost

significant effect. There nmay be O&M charges and ot her

effects involved. It is an effect.
Q - 1 didn't have the opportunity last night to go through a
line by line calculation, but it's -- certainly the cost

of capital and capital structure are certainly different,
fair?

MR. BISHOP: They are different. |In fact if you refer to
the exhibit, the undertaking that we provided this
nor ni ng, exhibit 54, that the weighted average cost of
capital in the year 2000 study is 9.1 percent. M
recollection tells ne that that for this enbedded cost
study as exhibit A-50 is 10.1 percent.

Q - M. Bishop, that is based on what type of capita
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structure?

MR BISHOP: I'msorry. Wich is based on what type of
capital structure?

Q - Well the 2000 enbedded cost study is based on what
capital structure?

MR BISHOP: It's a capital structure of 60 percent debt and
40 percent of equity.

Q - Wy did you change that assunption as it relates to the
2003 enbedded cost of service study?

MR. BI SHOP: Very specifically it was changed to match what
was provided to this Board in a proxy unit cal culation so
that there could be a direct conparison of one to the
ot her.

Q - Now, M. Porter, with respect to the proxy methodol ogy is
it fair to say that that nethodology is based upon the
construction of new pl ant?

MR PORTER  Yes.

Q - And, M. Bishop, is it fair to say that the enbedded cost
of service study that you have provided is based upon
exi sting plant?

MR BISHOP: That is correct.

Q - And is it fair to say that the year 2000 enbedded cost of
service study is al so based upon existing plant?

MR, BISHOP: That is correct.
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Q - So why did you not use the 60 percent debt, 40 percent
equity capital structure in the nost recent study?

MR. BISHOP: | think I have already answered that question,
sir, for easy conparison of the Board fromthe proxy to
t he enbedded cost study.

Q - So you weren't --

MR, PORTER: | might add to that that M. Bishop has nade
the linkage to the proxy study and that | had al ready
indicated in the proxy study the capital structure was
based on nore up-to-date information than what was used in
the selection of the 60/40 in the study that was perforned
in 1999/ 2000.

Q - M. Bishop, would you agree that the effect of altering
this assunption, at |east one of the effects of altering
this assunption, is or causes an increase in the paynent

inlieu of taxes included in the revenue requirenent?

MR. BISHOP: | would agree, yes.
Q - Do you know how nmuch of that -- how nmuch of a change t hat
i s?

MR BISHOP: No, | do not.
Q - Subject to check, would you take the nunber $15 nmillion
to be accurate?
MR BISHOP: | can't comment on that nunber, sir.

Q - You can't. There is no way for you to check that?
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MR, BI SHOP: Well subject to check, yes. | wll comrent,
yes.

Q - Now, M. Bishop, with respect to your year 2000 interest
rate assunption of 7.5 percent, why did you not use that
interest rate assunption in the nost recent 2003 study?

MR. BISHOP: Again, | chose to use an interest rate which
was an interest rate simlar to that which was used in the
proxy study. Admttedly I did round it, but it is
simlar.

Q - Al right. And, M. Porter, yesterday | believe you
referred us to IR response NSPI-29. Could you turn to
that, please. That's exhibit A-4, page 251.

MR PORTER Yes. | have that.

Q - And can you confirmwith ne, M. Porter, that the |ong-
termdebt existing is shown to reflect 10.7 percent?

MR PORTER Yes, it is.

Q - And it is the long-termnew debt that has a rate of 7.5
percent ?

MR PORTER:. That is correct.

Q - And M. Bishop, you can confirmwith nme that the year
2000 study assunmed a 7.5 percent cost of debt?

MR BISHOP: That is correct.

Q - And that would be for the full 60 percent conponent?

MR. Bl SHOP: | believe that is correct.
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- Thank you.

M5. MACFARLANE: M. Nettleton, | would just like to add --

and | think M. Bishop would agree with me. | would just
like to point out that this cost of service study was done
in 2000 for a specific purpose, for purposes of
negotiating a contract. It was not done with the rigor
that would be required for a regulated rate as is
happeni ng here.

In retrospect, were we to do this again, we would be
usi ng a conbi nati on of enbedded debt and forecast debt in
that rate. But at the tinme, you see what the results are
there. That does not nean that we believe that is the

correct go-forward approach

- You appreciate, Ms. MacFarl ane, the purpose of the year

2000 study and why it was obtained for this record?

M5. MACFARLANE: Yes.

And it is the fact that the proxy unit prices that are
i ncluded in your evidence or in the evidence of M. Porter
conport with the proxy unit prices found in the year 2000

st udy?

M5. MACFARLANE: All 1'm suggesting is that the year 2000

study was not done for purposes of subnmitting to a
regul at or.

Had it been done, many of the points that you are
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maki ng, that there was perhaps |ess rigor than one m ght
normal |y expect to see behind sonme of these cost of
capital issues, they weren't done, because this was a
specific contract negotiation, as opposed to being done to
apply broadly to New Brunsw ck ratepayers.
Q - The Northern M ne | ndependent System Adm ni strator
doesn't afford the sane |evel of scrutiny as this Board?
M5. MACFARLANE: These were negotiated rates. And they were
accepted between the parties. And had they w shed to
chal l enge them they would have.
Perhaps they did in getting to this particular
structure. But they were negotiated rates.
Q - Is this a negotiation, Ms. MacFarl ane, this proceedi ng?
M5. MACFARLANE: This proceeding is not a negotiation, no.
Q - The title of the study was the Enbedded Cost Study in the
year 2000 --
MS. MACFARLANE:  Yes.
Q - -- on the docunent?
MS. MACFARLANE:  Yes.
Q - Is it the position of New Brunswi ck Power that that in
fact is not the case?
M5. MACFARLANE: |'m suggesting that were we to do it again
we perhaps may have taken a different approach to what is

represented here as an interest rate.
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Q - Hindsight is 20/207?

M5. MACFARLANE: That is right.

Q - Ms. MacFarlane, have interest rates generally increased
or decreased over the past three years?

MS. MACFARLANE: Increnental interest rates have decreased.

Q - Thank you. And Ms. MacFarlane, | think this will be an
easy one for you to agree with.

Al of the new debt issues issued and included in your
evi dence subsequent to January 2000 have been issued at a
rate less than 7.5 percent?
M5. MACFARLANE: Slightly |ess, yes.

Q - 6.38 percent is the closest that | could find fromtable
9 of your evidence. |If you want to turn to that, that is
agai n page 17 of exhibit A-2, appendix B.

M5. MACFARLANE: | believe that particular table would not
i nclude the guarantee fee which is an additional .0689 nor
woul d it include any debt issue cost related to those
of ferings.
What you are seeing in that table is a representation
of the coupon rates.

Q - And would the 7.5 percent rate that is included, M.

Bi shop, in your year 2000 study, include provision for the
gover nment guarantee fee?

MR. BI SHOP: Again that was a negotiated rate at that point
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intinme. And it was an approxi nated negotiated rate. It
bore no rel evance to the negotiati on.
Q - Back to table 9, Ms. MacFarlane, you will agree with ne
that since the year 2000 forward, the highest debt cost
i ssue, the coupon rate is 6.38 percent?
MS. MACFARLANE:  Yes.
Q - And there are several issues that have been issued under
that, correct?
MS. MACFARLANE: That is correct.
Q - Thank you. M. Bishop, let's nove on to this topic of
cost of equity or return on equity.
Way did you change the 18 percent value for the
pur poses of the nobst recent study?
MR, BI SHOP: Again the return on equity that was chosen for
t he nost recent study, that was used in the nost recent
study, was the sanme or simlar return on equity that was
used by the proxy studies that was before this Board.
Q - Al right. So it is sinply transposition of what was
i ncluded in the proxy nethod calculation to be used in
your enbedded cost study?
MR BISHOP: That is correct.
Q - It has nothing to do with the actual cost of debt or
return on equity that NB Power Generation earns in respect

of its assets?
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MR. BI SHOP: Anynore than the proxy unit had that sane
rel evance, no.

Q - Thank you.

MR BISHOP: | mght point out that at the nmoment NB Power
does not have a return on equity given the existing
capital structure.

Q - And it is also financed with 100 percent debt?

MR, BI SHOP: That is correct, yes.

Q - And that is on existing plant, correct?

MR. BI SHOP: That is on existing plant.

Q - That plant has been financed and is in service?

MR, BI SHOP:  Yes.

Q - Now you are aware, sir, that the 11 percent RCE has been
determ ned, that is the return on equity has been
determ ned by taking into account the capital structure of
65 percent debt, 35 percent equity?

MR. BISHOP: | believe the nunber is 45 percent debt, 55
percent equity.

Q - But the nunber 11 percent that has been used by M.
Porter in his proxy nethod cal cul ati on was based upon the
val ue for transm ssion?

MR. BISHOP: | understand that is correct, yes. And so we
feel it is conservative or |low for a generation return on

equity.
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Now M. Bishop, am| correct in thinking that the
enbedded cost study relates to the actual existing plant?
It doesn't include forecast new capital requirenment for

new pl ant ?

MR BISHOP: That is correct. Al of the net book val ues

are as of the average of 2003, 2004 net book val ues.

- And why is it again that you haven't assuned in the

capital cost -- if the objective is to obtain your
enbedded cost, why is it that you haven't used the actua
i nstrument that has financed existing plant, nanmely debt

and debt al one?

MR. BI SHOP: Again, repeating my previous answer, to conpare

t he enbedded cost of this study with the proxy study that
had been presented to the Board, and on the understandi ng
that |egislation was pendi ng which would restructure us to
have a | evel of debt and equity financing different from
the 100 percent debt financing that exists today. CQur
costs tonorrow will be different fromthose today at 100

percent debt financing.

- Are you expecting, M. Bishop, an infusion of equity
equal to 55 percent of your net book val ue?
MR. BISHOP: |I'mnot sure what to expect. And | think that

is the ongoing discussions at the nonent. But this is the

best information that | had to do the study.
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Q - But one would think that if on an enbedded cost basis one
is assum ng a 55 percent equity capital structure, and
there is no equity conponent today, could one not
reasonably expect that there would be an infusion of
actual capital in the anobunt of 55 percent of your net
book val ue of plant?

MR. BISHOP: That is correct. That is the only way that you
can get to a 55 percent equity nunber.

Q - An actual infusion?

MR BISHOP: Yes. That is correct.

Q - M. Bishop, was there any third party review of the

assunptions in respect of the 2000 enbedded cost study?
MR. BISHOP: No, there were not. Just to clarify, that is
t he 2000 cost study that you were asking?

Q - Yes. I'msorry. Yes. Exhibit A-52.

MR BISHOP: I'msorry. | have consulted that we did have a
consul tant that provided sone |evel of input on that
st udy.

Q - M. Porter, you seemto be helping M. Bishop out with
this. Wwo mght that consultant be?

MR. PORTER. Dr. Eric Hirst, a well-recogni zed expert an
ancillary services had reviewed our study, and his area of
expertise is not in the finance side, so with respect to

the i ssues we have been speaking of today, the capital
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structure, return on equity and interest rates, he would
not have reviewed that. H's review would have been with
respect to our determnation as to allocating the capacity
and to ancillary services versus capacity that is used to
produce energy and those types of issues. | just wanted
to clarify the record that there was a | evel of
consul tation

Q - And, M. Bishop, was there any third party consultant
that has reviewed the current enbedded cost study?

MR. BI SHOP: No, there was not.

Q - Sorry. The m ke wasn't on

MR. BISHOP: No, there is not.

Q - Thank you. Now, M. Bishop, are you aware or famliar
with the Point Lepreau refurbishment proceedi ngs that took
pl ace before this Board?

MR. BI SHOP: | am sonewhat aware, Yyes.

Q - That matter related to new generation plant requirenent,
is that fair?

MR BISHOP: | believe it related to refurbishnment of the
exi sting plant so that we were not including any
addi ti onal plant capacity.

Q - And that would require the investnent or the need for new
capital for that refurbishment purpose, correct?

MR, BISHOP: That is correct.
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Q - Are you aware whether the 9.33 percent discount rate that
was based on a 65/35 percent debt equity structure was

used in that proceeding?

MR BISHOP: I'mafraid |I'mnot aware of that.
Q - But that proceeding did relate to the requirenent for new
capital ?

MR. BI SHOP: That is correct.

M5. MACFARLANE: And those proceedi ngs took place before NB
Power was aware that our capital structure would change.
The cost of capital therefore was assunmed to be for those
projects the cost of -- the increnental cost of debt, and
the incremental cost of debt too, the issue that we are
facing here in terns of a deemed structure of having to
ensure that there is equity between in-province users and
out of province users was not an issue in those
proceedi ngs either.

Q - Sorry. If I could have a nmonment. |'mjust marking off
guestions left, right and centre here. M. Bishop, are
you aware the actual wei ghted average cost of debt
reported in the New Brunswi ck Power annual report, the
coupon rate -- the weighted average coupon rate is 8.2
percent ?

MR. BI SHOP: Subject to check, yes.

Q - And that -- you nmade the decision not to include that in
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your enbedded cost study?

MR BISHOP: That is correct.

M. Bishop, before we | eave the topic of capital
structure, | provided your counsel with a tw page
undert aki ng concerning changes in the nodelling that we
would i ke you to perform M. Chairman, | have copies
made of that as well for the Board, but it is -- and for
the court reporter, but it is intended to be addressing
the point | raised yesterday about the various scenarios
that we would Iike taken. | propose two options. One
woul d be to sinply mark it as an exhibit and save the tine
and effort of having to read the individual undertakings
into the record and just rather have the exhibit be the

undertaking, if you wll.

MR. HASHEY: W could save a whole ot of tine and trouble

here. W don't agree to this undertaking. W think it's
just too late in these proceedings to be handed a docunent
and be asked to do a whole | ot of calcul ations.

M. Nettleton and his people, if they want to do
cal cul ations can do the calculations, | have no probl em
with that. But to require this panel or these people at
this point in the proceedings to go through a |arge nunber
of assunptions and calculations | think is asking too

much.
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MR. NETTLETON:. M. Chairman, maybe before we get into this

debate | could distribute to you and to the other nenbers

MR HASHEY: That's fair.

MR. NETTLETON:. -- the docunent in question so we can
understand and we are working off the sane --

CHAIRVAN: Al right. And I -- you know, does this harken
back to yesterday when you asked a series of questions
about -- to take and have the study redone on this basis
and that basis?

MR NETTLETON: Yes, it is.

CHAI RVAN:  Okay. Could you hand that out then, please.

MR. NETTLETON: Yes. M. Chairman, the nature of the
undertaking is based upon the late filing of both the nost
recent enbedded cost study, which is the exhibit A-52,
January 2000 study, which we only received yesterday, and
al so the enbedded cost study that was filed with the Board
on January 31st, the 2003 study, which is A-50.

Now, M. Chairman, one woul d have expected this type
of information to have been filed with the application and
t hat evi dence coul d then have been the subject matter of
i nformation requests. And indeed this undertaking very
much resenbles a typical information request that would be

asked by an intervening party.
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The point of the exercise, M. Chairman, is to
determ ne what the resulting proxy -- sorry, what the
resulting ancillary costs would be with changes to the
capital structure using the 2000 nodel, which we know is
the nost proximate to the proxy cost nethodol ogy, and al so
t he nost recent updated enbedded cost study conducted for
t he year 2003.

We submit that there are significant anomalies, shal
we say, as between the assunptions found in each of those
studies and what is on this record, and the only way that
we can test and understand what the inpact is to the
ancillary service charges is to request this information

M . Hashey has indicated that we woul d have the
ability to conduct the analysis. M. Chairman, we don't.

We don't have the studies. W have | ooked at the
information and the output. It is inappropriate for us to
be maki ng m stakes or errors in the assunptions that are
included in those studies, which we don't know about. The
best way to have this type of information produced is by
the author of the initial reports, and that is M. Bishop
and New Brunswi ck Power as it relates to the January 2000
st udy.

Those are ny subm ssions on that point.

CHAI RVAN: M. Hashey?
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MR. HASHEY: Thank you, M. Chairman. M/ response to that
woul d be sinply, we are still relying on the proxy and
that is the study that we are relying on. W were
requested by the Board and did conduct an enbedded cost
study and that has been filed and that has been questi oned
here. There was no request for the earlier study that |
know of, which we question its relevance in any event,
until yesterday. | think to put this much work on these
peopl e that are engaged in many, nmany activities at this
time will not really gain that nmuch for this Board, and
certainly we woul d object to this |arge exercise that
arises fromthis request.

CHAI RMAN:  Thank you, M. Hashey. Just before |I ask the
ot her intervenors, ny recollection of yesterday sinply was
t hat what ever questions were put to you yesterday, M.

Bi shop, it wasn't a big effort to rerun the nodel. That
was ny recollection of it. But are you saying now that to
do what M. Nettleton is asking be done is a | ot of work?

MR BISHOP: It's -- M. Chairman, it's just sinply
mul tiplied by the nunber of different cases that he has
wanted to run. So it -- | had anticipated yesterday one
case of maki ng conparable nunbers with all the fixed
charges conparable to the | atest enbedded cost study.

Sinply multiplies that effort by the nunber of cases
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there. It will take sone tine.

CHAI RMAN:  When you say sone tinme, what would you
antici pate?

MR. BI SHOP: Probably half a day to a day's work.

CHAIRVAN:  Half a day to a day?

MR, BI SHOP:  Yes.

CHAI RMAN:  Any ot her intervenors have anything they woul d
like to say?

MR. NETTLETON. Before you -- | should point out ---

CHAI RVAN:  Yes, M. Nettleton.

MR. NETTLETON. -- that | was short on copies, M. Chairnman,
and | haven't been able to provide other parties with
this. | note that it's close to the noon hour. | would
be happy to provide those copies and perhaps upon our
return conments could be provided then.

CHAIRVAN: Al right. That's certainly fair enough. W

will reconvene at 1:30. But any idea how nmuch | onger your
cross will take, sir?
MR. NETTLETON:. | expect at |east two hours, sir.

CHAI RMAN:  And just canvassing the room again, are there any
ot her intervenors who will have questions for this panel?
You are not an intervenor, M. McNutt.

MR. MACNUTT: | waited for an appropriate length of tinme for

intervenors to respond and then | thought |I would junp in.
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CHAI RMVAN:  Fai r enough.

MR. MACNUTT: We will have in my grand estimate half an
hour .

CHAI RMAN: | guess we are here tonorrow. Al right. W
will break to 1:30 then. Thank you.
(Recess - 12:00 p.m - 1:30 p.m)

PANEL CONSI STS OF:

Sharon MacFarl ane
Darrel |l Bi shop
Wayne Snowdon

CHAI RMAN: | apol ogi ze to M. MacDougal |l and the ot her
intervenors. The Board nmade a premature decision. W
wi |l hear what you have to say concerning M. Nettleton's
request that the six scenarios be produced. So, M.
MacDougal | ?

MR. MACDOUGALL: W do have some conments which | would have
made at the end of the break. But as you had indicated,
t he docunent needed to be handed around, and woul d hear
fromus after that. So | will make the comments now on
behal f of WPS Canada.

Qur comrents, M. Chair, go generally to A-52. And

sone of these comments woul d have been nade in final
argunment. But | think they have to be made at this stage

now because of the nature of the extra information that's
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bei ng asked to be put on the record.

We have a concern with how A-52 may be bei ng used, or
how ot her scenarios arising out of it may get on the
record. Particularly because the only reason it's now
before this Board is because yesterday there was a
statenent nade that M. Marshall had said the proxy units
were simlar or consistent with some enbedded cost study.

So therefore, M. Nettleton asked to have that produced.

It was only produced yesterday. It was then put on the
record. But to date we have not seen anything fromthe
Panel or from NB Power that states that the proxy unit
approach was based on that document. There was one
statenent that said it is simlar to and consistent with
t hat docunent.

The docunent is sonme three years old. There is nowin
front of the Board a new enbedded cost study, which
appears to be an appropriate form of enbedded cost study
to be done NB Power, which they did on the basis of a
ruling by this Board.

And if there is anything on the record that nmay have
to be conpared, and certainly we will argue this, it's the
proxy approach or the enbedded cost approach.

But to go back now and to do all the scenarios in

guestion 1, which is to put a whole bunch of nunbers to a
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three year old study that was done, and which was said by
the NB Power Panel to be done for the specific purposes of
a contracted negotiation with Northern Maine, we just find
that highly unusual. W believe it will conplicate the
record. We believe it will put a lot of information on
the record that isn't necessary. It's not a position --
that study isn't being supported by anyone or for any
purposes in front of this Board. It was done three years
ago for a specific purpose. W are very concerned that
it's going to start conplicating the issues by having a
whol e bunch of scenarios dealing with a study that no one
is supporting for any purpose at this proceedi ng.

And the proxy unit approach, from everything we have
heard today, isn't based on that study. There is one
statenent that says the proxy nunbers ended up being
simlar and consistent with an old out of date study done
for a purpose that's not the purpose of the ancillary
servi ces before this Board.

So we really think it's quite unusual to try and get
all of this information in question 1 in front of the
Board at this tine.

Wth respect to question 2, that does deal with a new
formof study. |If M. Nettleton is seeking sone views on

how t hat nay be changed by vari ous scenarios, | guess
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that's open to himto look for that and then to argue
around that.
But question 1, we have sone serious difficulty as to
how t hat provides any value to this Board.

CHAI RVAN:  Thank you, M. MacDougall. Now | junped. Does
Emera or Nova Scotia Power have any comments, M. Zed?

MR ZED: No, we don't have, M. Chair.

CHAI RVAN:  Sai nt John Energy?

MR YOUNG No, M. Chairnan.

CHAI RVAN: M. Nettleton, what do you say to M.
MacDougal | 's conments in reference to Question 1?

MR NETTLETON: Well, M. Chairman, first | find it sonewhat
surprising that an intervenor is objecting to another
intervenor's request for information fromthe applicant.
| would think that if there was any objection to be
raised, it would be from M. Hashey, not from anot her
intervenor in this proceeding. It's not M. MacDougal
who is requesting this information. It is JDI and CME.

Now t he second point, M. Chairman, is that M.
MacDougal | ' s argunent seens to have a | ogical disconnect.
M. Chairman, the evidence so far on this record about
proxy cost is that this exhibit A-52 is the only evidence

that is simlar to or consistent with enbedded costs.

If he is asking nme not to produce or have produced the
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information with respect to exhibit A-52, but then says
it's okay for exhibit A-50, well, we also have on the
record, M. Chairman, that A-50 has absolutely nothing to
do with proxy cost nethodol ogy of pricing.
Not wi t hst andi ng the order and direction that you have
asked this applicant to provide in respect of enbedded
cost of service.

So in summary, M. Chairman, a), | don't think it's
appropriate for M. MacDougall and his client who may very
wel | be wanting a very enbedded cost for the purposes of
commercial gain, to be wanting on this record that which
m ght cause or show t he enbedded cost of ancillary
services to be | ower.

Secondly, and in conclusion, the information and the
need for the information is to denonstrate what and how
t he enbedded costs of ancillary services -- the best
information that we have, albeit cluttered and albeit in
strange places, the best information that we can have on
the record to find out what these various scenarios wl|
cause and generate in terns of pricing.

CHAI RVAN: M. Hashey, | feel duty bound to give you an
opportunity to coment as well, sir.
MR. HASHEY: Well, M. Chairman, | certainly tried to make

the points, but not as effectively as M. MacDougal | did
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earlier. However, all being said, you will note that
there is a gentleman mssing fromthe Panel. And at this
very nmoment work is going on in relation to these things.
If the Board feels that they want them we obviously
provi de the Board everything we can.
CHAIRVAN:  We will take a two mnute recess.
(Recess)

CHAI RMAN: Wl l, we have taken the opportunity to consider
your coments, M. MacDougall. And we certainly agree
with you that there are definitely unorthodox things that
are occurring during this hearing. But why break the
pattern, | guess. So we will go ahead.

And we had nmade an inproper ruling to begin with. But
we now confirmthat, having given the opportunity of the
interveners to address the Board. W indicated that the
W tness who was on the panel is now back working and can
do so as long as it takes to produce the various
scenari os.

If there are questions, M. Nettleton, that are best
answered by him then once you have finished all the
avai |l abl e questions, we will adjourn until he is able to
conme back agai n.

M . Hashey?

MR. HASHEY: M. Chairman, | have requested from M.
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Nettleton that -- and he has graciously | think agreed --
that questions that have to be directed to Ms. MacFarl ane
for certain woul d be best directed this afternoon. She is
under a fine |ine.

And maybe if there are questions from ot her
interveners or fromM. MacNutt, that they m ght oblige.
And that would apply to M. Snowdon as well possibly. And
if need be, the enbedded costs stuff could be discussed
further tonmorrow, if we run out of tine.

CHAIRVAN: Al right. Wwell, I --

MR. HASHEY: If that is possible, I would nake that request.

CHAI RVAN:  Well, 1'm sure counsel opposite will try and go
al ong with you.

MR. NETTLETON: Just so that you have a roadmap of where |'m
going, M. Chairman, | intend to cover three | ast areas.
There is one area relating to Bill 30 which I would |ike
to discuss with Ms. MacFarl ane, a second area with respect
to the other itens of the enbedded costs found in exhibit
A-50, which I will discuss with M. Bishop, and then
thirdly with M. Snowdon.

But the good news is | expect it to be done by the
break, if possible. So | heed to M. Hashey's coments.
But I'mtrying to rock and roll here as best | can.

CHAI RMAN: Okay. Carry on, sir.
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Q - M. Bishop, with respect to one of the |ast questions
have concerning the cost of capital or the return on
equity on your exhibit A-50 study, which was 18 percent,
you will recall, sir, the reference to before taxes.

Do you recall that?
MR BISHOP: That is correct.

Q - And sir, what taxes were you liable to pay in the year
20007

MR. BI SHOP: The only taxes that we referenced -- and |
think in fact, to a small correction, the nunber is
slightly I ess than 18 percent before taxes. The
calculation I think will show sonewhat |ess than that,
17.5 roughly.

And the tax actually is in paynment in lieu of taxes,

that we m ght anticipate paying our owner. |In fact it is
nore than anticipated now. It is |egislated.
Q - No. | understand that. But in the year 2000, you wll

confirmwith me, that there was no tax obligation to be
pai d by New Brunsw ck Power in respect of these services?
MR BISHOP: In year 20007
Q - Yes.
MR BISHOP: That is correct. Yes.
Q - And I'msorry. | gave you the wong reference. It is

exhibit A-52, the year 2000 study, which is where the 18
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percent nunber is shown on a before tax basis?

MR, BI SHOP: Ckay. That is helpful. Yes. | confirmthat

is the correct.
And t hat was shown on a before tax basis. But if you
just confirmwith ne, there were no tax obligations

required to be paid?

MR. Bl SHOP: No. In fact there were not. And that nunber,

as we have pointed out, had cone at a point of negotiation
with Northern Maine utilities, actually in a market or
approaching a market, recognized that it was unreasonable
for themto expect to receive services at the enbedded
cost of capital froma Crown-backed corporation -- yes,
enbedded cost of capital or debt froma Crown corporation,

a Crown corporation backed by governnent --

- The only point, M. Bishop, is that the 18 percent nunber

on an after-tax basis would be 18 percent?

MR BISHOP: Yes. That is correct.

- Thank you. Ms. MacFarl ane, heeding the request of M.

Hashey, let's begin with sonme discussion on Bill 30 if we
coul d.

What | would like to do is just first tal k about
| egacy or existing debt and how this | egacy debt gets into
the new or soon to be new corporation, New Brunsw ck

Transm ssi on Corporati on.
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As | understand it, we have one dot called today New
Brunswi ck Power Corporation. And in the future, the very
near future, we will have a corporation called New
Brunswi ck El ectric Finance Corporation.

Can you help me, now that the bill has been passed or
is tabled, can you hel p nme understand how t he dots get
connected with the flow of the debt?

M5. MACFARLANE: | will just preface it by the fact that, as
| say, there are neetings this week to finalize this
i ssue. Because there are two ways that this can be done.
And we are just finalizing that this week.

But et me nention -- let ne start by saying that
under the Act -- the first dot you nmention, NB Power
Cor porati on becones conti nued under the Business
Cor porations Act as New Brunswi ck Power Hol di ng
Cor por ati on.

And then there is provision in the Act for transfer
orders to allow the assets of NB Power to be -- under
those transfer orders the assets, the liabilities, et
cetera to then be noved to subsidiaries that NB Power
creates.

So if we start with NB Power Hol di ng Corporation which
now is the same as the previous NB Power, the --

CHAIRVAN: | don't nmean to interrupt, Ms. MacFarl ane.
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Excuse ne. But it will create five corporations, wll it

read the legislation, is a

not? Because the SO as |

separate corporate entity.

MS. MACFARLANE: That is correct.

CHAI RMAN: So there would be five plus Hol dco?

MS. MACFARLANE: That is correct. But the SOw Il not be

Hol di ng Corporation. It

created by New Brunsw ck Power

will be created by governnent, as will the Electric
Fi nance Cor porati on.

CHAIRVAN:  Onh, | see. Al right. 1'msorry.

M5. MACFARLANE: They are not any |onger part of the NB

Power famly. It will be two separate corporations.

|"msorry, M. Nettleton.

CHAI RVAN: Ckay. Are they both --

It is your cross.

MR. NETTLETON: [I'mintrigued by these questions as nmuch as

anyone, M. Chairnman.

CHAIRVAN: Al right. What | call Debtco which is Financial

corporation, Debtco remains a Crown Corp. and an agent of

t he Crown?

M5. MACFARLANE: | don't believe it is an agent of the

It is the SOthat isn't. You are

Crown. Yes, it is.

right. It remains an agent of the Crown.

CHAI RVAN:  Is that the sane for the system operator?

M5. MACFARLANE: The system operator is not an agent of the
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Ctown. It is a Cown Corp. It is not an agent.

CHAI RMAN:  But a Crown Corp. ?

MS. MACFARLANE:  Yes.

CHAI RVAN:  And then there are the four butterflies as we
referred to them previously?

M5. MACFARLANE: That is right.

CHAI RVAN:  And they are all -- they are spawned by Hol dco
under the Business Corporations Act?

MS. MACFARLANE: That is correct.

CHAI RVAN:  Thank you.

M5. MACFARLANE: So we now have a collection where we have
New Brunswi ck Power Hol di ng Corporation which is
essentially what New Brunsw ck Power was, has all of the
assets and liabilities and so on. It creates these four
corporations under the Business Corporations Act.

And at the sane tinme the governnent creates the SO, as
you pointed out. But they also create this Electric
Fi nance Corporation which is a Crown Corporation owned by
gover nrment .

So the next step would be that NB Power Hol di ng
Corporation and EFC, the El ectric Fi nance Conpany
undertake a debt equity swap. |In fact it is a debt for
debt swap and a debt for equity swap.

Al of the debt of NB Power and all of the, shall we
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say, related accounts are sent over to EFC. And when
say related accounts | nean the deferred debt cost, the
accrued interest cost, the acconpanying sinking funds, the
U.S. dollar hedges that we have in place, everything that
acconpani es that pool of debt noves over to Electric
Fi nance Cor porati on.

And then El ectric Finance Corporation sends back to
t he hol di ng conpany a conbi nati on of debt and equity. And
the conbination that it is sending will be roughly 55/45.

But what it is sending -- or how that amount is
determ ned is based on what capitalization is required in
each of these four subsidiary conpani es.

So in the case of Nuclear for exanple, it wll
continue to be 100 percent debt. The other conpanies wll
have market-based capital structures. So the blend of
debt that cones back to the hol ding conpany is based on
what ultimately will end up in the subs.

So the first step is sinply a debt equity swap between
Hol dco and EFC and in fact is a debt for debt swap and a
debt for equity swap. Because the debt that cones back
is, shall we say, |ess conplex because it does not have
all of these things attached to it |ike sinking funds and
hedges and so on and so forth.

Once it is in the holding conpany, now the hol di ng
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corporation has assets and it has debt and equity, then
the transfer orders allowed under the |egislation cone
into place.

And hol di ng conpany transfers to each of the subs the
assets that are needed for its operation. And it
transfers -- at least this is the approach we are | ooking
at now -- it transfers debt to those subsidiary conpani es.

And it either transfers or causes the subs to reissue
sonme sort of non-voting equity in order to take the equity
from Hol dco down into the subsidiary corporations. And
the non-voting equity carries rights to dividends with it
that non-voting equity has conme from EFC.

So the voting shares are held by Holdco. But the non-
voting equity, the equity that attracts the dividends, is

sitting over with EFC.

- kay. This is very hel pful and | think somewhat
different fromwhat we discussed it earlier in the
pr oceedi ng?
M5. MACFARLANE: It shouldn't be. | believe that is what
our under standi ng has been throughout.
- So to be clear, Electric Finance Corporation does not

have any security, whether it be debt issued or other
forms of security such as a non-voting share.

El ectric Finance Corporation will not have any type of
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security in New Brunswi ck Transm ssi on Conpany?
M5. MACFARLANE: Yes, it will, in the follow ng sense. The
initial debt for equity swap occurs between EFC and
Hol dco. And in exchange for EFC taking a portion of the
debt, it receives consideration in the formof a non-
voting -- a series of non-voting shares in Hol dco.

Then when the transfer of assets and obligations noves
from Hol dco down to the subs, that non-voting equity from
EFC is either transferred down or in fact the non-voting
equity is reissued fromthe subsidiary to EFC and the non-
voting share left at Holdco is cancel ed.

We are just working out the nechanics of that now.

But ultimately the
relationship with a
non-voting equity wll
be between Transco and
EFC.

Q - But Transco -- will Transco then have any opportunity to
-- as the holder or ultimte hol der of the security, wll
Transco have any ability to determ ne the prudency or the
reasonabl eness of the cost of the non-voting equity share?

M5. MACFARLANE: Those non-voting equity shares will be
vari able rate shares. And they will be noncumul ative

shares. All of that to say that it is the board of



Transco that will have to declare dividends in order for

themto be issued to EFC
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So that decision will be nade by that board based on
t he earnings and then overall cash and bal ance sheet
position of the conpany.

Now t here is an expectation on behalf of the ultimte
owner that Transmi ssion will earn a rate of return and
will declare dividends in an anount equal to what a
conpar abl e cormerci al operation would issue. There is an
expectation. But it still requires an act of the board of
directors to nmake those dividends payabl e.

Q - And let's be clear, Ms. MacFarlane. The return on equity
that this Board approves in respect -- if any, in respect
of your application, there is an approval for you to earn
that return through rates charged to custoners, correct?

M5. MACFARLANE: That is correct.

Q - And so are you saying that the dividend anount associ at ed
with the non-voting equity stock is the equity or the
return on equity that this Board will be establishing?

M5. MACFARLANE: No, |I'mnot suggesting that. Dividends are
paid out of return on equity, but they are not equal to
return on equity. It would be difficult to sustain your
operation is you were paying out all your earnings as
di vi dends.

Q - So it is going to be paid out in the formof a dividend?

MS. MACFARLANE: That is correct.



- 2441 - Cross by M. Nettleton -
Q - Ms. MacFarlane, you are a Chartered Accountant?
MS. MACFARLANE:  Yes.
Q - Are you aware of any tax inplications of a intercorporate
di vi dend?
M5. MACFARLANE: Dividends paid between --

Q - Corporations?

M5. MACFARLANE: -- Canadi an corporations --
Q - Yes.

MS. MACFARLANE: -- are not taxable.
Q - They are not taxable?

M5. MACFARLANE: Right.

Q - And so the return on equity that you have applied for in
this proceeding is an after tax rate of return on equity,
correct?

MS. MACFARLANE: That's correct.

Q - Ms. MacFarlane, help nme because |I' m obviously not as well
school ed as | should be on finance matters, but it strikes
me that right now New Brunswi ck Power Corporation has its
assets financed with 100 percent debt. Correct?

MS. MACFARLANE:  Yes.

Q - And debt is a taxable -- or is a tax deduction for the

pur poses of cal culating incone tax, correct?
M5. MACFARLANE: Correct.

Q - So it has -- it is an efficient nmethod of financing from
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a tax perspective?

M5. MACFARLANE: Correct.

Q - Ms. MacFarlane, if there is a debt equity swap why woul d
a corporation exchange a tax efficient financing tool such
as debt for a security or financing tool that doesn't have
that tax efficiency?

M5. MACFARLANE: Because tax efficiency is not the primary
driver here. The primary driver is being able to borrow
in the markets. And a bal ance sheet that consists of 100
percent debt, though that is efficient for NB Power as it
exi sts today, being able to borrow with governnment -- the
government's credit rating, it is not efficient in an era
when in fact NB Power is trying to borrow on its own
credit. W sinply would not be able to borrow on our own
credit with 100 percent debt as our capital structure.

Q - | understand that for the purposes of attracting new
capital that that is your position. But, M. MacFarl ane,
as it relates to the cost of obtaining the equity, why
woul d you as a corporation, as an officer of a corporation
desire or wish to replace a tax efficient method of
fi nanci ng when you now know that you are going to be
obligated to pay taxes unli ke the past? Wy would you
exchange that for equity if the cost of that equity

fi nanci ng device is higher?
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M5. MACFARLANE: | think in M. -- in Dr. Mrin's testinony
he went through the issue of the cost effectiveness or
cost efficiency of the debt equity arrangenment and there
is a nost efficient point on the curve where you | ook at
t he higher cost of equity versus the | ower cost of debt,
but you have to bal ance that against the strength of the
capital structure and therefore the credit rating that
woul d be available to you and your ability to attract that
| ow cost debt in the markets.

It is a matter of public policy, it is a matter of
| egislation that NB Power's capital structure will be
changed. The government has determ ned they no | onger
want to guarantee NB Power's debt on a go-forward basis.
That's not a matter for us to debate, it's done.

Since it's done we have to be conpetitive in the
commercial -- or in the financial markets in order to be
able to attract capital. And that requires a certain
capital structure on a go-forward basis.

Q - Ms. MacFarlane, the debt that will be assigned from New
Brunswi ck Power Corporation, soon to be New Brunsw ck
Power Hol di ng Corporation to New Brunswi ck El ectric
Fi nance Corporation, we are tal king about the existing --
what we have called in this proceeding | egacy debt,

correct?
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MS. MACFARLANE: That's correct.
Q - And New Brunswi ck Power -- sorry, New Brunswi ck Electric
Fi nance Corporation is an agent of the province?
MS. MACFARLANE: That's correct.
Q - It's a crown corporation?

MS. MACFARLANE:  Yes.

Q - And New Brunswi ck Hol ding Corporation will remain a crown
cor poration?

M5. MACFARLANE: A crown corporation but not an agent of the
crown.

Q - And so as between the obligation to pay the existing debt
that obligation will be and remain with the province?

M5. MACFARLANE: Yes. The intent though is as the debt
attrits over tinme as issues mature, the portion of the
debt represented by -- the portion of the debt that
remains in the subsidiary conpany as it matures, if there
is not sufficient cash to retire that obligation, the
entity will refinance it in their own name on their own
credit. So the government guarantee over time as the debt
attrits will disappear.

Q - Over tine?

MS. MACFARLANE: Over tine.

Q - And so over tinme the expectation, as | understand your

expl anation here, Ms. MacFarlane, is that New Brunsw ck
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Transm ssion Corporation over tine will be refinancing the
obligation in its own nanme to bond hol ders?
M5. MACFARLANE: That's correct.

Q - And, Ms. MacFarl ane, when the assets of New Brunsw ck
Power -- New Brunswi ck Transm ssion Corporation are
transferred under the transfer order, they won't be
encunbered or there won't be security taken in the
specific assets, will there?

M5. MACFARLANE: The debt obligations that will exist on
April 1st and that will be transferred from Hol dco down to
NB Power are government guaranteed issues, so there are no
calls on the assets of the organization at that tine.

| expect that with new debt there will be such
covenants but for the debt that will exist on April 1st
they are on the governnent guaranteed credit.

Q - Okay. So to be clear, the governnment guarantee remains
in effect and applies to the existing | egacy debt?

M5. MACFARLANE: That's correct.

Q - So thereis -- we have used this termlifeline, there is
this lifeline that remains in the formof a governnent
guaranteed form of debt security in respect of the
exi sting | egacy debt?

M5. MACFARLANE: That's correct. It would be very difficult

for the governnment to escape that obligation.
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Q - Quite so. Quite so. Now, M. McFarl ane, how nuch new
debt is New Brunswi ck Transni ssion Corporation going to be
refinancing over the course of the period in which this
application applies, nanely 2004 and 20057

M5. MACFARLANE: In exhibit A-2, which is the evidence page
22, table 14-B, is the forecast bal ance sheet. So by the
-- in the test year of the long-termdebt 164 mllion wll
be existing debt, what you were referring to as | egacy
debt, and 83 mllion of that will be new issues. The --
no | egacy debt expires in 2005 and I'msorry | don't have
2006 with ne.

Q - Al right. So just to be clear then. The governnent
guarantee the lifeline on the existing debt exists and
will remain in place for -- I'"'msorry -- the nunber is
again -- I'mtrying to scranble for the table?

M5. MACFARLANE: Table 14-B on page 22 in exhibit A-2, and
that's in direct evidence of Sharon McFarl ane.

Q - So for 2004 the 164.4 mllion will have a governnent
guarantee associated with it?

M5. MACFARLANE: That's correct. And the enbedded cost of
debt, the 10.7 percent includes an assunmed guarantee fee
on that -- well it assunes a credit spread adjustnent fee,
shall we say, on that anount.

Q -1 don't nean to -- I'mnot planning to get back into our
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debate --

MS. MACFARLANE: Ckay.

Q -

-- on the applicability of table 5.

M5. MACFARLANE: | mght just add in response to your

earlier questions, M. Nicholson, about the way the debt
equity swap will work. | nentioned early on that what we
are determning this week is whether it will be a debt
equity swap or a debt for debt and debt for equity swap.
You notice on this forecasted bal ance sheet we were
| ooking at nmerely a debt equity swap and therefore you
continue to see on the bal ance sheet deferred debt costs,
sinking funds, et cetera, and that may be where we end up.
VWhat we are hoping to do is re-engi neer the debt at

the sane tinme that we do the debt equity swap, so that
what conmes back, though it is the sanme wei ghted average
cost, the sane wei ghted average term as the pool that goes
over, when it cones back it |ooks nore |ike corporate debt
in the sense that there aren't sinking funds, there aren't
sonme of these other itenms with them So we should be able
to determne that this week, what the ultimate structure
will be.

Ms. MacFarl ane, are you saying that you are going to have
all of these issues resolved prior to April 1 in terns of

your financing structure?
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MS. MACFARLANE:  Yes.
Q - But that won't happen before the record in this
proceedi ng cl oses, correct?
M5. MACFARLANE: That's correct. | suspect that the cabi net
docunent that will direct the debt equity swap to happen
will be put before the Lieutenant-CGovernor-in-Council sone

time md March. That's the schedule that's underway ri ght

now.

Q - Ms. MacFarlane, Electric Finance Corporations' interest
in New Brunswi ck Transm ssion Corporation, |'mcurious,
wi |l New Brunsw ck El ectric Finance Corporation hold al

of the equity in New Brunsw ck Transm ssion Corporation?
M5. MACFARLANE: No, it will not. New Brunswi ck Hol di ng --
New Brunswi ck Power Hol ding Corporation will hold the

voting equity, though as it is currently contenpl ated that

voting equity will be at nominal value. It is the non-
voting equity that EFC will hold in the transm ssion
conpany.

Q - And | believe also there is contenplation that after one

year that the legislation has come into force and effect,
that that voting equity held by New Brunswi ck Hol di ng
Corporation will be transferred to the Crown?

M5. MACFARLANE: That's correct. One year after that

particul ar section is proclai ned.
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Q - So in that respect, the debt that is held or taken by New
Brunswi ck Transmi ssi on Corporation, and now |I'mtal ki ng
about new debt, New Brunswi ck Transm ssion Corporation
will be -- will have all of its equity held by the Crown?

M5. MACFARLANE: That's correct, unless the Crown chooses to
do sonething with that share.

Q - | understand. But that's mere speculation at this point.

Al that we know is what the Bill says --
M5. MACFARLANE: That's right.

Q - -- and that is that at |east for one year Holdco wll

hol d --

M5. MACFARLANE: W don't -- there is nothing in the
| egi sl ation though that woul d indicate that Transco wil |
not continue to be, shall we say, a non-agent of the
Crown, and therefore expected to be able to nmaintain that
i nvestment grade credit rating and borrow on its own nane.
The | egi slation suggests that that will carry on
regardl ess of who owns the voting equity. That's our
under st andi ng.

Q - But that will be confirmed at sonme point a year from now?

M5. MACFARLANE: That's correct.

Q - Ms. MacFarlane, on day one after this structure takes

effect, who does New Brunswi ck Transn ssi on Corporation

owe its debt obligation to?
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M5. MACFARLANE: On April 1st, 2003, once the debt equity
swap at the restructuring has taken place, the debt wll
be -- again there is two approaches we are taking to this.

And under one approach the debt woul d be owed to Hol dco.
Hol dco woul d then have a back-to-back with EFC and EFC
owes the debt to the province. Under another nodel the
debt obligation would be transferred from Hol dco directly
to the subsidiary and therefore the relationship would be
the subsidiary with EFC and EFC with the province. There
is two possibilities that will be sorted out this week.

Q - Than you. And in respect of the proceedi ng before us
today, the cost of debt that you have applied for for
recovery in rates, how does that cost of debt deci sion,
not the applied for amount, but the decision of this
Board, how does that factor into this structure?

M5. MACFARLANE: | think it was in Dr. Murin's presentation
he made to us early on that a utility needs to be able to
attract capital and cover its cost. The enbedded cost of
debt for the portion of the debt that is being allocated
back to Transco will not change regardl ess of whether it's
owed to Hol dco, whether it's owed to EFC or whether it's
owed to the province directly. The enbedded cost of debt
will not change and the utility needs to be able to

recover that. |If it doesn't it's obviously earning a
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| ower rate of return on equity which ultimtely weakens
its bal ance sheet and nakes it |ess able to attract
capital.

Q - kay. Gve nme one mnute. There is one -- | think we
have covered this, but | want to be absolutely clear. The
new debt armount that is shown in your forecast on table
14-B of 83.5 mllion, when that new debt is financed it
will be New Brunswi ck Transm ssion Corporation that is
i ssuing that debt to bondhol ders?

MS. MACFARLANE: That's correct.

Q - And that debt will not be in any way held by New
Brunswi ck El ectric Finance Corporation?

A. That's correct.

Q - Thank you. Now, M. MacFarl ane, when the new debt gets
i ssued, is there sonme contenplation that that new finance
obl i gati on woul d conme from any ot her source other than
debt? Wuld there be any type of equity conponent, actual
equity conmponent that would be used to finance that
obl i gation?

M5. MACFARLANE: That's not contenplated at this tine.
Q - It's not?
MS. MACFARLANE: It's not.
Q - So there will not be any actual equity infusion in the

formof additional new capital that is required by New
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Brunswi ck Transmi ssi on Corporation?

M5. MACFARLANE: There may be new equity infusions required.
As an exanple, were the transm ssion organi zation to
participate in the Neptune project, obviously a
significant anmount of capital would be required and the
utility would only be able to get a certain portion of
that fromthe debt market. So an equity infusion would be
required in a circunstance |like that. But it is not
contenplated that that equity infusion would cone fromthe
mar ket at this tine.

Q - Were would it cone fromthen if it wasn't the narket?

MS. MACFARLANE: The Act allows the Province of New
Brunswi ck, where there are major capital projects that it
determines are in the interest of the Province itself, to
make further equity infusions.

Q - And how woul d the Province then finance that equity

i nfusi on?

M5. MACFARLANE: It may finance it through EFC issuing
further debt, and again that is allowed for in the Act.
It may do it through accumul ati on of retained earnings in
EFC from Transco over a period of tinme. It nmay choose to,
and | think again there is provision in the Act to | ook
for private equity for the Province to choose to enter

into joint ventures or other arrangenents in order to do
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t hat .
And is it fair, Ms. MacFarlane, that that type of project
there is -- that type of project is not contenplated in
the years in which this tariff application is intended to

be in force and effect?

M5. MACFARLANE: That's correct. The major outstanding

projects that are being contenplated are the second tie-
line into the U S. and the Neptune project. In both of
those the investnment would -- the significant portion of
t he investnent would be outside of the tariff.

Ms. MacFarl ane, just so that | can understand the default
risk on the debt that New Brunsw ck Transm ssion
Corporation has, as it relates to the existing | egacy

debt, that is guaranteed by the Province, fair?

MS. MACFARLANE: That's correct.

And the default risk then lies with the newy financed

debt, fair? The -- what we have called the new i ssues?

M5. MACFARLANE: Well yes, that's correct, but | believe

there would certainly be an inmpact on Transnission's
future ability to borrowif it defaulted on the | egacy
debt regardless of the fact that it's guaranteed by the
Province. | think it would certainly have an inpact on
how the credit rating agencies viewed the corporation.

Quite so. And having a regulated rate of return and a
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revenue requiremnment approved by the Board allowi ng you to
recover your cost of |egacy debt, would certainly provide

the corporation with sonme sense of security, correct?

M5. MACFARLANE: Yes.

And that woul d be sonething that is not found in the
commercial world, correct? Not every corporation has a

guar ant eed source of revenue?

M5. MACFARLANE: It's correct that not every corporation has

a guaranteed source of revenue. It's also the case that
many corporations do have guarantees of sone nature
standi ng behind their debt, whether it's a subsidiary
corporation with a parental guarantee froma | arger
corporation, that's quite a common arrangenent.

And will there be a parental guarantee issued on the new

i ssues when that gets financed?

M5. MACFARLANE: No, there won't be. It wouldn't be of any

interest to a bondhol der in any event because Hol dco w ||
have no assets other than the shares in these conpanies,
and the covenants we expect to see attached to the debt
will not allow transfer of value between the conpanies.
So there would be no value to a parental guarantee.

And woul d there be any type of guarantee with any crown

agent such as Electric Finance Corporation?

MS. MACFARLANE: That's not the intent. The intent is to
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have capital structure that allows these conpanies to
borrow in their own nane.

Q - Now we touched briefly on the topic of the assets and any
encunbrances which those assets woul d have. W
under st andi ng, Ms. MacFarlane, is that there are no
encunbrances on the assets for financing today but that
woul d -- but that potential ability to encunber the assets
for new financing would be available in the future, is
that fair?

M5. MACFARLANE: That's correct.

Q - And the encunbrance -- the transfer order of the assets
to New Brunswi ck Transm ssion Conpany woul d not have any
type of encunbrances on those assets?

MS. MACFARLANE: That's correct.

MR. NETTLETON:. Thank you. Thank you, Ms. MacFarlane. | am
through with this witness. | know she has ot her
engagenents. |'m happy to stand dowmn, M. Chairman, if

there are others that would |i ke to proceed.

CHAIRVAN: Al right. M. Zed, do you have any questions of
Ms. MacFarl ane?

MR ZED: No, sir.

CHAI RVAN:  Sai nt John Energy?

MR, YOUNG  No.

CHAI RVAN: M. MacDougal | ?
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MR, MACDOUGALL:  No.

CHAIRVAN: M. MacNutt?

MR. MACNUTT: Yes. Qur questions will require the presence
of Ms. MacFarl ane.

CHAI RVAN:  Well if there are questions of Ms. MacFarl ane |
woul d hope she would be here. Sorry. You didn't
understand what | said, M. MacNutt. W are just going to
do any questions that may be required of Ms. MacFarl ane
right now So you may have sone others as well for the
panel, but what we are doing is trying to get the
guestioning for Ms. MacFarl ane over so that she can go
back to Fredericton, and put this all to bed, | hope.

MR. MACNUTT: Well that's nmy point, M. Chairman. The |ine
of questioning | have would require the presence of M.
MacFar | ane.

CHAI RVAN: Okay. Well would you like to come up and ask

t hose questi ons.

MR, MACNUTT: We will, M. Chairman, right now.
CHAI RMAN: | apol ogi ze, M. MacNutt, if you couldn't hear ne
before. | sonetinmes nunble |I'mtold.

MR. MACNUTT: Yes, we each seemto do that, M. Chairnman.
And | will try to avoid hitting the mke with the book.
MR. NETTLETON. M. Chairman, there is one question that |

did mss that | would |like to ask before Ms. MacFarl ane --
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before M. MacNutt, if | could.
Q - Ms. MacFarl ane, when the new | oans are issued, will they
be issued to the Province?

M5. MACFARLANE: No, they will be issued to bondhol ders. W
anticipate that the size of the issues will be such that
they will be private placenents in all |ikelihood. But
nonet hel ess they will be issued to third party investors.

Q - So that there is no contenplation the Province will be
the ultimate financier of this debt?

M5. MACFARLANE: No. That's the primary objective of the
restructuring is to get the governnment out of providing
that financial guarantee.

CHAl RVAN:  Go ahead, M. MacNutt.

CRGSS EXAM NATI ON BY MR, MACNUTT:

Q - Thank you, M. Chairnman. These questions are directed to
t he panel generally. But we have expectation that a
nunber of themw Il be answerable -- or Ms. MacFarl ane
woul d be the nost appropriate person to answer them

The first questionis, is it correct that the
generating facilities of NB Power are expected to provide
virtually all of the ancillary services in 2003 and 2004?

MR. BISHOP: That is correct.
Q - Is it also correct that the generating facilities are

capabl e of supplying nore ancillary services than the
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system operator will require, assum ng we are a year, Yyou
know, post April 17?

MR. BI SHOP: The provision of ancillary services was one
that was di scussed yesterday. And | would |ike to take
this opportunity to clarify for the Board that the
provi sion of services, if |I mght use the analogy, it
m ght be simlar to the fire hall. That there -- while
there is a mninmumrequirenent that NERC requires the
system operator to have at all point in time, all of the
generation services, everything that the generator is
there is, in fact, continuously provided. And that the
system operator has a call on those facilities to the
maxi numextent. It's not limted at the extent that NERC
says that you nust have sufficient capacity to cover your
-- or sufficient reserve capacity to cover your | argest
si ngl e conti ngency.

But statistically larger contingencies can occur. And
in fact the contract between generation and transm ssion
for the provision of ancillaries will allow for total cal
on those as nom nated at any point in tine by the
transm ssi on conpany requiring those reserves.

If the question is -- and | -- excuse ne. | apologize
if I"'mrephrasing. But there are nore ancillary

capabilities on the New Brunswi ck systemthan wll be
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required by NERC criteria and other criteria -- mninmm
criteria established by the system operators.

Q - WII you have greater -- will the SO have greater
capabilities than the nunber -- will the generator have
greater capability than the nunber of units forecast --
that will be forecasted as being required?

MR, BI SHOP: Again, yes, it will be greater than the m ni num
requi renents that the systemoperator will have.

MR, PORTER | mght add -- add to that, that M. Bishop's
statenent applies in many hours, but not in all hours.
Particularly -- particularly at the tinme of systempeak it
may very well be that at that point in tinme the generation
avai l abl e to provide the service basically just neets the
requi renent and does not exceed it.

MR. BISHOP: Yes. In fact just -- M. Porter rem nds ne
that we have in the past fromtine to tinme actually had to
purchase fromoutside entities sone value of ancillaries.

Particularly spinning or 10 m nute reserve.

Q - Now again assumng we are in the post April 1st and in
the system operator role, who will decide which facility
is used to provide each specific ancillary service, the
system operator or the generating conmpany?

MR. SNOADON: The system operator will meke that decision.

Q - And in peak times we would just identify there are
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several tinmes during the year it peaks when all avail able
ancillary services are fully utilized. Wwo wll make the
deci sion at those peak tines?

MR. SNOADON: That responsibility still rests with the
syst em oper at or .

Q - Now who will determ ne how many units of each ancillary
service are required, the system operator or the
generati ng conpany?

MR. SNOADON: The system operator who makes that deci sion.

Q - WII the nunber of units of ancillary services that are
required to be determned, will it be done on an hourly,
daily or weekly basis?

MR. SNOADON: The whol e i ssue of how ancillary services w |
be dealt with is -- is over a span of tine. The heritage
vesting contracts provide, through a power purchase
agreenent, the capacity available to the |load to nake --
to meet their | oad obligation and their ancillary service
obl i gati ons.

Keeping in mnd that when this nmarket opens in April,
there will not be an ancillary service market. They w ||
be supplied exclusively through these heritage pool
assets. The capacity off of those assets will be made
avai l abl e a year ahead to the systemoperator. So he wll

have call rights to that capacity for various periods
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during that year.

And as you get closer to a capability period, and we
have defined two capability periods. Basically a five
nmonth wi nter period, and a seven nonth sumer period
whereby the capacity required to provide those ancillary
services will be determ ned. And as you get closer to
real tinme in the dispatch of those ancillary services,
capacity may be released to the generator to use for other
pur poses. Wen that is done, then the savings, if you
will, fromthe capacity release will be then put back into
the -- in the formof a discount on what those ancillary
service costs are. Because you are no |onger tying up
that capacity that the generator cannot make external
sal es with.

And when you get into the real tine on dispatching
whi ch ancillary services will be supplied from which
generator, it will strictly be dispatched on cost when, in
fact, the reserve is required.

That's in a nut shell how you go froma |ong-term
capacity obligation right through to real time dispatch of
t hose services.

What is the current status of the heritage vesting

contracts?

MR. BI SHOP: They are presently being negotiated between a
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generator -- to ny know edge, between generation and
transm ssion for services, and generation and the Di sco or
custoner service corporation for provision of energy.
So just for the purposes of clarifying the matter for the
Board, there are no contracts equivalent in existence now.
These are being negotiated in anticipation of the
creation of the butterflies in the reorgani zation of NB

Power . |s that not correct?

MR, BISHOP: That is correct.

MR. SNOADON: And they are to be finalized before the market

opens in April.

| mght -- mght just add one other thing that |
forgot when | was tal king about how the load is actually
responsi ble for the capacity obligation and the ancillary
servi ce conponent of that. Once they have nom nated that,
then the system operator actually enters into an ancillary
service contract with the generator.

So for the exanple of Point Lepreau, even though it
was under a different ownership arrangenent, the -- the
di stribution conpany woul d have the rights to that
capacity. Once that is nomnated to -- for the system
operator to have call rights for it, then the system
operator would then enter into a contract with Lepreau to

provi de those ancillary services, or Coleson Cove, if it
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were a separate ownership.

So that it's -- it's the ownershi p beconmes a secondary
matter as far as the system operator concern. They are
concerned with a contract with a generator to supply these
ancillary services directly with the system operator after
it has been nom nated by the | oad that they have that
capacity lined up to provide those ancillary services.

Q - Now what happens if a custoner decides to self-supply
certain ancillary services?

MR. SNOADON: The custoner that nom nates that they wl|
self-supply the ancillary services, that |load ratio share
of their responsibility will be renoved fromthe tota
obligation on the system

And consequently the capacity obligation that falls
back to the distribution conpany or to the generators, the
remai ni ng heritage generators will be | essened by that
sane anount.

Q - Howw Il the quantity of ancillary services that the
system operator requires be adjusted as a result of that
sel f-supply?

MR. SNOADON:. By this |load ratio share of what their
obligation is of that particular | oad.

Q - Noww Il the systemoperator pay only the actual quantity

of ancillary services that were necessary to operate the
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systen? O wll the system operator be required to pay
for predeterm ned quantities? It is alnbst -- the latter
is alnost a take or pay.

MR. SNOADON: The system operator would pay for the anount
of ancillary services that are -- there is two conponents
toit.

There woul d be the capacity conponent that they would
be paying for for the rights to call that capacity. And
then they would al so pay the dispatch cost if they are
actually called upon during the hour or the day that they
are nom nated for use.

There is really two conponents to that, a capacity
paynent for the rights to recall, and then the actual
execution of the ancillary services.

Q - And how do those two conponents match up with the charges

for the specific services? Yes, for the ancillary

services, the systemoperator will charge its custoners?
MR. PORTER |I'msorry. You are referring to the specific
services that are in the tariff application? | wll

assunme that you are referring to the --

Q - It answers yes --
MR. PORTER: -- charge to the transm ssion custoners?
Q - Yes.

MR. PORTER: That is really -- that is the fixed conponent
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of the contract between the system operator and the
generation, provision of the ancillary services.

The vari abl e conponents woul d be the out of order
di spatch cost adders that we have in the schedules in the
tariff and have tal ked about in the past at this hearing.

Does the fixed charge remain constant? O wll it -- if

there is a reduction in the anmount of ancillary services
provided -- you say the variable portion will reduce.

WIIl a fixed portion also be a concom tant change in

it as well? O wll it remain constant?

MR. SNOADON: It would be fixed unless the system operator

deened that he could rel ease that capacity. And then they
woul d be reduced by that nuch during a particular period

of tine.

MR PORTER: If | could just add to M. Snowdon's comment,

just to repeat what we have tal ked about before, the
general principle that if and when the system operator's
cost to procurenent of the ancillary services decreases
fromthat which is assunmed in the application, the rates
charged to the transm ssion customers will be discounted
accordingly, to ensure that the -- it is purely a pass-

t hrough of cost.

MR. SOLLOWS: Just to follow up on that point, would those

| oner costs be then available to your |oad-serving entity,
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to your custoners or to the third party generators?

The concern in ny mnd at this stage is how would a
cust oner know whet her or not they should take the trouble
to invest in plant to self-supply or to do denand si de
managenent or any other thing that m ght be effectively
conpeting with this generation-based auxiliary service if
t hey don't know what the cost is?

MR. PORTER The changes associated with discounting I would
see happening in probably a downward trend but over a
| onger period of time, because of the quantities required
and the lack of liquidity in the market. There is a snal
nunber of potential suppliers in the area.

So just saying that any | ower cost of procurenent
woul d be reflected. But | don't see there being a rapid
change or a volatility of that price going up and down.

MR. SOLLOWE: Yes, | think | understand. | guess the
concern I"msort of still grappling with in this whole
thing is if the price is set high it m ght encourage
peopl e to make non-econom c i nvestnents in other plant to
supply auxiliary services when in fact -- and after those
investnments are nade, it is essentially non-econom c.
Because the actual cost was |ower than the price that was
set initially.

So how do we deal with that in terns of trying to get
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an economcally optimumresult out of this?

MR. PORTER: Well, that is one of the main reasons we have
put forward the proxy approach, is because it does set the
rates at a rate that we believe woul d send adequate signa
but not provide a fal se sense or over incent to building
of facilities to provide ancillary services.

That certainly is our intent is to send that right
signal but that that price could decrease probably slowy
over time as other suppliers are introduced. And by
decreasing, that is assum ng that the new supplies are at
| oner cost, which -- they may not be significantly | ower
cost s.

MR. MACNUTT: Thank you, Comm ssioner Sol | ows.

Q - Just to cone at this, restate nmy point of view, it is ny
understanding that the systemoperator will pay fixed
costs to the generator, is that correct? That is Genco.

MR. BISHOP: Yes, that is correct, for a nom nated anount of
reserves.

Q - Nowthe SO-- in turn the SO charges custoners based on
the price tinmes the nunber of units consuned or used, is
that correct?

MR. SNOADON: To provide ancillary services.

Q - Yes. It is just sinply price tinmes the nunber of units.

And that is per your forecast, is that correct?
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MR. PORTER: | just want to clarify. The charge to the
custoner is based on the custoner's usage of the
transm ssi on system which --

Q - So you have a forecast of the nunber of units. And the
tariff-approved price would be applied to those for the
consunption during the period in question?

MR. PORTER: Yes. That is correct.

Q - Nowis the system operator revenue, fromthat which we
just described, the price times quantity, supposed to
equal the fixed cost paynent that we tal ked about at the
opening of this --

MR, PORTER  Yes.

Q - -- series of questions?

MR, PORTER  Yes.

Q - Now what assurance can you give us that the generator
conpany, Genco is not going to increase prices arbitrarily
over what his actual cost to produce and provide the
ancillary services are?

MR. PORTER. That is the point of the vesting contract is to
protect the system operator and |ikew se the transm ssion
cust oners.

Q - Wat happens if Genco charges nore for an ancillary
service, unit of ancillary service than is in the tariff

approved by this Board for the SO?
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MR. PORTER Generation does not have the opportunity to

arbitrarily or unilaterally establish that price.
Renenber that this application is by a vertically
integrated utility.

And the application is based on a proxy nethodol ogy
that has conme up with a price, and that that will be taken
into account in the creation of the vesting contract.

So -- and the system operator would be inprudent to
sign onto a contract that would cause himto incur
expenses beyond what they are going to be collecting from

the transm ssi on custoners.

- What happens if Genco sinply refuses to provi de except at

the price Genco wi shes to charge?

MR. Bl SHOP: | think the answer to that, at least in the

early stages, is -- | can speak for definitely, is that
that is not a decision that Genco, because Genco is not at
this point intime a corporation, is allowed to make on
its own.

Again the very fact that New Brunsw ck Power is now a
vertically integrated utility and will continue to be when
these contracts are negotiated and put in place, the
charge that Genco will nake for these ancillary services
will be the charge that this Board approves -- or

di scounts.
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The generation may di scount these for particular
purposes. In the longer termyou can -- it's quite easy
to envision the fact that these services -- prices may be
di scounted in order to conpete with other potenti al
suppliers. That's one of the issues that m ght have --
just add in response to your earlier question, that the --
any entity wshing to self serve has to scan the narket as
well to determine if there are other potential suppliers
out there who may in fact conme in to actually | ower the
price of these ancillary services.

MR. SOLLOWS: But there is no market --
MR. BISHOP: At the noment there is not, no. And in the
early stages, that is correct.

Q - So what you are saying -- would you confirmfor ne that
nmy understanding is correct fromwhat you have just said
that Genco will accept the anobunt for ancillary services
that's in the tariff approved by this Board for the SO
regardl ess of which specific generating facility is used
to provide the ancillary service?

MR, BISHOP: That is correct.

Q - Nowin the application there is revenue forecast for
Transco -- paynments for ancillary services to be, we think
it is 38.7 mllion, subject to check. AmI correct in

assum ng that the paynents to the generating conpany w ||
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not exceed that amount?
MR BISHOP: That is correct.
MR. MACNUTT: No further questions, M. Chairnman.
CHAI RVAN: Go ahead.

BY MR Rl CHARDSON:

Q - Thank you, M. Chairman. M/ question is to M.

MacFarl ane. Very brief and it is on our favourite subject
debt equity. A lot has happened in the last six nmonths in
the electricity industry. And at the tinme of your filing
the application for the tariff you requested a 65/ 35 debt
equity split. If you were filing that today, would that
be the sane or would you have a different one?

M5. MACFARLANE: If we were filing today we would | ook for a
stronger equity weighting on the bal ance sheet. | believe
Dr. Morin said the sane thing.

Q - Yes, | believe he did also. So basically through all the
jigs and the reels we cone down to the fact that what's
going to work in the marketplace as of February the 10th
2003 is going to be your debt equity split, roughly?

M5. MACFARLANE: Roughly, yes.

Q - You will be neeting with CIBC Wrld Markets tonorrow and
t he next couple of days at which tinme this will all be
resolved up to a point or for the nost part resol ved.

Wuld it be possible to have an undertaking fromyou that
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you woul d advi se the Board as to what the results and what
debt equity split that they -- that you negotiate with

t hat organi zation?

M5. MACFARLANE: Yes. (Qbviously it is subject to final

approval by Cabinet but --

Yes, | under st and.

M5. MACFARLANE: -- we certainly will. W wll provide you

with that.

MR. RI CHARDSON: Thank you very much. No further questions,

M . Chai r man.

BY MR SOLLOWS

Yes. If | may | have just one question. | don't know if
you are aware, yesterday we had our presentations from
informal intervenors and we had a gentl enan who cane and
expressed sone concern that | think the Chair properly
characterized as being mainly policy concerns as opposed
to what we are trying to deal with in this hearing.

But it did remind ne of -- a question | think I asked
you earlier in the hearings, and I know a | ot of work has
been done since so | will reask the question. W just
heard that the debt placenments from Transco or the
butterflies will be basically private placenents.
Traditionally small investors have a hard tinme getting at

t hose kinds of issues. WII there be any provisions for
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citizens -- interested citizens in buying -- say wal ki ng
into King Street and buyi ng your bonds or wal king into one
of the district offices and plunking down 3', or 4 or
$5, 000 and getting sone bonds?

M5. MACFARLANE: Although it --

Q - To give people an opportunity to participate.

M5. MACFARLANE: That's very attractive. | would like to do
it nyself, but that's not contenpl at ed.

MR. SOLLOAS: No. kay. Thank you.

BY MR BREMNER

Q - Just ask Ms. MacFarl ane again. You said sonme tinme ago

there will be no increase in enployees for all of this?
M5. MACFARLANE: Yes. That's the intention that there wll

be no increase in enployees. Now that may require sone
redi stribution of skills. GCbviously these corporations --
NB Power does not have shall we say a plethora of people
with investor relation skills or skills in the finance
area. There may be other areas, marketing, that need nore
strength than they have today. But that would hope to be
accommodat ed through normal attrition and reassi gnment of
duti es.

Q - For exanple, you are a capable lady in your field, are
you going to be spread in four ways or five ways? Are you

going to be spread at each one of these butterflies?
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M5. MACFARLANE: No.

- What is that --

M5. MACFARLANE: In January of 1998 we noved finance people

into the business unit so there is a corporate group. |'m
in the corporate group and the corporate group wll
continue to provide support probably nost especially in
treasury and investor relations. But there have been for
three or four years now senior finance people in those

busi ness units who have gradual ly been taking on nore and
nore responsibility for budget devel opnent for nonth end,
guarter end production of financial information, et

cetera.

Now t hey are going to be on a very steep |earning
curve here in the next few nonths because the ante is up
significantly. But nonethel ess we have confi dence t hat
with the systens we have put in place, with the governance
we have put in place and with support from Hol dco they
will be able to neet the objectives.

- And there will be a board for each one of these

butterflies?

MS. MACFARLANE: That's correct.

- Wth a chairman of course and --

MS. MACFARLANE: That's correct.

- -- the expenses incurred with all of those?
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MS. MACFARLANE: That's correct.

- And you still don't expect to spend anynore noney?
M5. MACFARLANE: | believe | worded that very carefully.
MR. BREMNER: Yes, | thought you did. | asked you to get

back to nme on that and you didn't. And I can understand
why. That's okay. Thank you.

BY THE CHAI RVAN

- Just a couple, Ms. MacFarlane. There are a nunber of
things that you did your best when filing the evidence to
esti mate what was going to happen?

MS. MACFARLANE:  Yes.

- And | hear you today and | read the legislation and |'m
just wondering if you have any sense of when the
public/the Board will know about whether or not your
estimates were bang on or if they weren't. 1l.e. for
instance the transfer order in reference to assets, the
transfer order in reference to debt. All of those things.

Do you have any sense of when those are going to be a)
finalized and b) when they in fact m ght be made public?
My recollection dimy of the Act is that the governnent
can take upwards of a year to make those known in the
public forum i.e., the Royal CGazette?

M5. MACFARLANE: Mmmm  The provision | think is two years.

The two years is there really for clean up in the event
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that something is mssed or in the event that sonething
i nadvertently is put in the wong business. The tine |ine
is such that the transfer orders for assets are to be
conpl eted by February 28th. And they are virtually
conpl ete now because we have records that allow us to do
that and we have been operating that way for some tine.
So the transfer order for assets, for contracts, for |and
rights, easenents all of those things are well under way
and should finalized in the next couple of weeks.

The transfer orders -- they all by the way -- you
notice in the Act it says that they will be transferred
for consideration which neans there has to be a price
attached to them The price attached to them-- or the
cost attached to themw Il all be whatever the net book
val ue is based on the audited financial statenments for
March 31st 2003. So the anmpbunt will not be stated in the
transfer order.

The debt -- obviously we have to work out whether this
is sinply a debt equity swap for some portion of the debt
and the rest of it stays where it is and gets noved to the
subsidiaries or whether in fact it is also a re-
engi neering of the debt.

So the transfer orders related to the debt | expect

will be closer to the m ddl e of March. But the
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expectation is that this will all be done for April 1st.
- Do you have any idea whether it will be made public at
that time or --

M5. MACFARLANE: | don't believe there is any intention not
to make it public. | believe that once the docunents are
approved by Cabinet or the Lieutenant Governor-in-Council.

| don't think there is any reason why -- | certainly
haven't heard anybody nmaki ng any statenent that they want
to keep this private for any period of tine.

CHAI RMAN: M. Hashey, do you have any questions as a result
of our questions of Ms. MacFarl ane?

MR. HASHEY: There m ght be sonme redirect, M. Chairnman.

But possibly we could take a short break and have that
solved. And | could inform--

CHAIRVAN:  We wi ||l take our break, sir, and cone back.

MR. HASHEY: Thank you. But | would al so before you | eave
possi bly and maybe the reference should be to M. Speaker
rather than M. Chairman this afternoon at tinmes. But
anyway, the undertaking is done apparently and will be
avai lable. And I think what we should try to do is
circulate that or get it to M. Nettleton and see what he
-- his pleasure is with respect to it.

CHAI RVAN: Okay. And then when we conme back why you can | et

us know.
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MR. HASHEY: Yes. Thank you.
(Recess)

CHAI RMAN: M. Hashey, you have sonething -- the conpletion
of the undertaking, | guess.

MR. HASHEY: W have two issues here to deal with right
quickly. First of all is the undertaking that you ruled
on at noon. CQur half day estimate wasn't far off because
they started working on it over the lunch hour and we do
have it. It's undertaking 55 and it's the requested
information for M. Nettleton all ina form M.

Nettl eton has a copy of it and we would |ike to have that
mar ked | guess at this point.

CHAl RMAN:  Wonderful. So this will be A-56. Go ahead, M.
Hashey.

MR. HASHEY: The next issue, M. Chairman, is the issue
addressed concerning the tariff amendnents that we had
agreed on. And as you will renmenber, when we started
yesterday there was sone comment by Saint John Energy and
there was an agreenent that there would be an attenpt to
work out a wording for their request.

CHAI RVAN:  Yes.

MR. HASHEY: Now over the lunch hour that wordi ng has been
wor ked out and we would like to offer that as attachnent

H and it's in the formof the amended wordi ng and then
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the red line version. It's a two page docunent.

CHAIRVAN: Geat. W will distribute that. Do you want ne
to mark that as an exhibit or how should we proceed? What
do you suggest? Mght as well, | guess.

MR. HASHEY: | think so, just to keep it straight.

CHAIRVAN:  This is a two page exhibit. The first page is
headed Attachment Has in Henry and is red lined. The
second page is not red line. So presumably that's the --
A-57. Anything else, M. Hashey?

MR. HASHEY: No. That's it. Thank you, M. Chairnan.

CHAI RVAN:  Back to you, M. Nettleton.

MR. NETTLETON:. Thank you, M. Chairman.

CRGSS EXAM NATI ON BY MR. NETTLETON:

- M. Bishop, you were discussing with ny friend, M.
MacNutt, the incentive which the integrated utility would
have to offer services at a rate that was effectively
fair, and that there would be no incentive to offer a rate
that was greater than the amount stated, fair?

MR. BISHOP: That's fair, certainly fair during the tine
that we continue to be vertically integrated.

- And in the world that we are about to nove into, the
unbundl ed worl d, what do you think the incentives are
then, M. Bishop?

MR. BISHOP: Certainly a profit notivated corporation is
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incented to charge a rate that will bring it profit.

Q - And one of the objectives that we have | earned about in
several different sources is ensuring correct pricing
signals. Do you think that's an objective that is
appropriate and applicable to the prices that are
established at the outset for ancillary services, that
correct pricing signals are put in place?

MR BISHOP: | think it's appropriate that correct pricing
signals be put in place, yes.

Q - And pricing signals based on the cost of the service to
be provi ded?

MR. BISHOP: In this case, recogni zing the anount of
ancillaries, the proportion of which the generation
conpany will supply, that's correct.

Q - Based on their actual cost?

MR. BI SHOP: Based on the actual costs or based on a proxy
cost, whichever, in this case the application for the
pr oxy.

MR. PORTER | mght add to that the question was about the
appropriate signal and | repeat what we have said in the
past several times is that we believe the proxy approach
| eads to prices that does send the correct economc
si gnal .

Q - But that's not one based on cost, correct, M. Porter?
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MR. PORTER: It is one based on the cost of the proxy unit,
the long run margi nal cost.

Q - W are back there. Now, M. Bishop, you indicated that
there woul d be the opportunity to discount the ancillary
services once we nove to the brave new world, fair?

MR. BI SHOP: That's correct.

Q - Right. And M. Sallows indicated in a |line of questions
that he had about the signal that would be sent to the
mar ket pl ace, that the incunbent provider of ancillary
services, the nonopoly provider of those ancillary
services, also having the ability to discount off of the
proxy price, how that would provide incentive to third
party generators. | want to suggest to you, M. Bishop,
this. |If you were a potential electric generating entity
| ooking to invest in the Province of New Brunsw ck, why do
you think it would nake sense to nake that significant
capital cost investnent if you know that the incunbent has
the ability to discount off of a price that is not based
on actual cost?

MR BISHOP: | think the real answer to that question is
that a new electricity generator in New Brunswi ck or who
choose to invest in New Brunswi ck would invest on a basis
of not only provision of ancillary services but | think

nore inportantly where nost of the revenue is available in
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the energy and capacity services.

Q - And what percentage would that be vis-a-vis energy versus
ancillaries?

MR. BISHOP: | guess if you look -- all I"mgoing to do is
relate you to our incone statenent and | ooking forward if
you |l ook at a 40 or $50 mllion of revenue fromancillary
services conpared to at | east a requirenent of over 500
for total fixed cost recovery, that puts in sone ratio,
sone reasonable ratio of -- the ratio |I have just used is
ten percent or |less conmes fromthe generation of ancillary
servi ces.

Q - But your plant, M. Bishop, is significantly anortized
correct?

MR. BI SHOP: That is correct.

Q - Alot has changed in the way in which electric generation
can be provided with new fornms of technol ogy, correct?

MR, BI SHOP:  Yes.

Q - And so if you were today to make an investnent in plant
that had the opportunity to take a market niche or an
opportunity to provide service, specifically ancillary
service, can we agree that the uncertainty created by the
i ncunbent having the ability to discount off of a proxy
price gives a new investor very little confort on making

t hat i nvestnent deci sion?
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MR. BISHOP: If in fact the investnent decision was based on
a provision of ancillary services and all or a significant
portion of the return is based on that niche product, |
woul d suggest you are correct.
Q - Thank you. Now, M. Bishop, | want you to turn to
schedul e 2 of exhibit A-50, please.
MR BISHOP: |I'msorry. | mssed the --
Q - Schedule 2 found on page 15 of exhibit A-50
MR. BI SHOP: Thank you. Yes, | have it.
Q - Al right. Now, M. Bishop, we discussed the interest
return on investnent and paynent in lieu of tax figures.
| want to focus on the other two itens, nanely OWRA and
anortizati on and decomm ssioning, those two line itens
that conprise your fixed charge revenue requirenent and
ultimately that are used to calculate the fixed charge
rate.

Now can we agree, sir, that since all of the ancillary
services and the calculation of those ancillary services
use this fixed charge rate, it's inportant to get that
rate correct?

MR. BI SHOP: The fixed charge rate correct?
Q - Yes.
MR BISHOP: It is inportant in the enbedded cost study,

that's correct, yes.
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Q - That's one of the forenost variables used to cal cul ate
the cost for the --

MR BISHOP: That is correct.

Q - Now just sone anomalies that we have found with respect
to this schedule. If you would | ook at the colum G and
Lake, do you see that?

MR. BISHOP: | see that, yes.

Q - And if you ook to the colum OWRA there is expressed as

a percentage 85.22 percent, do you see that?
MR BI SHOP: Yes, | do.

Q - And the formula indicates that you take the OWA anount
of 5.292 mllion and you divide it by $347,000, do you see
t hat ?

MR. BISHOP: That's correct. It's row F divided by row D.

Q - Wll you might want to check the math on that one, M.

Bishop. | don't think 5 mllion is 85 percent of 347,000,
agreed?
MR, BISHOP: | would. Agreed.

Q - And simlarly, sir, when we | ooked at this and put it on
our own spread sheet there appears to be errors with
respect St. Rose in respect of the total fixed charge
rate, Grand Manan sane problem and with MIItown sane
pr obl em

MR. BI SHOP: Thank you. And we will re-check those nunbers.
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Q - If we can talk about OWA first. M. Bishop, what is the
source docunentation that has been used to provide the
nunbers, the dollar figure anmounts?

MR BI SHOP: For OVKA?

Q - Yes, sir

MR. BI SHOP: These are the budget nunbers -- the budget
nunbers for the 2003 and 2004 forecasts for operation of
our generating system

Q - You haven't used historic actual s?

MR BI SHOP: No, we have not.

Q - You haven't. M. Bishop, are you aware that the evidence
in this proceeding as it relates to transm ssion is that
OWBA costs have been based upon actual historic OWRA
costs?

MR BISHOP.: I'm-- it is ny understanding that the OWA
rates for transm ssion were in fact based on a projection
which is derived fromhistoric information, simlar to the
way that | have prepared this.

Q - So to be clear, these are based on historics but
proj ected out?

MR. BI SHOP: They are based on a projection of next years
recogni zing a history of cost and any anomalies that may
occur in the upcomi ng year. for exanple, if we know that

a unit is scheduled to be out on nmai ntenance that tends to
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drive OWRA costs, they would be included in this next
years forecast. It is the budget nunber.
Q - And the budget is based on actual ?
MR. BI SHOP: The budget is based on -- yes, a basis of
budget is on actual.
Q - And then there is a projection out.
MR. BISHOP: There is a projection forward, yes.
Q - And, M. Bishop, when was the last tinme these OWA costs
have been viewed by a third party?
MR. BISHOP: | believe the OMA costs are reviewed annual ly
by our auditor, and in fact yes, they are.
Q - But would the auditor be concerned with the prudency of

how t hose dol |l ars have been i ncurred?

MR. BISHOP: |I'mnot sure | know the answer to that
guestion. | expect the answer may be no.
Q - Wat line itens or cost components does the OWRA anount

relate to, do you know?

MR, BISHOP: It amounts to -- if | understand your question,
it amounts to the direct OVRA costs of operating the
station, it anmounts to any commobn costs that are invol ved
in setting the OWA, and it anounts to head office costs
that are allocated to each particular plant in the
generation business unit.

Q - And that level of detail hasn't been included in this
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st udy?

MR BISHOP: All of the -- the roll up of that detail is
included in this study. 1In other words, we have gone to
our actual budget preparation docunents and rolled up the
nunbers to sum for each of these generating stations the
sum of each of those line itens.

Q - But the actual nunbers haven't been included in the form
of a study, correct?

MR. BI SHOP: Actual being nunbers from history?

Q - Yes.

MR BISHOP: That's correct.

Q - And the individual conponents that you refer to haven't
been specified anywhere else in this study, have they?

MR. BI SHOP: From history or any of the individual
conponents --

Q - Any of them

MR BISHOP: -- are not listed in here. No, we have not
taken that |evel of detail.

Q - M. Bishop, when was the last tinme a cost allocation
study was conpleted in respect of those all ocable OWA
costs in respect of generation?

MR BISHOP: | believe those studies have been done w thin
t he past year.

Q - The past year?
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MR, BI SHOP:  Yes.
Q - Now did those allocable -- allocation studi es consider
t he reasonabl eness of the cost?
MR. BISHOP: | don't think that there was a reasonabl eness
audit by -- certainly not by a third party.
Q - And what was your basis to forecast the anmount included
in these totals over actual s?
MR. BISHOP: |'mnot sure | understand your question, sir.
The anmount over actual s?

Q - Let me try this again. You have an actual OWA cost and

MR. BISHOP: | have records of actual OWRA costs incurred in
previ ous years, yes.

Q - And then as | understand it, part of your forecasting
process, you are forecasting out into the period ending
March 31st 2004.

MR BI SHOP: That's correct.

Q - Wat I'masking, sir, is what basis or what factors did
you consider in that forecast exercise.

MR. BISHOP: Well certainly we considered a history of
expenses. We know what the | abour force at the plants
are, so we know salaries. W know from experience the
materials that are required. W know from experience the

inventory levels and other itens that go to nake up sone
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reasonably fixed costs. And then we add or subtract,
whatever is the case, fromthe experience of the previous
year, any additional costs that may be incurred either
because a unit will be out on maintenance in this com ng
year and wasn't last, or in fact vice-versa.
- Now, M. Bishop, the evidence in this proceeding is that
there is a difference of 9.8 mllion dollars between the

proxy method and the study, correct?

MR, BISHOP: That is correct.

- Approximately what portion of that 9.8 mllion dollar
di fference would be attributed to OVMRA? Have you

consi dered that?

MR. Bl SHOP: |"'msure | don't know the answer to that

guesti on.
- What basis, M. Bishop, would you expect ratepayers of
ancillary services to find these OWA costs to be

reasonabl e and prudent?

MR. Bl SHOP: | think the basis of OMRA costs that are

reported annually in the annual report at the consistency
of those costs, and perhaps the conpetitiveness of the
rates, would be basis for that assurance.

- And, M. Bishop, can you hel p ne understand what
significant variances in the OWA cost line itemthat

appears in schedule 2 -- what would be the reasons for
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such variations in say 2000, in the 2000 study? You
i ndicated that there may be pl ant outages or mai nt enance
costs. Wuld that explain the differences?
MR BISHOP: It may not explain all of the differences. For

exanple, | can point you to the Mactaquac OWRA cost of

11.7 mllion dollars.
Q - Yes.
MR BISHOP: And that nunber is -- | believe that nunber is
somewhere in the order of $9 million in the year 2000.
Q - Yes.

MR. BI SHOP: Sone of that change cones fromthe fact that
t he Mactaquac pl ant has been undergoing for a nunber of
years an aggregate reaction programand it has been
capitalized in portion -- or portions of those has been
capitalized up to a point at which our auditors have
deened that those costs can no | onger be capitalized or a
portion cannot be |onger capitalized, and they are
subsequent|ly expensed. So that has driven OV&A costs in
that particular plant up fromthe nunbers you woul d have
seen in the 2000 st udy.

Q - Al right. M. Bishop, I'mwondering if you could turn
to exhibit A-5 tab 4, which is the New Brunsw ck Power
2001/ 2002 annual report. And the particul ar page

reference that | will be referring you to is page 37. Do
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you have that, sir?
MR BISHOP: Yes, | have that.

Q - Now on the right-hand colum of that page there are
average estimated service lives for plant operating
equi pnrent |listed. Do you see that?

MR. BISHOP: | see that, yes.

Q - And fromthat list can you tell nme what the average
estimated service life for hydro generation stations are
or is?

MR. BI SHOP: The average estimated is noted here as 70
years, 70.

Q - And subject to check that estimated service |ife, when

expressed as a percentage, is 1.43 percent?

MR. BISHOP: If you are tal king about the anortization --

Q - Yes.
MR BI SHOP: -- percentage?
Q - Yes.

MR BISHOP: Yes. It is 1.4, subject to check.
Q - Nowif we return to schedule 2. And | ooking at
Mact aquac, when | applied this rate to the installed cost
cal cul ati on subject to check, the amount is 3.172 --
$3,172,118, a difference of over $1.8 nillion.
I's there a reason for that differential in the |evel

of anortization?
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MR BISHOP: |I'mnot sure | know all of the reasons. But
certainly |I referred a few nonents ago to the fact that we
have been capitalizing some of the elenents in the
al kaline -- or involved with the fixing of the al kaline
aggregate reacti on program

The differences that you would see -- and although I'm
not aware of all of the additions -- would be in the form
of capital additions which have actually increased the net
book val ue, that tend to increase the net book val ue.

Q - Al right. And M. Bishop, if you could turn to exhibit
A-52, page 5. That is the year 2000 study. Do you have
that, sir?

MR BI SHOP: Yes, | do.

Q - And if we look at the colum "Courtenay Bay" in the 2000
study --

MR, BI SHOP:  Yes.

Q - -- will you agree that the anmount of depreciation shown
is 2.2 mllion?

MR BISHOP: That is correct.

Q - And it is actually a greater nunber. But just for ease
it is 2.2 mllion?

MR BISHOP: It is 2.201, yes.

Q - And sir, if we go to schedule 2 of your exhibit 50, do

you see that, with respect to the Courtenay Bay col um?
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MR, BI SHOP:  Yes.

Q - The anortization is reported as 867, 000?

MR BISHOP: That is correct.

Q - Do you have any explanation for that difference?

MR BISHOP: No. | will have to check on that difference.
It may be that sone revenue was applied in the sale of a
portion of that asset. | quite frankly do not know.

Q - Have these anortization anounts or rates been the subject
of any sort of third party depreciation study?

MR. BISHOP: |1'mnot aware that they have.

Q - And what basis, sir, would you expect ratepayers to find
t hese anmounts, that is the recovery of these anortization
anounts, to be reasonabl e and prudent?

MR BISHOP: [I'mafraid | don't know details. It is
unfortunate Ms. MacFarl ane was not here to answer sone of
t hese. She probably could have better answered them

"' m not aware of whether there has been third party
reviews other than audited reviews. And | subsequently am
unabl e to answer.

Q - That is fine. | assunme that because this was your
evi dence that you would be the best party to speak to it.

But | didn't realize that Ms. MacFarl ane woul d have had
sonme input init. W wll nove on.

M. Snowdon, you have been awfully quiet. Let's see
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if we can fix that record. | would |like to ask you a
nunber of questions about the provision of ancillaries
fromthe point of view of the system operator.

And | think you have confirnmed this with M. MacNutt,
that it is the systemoperator that will acquire ancillary
services on behalf of Transm ssion customers?

MR. SNOADON: That is correct.

Q - And | believe you indicated that at sone point in tine
the actual acquisition of these services will be done on a
| east cost basis?

MR. SNOADON: You are referring to when there is an
ancillary service nmarket?

Q - No. | nean, as the system operator, when there is
requirenent for ancillary services, that they will be
acquired on a | east cost basis?

MR. SNOADON: The nethod that they will be acquired, |
expl ai ned before that they will cone out of the vesting or
the heritage vesting contracts and supplied by Generation
initially, and that the only provision that the system
operator will have to procure those at a | ower cost would
be when a conpetitive nmarket cones into play.

Q - well, | thought | heard you discuss with M. McNutt that
at the point where there is actual dispatch and

requi renent that you would, at that point in tine, acquire
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the ancillary service on a | east cost basis.

Am | wong?

MR. SNOADON: | think you are perhaps confusing the

di fference between the actual calling on the reserves as
opposed to paying the fixed cost of the capacity conponent
of these ancillary services.

VWhat | was trying to explain to M. MacNutt is when
the operator actually activates the reserve they woul d do
an out of order dispatch to determ ne which of the assets
woul d actually, real time, provide those ancillary
services. And they would be the assets that woul d be
di spatched to provide the ancillary services, real tine.

- And you woul d have records of that with respect to which

units actually provide the ancillary service, correct?

MR. SNOADON: Yes. That is correct.

- And do you have those records now, sir?

MR. SNOADON: We do not have records of specifically which

units provided the ancillary service. W do not do a two-
step dispatch today. W do one step.

And this is one of the issues that we have been
dealing with with the market rules, that the system
changes that are required at the centre -- there are
system changes that are required in order to do this two

order of dispatch
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And that is why initially we will continue to do the

di spatch the way we do today. And then as the systens get

devel oped then we will dispatch the in-province |oad

first, the firmexport contracts, and then do an out of

order dispatch to determ ne which of the generators that

are made available will supply those ancillary services.
Q - And so as | understand it the first order of dispatch is

for energy requirenment, correct?

MR. SNOADON: That is correct. | mght add that we have had
audits done by NPCC where they have cone in on peak days
and said okay, during these peak hours where was your
reserve? Denonstrate to us that you had sufficient
operating reserve during those periods of tinmne.

And we would go through a history of our generation.
It is called the PIE systemwhere it is data that is
downl oaded fromthe generator data that we receive on an
i nst ant aneous basis which is held in the historical files,
where we coul d denponstrate where we had that surplus
capacity to neet those reserve commtnents that day.

So in answer to your question, we have the records.
But we do not have themin an easily obtained format.

Q - And so, M. Bishop, back to the discussion we had

yesterday, it is for that reason why your enbedded cost

study has not actually included the cost of the actual
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facilities providing ancillary services? That |evel of

detail ed study hasn't been conduct ed?

MR. BISHOP: No. That is not correct. Again what

M. Snowdon is referring to is the m nimum quantity of
services that he requires at any point in tinme.

| can suggest that the tariff allows a call on all of
the facilities that New Brunswi ck Generation has to
provi de ancillary services.

So |l can -- like the fire hall, we are providing those
services 24 hours around the clock fromall the units that
are available there to serve. And it is only when they
are called upon do they get activated.

Now NERC, as | point out, has a mnimumcriteria which
says you must have this anount. But | continue to suggest
that we provide those services in excess of those amounts
continually.

And so, M. Bishop, as | understand your fire hal
anal ogy, the real issue is how we allocate the costs of

the fire hall to the users of the service, fair?

MR BISHOP: That is correct. That is how the enbedded cost

study is done.
And you are basing it on your capability of the fire

trucks in the fire hall?

MR. BISHOP: |'mbasing it on the denonstrated capability or
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denonstrated provision fromtwo and three years of history
as the schedul es note.

Q - Let's, M. Snowdon, tal k about what happens once we nove
to this conpetitive world that M. Bishop indicated that
we are noving to.

When the system operator acquires ancillary services
under Bill 30, the intent is that it would be acquiring
those at arms |length, correct?

MR. SNOADON:  |'m not sure what you nean by arnmis | ength.

Q - wll, that is, M. Snowdon, the system operator is going
to be a separate corporation i ndependent of Ceneration?
MR. SNOADON:  Yes. That is true.

Q - And independent of New Brunsw ck Generation Corporation
as well as New Brunsw ck Nucl ear Corporation, correct?

MR. SNOADON: That is correct.

Q - And given the choice of two providers, you won't -- is
your evidence, sir, that you won't be purchasing fromthe
| east cost provider?

MR. SNOADON: Again the heritage assets, and Lepreau is a
heritage asset, that total capacity will be nmade avail abl e
for call by the systemoperator to provide ancillary
servi ces.

And once that is -- those call rights have been

established with the system operator, then he will enter
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into contract with the individual generator to provide
t hose on demand.

So it is the fixed cost capacity provision that he is
under contract to provide. And then when they are
activated they will be paid their variable cost.

Q - So it does sound like it is a bit of a take or pay. No
matter what your requirement is you are paying for it in
any event?

MR, SNOADON: | would like you to clarify that.

Q - Sure. There is no incentive for the system operator to
choose the | east cost unit that can provide the service,
because ultimtely you are paying the sane anount
regardl ess of the unit, fair?

MR. SNOADON: The cost that is being provided or paid by the
system operators, an average cost across the full spectrum
of generation that's nade available to themto recall is
the fi xed conponent of that.

Q - And that bears no relationship to the actual unit that
provi des the service?

MR. SNOADON: Only upon activation of that ancillary
service. Then you would do the econom c dispatches to
whi ch one woul d be activated at that point in tine.

Q - And you indicated at that point in time there would be

rel ease and the opportunity for a reduction in the cost
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that you woul d incur?

MR. SNOADON: What | was referring to is under the tariff we

have said that 500 negawatts is the | argest contingency
that's on the system \Wen we nmake our yearly paynent, if
you will, for the fixed conponent, we would base it on the
average cost of the spectrum of generation on a dollars
per kilowatt year basis for 500 negawatts. We woul dn't
pay all of the generation, all their capacity for that
provision. W would pay for the 500 megawatts of reserve.
And what | was referring to earlier was that -- and
that's basically on the basis that Lepreau woul d be
runni ng year around. But if Lepreau was off line for a
nmont h and the next contingency were 450 negawatts, then
the system operator could reduce the obligation for that
nmonth and -- to 450. And therefore release that 50
megawatts of capacity that then could be used for sale
el sewhere. And --

As -- sorry, continue please.

MR. SNOADON: And then that discount would then be provided

back through the -- to the market participants that we
woul d only be charging for 450 negawatts of capacity for
that period of tine.

But that discount wouldn't find its way back to the

rat epayers who have --
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MR. SNOADON:  Yes, it woul d.

Q - It woul d?

MR. SNOADON: Because the obligation is only 450, therefore
they are only going to be required to pay for that
obl i gati on, because we have rel eased that capacity to the
generator to do sonething else with in terns of a sale.

Q - And that sale could include export sales, correct?

MR. SNOADON:  Possi bl y.

Q - M. Snowdon, you indicated your expectation as system
operator that Point Lepreau would be on line all year.
Wul d that nean that Point Lepreau would not be avail abl e
for reserve?

MR. SNOADON:  No, that's not correct.

Q - Wiy not?

MR SNOADON: | think it's outlined in this study how
capacity can be used for reserve. There is really two
ways to provide reserve. One is that you have capacity
that hasn't been dispatched for the period of tinme that
the reserve would be called for 10 m nutes.

The other way is that you have a contract that's in
place that really in net effect reduces the size of that
contingency by the amobunt of energy that's com ng off that
unit providing that reserve. For any exanple, if there

were a contract of 200 nmegawatts on the New England tie
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and that was designated as being recalled should Point
Lepreau trip, we would designate that 2000 negawatts as
providing 10 m nute reserve.
Q - Right. But, M. Snowdon, the recall abl e energy woul d be
recal | abl e for another purpose potentially, correct?

MR. SNOADON: It could be recallable for another generator,

that's correct.
Q - Energy production?

MR. SNOADON:  |'mnot sure what --

Q - It could be recallable for that purpose?

MR, SNOADON: For a reserve?

Q - No. For energy. For actual energy production for use in
adifferent load -- or for a different |oad?

MR. SNOADON:  No, it cannot. The ternms and conditions that
the sale can be recalled would be tied to very specific
units being avail abl e.

The present rules in New England restrict that to
three generators or is it five? Sorry, | stand corrected,
it's five. And there is sone thought that it will be
reduced to one. So if it were only tied to one generator,
it could only be recalled if that generator would be to go
of f |ine.
Q -1 see. Nowif we change the assunption that there is now

a firmother than New Brunswi ck Power Generation or
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Nucl ear that offers to provide ancillary services at a

rate | ower than New Brunswi ck Power Generation, would you

be purchasing that

MR. SNOADON:  That

| oner cost ancillary service?

is when we start getting into a

conpetitive market for ancillary services. And the intent

woul d be that if those products are available to be nade

avai l abl e for call

by the system operator, then he would

go in contract with that generator or |oad to provide

t hose servi ces,

that's correct.

Q - Wll, let's make anot her assunption

Let's assune this

Board approves proxy unit prices based on the actual

enbedded cost of ancillary services based on schedul e 50.

Al right. And let's assune that a party havi ng

generation capability in the province today offers to

provide ancillary service at $1 |less than the proxy -- or

sorry, the enbedded cost.

you do?

MR. SNOADON: That's a good questi on.

As system operator, what woul d

Q - It's a very inportant question for ny client, sir.

MR. SNOADON: The system operator would enter into a

contract with that generator and then

obligation to NB Power Generation for

anount, provided the supplier of that

service net all

the requirenents that

t herefore reduce the
t he equi val ent
particular ancillary

woul d be associ at ed



- 2504 - Cross by M. Nettleton -
with that particular ancillary service.
| think at that point you get into the beginning of a
conpetitive market.

MR. NETTLETON:. | see it's nearing the 4:30 mark. Just to
be clear, M. Chairman, |'m al nost done. | should be done
in 20 m nutes no nore.

Q - So fromyour answer, M. Snowdon, | take it that you
woul d be acquiring the | ower cost or the | owest cost
offered ancillary services assumng the terns and
condi tions could be net?

MR. SNOADON: That's correct. That's the nandate of the
system operator clearly defined.

Q - And would you be offering the incunbent providers of
ancillary service the opportunity to discount fromthat
rate?

MR. SNOADON: As | said before, | think that's the begi nning
of a conpetitive market. And |I'msure that there would be
di scussi ons between NB Power Generation and the system
operator in that regard.

Q - Wiy woul d you expect a party who can provide ancillary
services at an enbedded cost to be allowed to offer a
service | ess than enbedded cost?

MR. SNOADON: Because the -- as an independent system

operator, they are procuring those total ancillary
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services at |least cost. And if by having conmpetition in
the market drives the overall price down and forces
conpetition, then that's the role of the operator to
procure those at the | east cost. Because those costs are
in turn charged out to the users of those services.

Q - Aren't you forgetting one inportant quality, market
power? How does market power factor into that decision if
it's the incunbent provider that is continually
di scounting off of that which the other party,

i ndependent party is offering?

MR. SNOADON: |'mnot sure if market power is really an
i ssue. The generation conpany has the obligation to
supply it all. That m ght be to their detrinment of being
able to sell that capacity into a higher priced market
fromday one. So that would actually be a limtation on
them As you get into a conpetitive market it may be to
their advantage that frees up capacity that they could
sell into other markets. So, you know, it mght be an
anchor on generation, as nmuch as a market power issue.

Maybe Darrell could add to that or --

MR. BISHOP: No, | think you have covered it adequately.

Q - Nowin ternms of quantity purchases, M. Snowdon, suppose
t he ot her independent firm other than New Brunsw ck Power

Ceneration offers to provide ancillary services at the
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exact sanme rate as New Brunsw ck Power GCeneration. And
assune that that rate is the same as whatever rate is
established in the tariff. But that the firmcan only
provi de one-tenth of the ancillary service requirenents.
The price is the sane but the smaller firmcan only
provi de a fraction, whereas New Brunsw ck Power Generation
can supply themall. How would you buy from-- how nuch
woul d you buy fromthe smaller supplier, if any?

MR. SNOADON: | guess we really haven't thought that one
through. | guess there is various options. One would be
you woul d prorate, the other one is you would buy up to
the quantity that the generator has available. Again, it
conmes back to the reliability of the units and their
ability to nmeet the requirenents of the -- of what that
ancillary service is.

Q - But if those assunptions are net, how would you ensure
that you woul d not be expressing favouritismto the
i ncunbent ?

MR. SNOADON: | would think that the market rules would
define how that is done and clearly that is something that
woul d have to be worked out through the market advisory
conmittee.

Q - Let me try another hypothetical. Suppose a firmfacing

no conpetition has costs of $10 for every unit of
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sonething that it produces, but only charges $5. Wuld

t hat make sense to you?

MR. SNOADON: And they would plan on staying in business?

Yes.

MR. SNOWDON: | would think it wouldn't nmake a whole | ot of

sense.

Now suppose that original firmnow faces conpetition but
froma new very small supplier, and suppose that supplier
has costs of $10 as well. |If the original domi nant firm
di scounts its price tenporarily to drive the small firm
out of business, would that raise concerns for you as

syst em operat or?

MR. PORTER | just wanted to add to some of M. Snowdon's

comment with respect to market power mitigation, one

di scussion is whether or not nmarket power exists under the
scenari o whi ch you have di scussed, the second aspect is
what is a systemoperator's role with respect to market
power mtigation. And it's ny recollection fromthe

mar ket design conmmittee's recommendations, and | believe
it's nmade its way into the legislation, that the system
operator has the responsibility of gathering data and
maki ng that data available to this Board, and that one of
the roles of this Board will be to address issues of

mar ket power .
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Q - But surely the intent, M. Porter, isn't to have this
Board make rulings on nmarket power issues. You don't want
to get into trouble in the first place. M question is to
M. Snowdon, how are you going to stay away fromthis
Board? How are you going to guard agai nst that market
power issue?

MR. SNOADON: The issue is that this systemoperator is
i ndependent and woul d be nmaki ng deci sions that provide the
| east cost, nost reliable supply of ancillary service to
the market participants. And they have a Board that they
woul d answer to and the nmarket rules would be devel oped
and refined to ensure that they reflect that intent.

Q - Wll let's test that for a mnute, M. Snowdon. The
system operator -- is it your understanding the system
operator will be in fact a corporation incorporated under
t he Busi ness Corporations Act?

MR. SNOADON: Yes, that's ny understandi ng.

Q - It is. A wholly owned corporation that renmains as a
crown corporation?

MR. SNOADON: It's my understanding that it is a crown
cor porati on.

Q - And as a crown corporation that nmeans that it is owned by
the crown, right?

MR, SNOADON:  Yes.



- 2509 - Cross by M. Nettleton -

Q - M. Bishop, | take it that after the butterflies have

been fornmed, you will be part of New Brunswi ck Generation
Conpany?
MR BISHOP: | nmay be, yes.
Q -1 take it that decision hasn't been made yet?

MR BISHOP: That's correct.

Q - Wll let's assunme for this that you are. Is it your
under st andi ng that New Brunsw ck Generation will also be a
crown corporation?

MR BISHOP: Yes, it will.
Q - And that neans it's owned by the Crown?
MR, BI SHOP:  Yes.

Q - So, M. Snowdon, help nme understand the independence
bet ween two crown corporations?

MR. HASHEY: | really wonder if we are not getting into sone

| egal discussions, sonme interpretation of the Act. |

really -- | mean this gentleman is not the system operator
as was set out, and how that is to work -- it's in the
Act. | think sonme of these questions were -- in sections

40, 41 of the Act it has been pointed out to nme there
m ght be sonme answers that might differ, and | think maybe
this line of questioning is a little bit unfair.

CHAI RVAN:  Don't know where we are going with it, M.

Nettleton. |'mnot saying they are not good questi ons.
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MR. NETTLETON. Al | amwondering, M. Chairman, is the
choice of use -- the word that was used by M. Snowdon was
i ndependent, and | want to understand what he neans by
i ndependent system operator, because no where in the
legislation could I find the word i ndependent in reference
to systemoperator. So, M. Snowdon --

MR. SNOADON: The reference was that it's independent, not
tied to generation, not tied to load. Not affiliated in
any way.

Q - It's not affiliated in your view. Ckay. Now, M.
Snowdon, we have before this Board three docunents wth
various cal cul ations, all purporting to show the cost of
ancillary services provided by New Brunswi ck Power. W
have the tariff design docunent that describes the proxy
unit pricing, the enbedded cost docunent sponsored by M.
Bi shop and the recently admtted enbedded cost study of
January 2000. In your opinion, as currently |I take it in
the role of director of the energy control centre, which
of these studies that result in widely different costs
represent the best nethodol ogy for determ ning New
Brunswi ck Power's actual cost of providing ancillary
services?

MR. PORTER: Before M. Snowdon answers, | just wanted to

make a conment on your question. You indicated that those
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three docunents -- all three of them purported to
represent the costs the provision of ancillary services,
and | would like to submt that the latter, the one that
is stale fromthe year 2000, is just that, a stale
docunent and | don't think anyone has put that forward --
no one at NB Power has put that forward as reflecting the
current scenario or the current costs of ancillaries as
provi ded by NB Power.

Q - wWll I take it then, M. Porter answering for M.

Snowdon, M. Snowdon, you wouldn't accept the January 2000

docunent ?
MR. SNOWDON: | have not seen the 2000 docunent.
Q - 1 see. So which of the studies of the -- | guess the two

studies that you are famliar with do you believe to be
reflective of the actual cost of providing ancillaries?

MR. SNOADON: The first one you referred to, the proxy unit,
is a proxy unit pricing, and the second one is the
enbedded cost on a prospective basis for supplying those
services. So | would have to say the second one reflects
t he costs.

Q - Sorry. Just to be clear. Wiich one? The tariff design

or the enbedded cost of ancillary services?

MR. SNOADON: By definition the enbedded cost ones are

reflective of what the cost of providing those services
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are, but that is not the application that we put before
this Board. So it's going to be up to this Board to
deci de which of those two nethodol ogi es they rule or deem
to be the one that we should nove forward wth.
- And you are famliar, sir, that the enbedded cost is
based on capability, not actual service?

MR. SNOADON: | don't agree with that statenent.

MR. NETTLETON:. Thank you. Those are ny questions, M.
Chai r man.

CHAI RMAN:  Thank you, M. Nettleton. Just go around the
room here again. | know M. MacDougall will be |eaving
tonight, but are there any other questions of the
i ntervenors of any nenber of this panel? M. MacNutt, you
have asked all your questions | presune?

MR MACNUTT: Yes, | have, M. Chairman. There is no
further questions.

BY MR SOLLONS

- Yes, if I may. Just a few questions arising out of what
we have been hearing, and al so maybe bl anme the new
legislation that's in the house. | guess the legislature
is taking the advice of M. Hashey and throw ng out the
rules of evidence. And so it tells us we can | ook every
where and any where to base our deci sion.

One of the things that | did stunble upon is a report
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that's the -- marked final draft report of the New Engl and
Pool Tie Reliability Benefit Study. And to sunmarize it
very quickly it says that for |1SO New England, it counts
the link with New Brunswick as a reliability benefit of
250 nmegawatts during the summer and 12 negawatts during
the winter.

What's the correspondi ng benefit of the tie line to
New Brunswick in terns of reliability? | guess --
generally do -- is a report simlar to this prepared by NB
Power to determ ne these things?

MR BISHOP: It has been sonetine since we -- we do a tri-
annual report, | believe that's correct. Every three
years we do a planning report on reliability, and we do
credit some val ue of capacity to New Brunsw ck, the
nunbers are relatively low And the reason the nunbers
are relatively lowis that the inport capability of that
tieis in fact lowitself.

Q - Yes.

MR BISHOP: So it's --

Q - Soit's quite a bit lower than the 2507

MR BISHOP:. And | amafraid | don't have the nunmbers. Very
much | ower than 250.

Q - No, | was just curious, because | know -- | had the

inpression fromearlier testinony that there was not any
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benefit given to it in terns of reliability in a
guantified sense. So there is, but it tends to be small?
MR. BI SHOP: That's correct.

Q - The other question that just occurred to nme as | |istened
to the exanple you gave of the situation with 500
megawatts of capacity-based ancillary services wth Point
Lepreau on |ine, versus 450 nmegawatts with it off Iine.
When | think about costs in an increnental basis, then
that tells me that the extra 50 negawatts is really not
charge to the system it should be charged back to Nuco in
this case, because the fact that they are bringing their
plant on line to the systemincreases the reserve
requi renents. So really shouldn't they absorb all of that
extra cost?

MR. SNOADON:.  When we determ ned the 500 negawatt, we
| ooked at what a reasonabl e size generator on the Maritine
system woul d be, and we used a rule of 10 percent as what
we woul d accept as a generator for this 5, 000 negawatt
systemthat we have in the Maritines.

Lepreau is going to be responsible for the delta
bet ween 500 and 630, whatever that net output of that
plant is. So that is going to be assigned to Lepreau to
cover that. And the reason we put that Iimt on there is

i f another generator were to establish in the province,
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then they would be faced with that sane obligation. [If it
were |larger than 500, they would have to cover that delta
reserve. But we felt that it's nore incunbent on what is
a reasonabl e size generator on the system because if
Lepreau were not to be refurbished, then you could go to
Bel | edune and say, okay, it's 450, the next |owest is 300,
wel | why don't they supply 150 negawatts.

Q - So you are doing that based on the whole Maritine systenf

MR. SNOADON: That's right.

Q - Fair enough. Final question | guess relates to sone of
the other stuff that | was able to find on the | SO New
Engl and website. It lists the |oads hour by hour on the
MEPCO tie line. And it also lists the total inports into
New Engl and. When | | ook at those since the market opened
in about three years now or so, alnost three years, it
shows a renmarkable decline in the total inports into New
Engl and, to the point that in the last nonth of two, it
was a net exporter, and it shows a fairly significant
decline in exports along the MEPCO tie |line over the |ast
say year.

Now | guess ny concern is that are those declining
exports significant in ternms of transm ssion conpanies
revenue, and are they fully reflected in your filing

before this Board?



- 2516 - By M. Sollows -

MR. SNOADON: The long-termcomm tnents that CGeneration has

Q

Q

made on the MEPCO tie is for the capacity availability of
it. Generation in fact take the risk on not using that --
they pay for the capacity on that I|ine.
- So it's been bought and paid for and there is no risk to
Transm ssi on?
A. On that particular interface there is no risk to
Transm ssi on.

Fai r enough.
A. The risk rests with Generation to have the opportunity

t ake advantage of that capacity.

MR. SOLLOWS: Thank you.

MR. HASHEY: M. Chai rman, we have two short redirect

guestions. Can we pose those now?

CHAI RMAN:  Yes, pl ease.

MR. HASHEY: Thank you.

CHAI RMAN:  You didn't give ne a chance to ask ny question

but that's all right, M. Hashey. | have no questions.

MR. HASHEY: You probably have sone foll owups on --

CHAI RVAN: No, | don't. Go ahead.

REDI RECT EXAM NATI ON BY MR.  MORRI SON:

Q

M. Chairman, the first question on redirect goes to
exhibit JDI-31, and I will put the question to well either

M. Porter or M. Bishop. Wth respect to that exhibit,
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M. Nettleton, cross --

CHAI RVAN:  Just wait.

MR MORRI SON:  Sorry.

MR. SOLLOAS: How long ago did we get it?

MR. MORRISON: It would have been yesterday afternoon
bel i eve. JDI-31.

CHAl RVAN: Go ahead.

Q - Perhaps, M. Porter, | direct the question to you, but
under cross exam nation yesterday by M. Nettleton, and
it's concerning the ancillary service cost determ nation
inJDI-31. | believe M. Nettleton asked you, M. Porter,
whet her you agreed with the particular cal culation. And
you agreed with the cal cul ation, but you began to express
sonme di sagreenent with the nethodol ogy and you didn't get
a chance to explain that. Wuld you pl ease explain why
you di sagree with the nethodol ogy?

MR. PORTER  Yes, thank you. It cones back to the point
that was made in the Panel C presentation by M. Marshall
that there are really four distinctly different approaches
to pricing that were considered. And two of those
approaches, the proxy-based pricing and enbedded cost
pricing are really based on distinct sets of economc
principles. And therefore doing a direct conparison

between the two, or taking parts of one type of study and
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using themin another would be inappropriate.

As we had tal ked about yesterday, the proxy pricing
| ooks at a single investnment in sending the right econonic
signal for new investnent so that the required ancillary
services will be available. And on that study we did
i ndeed subtract off fromthe total revenue requirenent
contributions to fixed costs that were anticipated for the
provi sion of reactor supply and voltage control, installed
capacity and energy production.

And that really -- in that study we did not do an
al l ocation of capacity to say that 100 negawatts of new
capacity that X percent would be used for energy
production and Y percent would be used for ancillaries.
We nerely took the total revenue requirenent and made an
estimate as to what contributions to fixed costs woul d be
received fromthese other sources, and the remai nder we
deened to be necessary for that to be collected through
the provision of ancillary services.

So in contrast with that on the enbedded cost study,
t he enbedded cost study | ooks at the costs on the existing
systemand tries to come up with the fixed costs or the
costs of capacity associated with the capacity that is
anci |l | ary-based capacity. And in such studies, and you

can | ook at both of the studies that are now on the
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record, we have allocated capacity into the two
conponents, either ancillaries or energy production and
any contributions to fixed costs fromthe sale of energy,
ei ther exports or inprovince, those would appropriately be
attributed to the capacity that was deened to be avail abl e
for the provision of energy, not to be netted off with the
revenue requiremnment of the capacity associated with
ancill ary services.

So on that basis, | would say that what is done here
on this JDI-31 is inappropriate in that these total fixed
costs in colum two, which are derived fromthe enbedded
cost study should not have these other conponents in
colums 4, 5 and 6, subtracted off to create a net revenue
requi renent to be associated with ancillary services.

This is a case of mxing and mat chi ng conponents fromtwo
different pricing approaches and | would say that that is
i nappropri ate.

MR BISHOP: If I mght just add and this will be very
brief, a corollary to that is that there was a suggestion
as well that in this that the revenues from exports or
gross margins fromexports be subtracted as inasnmuch as
they will apply towards the fixed costs of capital, be
subtracted fromthis. |It's inportant for the Board to

note that the total gross margin fromrevenues -- or from
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exports have gone to the custoners of the Province of New
Brunswi ck. If sone of those were subtracted to
effectively reduce the ancillary rates, that cost gets
distributed to everybody who uses the transm ssion tariff
and those are fol ks outside of New Brunsw ck, as well as,
New Brunswi ck custoners. So it does dilute the val ue of
the exports if such were carried out.

- My second to last question, M. Chairman, goes to M.
Bi shop. A few mnutes ago you had a di scussion with M.
Nett| et on about discounting and M. Nettleton suggested to
you that if there was a generator who wanted to enter the
mar ket and coul d provide say 10 negawatts of ancillary
services that you would be discounting -- at a | ower cost
that Generation would discount its rates to conpete with
that market entrant. And M. Nettleton suggested to you
t hat whet her you believe that this would di scourage narket
entrants, and | believe you agreed with him Could you
expl ain, M. Bishop, how the discounting -- exactly how it
woul d occur? Wuld you discount just 10 nmegawatts or
woul d you be required to discount all of the capacity that
you provide the ancillary services? | just want to be
clear as to how the discounting would occur?

MR. BISHOP: | think one of the things that will discourage

the market power activity is as the point that you have
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just noted that our discount -- or NB Power Generation

di scount woul d have to be applied against total quantity.

So it mght fairly well be that the discount -- that to

| eave the rate and pick up say 90 percent of that
ancillary service at a nondi scounted rate with 10 percent
comng froma conpetitor supplier is very much -- can very
wel | be the nost econom c approach for us to use.

- And | don't know whether nmaybe M. Snowdon shoul d answer
this question or not, but -- and there was sone question
of who woul d you buy the ancillary service from and woul d
the system operator purchase the ancillary service from
the first, fromthe | owest cost provider or vice versa or
how woul d that occur for this 10 negawatts, for exanple?

MR. SNOADON: The system operator woul d purchase the
ancillary service fromthe | east cost provider. So in
that case there would -- purchase the 10 negawatts if it
were provided at a cost |ower than what the remai nder of
Ceneration's price for that ancillary service was.

MR. MORRI SON: Thanks, M. Chairman. Those are all the
guestions | have.

CHAI RMAN: M. Sollows has one further question just to
cl ear sonething up. Go ahead.

BY MR SOLLONS

- Yes. Again just in reference to this JD-31, and since
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you brought it up, and clearly you don't feel that the
nunbers are truly representative. 1In that -- can | infer
fromthat that the nunbers that | see here, 20 or $25 per
-- or mllion dollars per year, you would never discount
to that level? It's at the bottom-- it's listed as a
total on the bottom of that docunent. Rate for ancillary
services vary between on colum 8, vary from21, 31 for
regul ation down to 40 to 19 for supplenental. You are

saying that since these costs really are not a fair

reflection, | aminferring fromthat that in the Genco or
Nuco woul d never discount to that level, is that a fair
i nf erence?

MR BISHOP: | think it's -- being a profit notive driven
conpany, | think unless there was sone incentive to
di scount to that level, it would be unexpected that it
woul d be discounted. In the fact of conpetition, or maybe

other things that I amnot thinking of may in fact be
reason for discounting.

MR SOLLOWS: Thanks.

CHAI RMAN: | believe subject to what the parties have to say
t hat that concludes the evidence in reference to this
hearing. It does. | can tell. Oh, M. Nettleton. Yes.

MR. NETTLETON. M. Chairman, | was just wondering if M.

Porter won the pool ?
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MR. PORTER: No pool. No pool.

CHAI RMAN:  So we are |ooking at summation. | wll go around
t he room and see what -- we sent out in our Board letter
on Friday of |last week that we would not have summati on
sooner than next Monday and | just wonder what the
parties' preferences are? And | will start with you, M.
Net t | et on.

MR. NETTLETON: Thank you, M. Chairman, the expected tine
for summation will be one day. W as M. Snellie
i ndi cated are prepared to commence on the no sooner date
but we have considerable flexibility during the first part
of that week. Qur only concern, sir, is that we in fact
conpl ete argunent that week. W are not so nmuch so
concerned about the start date or starting tine but we
really do need to have this hearing wap up before the end
of next week.

CHAI RVAN: Wl |l certainly the Board has a concern that it be
concluded and the earlier the better sinply --

MR, NETTLETON:  Yes.

CHAl RVAN: - - because we have no break out room next week
which is just fine. But this roomis only available up
until Thursday, that includes Thursday, so we too want to
-- | just want to |l et everybody know that. M. Zed?

MR. ZED: Next week is fine, M. Chair.
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CHAIRVAN: It doesn't matter when we start?

MR ZED: Not to ne it doesn't, no.

CHAI RMAN: Okay. How about the municipals? | don't knowif
M. Dionne and crew wi |l be here as well, M. Young, but
what is your preference?

MR YOUNG M. Chairman, M. Dionne and M. Martin from
Ednundston Energy will be here. The preference is Mnday
and Tuesday next week, beyond that quite a few of us from
this group will be preoccupied with other issues. The
preference | guess is Monday and Tuesday.

CHAI RMAN: Okay. M. MacDougal | ?

MR. MACDOUGALL: Yes, M. Chair. W are pretty flexible
next week. W w Il probably be an hour or so in our
argunent. Preference is the beginning of the week. M
only issue is Thursday from about 8:30 to 12:30 is very
difficult for me next week.

CHAI RVAN: Wl | from 12: 00 noon on is for nme, so --

MR. MACDOUGALL: it's just | really have another commtnent.

| have already structured it to do it by phone so | can
be here but | probably can't do those hours here, so
that's my only difficulty.

CHAI RVAN: M. Hashey?

MR. HASHEY: W would like to start early in the week. CQur

pref erence woul d have been the Tuesday. | would expect
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that we woul d be probably no nore than half a day in
maki ng our presentation. |I'msitting here wondering after
t he subm ssions there would obviously -- | think in the
procedure that you have established in the previous
hearings is that we would -- the applicant would proceed
first?

CHAI RVAN:  Yes.

MR. HASHEY: And then we woul d have an opportunity to
answer ?

CHAI RVAN:  Yes.

MR. HASHEY: And probably would need a bit of tinme to
prepare our answer or to get our thoughts around it,
particularly if M. Nettleton and Snellie will be a ful
day or so, which will be fairly extensive. W obviously
don't need a lot of time but we mght need a half say if
we get down to that or --

CHAI RVAN:  Yes. | --

MR. HASHEY: |I'mjust trying to work back too, you know.

CHAI RVAN:  Wel | | understand. | --

MR. HASHEY: Can | come up with anot her suggestion? Wy
don't we do ours Monday afternoon and then the foll ow ng
day we coul d have the Intervenors or nost of them And
t hat would --

CHAI RVAN:  Well, M. Snellie has indicated that he is going
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to take a full day.

MR HASHEY: Well then --

CHAIRVAN:  And if M. Snellie does that he probably wll.

MR. HASHEY: Well that's right. But then the others would
have Wednesday norning and then if we needed to we could
come back on Thursday norning and give our final bleep or
Wednesday afternoon.

CHAI RMAN:  Well, M. Hashey, it would just be a question of
two hours | ess on Monday. Because ny intention would be
we woul d reconvene at 10:00 o' clock. |If you feel that
that way about it why | think the Board woul d consi der
reconvening at 1:00 on Monday and --

MR. HASHEY: That woul d be preferable.

CHAI RMAN:  -- and starting. The procedure -- you will have
a chance to have a rebuttal argunent but as you know our
normal way of proceeding is that we get -- | like to give
everybody the opportunity to go around and conment, and
the Board as well. |If there are sone things that the
parties don't cover in their summtion to us is that we
say we would like you to cover this or that or the other
thing and you woul d conme back and you woul d cover those
things as well. So we will try and have a good full day
for Monday and Tuesday and go fromthere.

Yes, M. Nettleton and then M. Young after that?



- 2527 -

MR. NETTLETON: M. Chairman, it strikes nme that since the
other parties are likely to be a |ot shorter than JDI, one
way to use tine effectively nay be to have the other
parti es proceed ahead and fill that afternoon on Mnday
after M. Hashey goes and so that we would start off a
full day Tuesday. And that way there would be no
i nterruption between our presentation?

MR. HASHEY: | thought --

CHAI RMAN:  Well first of all M. Hashey probably doesn't
want to be limted to two hours or whatever. And | see,
M. MacDougal |, you are agai nst that proposal ?

MR MACDOUGALL: Well, | think, M. Chair, we should follow
the normal process here. People do followin their slots.
| think we would |ike to argue in the slot that we have

been in throughout. There is a process. There is a
reason to do that. | think it's appropriate we stick with

consi stency. No one el se seens to have an issue with the

schedul e.
CHAI RMAN:  Fine, M. McDougall. | hear that. But | wll
say | probably will last |ong enough in this regulatory

process to be able to quote that back to you sone day.
M. Young?
MR. YOUNG M. Chairman, our presentation wll probably be

a half hour. And we would actually request that it could
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be done Monday or Tuesday, even as a filler between
different long presentations. W would enjoy going right
after M. Hashey if possible if there was tinme. Fromny
poi nt of view, my perspective | have to co-ordinate three

or four individuals fromall across the province to be

here.

CHAI RVAN:  Well let's put it this way. | think we can say
to you that you will be on on Tuesday.

MR. YOUNG | appreciate that very nmuch, sir.

CHAIRVAN:  We will do that. GCkay. W wll adjourn over
then until -- well, first of all, Panel, thank you very
much for your participation again. And the Board w shes
you | uck over the next nonth and a half. And we are al
goi ng sonewhere on the 1st of April

M. MacNutt?
MR. MACNUTT: M. Chairman, just for conpl ete understandi ng.
| just wonder if you could summari ze when we are
reconveni ng and who will | ead?

CHAI RMAN:  10: 00 o' clock on -- 1:00 o' clock on Mynday

af ternoon of next week. Thank you.
( Adj our ned)
Certified to be a true transcript of the proceedi ngs of
this hearing as recorded by ne, to the

best of ny ability.
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