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CHAI RVAN:  Good norning, |adies and gentl enen. Any
prelimnary matters, M. Hashey?

MR. HASHEY: Yes, M. Chairman. There is a couple of
undertaki ngs that we can respond to. One yesterday was
requesting that we produce the update of the CIBC world
mar kets ratings, Standard & Poors and DBRS. And we have
that extra paper that we can now offer.

CHAI RVAN:  Yes.

MR HASHEY: This is dated Decenber 2, 2002.

CHAI RVAN:  That will be A-29.
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MR, MORRISON: M. Chairman, there is a couple of other
undertakings we are in a position to respond to.

The next one is an undertaking given to M. Snellie on
Novenber 19th. He wanted to know what provisions of the
| aws of New Brunswick entitle a party to file a conpl aint
with this Board.

And our response to that is that Section 6 and 8.4 of
the Public Utilities Act provide this Board with the
authority to hear and investigate conplaints with respect
to violations of the tariff.

And t he next undertaking is an undertaking in response
to questions by M. MacNutt to M. Snowdon. And it dealt
with the conpl ai nt procedure under the standards of
conduct .

And if you will recall, under the standards of conduct
t he appeal process provided for a conplaint to be sent to
the president of the Transm ssion conpany. And he and the
conpl ai nant woul d agree on an arbitrator.

And t he question was "Wat happens if they cannot
agree on the selection of an independent arbitrator?"

And our response to that is that NB Power proposes
that the appeal process set out in attachnent L the
standards of conduct be consistent with the general

di spute resol ution procedures set out in section 12 which
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is at page 28 and 29 of the tariff. Accordingly NB Power
proposes that in the event that the president of the
transm ssion provider and the conpl ai nant cannot agree
upon a single arbitrator within 10 days of the conpl aint
being forwarded to the president, each will choose one
arbitrator who shall sit on a three-nenber panel, the
third nenber of which shall be selected by the two
arbitrators within 20 days. And the arbitration board
shall render a decision within 90 days. Such deci sion
shal | be binding subject to the appeal provisions of the
New Brunswi ck Arbitration Act. And that will nake that
process consistent with the general dispute resolution
procedure as set out earlier in the tariff.

CHAI RMAN:  Thank you. Any other matters? |If not -- | see
that M. MacDougall is here representing WPS energy after
a long absence, as it were.

M. Nettleton?

MR. NETTLETON. M. Chairman, good norning. Conmmi ssioners,
good norning. Two prelimnary matters ari se.

First wwth respect to the undertaking that was given
whi ch has been given the exhibit of A-23, | have advised
my friend M. Mrrison that both CVE and JDI intend to
cross exam ne on this undertaking. W are though in need

of the backup data that was used to create that
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undertaki ng and exhibit.

And ny friend M. Morrison has undertaken to provide
that for us. That information is in process of being
provided. And if I don't finish today, which I think
will -- but if we haven't had a chance to review that
information, we will be back |ikely tonorrow to touch on
that matter.

The second matter is M. MacDougal |l has inforned ne
that as an urgent famly matters arises with his client,
he has asked if he could cross examne at this point in
time. | have no problens with that, sir.

CHAI RMAN:  The applicant all right?

MR. HASHEY: That is fine.

CHAI RVAN: M. MacDougal I, go ahead.

MR. MACDOUGALL: M. Chairman, thank you very nmuch. | would
like to start by thanking JDI and its counsel for
accomodating us in this regard. It is sonmething that is
important to M. Howard.

| did nention it to M. Hashey at the beginning as
well. | apologize. | hadn't had a chance to talk to
Board counsel before the Board cane in.

CHAI RVAN:  Ckay.

MR. MACDOUGALL: I'mjoined today, M. Chair, with M. Ed

Howard who is an energy narketing executive from WS
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Energy. And you will indulge nme if | turn to himonce in
awhi l e on a couple of the technical answers.

| would also at the outset like to note that, as you
menti oned at the beginning, M. Chair, we have not been
here throughout. W have reviewed the transcript at |east
in part.

W will try not to duplicate any questions and use any
extra time on issues that have been dealt with. But
because we haven't been here throughout the whol e process,
if we do duplicate a few questions, | hope you woul d bear

with us.

CRGSS EXAM NATI ON BY MR MACDOUGALL

Good norning, panel. Qur questions today really deal
with the rate schedules. And | think it will be inportant
to have the tariff rate schedules in front of everybody as
well as the tariff design docunent which is appendix B I

believe to M. Porter's testinony.

CHAIRVAN: |Is that A-2 or A-3?

MR. MACDOUGALL: A-2, volune 1 of 2.

And although | will be referring to other docunents

t hroughout, | think it would be useful to keep the tariff

desi gn docunent handy throughout this cross exani nation.
Again, | amunsure who is going to be able to respond

to the question, so for nost of ny questions | think
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wWill just put themto the panel. | believe it wll
probably be M. Porter and M. Marshall in nost instances.

At page 24, if you could turn to page 24 of the tariff
desi gn docunent. In the |ast paragraph, under the headi ng
entitled "Energy Control Centre Assets", it is stated that
the energy control centre assets support the operation of
the transm ssion system And then it goes on to say the
al l ocati on was based on an assessnent of the usage of the
NB Power control centre building, conputer systens and
ot her rel ated equi pnent required for system operator
functions.

These are the functions that are to be charged under
the tariff through the service called scheduling system
control and dispatch

However, when you were asked by WPS whet her there was
a time study done in relation to this aspect of the
tariff, you stated there was no tinme study. And this is
your response to WPS IR-11. And that the allocation was
based on the ratio that was utilized to allocate OWA for
t he purpose of sharing services.

So can | take it that the assessnent you are referring
to here was essentially your rationale for how you
al l ocated OMBA for the purposes of sharing services?

MR. PORTER: What was done in terns of determ ning what
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portion of the energy control centre assets woul d be
all ocated to transm ssion versus to distribution was to
| ook at the total OVRA and use the proportional breakdown
of the OWRA expenses to apportion the assets.

So the OWRA was determ ned by | ooking at each cost
centre within the energy control centre budget. And for
each of those cost centres, determ ning what the
al l ocation of transm ssion would be and what the
all ocation to distribution would be.

So then the total transm ssion dollars divided by the
total ECC dollars for operation, maintenance and
adm nistration, that ratio was used to allocate out the
assets at the energy control centre.

Q - So when you go back to the bottom of page 24 and you say
the allocation was based on an assessnent of the usage of
the NB Power energy control centre building, et cetera,
that is the assessnment you are tal king about?

MR. PORTER: That is correct.

Q - Thank you. So if we can go to table 3.2, which is on the
next page, page 25, the nunber of 4.4 mllion, which is
across fromthe reference to energy control centre, this
is sone split of the OMA, OWRA for the energy control
centre assets, which is attributable to transm ssion?

MR. PORTER That is correct.
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MR. MARSHALL: | would add plus the capital related costs of

all of the assets and the OWA. So it is the sumof the
capital related costs and the OVRA attributed to energy
control centre allocated to transm ssion

So you have not done any specific tine accounting that
woul d specifically reflect the operator's tine spent on
transm ssi on operations as opposed to generation or

di stribution operations. |Is that correct?

MR. PORTER: | believe the work that was done was an

interview with the respective managers and asking themto
eval uate what proportion of tinme was spent by their group

on each of the two functions.

MR. MARSHALL: | mght add to that. The operators at the

energy control centre, there are two distinct operating
roons. |In one roomthere are only operators dealing with
transm ssion functions. And in the other roomthere are
only operators dealing with distribution functions.

So essentially 100 percent of the operators in one
roomare transm ssion and 100 percent of the operators in
the other roomare distribution. It is the split of the
overhead costs and the building assets that is at issue.

The O&M costs related to distribution and transm ssion

are clearly delineated at energy control centre.

- Which group does generation?
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MR. MARSHALL: In the main control room the energy
coordi nator woul d be the dispatcher of the generation to
operate the systemand ancillary services. The
transm ssion operator in the control roomwould do the
switching of transm ssion functions and the reliability
functions.

They are both in the sane energy control centre
transm ssi on system operations control room as opposed to
the distribution operations control room

- Thank you. | guess what | amconmng to and | amgoing to
have to just revise ny questions a little bit here, is to
conme back to your response to WS IR-1. Because you said
the allocation was based on the ratio that was utilised to
all ocate OWRA for the purpose of sharing services. And I
couldn't find anywhere where there was a figure that
represented that, except with respect to the 12 percent
that you are using for overall OWRA.

So could you maybe explain to us what you nmean by it
was based on the ratio that was utilized to all ocate OWRA
for the purposes of sharing services?

MR. PORTER | think a better way to put that would be that
the ratio of the OWA, that is the transm ssion OVEA
versus the total, which is two-thirds of the total OWRA

costs, that ratio was used to allocate out the assets and
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t he associ ated revenue requirenents.
Q - So you are saying it is tw-thirds?
MR PORTER  Yes.
Q - Is the figure
MR PORTER: That is correct.

Q - Could you tell me where that was referenced in any of the
docunent s?

MR. PORTER: | don't believe that is in any of the
docunents.

Q - Thank you.

MR. PORTER: That is in our supporting docunents.
Q - Is it in supporting docunents filed with the Board?
MR, PORTER  No.

Q - Do you have or do you propose to have an account that
shows operator tinme allocation for transm ssion
operations?

MR. MARSHALL: W are ready to respond.

Q - It wasn't neant to be that difficult a question.
Sonetimes the answers are nore difficult than the
guesti on.

MR. MARSHALL: | just wanted to check with the conptroller
in ternms of accounts. You are asking about accounts.
There is only one group that we are aware of, energy

control centre, that would be perform ng functions that
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woul d relate to both distribution and transm ssion. And
that woul d be the conputer group at the control centre
woul d nmaintain and do the conputer systens that the
di stribution operations control roomwork on, as well as
the transm ssion operations control room
But all of the people associated with operating the
transm ssi on system being the full energy coordination
group, the transmssion reliability group, all of those
groups are -- would be 100 percent transm ssion. The
di stribution operations people would be 100 percent
distribution. The only sharing between OWA woul d be the
conmput er group SCADA, data collection group that provides
sonme services to both
That' s our understandi ng but subject to check with the
control centre managenent that we believe is correct at
this tinme.
MR. PORTER: | would add to that. | think there are some --
additionally sonme adm nistration services that are shared.
That woul d be the only -- the additional thing. But that
woul d be mi nor.
Q - M. Chair, if you would beg ny indul gence one nore tine,
because we did nove up early this nmorning. | have one
docunent that I'mgoing to refer to but was going to make

copies at the break. But since we have noved up, | don't
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have copies of it. 1'mgoing to nmake reference to it. |If
there are any issues with it I'msure people will raise
the issue and I will try and get the other copies nade,

but we nmay not need to have to do that, but | want to
apol ogi ze i n advance.
CHAI RVAN: Go ahead.

Q - Wiere I'mgoing with this | guess is is anyone on this
panel famliar with the operation and nai nt enance expense
accounts that would be utilized at FERC, their standard
forms? Just in general

M5. MACFARLANE: Representatives from NB Power in the
finance function have revi ewed them and have revi ewed t hat
we can nmeet FERC reporting requirenments if necessary, but
neither of the two panels representing accounting, shal
we say -- neither of the two witnesses on the panel are
famliar with FERC accounting oursel ves.

Q - If I could, M. Chair, I"'mjust going to read froma
coupl e of references fromthe FERC docunent and then we
wi Il make the docunent avail able as well.

CHAI RMAN: M. MacDougal I, | have a question of you

MR. MACDOUGALL: Certainly.

CHAI RVAN: | guess it was |ast week or the |ast panel |
inquired if NERUC had a system of accounts. | know CANPUT

does not, the Canadian regulators. And so the FERC system
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of accounts is the first uniformsystem of accounts that |
have becone aware of. Are you aware of any others, other
than the FERC, M. MacDougal | ?

MR. MACDOUGALL: For electricity matters?

CHAI RMAN:  Yes. For transm ssion conpani es.

MR. MACDOUGALL: | amnot specifically aware of any. | am
hearing fromthe back row that others nay be aware of
sone.

CHAl RVAN: Wl |l we would be -- the Board would be interested
in hearing about if there are sone. Anyway, sorry to
interrupt. Go ahead.

MR. MACDOUGALL: No, that is no problem | am sure sone of
nmy colleagues will bring that up if they have ot her
docunentation. W are aware of the FERC system of
accounts.

And M. Chair, they are --

MR. PORTER: If | could interject in terns of our response
to that undertaking to investigate whether or not NERUC
has such a set of accounts. Qur response included the
information that we are only aware of the FERC uniform set
of accounts.

And that we talked to other Canadian utilities and
al so some Anmerican utilities. And the information that we

got is that even though the U S. utilities are required to
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report on that standard set of accounts, they do not --
that is not their primary set of accounts and it is not
the set of accounts to which they nanage. So it is really
an additional |ayer of accounting.

And secondly, for Canadian utilities, the Canadi an
utilities, all the ones we have tal ked to have indicated
that -- they determned that they did not require or
choose to use the FERC standard.

In fact, Manitoba Hydro, who has strong connections
with transm ssion services in the US is able to offer
services w thout having that standard set of accounts. It
hasn't been a problemfor them

So to this point we do not propose it unless it is
sonething that is required. And that was the response

that we gave to an undertaking a week or two ago.

CHAI RVAN:  Thank you.

M. Chair, | will just read froma couple of passages
here. And this is the FERC Federal Energy Regul atory
Comm ssi on Departnent of Energy operation and mai ntenance
expense accounts, which we will provide to everybody.

Account 560, operation, supervision and engi neeri ng,
the first statenent, panel, is "For mgjor utilities, this
account shall include the cost of |abor and expenses

incurred in the general supervision and direction of the
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operation of the transm ssion systemas a whole." So that
is 560.

And then account 561. "Load dispatching - This
account shall include the cost of |abor, materials used
and expenses incurred in | oad dispatching operations
pertaining to the transm ssion of electricity.”

So bot h paragraphs 560 and 561 deal with transm ssion.

Then if you go to paragraph 580. Qperation,
supervi sion and engineering. "This account shall include
the cost of |abor and expenses incurred in the general
supervision and direction of the operation of the
di stribution system™

And 581, which is the matching section. "This
account, the keeping of which is optional with the
utility, shall include the cost of |abour, materials used
and expenses incurred in | oad dispatching operations
pertaining to the distribution of electricity."

And one final item account 556. "System control and
| oad di spatch. This account shall include the cost of
| abor and expenses incurred in | oad dispatching activities
for systemcontrol utilities having an interconnective
el ectric systemor operating under a central authority
whi ch controls the production and di spatchi ng of

el ectricity.”
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So again, w thout the docunent in front of you,
al though I can put this copy in front of you, would you
agree that the FERC operation and nai nt enance expense
accounts do appear to call for accounts that would break
up the transm ssion, distribution and generation or
production functions for the purposes of accounting?
MR, MARSHALL: Yes.
Q - Thank you.
MR. LAVIGNE: Al though we are not follow ng the FERC
gui del i nes, our system of accounts does allow for a
simlar, | guess, apportionnment of the costs. W do have
a structure, accounting structure, which provides a
br eakdown between the transm ssion system ops and the
di stribution system ops.
Even within the transm ssion side, we can | guess
di vide up those two other functions that you nentioned.

Q - You have just said that you can do that. Do you propose
to do that?

MR. LAVIGNE: W currently do it at this stage in tine.

Q - Thank you. Now rate schedule 1, which is scheduling
system control and dispatch, is a nmandatory service,
correct?

MR PORTER That's correct.

Q - And as a nmandatory service, do you think that NB Power
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shoul d be attenpting to determ ne as accurately as

possi bl e the true cost of this service?

MR. PORTER: Agreed. | mght add we believe we have an

accurate representation of that figure.
| s there anything that woul d prohibit you from conducting
a specific time study with respect to this functional

el enent ?

MR. MARSHALL: W have al ready responded that the entities,

the operators that carry out the transm ssion functions
are 100 percent, the tine is 100 percent allocated to
transmssion. |It's already done today in all the
accounts.

So what specific aspects of the energy control centre
operation would you want us to sort out the tinme? The
time the secretary spends answering the phone in relation
to a distribution call versus a transm ssion call? The
time that the manager spends dealing with the distribution
group or the transm ssion group? Because those are the
only -- and the time that the conputer group spend dealing
with distribution or transm ssion.

Those are the only entities | see that have any tine
al l ocation invol ved.

| guess, M. Marshall, then naybe what | could ask you to

do is you tal ked about a ratio earlier. And you used that
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ratio to come up in part with your $4.4 mllion figure for
the energy control centre.

Possi bly you could undertake to provide the supporting
information that shows the breakdown of that ratio so that
the Board is able to clearly understand that all of the
functions for energy control centre related to
transm ssion are discretely set out.

MR. MARSHALL: We can undertake to do that.

Q - Thank you.

MR. MACDOUGALL: I'mgetting rid of some questions, M.
Chair.
Q - Nowif we could turn to page 65 of the transm ssion

tariff design docunment, schedule 2. 3.

MR PORTER Yes. W have it.

Q - If I look in colum 1 but at the bottom of --

CHAI RVAN:  Schedul e 2. 2?

MR. MACDOUGALL: 2.3, M. Chair.

CHAl RVAN: W don't have 2. 3.

MR. MACDOUGALL: Page 65. M. Chair, this docunent has two
groups of schedules init. So it is confusing. So you
have to follow the page reference. It is page 65.
Because there is another schedule 2 sonewhere el se.

CHAIRVAN:  This is the first tine that we have becone

confused that way. And the regulatory group from NB Power
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are to be congratulated for the way in which they have
organized it this time in conparison to previous. It is a
| ot clearer.
So carry on, M. WMacDougall
MR. MACDOUGALL: No problem M. Chair. | was ready with
t he answer because | did know there were two schedul es.

Q - So at the bottomof that -- in the bottomline, it is the
line on the far left side that says "Schedul e system
control and dispatch for network service."

In colum 1 you are showi ng the cost of service of
$1.43 per kilowatt year, correct?
MR PORTER That's correct.

Q - And that essentially -- if you go up to the first line
where you show "Schedul e system control and di spatch",
generally that would equate to the colum 3 nunber there
of $1.43 per kilowatt hour year, correct?

MR, PORTER: Correct.

Q - And essentially that would al so equate to the reference
under "System control and dispatch for point-to-point
yearly" in the colum $1,430 per negawatt year, correct?

MR PORTER That's correct.

Q - So for network service you start with the sane cost of

service for the function as for point-to-point service?

MR. PORTER That's correct. On a coincident basis the cost
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allocation is identical.

Q - So the starting point?

MR PORTER That's correct.

Q - However you then apply a coincidence factor of 81.7
percent. Again we are down in the bottomline, "Schedule
system control and dispatch for network service."

So that the nonthly rate for network service is then
sone 19.3 percent | ess than for point-to-point service,
correct?

MR. PORTER: That's correct. That is because the billing
determ nant there, as M. Marshall had tal ked about in his
presentation, is the noncoincident peak demand, whereas
the allocation is done based on coinci dent peak denand.

Q - Exactly. So ny understanding is that the 81.7 percent is
the rati o between 2,100 negawatts, which is the network
usage on the average of 12 nonthly coincident peaks on the
system to 2,571, which is the billing based on
noncoi nci dent peaks?

MR. PORTER: That is correct. The 81.7 percent allows a
conversion fromthe coincident nunbers to the
noncoi nci dent nunbers.

Q - But the cost to provide this service is the same whet her

it is point-to-point or network service, correct?

MR. PORTER That's correct.
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Q - How do you know that the rati o between coincident and
noncoi nci dent peaks will remain the sane for the duration
of the termof this tariff?

MR. PORTER: W don't know that it will remain identical
But we have no reason to suspect it would change
significantly. The rates are designed based on the test
year information. And that is the case throughout the
st udy.

Q - If it doesn't remain the sane won't there be a cost over
or under collection relative to the actual cost of
provi di ng the service?

MR. PORTER. That's correct. But that is a relatively mnor
factor relative to the volunme risk. And of course any
over collection or under collection is al so addressed by
t he PBR nechani sm as we have di scussed previously.

Q - So this would be credited through the PBR nechani sm or
debi t ed?

MR. PORTER Credit or debit, yes.

Q - How do you derive the 2,100 negawatts?

MR. PORTER: The response to that question is contained in a
response to an Interrogatory. It was based on an
extrapol ati on of three years of history.

So we took three years of actuals and exam ned that to

produce the forecast for the test year.
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Q - So you are confortable with your 12 CP figure?
MR PORTER  Yes.

Q - Are you aware of the method of using noncoi nci dent
billing determ nants for network service as used in the
FERC or any FERC-conpliant jurisdiction?

MR. PORTER: It is my understanding, and it is indicated in
t he Rudden Report which is contained within our evidence,
t hat such an approach was used within the state of Mine
and accepted -- | believe accepted by FERC and certainly
accepted by the state regulator. And that is for retai
| oads connected to the transm ssion systemin the state of
Mai ne.

Q - Noncoi nci dent peak?

MR. PORTER That is ny understanding. And the reason being
that there are | oads that don't have coincident peak
nmet eri ng, and therefore noncoi nci dent peak demands are
used.

Q - And is that your understandi ng, or your understandi ng
fromthe Rudden Report?

MR. PORTER: That is my understanding fromthe Rudden
Report.

Q - Just to stop there, because we have a question on that,

and | didn't think it would arise at this tine. But is

t here anyone here or going to be here to speak to the



Q

Q

\

Q

Q

Q

- 1542 - Cross by M. MacDougal I -

Rudden Report ?

MR. PORTER. W are here to respond to questions on the

Rudden Report, this panel.
M. Garwood isn't being put up, the author of the report

or anyone from Rudden?

MR PORTER:  No.

|s there any specific reason for that?

MR. PORTER The document in the evidence contains -- is a

summary of Rudden's evaluation. It is conprehensive. And
we believe it is clear and been available to the Board and
to Intervenors.

And believe that that addressed our needs in ternms of
provi di ng an external evaluation, particularly with
respect to FERC s -- our conpatibility with FERC
standards. And to this date we haven't had any request
for such an appearance.

But it constitutes evidence in this proceedi ng?

MR. PORTER  Yes, it does.

And the author of it isn't available for cross
exam nation on it or hasn't been put forward for cross

exanm nation on it?

MR. PORTER: No, he has not.

| mght come back to that topic in a second again.

Are you aware of any tariffs recently filed before the
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FERC, let's say in the last 18 nonths or so, where there
has been a differential between network and point-to-point
service?

MR. PORTER | have no famliarity with any tariffs have
been filed with FERC within the last 18 nonths of any
type.

Q - Wuld M. Garwood, do you think?

MR. PORTER | can't answer that question.

Q - You have put his report forward though as an expert on
conpliance wwth FERC tariffs. So do you think he would
have an idea?

MR. PORTER: There is a good chance that he woul d have t hat
information. But keep in mnd that M. Garwood's
eval uati on was based on the understandi ng that our goal
was to produce an Order 888 type open access transn ssion
tariff.

And t here have been six years of jurisprudence there
of which he is very famliar and was fully up to date and
i nformed on those precedents and able to nmake his
eval uati on based on that.

Q - So you couldn't --

MR. MARSHALL: | mght add to that that the intention here
was to file this tariff with respect to the regulatory

jurisdiction of this Board in New Brunsw ck.
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We have worked hard to make this tariff as conpatible
as possible using the principles of FERC, to be conpatible
with FERC Order 888.

Were there are -- may be sone m nor deviations that
may or may not nmeet FERC s absolute requirenent, they are
done under the policy direction of the market design
conmittee in New Brunswick and the review in the
ci rcunst ances of New Brunsw ck

And it is within the jurisdiction of this Board to
t hen accept or not accept the proposal.

Q - Wuld you be able to agree or disagree, and naybe you
won't be able to, that the recent trend before the FERC is
to nove towards a network rate and to allow for |ocationa
mar gi nal pricing nore than point-to-point service?

MR. MARSHALL: You are referring to the SVMD NOPR?

Q - In general or just the general trends before the FERC?

MR. MARSHALL: There is an evolutionary trend in that
direction. And that is sonewhat included in the SVD NOPR
Again it is a NOPR It is part of a |ong evolutionary
process of regulatory change. At sone point in time that
may come about as it is in the NOPR And it may not cone
about as it is in the NOPR

And just for the record, | think we have tal ked about

NOPR. NOPR is Notice of Proposed Rul emaki ng, NOPR
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Q - Thank you, M. Marshall.

MR. PORTER: Subject to check, but | believe that the NOPR
interns of the billing determinant, is a bit open-ended,
is ny recollection. But we could check on that.

Q - No. | think that's okay.

Who do you anticipate to be the biggest user of
network service in the initial years of your tariff?

MR PORTER It would be the NB Power Customer Services.

Q - Is that NB Power Distribution?

MR PORTER: Yes, that's correct. Yes.

Q - Al of a sudden | thought there was another entity here.

CHAI RVAN:  Anot her butterfly.

MR PORTER It's NB Power Distribution and Custoner
Servi ce.

Q - And Custoner Services, thank you. If you could just bear
with me one second, M. Chair.

M. Porter, we have been having a difficulty finding
the reference to anything about Maine in the Rudden
report. Could you maybe assist us in that regard?

MR. PORTER  Sorry, | mssed the question.

Q - W have been having a difficulty finding any reference to
what occurred in Maine with respect to this issue and the
noncoi nci dent peak billing determ nants in the Rudden

report.
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MR. PORTER  Ch, okay.
Q - W don't have to do it right now
MR PORTER: Sure. Yes.

Q - If it's going to take time, whatever is nore conveni ent
for you. Maybe at the break and we could just after the
break --

MR. PORTER:  Ckay.

Q - -- you could show us the reference? | would like nowto
turn to rate schedule 2. Yes, 2, please.

CHAI RMAN:  Coul d you be a little nore precise?

MR. MACDOUGALL: Certainly, M. Chair. |It's part of the
transm ssion tariff docunent itself. It's exhibit A3,
Vol une 2 of 2.

CHAIRVAN: Al right. W have got A-3. Were is it in A-3?

MR MACDOUGALL: It's the tariff docunment, M. Chair,
schedules 1 to 9. It's tab schedules 1 to 9.

CHAI RVAN:  Ckay.

MR. MARSHALL: Page 85 of the tariff, M. Chairnman.

Q - Nowrate schedule 2 is reactive supply and voltage
control. This is your other mandatory service, correct?

MR PORTER That's correct.

Q - Nowif we could turn to attachnment J -- naybe not. Maybe
| can just reference this | think without having to turn

too often.
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Attachnment J is your generation interconnection
agreenent. And it's attachnent J to the tariff. And at
page 197 under the section entitled, Voltage or Reactive
Control Requirement, you state, "That unless otherw se
agreed to by the parties, customer will operate its
facility with automatic voltage regulators consistent with
Schedule B." Is that correct?

MR. PORTER: That sounds correct.

Q - So as part of the generation interconnection agreenent
the custonmer will operate its facility with automatic
vol tage regul ators consistent with the schedule in that
agr eenent ?

MR. PORTER: That's correct.

Q - And also in that section it states at line 25, if M.
Marshall has it there, conpensation to custoner if any for
provi di ng such reactive power and voltage support wll be
in accordance with applicable provisions of the tariff or
any applicable market rules and procedures. Correct?

MR. PORTER: That's correct.

Q - Soif we could now turn to page 259 of the tariff. And
page 259 of the tariff is actually in -- that page is in
Schedul e B of the generation interconnection agreenent.

So under the heading, Reactive Capability, the first

sentence reads, "All synchronous generators shall be rated
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to operate continuously at maxi mumrated power and at any
power factor between 90 percent |agging and 95 percent
| eading with plus or mnus 5 percent of rated voltage."
Correct?
MR, PORTER  Yes.

Q - Nowthe fact that there is a plus or mnus 5 percent
vari ation band does not in any way affect the nandatory
requi renent for transm ssion custoners to pay for reactive
supply and voltage control, does it?

MR. MARSHALL: No. This is the -- the reactive capability
of the generator in the generator interconnection
agr eenent .

Q - Correct.

MR. MARSHALL: It's not tied to a customer's requirenent to
pay for reactive supply and voltage control

Q - Wich is a nandatory requirenent?

MR. MARSHALL: Wiich is a nmandatory requirenent, yes.

Q - Thank you. Nowif we could turn to page 50 of the tariff
design docunent. At line 9 it states as follows, "The
pricing for reactive supply and voltage control, Schedul e
2, is determned fromthe proxy unit cost of supplying it,
and the quantities required in a manner simlar to
capacity based ancillary services.” Correct?

MR, PORTER: Correct.
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Q - And I don't think you have to turn this up, but I'mjust
going to reference in response to Saint John Energy's IR
66 where you were asked to explain why the use of proxy
units for ancillary services produces a nore appropriate
price, you indicated that NB Power had reviewed vari ous
met hods i ncl udi ng enbedded costs, short run margi nal
costs, bid based, and I ong run margi nal cost proxy units.

I's that correct?
MR. PORTER  Yes.

Q - Can you advise the Board or are you aware of any FERC
approved conpliant tariffs to which reactive supply and
vol tage control is based on a proxy unit basis?

MR. PORTER: No. And we responded to that effect in an IR
from WPS,

Q - Nowif we can turn to the second page of your answer to
Saint John Energy's IR 66. So that's, M. Chair, Volune 1
of 2, the response to interrogatories.

CHAI RVAN:  Exhi bit A-4.
MR. MACDOUGALL: IR 66, exhibit A-4.
CHAl RVAN:  Page?
MR. MACDOUGALL: Saint John Energy. Page 544, M. Chair.
CHAI RVAN:  Thank you.
Q - M. Chair, if you will just bear with ne. |'mjust going

to read the | ast two paragraphs of that page 544 into the
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record.

"The system specific nature of enbedded cost pricing
conflicts with the procurenent of ancillary services on a
conpetitive basis. The enbedded cost anal ysis can produce
results that are higher or |lower than the cost of a
conpetitor and thus be either unconpetitive or present a
barrier to new providers respectively. Initially the
provi sion of ancillary services will be dom nated by NB
Power Generation due to the limted alternatives.
Therefore the use of enbedded cost pricing would
i nherently nmake NB Power Ceneration cost data public
knowl edge. Detailed cost data would need to be requested
from NB Power Ceneration. The docunments information that
woul d be requested contain information that woul d be of
commercial value to conpetitors of NB Power Ceneration and
is by its nature confidential. The release of such
i nformati on woul d cause financial |oss to NB Power and
financial gain to its conpetitors. For these reasons NB
Power objects to providing such material requests.”

Now is it your position that enbedded cost pricing is
not utilized in other FERC conpliant tariffs where there
is open market conpetition? For exanple, NEPOOL in
Pennsyl vani a?

MR. PORTER: No, that's not our position.
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Q - Infact is it your understanding that the ngjority if not

MR. PORTER: Sorry. Could you -- sorry, could you repeat
t hat question?

Q - Yes. the question was is it your position that enbedded
cost pricing is not utilized in other FERC conpliant
tariffs where there is open market conpetition such as
NEPOOL of Pennsyl vani a?

MR. PORTER: No. Those -- the pricing in those areas are
based on bid based pricing.

Q - And does the cost data for the generator's rate schedul e
2 have to be provided to the FERC? O let's put it this
way. Doesn't the cost data for the generator's rate
schedule 2's in those marketplaces have to be provided to
t he FERC?

MR, PORTER. |I'msorry, a correction here. You are
referring to those markets for that particul ar service?

Q - Just we are tal king now about this rate schedul e?

MR. PORTER:.  Ckay.

Q - Sorry.

MR PORTER: Make a correction then. [It's not bid based and
| can only -- I'"'mnot that famliar with it but |I would
assune that it is based on sonme form of cost information

that gets filed with FERC
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Q - So could you confirmthat the majority if not all of FERC
conpliant tariffs for this rate schedul e woul d be based on
ei ther enbedded costs or an allocation nethod
denonstrating the percentage of generation attributable to
t he VAR support and the generator step-up unit
attributable --

MR PORTER: | believe that to be the case.

MR. MARSHALL: Just a correction on that. W do not believe
that the generator step-up unit would be attributed or
costed against that ancillary service. The generator
step-up unit would be a direct assignnment charge
specifically charged back to the generator in total. A
piece of it my be related to that service. But a |arge
portion of the generator step-up unit would go to energy
and be -- be a conpetitive source in the marketpl ace.

Q - A percentage of the step-up unit then. Thank you, M.
Marshall. | told you I would need technical advice at
tinmes, M. Chair.

Now on page 545 of your answer to Saint John Energy
under the heading Proxy Pricing, you state at the -- |
believe it's the third sentence that, "Proxy pricing is
al so transparent in that data is available to all parties
to assess the validity of the cost analysis.” Correct?

MR. PORTER That's correct.
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Q - But the data provided is data on the proxy unit, right?

MR. PORTER: That's correct.

Q - So isn't transparency not supposed to reflect actua
cost? Wiat is transparent about providing the costs of a
proxy unit?

MR. PORTER: The point there on transparency is that -- that
these are not units which are specific to a particular
systemor a particular site or particular installation.

So any market participant or sonmeone famliar with the

i ndustry could go out and eval uate costs and conme up with
a -- presunably they will come up with a very close to
being the same figure. That's what was intended by the
statenent that there is transparency.

Q - But they would get the transparent cost of the proxy unit
as opposed to the transparent cost of the provision of the
service or the cost of the service by the utility?

MR. PORTER. What they would have woul d be a transparent
eval uation of the cost of the proxy unit.

Q - Thank you. Now as we have al ready di scussed your
approach to pricing ancillary service nunber 1, scheduling
system control and dispatch which is al so mandatory, was
based on an enbedded cost approach, correct?

MR. PORTER: That's correct.

Q - So you have no general bias against using enbedded costs.
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In fact your transmission tariff as a whole is based on

enbedded costs?

MR. MARSHALL: That's correct. The transmission tariff is

based on the enbedded costs of transm ssion assets and the
transm ssion systemwhich is 100 percent regul ated cost of
servi ce business and the jurisdiction of this Board.

The issue with generation related ancillary services
is that it would publicly nmake avail able to al
conpetitors of NB Power Ceneration its detailed costs of
all of its assets and conpetitively disadvantage it in the
mar ket pl ace, potentially causing commercial |oss. That's

why that information is not nade avail abl e.

- The ancillary services schedul es you have to file, NB

Power Transm ssion, are regulated by this Board, correct?

MR. MARSHALL: Yes, they are. That's -- we have proposed

proxy units as reasonable pricing of those services for

this Board to rul e on.

- And do you think this Board has a right to see the cost

information on which this pricing is based, if it desires

to obtain that?

MR. MARSHALL: That information is all laid down in the

schedul es.

Based on proxy?

MR. MARSHALL: Yes.
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Q - Okay. To get to your point on NB Power Generation then
has NB Power Generation agreed that these costs are
sufficient to cover their cost of providing this service?

MR. MARSHALL: Yes. This is an application as we have said
before, before this Board as an integrated corporate
utility. The application has been approved by the
corporation, which includes the generation business unit.

Q - So for your purposes it's an integrated utility but for
t he purposes of filing the nunbers NB Power Ceneration is
a separate itemand that cost data can't be nmade avail abl e
to this Board.

| nmean, you are either an integrated utility or you
are here as NB Power Transm ssion, as that transm ssion
unit. I'mhaving a hard tine seeing how you can have it
bot h ways.

MR MARSHALL: W are here before the Board for a tariff
that is a tariff of services that will be provided by the
NB Power transm ssion business unit. But we are stil
only one corporate entity. W are here as NB Power
Corporation, as the |egal person before this Board.

Q - And they have agreed with the use of these proxy units
and these charges and these are the charges that will be
flow ng through from NB Power Generation as the charges

charged by Transmission to its custoners for this service?
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MR MARSHALL: That's correct.

Q - Wiy is there no representation from NB Power Ceneration
here or are you here on behalf of Generation and
Transm ssi on?

MR. MARSHALL: W are here on behalf of Transm ssion for the
tariff and the application for this Board.

Q - 1 guess I'"'mhaving a difficulty with the distinction
But we will nove on, M. Chairman.

Now we were tal king about the release of information.

| f you were to use an enbedded cost nethod for deriving
this rate schedul e you would not have to reveal the price
of energy like your -- NB Power Ceneration's fuel costs
woul dn't be rel eased, but only the enbedded cost of the
facilities, correct, or information around the enbedded
cost of the facility?

MR PORTER That's correct.

Q - And with respect to your comrents on enbedded cost
pricing in response to Saint John Energy IR 66 that | had
referred to previously, rate schedule 2 is not an
ancillary service that can be procured on a conpetitive
basis by load, is it?

MR PORTER That's correct.
Q - It is a mandatory service fromthe transm ssion conpany

or the 1SOif they are -- if one occurs?
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MR. PORTER: That's correct. And that's as per the FERC pro
forma.

Q - And the transm ssion conpany or the 1SOis going to pass
the cost fromthe generators through to the custoners?

MR. PORTER: The cost, yes, that's correct.

MR. MARSHALL: No, it's the other way around. The other way
around. The transm ssion provider is going to collect the
rates from custoners and pass the revenue back to NB Power
Gener at i on.

Q - Thank you, M. Marshall, that's fine. Nowif we can turn
to page 50 of the transm ssion tariff docunent.

CHAI RVAN: M. MacDougal I, just looking at the tine and you
are going to need probably 20 m nutes on your break tine,
are you not? There are a nunber of things you were going
to do is what |I'm sayi ng.

MR. MACDOUGALL: Yes. That's probably true, M. Chair.

CHAI RVAN:  Well we will take a 15 or 20 m nute break.

MR MACDOUGALL: 15 minutes will be fine for us, M. Chair.

Thank you.
(Recess)

CHAI RVAN: M. MacDougal I, did you want to mark sonething as
an exhibit now?

MR MACDOUGALL: | didn't, M. Chair. | had one reference

fromM. Porter. W can -- | can just indicate what the
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reference is or he can -- he did --
CHAIRVAN:  No, I'msorry. You referred to a docunent
earlier on in your cross.
MR. MACDOUGALL: | did, M. Chair. That's the operations
and nai nt enance expense account docunent.

CHAI RVAN: Yes.

MR. MACDOUGALL: | could not get that copied at the break
and over here. But | will get it to you at the |uncheon
br eak.

CHAIRVAN: Al right. Carry on, sir.

MR. MACDOUGALL: | couldn't get it all back and over. But
there was the other reference as well which M. Porter has
and M. Porter you can go ahead.

MR. PORTER  Yes. Just the question was where in the Rudden
report was it indicated that in M ne the noncoinci dent
peak billing demands were used? And so it's in the Rudden
report on page 6, lines 4 through to 11. And it says,
However, many jurisdictions in the US. the FERC permtted
the cost responsibility and billing of transm ssion
service to be done on the basis of determ nants other than
coi nci dent peak demand.

For instance, transm ssion service in New York under
t he New York independent system operator open access

transm ssion tariff is done on a per negawatt hour basis.
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In areas that have inplenented retail access such as in
Mai ne, FERC has permtted the billing of transm ssion
service to retail custoners taking unbundl ed transm ssion
service on the basis of determ nants used for the bundling
-- for the billing of bundled retail rates.

And go on a little bit further and say, NB Power's
proposal is therefore not inconsistent with variations
permtted in the US and will result in a sinplified and
efficient way of inplenmenting retail choice in New
Brunswi ck, elimnating the need to invest in new netering
equi pnent where such interval nmetering is currently not
install ed.

Q - Thank you, M. Porter. M only question arising from
this, this is in the Rudden report, so do you have any
knowl edge, this panel that -- can speak specifically to
what the arrangenents are in Maine and how t hose operate
and how those operate and how they were determ ned? The
reference in here.

MR. PORTER: | do recall a conversation with M. Garwood
about sonme of the work that was done to determne the
coi nci dence factor that would be used. That that was a
fairly lengthy process and very involved. Oher than that
| have no further detail ed know edge.

Q - Thank you. If we could nowturn then -- again we are in
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the transm ssion tariff docunent, so appendix Bto M.
Porter's evidence at page 50.

At line 13 it is stated that the proxy selected for
this service is a set of three 110 MVAR synchronous
condensers. A synchronous condenser nost closely
sinmul ates the reactive supply and vol tage control services
provi ded by a synchronous generator. The ability to
operate at either a | eading or |agging power factor and
the inertia that a synchronous condenser has nakes it a
reasonabl e proxy fromthe point of view of technica
capabilities.

Now if we turn to page 73 of the sane docunent. This
is schedule 2.1 on page 73. W can see about
approximately three lines down there is a line that
states, Adjustnent to account for the fact that a
synchronous generator is nore econom cal because of the
dual purposes served by the generator, energy production
and reactive supply and voltage control.

And accordingly you have put in a 50 percent factor to
acconmodat e, we understand, for the fact that a
synchronous generator would al so produce energy, correct?

MR. PORTER: That's correct.
Q - Now so that we are clear here a synchronous condenser

woul d only produce VARs, correct?
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MR. PORTER: Correct.

Q - O a synchronous generator in that node will only produce
VARS ?

MR PORTER That's correct.

Q - And since you were using it as a proxy to sinulate the
reactive supply and voltage control services provided by a
synchronous generator, you used a 50 percent factor since
a synchronous generator al so produces energy?

MR PORTER: That is correct.

Q - Wiy have you used 50 percent?

MR. PORTER: The 50 percent is sinply based on the fact that
it is one investnent which are providing two services. W
had no specific sophisticated calculation to cone with any
ot her allocation factor. That's what we deened to be an
appropriate factor, again based on the fact there are two
services provided by the sane asset.

Q - So you don't have any supporting docunmentation to support
the 50 percent figure?

MR PORTER: No. Oher than the fact that there are two
servi ces which gives you a 50 percent factor.

Q - ay.

MR. PORTER: And that's not uncommon in regul atory
processes. | can cite exanples, not for this particular

service but in other jurisdictions where a 50/50
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al | ocati on has been perforned.

Certainly in BC Hydro with their capacity based
ancillary services, they have | ooked at the revenue
requi renent associated with generation capacity and
recogni zed that there are contributions to those fixed
costs fromboth ancillaries and the production of energy
and have taken a 50/50 all ocati on.

Anot her area not as closely related but is in Al berta
where they have taken the transm ssion costs and chosen to
al l ocate them 50/ 50 between | oads and generation. | don't
believe that there is any detailed calculation as to where
the 50/50 cones from | believe it's a split between two
functions or two services.

Well would you agree that it's nore likely that a
generator woul d be producing kilowatts in the range of 80
to 85 percent of the time and VARs in the range of 15 to

20 percent of the time, rather than 50/507?

MR. PORTER No, | wouldn't agree with that. In terns of

the provision of reactive supply and voltage control, the
synchronous generator, when it is on line and it is
automatic voltage regulator is functioning, is providing
that service 100 percent of the tinme. They are provided
si mul t aneousl y.

Yes. But when we are tal king about the capacity of the
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machi ne here, and you are saying what it can do 50/50,
woul dn't the capacity of a generator, when it was going to
be used, be producing kilowatt hours the majority of the
time rather than VARS?

When you are using it for VARs only then it is only
goi ng be used for VARs. But what you are doing is
i nposing a factor here, saying why a synchronous condenser
shoul d have a 50 percent factor on a synchronous
gener at or ?

MR. PORTER No. I'mreally talking about the fact that on
a sinmultaneous basis the synchronous generator woul d be
provi ding two services, reactive supply and voltage
control and produci ng energy.

And the part of the generating plant or generating
unit that is really giving those two -- providing those
two services and getting value to the systemis the
generator itself.

And so we have given half of the credit to the
production of reactive supply and voltage control and the
other half to the production of energy.

Q - So in determning an allocation factor here, you have no
reason to expect that only 50 percent -- no reason to
expect that 50 percent of the enbedded cost of generation

shoul d be attributable to the production of energy or a
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hi gher portion?

MR. PORTER: Could you repeat the question again please?

Q - Probably not in that way. But | will try and do it
anot her way. | guess what |I'mgetting at, M. Porter, is
that what we are trying to do here is attribute costs,
correct?

MR. PORTER: Correct.

Q - And what |I'm suggesting is that 50 percent of the tota
capital costs of a synchronous generator aren't for the
production of VARs. The majority of the capital costs
shoul d be attributed to the production of energy for a
synchr onous generat or.

And | would like to know why you think you can
attribute 50 percent of the capital cost of a synchronous
generator to the production of VARs?

VARs, | think | said jars there.

CHAIRVAN: | can't define the bars that I'mfamliar with
But it mght be helpful for this Conm ssioner if you were
totell ne what a VAR is.

MR. MACDOUGALL: 1'mgoing to defer to M. Marshall for
sure.

CHAI RMAN: Do you want nme to retract that, M. Mrshall?

MR. MACDOUGALL: | can tell you an WAR is a thousand bars.

But I"'mnot sure if I can tell you what a VAR is.
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MR. MARSHALL: Actually it is a mllion.

MR. MACDOUGALL: A mllion VARs, sorry.

CHAIRVAN: Al right. | guess | don't want to know.

MR. MARSHALL: Power -- electrical power is a conplex
mat hemati cal quantity. So the kilowatts are the real
conponent. The kilovars are the conponent of the power
that are 90 degrees out of phase with the real conponent.

So it is an imaginary nunber mathematically. But it
is the total power output in conplex terns is the product
of the voltage and the current.

And the voltage and the current are not always in
phase with each other. |If they are in phase the product
is real power. |If they are out of phase the product is
total volt anpere output.

Sonme of it is real power. And sonme of it is imaginary
power which is nmeasured as VARs. This is the volt anpere
reacti ve conponent which is the inmaginary conponent of
power .

CHAI RMAN:  Can you relate the inmaginary power to what we
have been tal ki ng about here?

MR. MARSHALL: The reason is mathematically it is an
i magi nary conponent.

CHAI RMAN:  Who pays for the VARs which is imginary power?

MR. MARSHALL: Wo pays for the VARs? The reason it is a
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cost issue is that loads in the systemare | aggi ng and
that the current is not in phase with the voltage.

So generators have to produce power in the opposite
size, have to produce VARs to offset the VARs taken by the
| oad. That neans they have to produce nore current
out put .

And the current has to be out of phase with the
voltage in order to match up and keep the system mat ched.

That costs the generators nore noney to do that. And
t hey have to have the equipnment in place to operate there
to do it.

CHAI RMAN:  So conpare a synchronous generator with a
nonsynchronous generator. \Wat is the difference between
t hose two?

MR. MARSHALL: If it is a nonsynchronous generator -- there
are different types of generators. W could have DC
generators or we could have an induction type of a
generator. An induction generator does not produce VARs.

It actually operates nore as a | oad and consunes VARSs.

Synchronous generators have the ability to inject
field current in and change the operating angl e between
the voltage and the current that it produces, so that it
wi |l provide the VARs necessary that are consuned by | oads

on the system
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Now i f you need any nore detail, |I'"'msure Dr. Soll ows
could hel p you out.

CHAIRVAN: | don't want to be exposed to that. Thank you,
M. Marshall. Go ahead, M. WMacDougal l
MR. SOLLOAS: Can | ask one question?

CHAI RVAN: Wl |, go ahead.

MR. SOLLOWS: The question that is running through nmy m nd
as I'mlistening to this exchange is power factors. Maybe
it would be a good tinme to explain what power factor is.

And I''mwondering if there is any history in terns of
power factors that would help informthis 50/50 split?

MR. PORTER | do want to address the question of the 50/50
split. But |I have been thinking about it here, and I
think the confusion lies from-- it is not intended to say
that you take the generator cost and attribute 50 percent
of it to the provision of this service and 50 percent to
ener gy.

You have to | ook at what is taking place here, is that
the proxy is a synchronous condenser which provides the
one service only.

And if we use that to cal cul ate what the revenue
requirenent is for the generator, it would overstate that
revenue requirement. Because the cost of getting that

service froma pure -- a synchronous condenser woul d be
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hi gher .

You have got a simlar anmount of copper and steel
i nvested but only getting one service. So we didn't want
to overstate the value of that service. So we said really
only half of the cost on a per kilovar basis should be
attributed to the provision of that service.

Because we know that the generator has the capability
to provide both. But it does not nean that you woul d take
the total generator cost and divide it by half and get
hal f of the cost covered by this service.

| hope that hel ps.

MR. SOLLOAWS: It is clear what you are doing

Q - I'"'msorry, M. Porter, if |I said -- you know -- that you
are only taking 50 percent of the total fixed costs of the
synchronous condenser, not of the generator?

MR. PORTER: Correct.

Q - And that's right. But | was trying to deternm ne on what
basis you could nake that allocation, where it's being a
proxy for a generator?

MR. PORTER: | thought | heard --

Q - | think we have got as much of an answer as we can

Wul d the capital cost of a synchronous condenser
generally be lower than the capital cost of a synchronous

gener at or ?
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MR PORTER |I'msorry. | would have to have nore
i nformati on about the size and capabilities.

Q - | guess all other things being equal?

MR. PORTER: What we are saying is that to get the sane --
for the generator, the generating
unit itself that we are talking
about versus the synchronous
condenser they would be roughly
t he sane.

MR. MARSHALL: Just to clarify that. For the rotating

equi pnent pi ece of a generator they would be the sane as
the rotating equi pnment of a synchronous condenser.

Al'l the ancillary equi pnment associated with the
production of power to drive a turbine and the turbine
associated with the generator are additional equipnrent
only allocated to a generator.

Q - | guess what | amgetting at -- maybe I will junp through
a few questions here. Wat | amtrying to get here -- get
at here is you are comng up with a 50 percent allocation
factor. So you are just allocating that. And you are
using a proxy of a condenser or a synchronous generator
again as a proxy unit.

And ny question would be wouldn't the use of enbedded

cost pricing overcone the need to use a proxy unit and the



need to make any determ nation with respect to arbitrary

adjustnments to a proxy unit?
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If you didn't have a proxy unit, if you were using
enbedded costs, we wouldn't have to have any debate about
what these allocations were or weren't. O what the cost
of a synchronous condenser, which isn't being used, is or
isn't.

MR. PORTER That is correct.

Q - In fact then, the proxy unit approach, in ny words, the
arbitrary use of a 50 percent figure -- | know you don't
take it that way -- really allow you to avoid sonme effort

and provides a fairly easy nethod to | ook at the cost of
this service rather than determ ning the enbedded cost of
this service?

MR. PORTER. | don't -- it's a reasonable nethod and | don't
know that it is necessarily any easier. And | would al so
poi nt out that even under the enbedded cost approach you
woul d be | ooking at -- you would be | ooking at real costs.

But there is still a requirenment to do an allocation of
t hose costs between the two services.
So at sone point you may choose 50/50, you may choose
sone other rationale, but at some point you have got to
t ake one investnent and allocate its costs out to the
provi sion of two services. That problemstill exists.
Q - But that allocation would be based on the cost of the

servi ce?
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MR. PORTER: But the allocation process is still there.

Sonme al l ocation factor would need to be established, sone
j udgnment woul d need to be made as to what the appropriate
al l ocation factor would be. And yes, you would be
applying it to real costs, in this case you are applying
it to the cost of a proxy unit. But in terms of selecting

the allocation factor, the issue still exists.

- Thank you, M. Porter. | amnow going to turn to another

rate schedule. W don't have to pull the schedul e up, but
t he questions now are on rate schedul e 4.

You will be pleased to know, M. Chair, we aren't
goi ng through each rate schedul e.

Gentlenmen, if you have the transcript there, | would
like you to turn to page 282, which is the transcript for
Novenber 19t h.

So at page 282, | would just like to go -- these were
guestions by M. Belcher fromthe Northern Maine | SA. The

bottom question was "In your response you say if Northern

Mai ne chose network service, | assune though then any
entity outside of the province will be able to purchase
network service.” M. Snowdon's answer was "Yes, as |ong

as they are within the Maritinme control area.”

So can you just confirmthat today?

MR. PORTER Yes, that's correct.
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Q - So can | give you a hypothetical --

MR. MARSHALL: Subject to, | believe in this response and
further cross exam nation, M. Scott clarified that, and
M. Snowdon, that for entities outside the control area,
there woul d need to be an operator to operator agreenent
interaction that the data associated with those | oads
woul d be brought forward and be able to be adm ni st ered.

But subject to that, yes.

Q - That's right. And that was with respect to sone of the

guestions on Houlton Water, et cetera. Thank you, M.
Mar shal | .

MR. MARSHALL: But not outside the control area. Inside the
Maritime control area.

Q - So let ne take a hypothetical then and see if it changes
anything. If | ammrketer and | am going to purchase
network service from NB Power Transm ssion, can | deliver
generation from NB Power to load in Northern Miine and
generation from Northern Maine to MEPCO for load in New
Engl and on network service?

MR. MARSHALL: No. The MEPCO interface is an interface
bet ween control areas fromthe Maritine control area to
the I SO New Engl and control area. And the tariff, | think
there is actually a provision in the tariff that the

restriction on network service has to be |loads within the
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control area. And it is standard FERC pro forma
requirenent.
So the transm ssion of generation from Northern Maine to
MEPCO, because MEPCO is not in the Maritime control area,
woul dn't be able to avail itself of network service but

woul d have to use point-to-point service?

MR. MARSHALL: Yes, that is our understanding. At any

interface to an external control area, be it with Hydro
Quebec or with MEPCO interface into Maine, those are the
two interfaces to external control areas, service across
those interfaces would have to be point-to-point service.
kay. Wth respect to custonmers with network service and
| oad external to New Brunswi ck but in the Maritinme contro
area, is the billing determ nant for network service going

to be based on coincident or noncoi nci dent peak?

MR. MARSHALL: | believe M. Scott responded to that as well

earlier, that the service would be on a noncoi nci dent peak
basi s.

Certainly the issue of ancillary services is one where
ancillary services are allocated on a coinci dent peak
basis to the areas, to Northern Maine, to Prince Edward
I sland, to New Brunsw ck, Nova Scotia. And that then the
billing -- once the allocation is nmade, that allocation is

t hen di vi ded by noncoi nci dent peak load in order to get
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the rate.

So that in order to treat all custoners fairly inside
Nort hern Maine and inside New Brunswi ck, it should be done
on an equivalent basis. So that it would require it to be
on a noncoi ncident |oad inside the Northern Miine area or
inside Maritinme Electric and PEI

Q - Thank you, M. Marshall.

MR. PORTER | mght for the record just add the reference
inthe tariff docunent itself is Section 28.1, scope of
service. And | will just read it out, that it indicates
that network integration transm ssion service is a
transm ssion service that allows network custonmers to
efficiently and economcally utilize their network
resources, to serve their network load |ocated in the
transm ssion provider's control area.

Q - Thank you, M. Porter. If we could pull up, and I think
it would be useful just to have the two docunments in front
of us now So the tariff design docunent, page 54, and
then the actual tariff, schedule 4, which is pages 89 to
92 of the tariff document, of the actual tariff.

And ny first questions are really just for clarity
here. Schedule 4 deals with energy inbal ance service.
And it's then broken up into energy inbalance of service

associated with point-to-point and energy i nbal ance
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associ ated with network service. And network service is
dealt with on page 91. So if we can turn to page 91. And
at the same tine have page 54 with the chart in front of
us.

So we understand that there is essentially two
devi ati on bands avail able for network service with respect
to energy inbalance. The first is the plus or mnus 1.5
percent with a mninmum of 2 nmegawatts, which is the sane
standard devi ati on band for point-to-point service. And
then what is called at Iine 19 of page 91, a second
devi ation band call ed network service band of plus or
m nus 10 percent. And then it goes on to say outside of
these bands it will be subject to certain charges,
correct?

MR PORTER That's correct.

Q - Soin the tariff docunent it appears that both deviation
band 1 and 2 are subject to the charges as set out at the
two bullets at line 21 and 257

MR PORTER: That's not the intention. Wthin the inner

devi ati on band can be returned in kind and that is as

described -- | believe it is on the previous page, page
90.
Q - No, | don't think -- we are probably just not on the sane

wavel ength here, M. Porter. Wth respect to those two
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devi ation bands, if you are outside of the deviation band,
okay, this sets out charges that the customer will be
subj ect to, correct?

MR PORTER That's correct.

Q - Yet when you go to page 54 you have got bl ocks here and
it appears that outside of the block that you could return
in kind for network service only there is a custoner pays
at the market rate, and then once you are outside of the
plus or mnus 10 percent, then the charge cones into play.

And | guess | would just like to know what is the
price that the custoner pays, that the network service
custoner pays in the mddle bl ocks here? Custoner pays at
mar ket rate network service only. 1Is there any penalty
for them being outside of the plus or mnus 1.5 percent
and 2 negawatts, between that and the 10? And |I'mjust
unclear on it, so --

MR. PORTER | want to refer you to page 92. That's as
descri bed, energy inbal ance which is outside of the inner
devi ati on band which is prescribed by FERC and -- but
wi thin the network service band, which is the plus or
m nus 10 percent, that inbalance will be subject to the
charges identified on page 92. And that that is -- it's
our attenpt to establish essentially market based pricing

on those energy i nbal ances.
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- And can you explain to us why there is a different -- and

let's call it a inbalance charge rather than a penalty
charge, but a different inbalance charge for that bl ock
than for a point-to-point custonmer who is outside of the
1.5 or a network custoner that's outside of the |arger

band of 10?

MR. PORTER: Certainly. Firstly I would Iike to point out

that it is -- whether or not a custoner is a network
custoner or a point-to-point custoner is largely at the
di scretion of the custoner as M. Marshall pointed out in
his presentation as we just discussed a few nonments ago.
So the custoner chooses the service.

And general network service is designed intended by
FERC to be available for a certain type of |oad which
wants to be billed for transm ssion based on what their
usage is and not be in the business of trying to reserve
the transm ssion that they require and it's really
designed for a different type of |oad custoner than is the
poi nt -t 0- poi nt..

The point-to-point is intended to be available for a
custoner that would benefit frombeing able to reserve
specific quantities over specific paths.

And our belief in general is that a typical network

cust oner woul d have sone difficulty in staying -- adhering
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to the inner deviation band. So there would tend to be
sone deviation fromschedule. And in response to the
mar ket design committee recommendati ons, we wanted to
attenpt to make that market based, so we established this
plus or mnus 10 percent deviation band, and priced energy
i mbal ance within that band at market based prices.

It was not our understanding that the point-to-point
custoners would be in need of that |arger bandw dth
because that service is typically taken by a | oad that
says | need 100 negawatts delivered frompoint Ato point
B and that's what they take. And there is -- they may
have ot her energy products stacked on top of the bl ock of
energy that they are buying, but effectively they can
reserve, schedule and take the quantity identified.

That's why there is a difference between the two
services in ternms of the deviation bands.

M. Porter, just come back to your first comment just so
that we are clear and we can tie back to ny first
guestions. You said that M. Mrshall had said this was
optional to a custoner to pick network service or point-
to-point service. But you also nentioned -- when | asked
nmy hypot hetical of whether or not a custonmer with
generation in northern Maine who wanted to serve load in

MEPCO coul d use network service and you said no, because
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MEPCO isn't within the Maritine control area. Correct?

MR. MARSHALL: That's correct. And that would apply to
generation in New Brunswi ck or PEI or Nova Scotia as well.

Any generation in the control area. The MEPCO interface
-- to use the MEPCO i nterface requires point-to-point
servi ce.

Q - Yes. So not all custoners generating in New Brunsw ck
and transferring |l oad out of New Brunswi ck have this
option, only those who are providing it within the control
area, serving custonmers in the control area?

MR MARSHALL: It's a function of where the |load is.

Q - Yes. Wiy if network service can be paid at narket rate,
why couldn't it be returned in kind then?

MR, PORTER If it's returned in kind you can certainly fal
into the situation where the value at which the energy is
taken fromthe systemis different fromthe value at which
it is paid back by the transm ssion custoner. And
therefore cost shifting would result.

MR. MARSHALL: The wi der the bandwidth is to allow returning
energy in kind provides an opportunity for gam ng of
parties using the system and | eaning on the generators
that are providing the AGC and |load follow ng. Those
generators woul d automatically change and pick up and

provi de the energy required to deliver the inbal ance. And
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because the tine value of that energy as M. Porter said
could be very different fromwhen it's given back, that to
avoid that type of gam ng and exploitation of the party
delivering that energy, you need to have a narrow
bandw dt h on energy i nbal ance.

Now with respect to the network service, and | think we
m ght have asked this earlier, for the foreseeable future
who is going to be the | argest purchaser of network

service in New Brunsw ck?

MR. MARSHALL: M. Porter said NB Power Distribution

Cust omer Servi ce.

So NB Power Distribution Custoner Service will be the
party who is nost able to avail thensel ves of the plus or
m nus 10 percent bandwi dth, as the custoner nost likely to

take that service?

MR. MARSHALL: As the |argest |oad, but any network

custoner, Saint John Energy, any of the nunicipals, any of
the large industrial custoners who have access in the

mar ket for conpetitive choice. And they could be
aggregated together. So it could be WPS that supplies a
nunber of these custoners and they coul d aggregate them
all together and they woul d take advantage of that network

service as well as anybody el se.

- Thank you. And | just have a few questions on rate
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schedule 5. Again we don't have to go to that rate
schedul e yet, nmaybe we could just keep it in front of us.
And that's the final series of questions that we have.

So if we could go to page 68 of the transm ssion
tariff design docunent. And you are show ng suppl enent a
30-m nute operating reserves at a rate of 5661, rate for
ancillary service, page 68 of the tariff design docunent,

schedule 1.17

MR. PORTER: That's correct. Just to clarify what that

nunber -- that is the 30-m nute conponent of the
suppl ement al reserve.

Yes.

MR. PORTER: And that is the revenue requirenent for

Ceneration. So that is not necessarily what the
Transm ssion custonmer would pay as a function of their
| oad.

It is what would be -- it represents the dollars that
woul d flow to Generation for each kilowatt of capacity,
provi di ng the servi ce.

But that is the rate you are putting forward for that

ancillary service?

MR PORTER:  No.

Well, it says "rate for ancillary service 5661."

MR. MARSHALL: That is the cost. That is the proxy cost of
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that capacity. And the rate is determ ned -- as expl ai ned
the other day, you need to take that proxy cost 5661
multiply it by the requirenment for megawatts or kilowatts
for 30-minute reserve and then divide it -- take that
total in the nunerator and divide it by the 2571 billing
determ nant and get a rate that is charged to custoners.

Okay. But it is driven off of the cost that you are
going to acquire it from Generation of 5661, is that

correct?

MR. MARSHALL: That's correct.

Okay. And could you tell nme what your current rate is

for that service, under NB Power's current tariff?

MR. MARSHALL: The current tariff does not have a rate for -

- it has a rate only for voltage support and for system
control and dispatch. There are no rates in the current
tariff. The current tariff is only an out and through
tariff.

So it is strictly a point-to-point tariff only across
and out of the system and does not have provision in it
for all of the reliability related ancillary services

whi ch are usually associated with network service.

MR. MACDOUGALL: If I could just have one second, M. Chair.

Now on the sane docunent under the "capital cost"™ colum,

colum 2, can you tell us how you derive the capital cost



Q

Q

- 1583 - Cross by M. MacDougal I -
nunbers in that columm for each of conbi ned cycle
greenfield unit, conbustion turbine sinple cycle and a

conmbustion turbine sinple cycle quick start unit?

MR. PORTER  Yes, | can. | think it would be -- if we could

turn up a response to an Interrogatory. So it would be A-

4, an Interrogatory from Nova Scotia Power. That is

nunmber 29.

CHAl RVAN: 2467

MR. MARSHALL: 247 and 248 are the tables we would refer to.

So the cost data used as the basis for the proxy costing
is the sane data that was done in the integrated resource
pl anni ng studi es of NB Power before this Board in the
Col eson Cove and Point Lepreau hearings.

So that these tables, table 3.1 and 3.3 | believe are
fromthe Col eson Cove evidence in the Col eson Cove
hearing. And that is the basis of the data.

And then they woul d have been noved in tinme. These
are all 2006. They woul d have been adjusted to 2004 as
the basis, the starting point for the proxy cal cul ati ons.

- And M. Marshall, NB Power has units today that provide

t hese operating reserves, correct, on your systen?

MR, MARSHALL: Yes.

- Thank you. And nore for information than anything, M.

Marshall, or whoever is nost able to answer, colum 8 of
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t he sane schedul e, schedule 1.1, could you tell us what

that nunmber, the 121 refers to, the contribution reactive

suppl y?
MR. PORTER: Yes. That is -- that nunber is in recognition

of the anticipated revenues to the owner of the generator

for the provision of reactive supply and vol tage control

schedule 2, ancillary service in the tariff.

Q - And when you say the anticipated values, what is the

basis for that figure? Howis it derived?

Firstly it has been pointed out to ne that we

MR, PORTER
have responded to that in that same Interrogatory. |'m
going to sumarize it.
And the calculation is based on -- the figure here,

the 48.4 percent which is on this schedule, on this page

68 -- on the tariff design docunent --

Q - Page 687

MR PORTER -- page 68.

Q - And there is no real question here. I1'mjust trying to

detern ne --

MR. PORTER. Ckay. I'mjust going to go through it very

slowy here to make sure that we get it straight. That

nunber describes the relationship between the negawatt

capability of the generator versus its nmegavar capability.

So given that the supplenental reserves are provided
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off of 100 -- let nme pick the regulation. The 400
megawatt unit, the calculation was perfornmed to detern ne
t he negavar capability of that unit.

And then if you were to turn to anot her schedul e,
schedule 2.1 at page 73, you would take the megavar
capability of the unit, multiply it by $5.25 per kil ovar
year which is the revenue requirenent.

And then one other adjustnent is based on the fact
that the capability in the system for VAR output exceeds
what we have estinated to be the peak requirenent.

So the adjustnment factor to account for that is note 5
on that sane page. It is 47.5 percent.

Q - | think --
MR. PORTER: And to go beyond that -- that follows the
|l ogic. But beyond that | would certainly offer, if it is
deened appropriate, to put that out in a piece of paper
for subm ssion
Q - M. Howard woul d appreciate that
MR MARSHALL: Dr. Sollows too.
MR. MACDOUGALL: Slightly |ess confusing than what a VAR is,
M. Chair.

Panel, that is all my questions. M. Chair, | would

really once again |like to thank the Board and all the

participants here for their indulgence. And M. Howard
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particularly would like to thank you in that regard. It
i's much appreci at ed.
And | will have that one docunent ready at |unchtine.
Agai n | apol ogi ze for not having had it in advance.
CHAI RMAN:  No problem Thank you, M. MacDougal |
M. Nettleton, do you want to start, or would you

rat her break now and conme back about quarter after 1:007?

MR. NETTLETON: |'mat your pleasure here. | can start if
you would like. | don't think nmy first area will | ast
only 15 mnutes. | think I will be going |onger than

that. So whatever you would Iike.
CHAIRVAN: Al right. Then if you wouldn't mnd proceedi ng,
why we will go ahead.

CRGSS EXAM NATI ON BY MR. NETTLETON:

Q - Good norning, panel. M first area of questions wll
likely be directed to you, M. Lavigne. They concern your
evi dence at page 4, lines 15 and 16. And they deal with
pensi on costs and liabilities. Perhaps you could turn
t hat up.

Have you got that, M. Lavigne?
MR LAVIGNE: Yes, | do.

Q - Al right. And fromthat am| correct that the asset

base includes a proportionate share of NB Power's

consol i dated deferred pension costs and liabilities?
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Do you see that?
MR. LAVIGNE: Yes, that is correct.

Q - And is it correct then that the deferred pension costs
and liabilities as well as retirenent costs are allocated
to the Transm ssion business unit sinply based on the
fraction of enployees the business unit has out of all of
NBP' s enpl oyees?

MR. LAVIGNE: Yes, that is correct. That is the approach we
undert ook.

Q - Does this nmean that on an average a Transm ssion enpl oyee
gets the sanme pension benefit and dollar val ue as New
Brunswi ck Power enpl oyees in other divisions?

MR. LAVIGNE: | couldn't say for sure.

Q - Have you done any study that shows that this is an
appropriate nethod of allocation?

MR. LAVIGNE: | believe it was part of the cost allocation
study, the Deloitte & Touche study, OWA -- allocation of

OVBA expenses, corporate OVEA.

Q - Could you turn to that docunent? | believe that was
exhibit A-3. Sorry, A-6. A5 I'msorry for the
confusion. | will get it right yet.

Do you have that, M. Lavigne?
MR. LAVIGNE: Yes, | have the docunent.

Q - Now as | understand it, this docunent reports on the
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al l ocation of overhead to capital projects and corporate
OWBA costs to business units, is that right?
MR LAVIGNE: Yes, that is correct.

Q - And you are indicating that there is -- the allocation

nmet hodol ogy is part of this study for pension costs?

MR. LAVIGNE: Yes. In appendix J which | believe is the
| ast spreadsheet of that particular docunent, there is a
corporate cost of pension and vacation accrual. The
activity driver was the nunber of enployees.

Q - I'msorry. | see on appendix J -- I'mlooking for a
colum that indicates pension. Are you saying that that
is -- oh, part of corporate cost --

MR LAVI GNE:  Yes.

Q - -- pension and vacation accrual ?

MR. LAVIGNE: It starts corporate cost, yes. That is the
correct one.

Q - Sodo | take it then that this is the total corporation's
pensi on costs that are being allocated?

MR. LAVIGNE: Yes, that is the case.

Q - Could we then go to the Province of New Brunsw ck

| nf ormati on Request 28, part 67
CHAl RVAN:  A-47
MR, NETTLETON: A-4.

CHAl RVAN:  Page?
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MR. NETTLETON: It is page 314.
CHAI RVAN:  Thank you.
MR LAVIGNE: Yes, | have it.

Q - Now can you confirmwith nme, sir, that the deferred
pensi on benefits have increased as shown here from
53,277,643 to 100, 106,572? Do you see that?

MR LAVIGNE: Yes, | do.

Q - And subject to check, would you agree that that is an 88
percent increase?

MR LAVIGNE: | will have to take your word for it on that,
subj ect to check.

Q - Thank you. And fromthis chart, M. Lavigne, can you
al so confirmthat the nunber of enployees for Transm ssion
have increased only from279" to 302'?

MR LAVIGNE: Yes, that is correct.

Q - Wll, | guess what I"'minterested in then, sir, is why
have the deferred pension benefits increased so fast when
t he nunber of enployees has renained rel atively constant?

M5. MACFARLANE: These cal cul ations were prepared in
conjunction with NB Power's actuaries. They are
extrapol ations off the | atest actuarial review which
i ndi cated that the pension plan was in surplus. So you
see that the assets are growing by a |arger anount than

the liability.
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As you pointed out, the nunber of enployees is not
growing very significantly. The average sal ary per
enpl oyee is not growing very significantly. And yet there
is an earnings assunption on the assets that the actuary
has applied, which conpounds itself over that period of
time leading to a growh in the asset.

Now | mght indicate that since the tinme we prepared
this the Province has undertaken through their actuaries
anot her actuarial review which would indicate the plan is
now in deficit.

So as opposed to the large credit that we woul d see
being attributed to OWA corporate, in fact there may well
be a cost in the test period. But we have chosen not to
make that change.

Q - Al right. So do | take it then the Deloitte & Touche
study on this topic is then out of date?
M5. MACFARLANE: The Deloitte & Touche topic -- study was
dat ed August 2001. | think the testinony indicates that
t he nunbers were updated for the follow ng fiscal year.

But since the time of the conpletion of the fiscal
year and since the time of the filing of the evidence, you
probably are as aware as anybody that the nmarkets have not
been performng all that well.

The Province accordingly has asked their actuaries for
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a nore updated view of the assets and liabilities of the
pl an.

And the plan is no longer in the surplus position that
it was. That woul d suggest that there is going to be a
pensi on expense in future as opposed to a | arge pension
credit.

So our costs for revenue requirenent are understated
for the test period. But we chose not to make that
adj ust nent .

Q - Ms. MacFarl ane, does your accounting systemtrack

i ndi vi dual enpl oyees based on their business unit
enpl oynent ?

M5. MACFARLANE: The human resource system woul d track
nunber of enpl oyees by unit, yes, or the enpl oyees by
unit.

Q - And so your systemwould then be able to track the
i ndi vi dual pension contributions nade by i ndividual
enpl oyees within the Transm ssion business unit, is that
fair?

M5. MACFARLANE: It is the pension plan adm nistrator that
tracks those costs and liabilities, not -- and the pension
plan adm nistrator is the Province of New Brunsw ck.

Prior to the announcenent of restructuring those

assets, liabilities and costs had not been distributed by
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unit. So we had nmade an approxi mati on based on the nunber
of enpl oyees.

| understand that the Province, the actuaries and our
human resource division is currently determ ning what the
al l ocation of the pension assets and liabilities by
division will be, so that when the conpanies are
i ncorporated they can ensure that the costs, et cetera are
attributed appropriately.
Well, when that proper attribution is made, is it then
your intention to have the nunbers that you have incl uded

in the rate base cal cul ati on adjusted accordingly?

M5. MACFARLANE: | believe it will again be part of a safety

mechanismin the PBR | think the nunber of enployees is
-- the enployee profile across NB Power is reasonably
consi stent.
By nature of the business that we are in, we have a

| arge nunber of highly technical people enployed. And the
attribution of nunber of enployees, we believe and our
actuaries believe, and obviously Deloitte & Touche
bel i eved, is not unreasonable.

But the Deloitte & Touche report was prepared by, as you

say, sonetinme before this proceeding, correct?

MS. MACFARLANE: That's correct.

- And your evidence here today is that steps are under way
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by your pension fund adm nistrator to perform anot her
al I ocati on based on business units, right?

MS. MACFARLANE: That's correct.

Q - Wiy would we not use that allocation nmethod as part of
the starting point revenue requirenent?

M5. MACFARLANE: If it is significantly different from what
we see here, it will show up in the PBR nmechani sm

Q - 1 don't dispute that. M concern though is if it does
show up in the PBR nechanism who takes any savings
associated with that or differences in costs associated
with that?

M5. MACFARLANE: The PBR nmechani smwould say that if our
returns differ, vary between 10 and 12 percent, there is
no sharing. Above 12 percent there is 50/50 sharing. And
bel ow 10 percent there is 50/50 sharing.

Q - WII the pension fund adm ni strator have conducted the
conpletion of its allocation prior to the market openi ng?

M5. MACFARLANE: It is inportant that they conplete it prior
to the butterflies, shall we say, being incorporated, so
that the appropriate assets and liabilities can be
transferred from NB Power to these new entities.

Q - Are you prepared to have that allocation made by your
pensi on fund adm nistrator submtted to this Board?

MS. MACFARLANE: Yes. W can consider it a Z factor |
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suppose, if you would like us to do that?

Q - AZzZ factor? I'mnot --

MS. MACFARLANE:  Yes.

Q - -- asking you to consider it as a Z factor. |'mjust
sinply wanting to understand whether that information
woul d be sonething that you would be prepared to file with
this Board. |Is it?

M5. MACFARLANE: To the extent that there is personal
information that the corporation is restricted from
rel easi ng because of the personal information |egislation
in the province of New Brunsw ck, we would not be able to
disclose it.

But in totals, nunbers of enployees, assets associ ated
wi th the pension assets of those enpl oyees, liabilities,
et cetera, we certainly could provide that, yes.

MR. NETTLETON. M. Chairman, | amgoing to now nove on to a
different area. It is noon. [|I'maquite happy to take a
break for lunch nowif you so w sh.

CHAIRVAN: Al right. W wll break for lunch and cone back
at 1:30 then.

(Recess - 12:00 p.m - 1:30 p.m)
CHAI RVAN:  Any prelimnary before we start this afternoon?
MR. MACDOUGALL: Yes, M. Chair. Dave MacDougal |l for WPS,

| had the one docunent that we nentioned earlier this
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nmorning. | have given seven copies to Ms. Legere. | left
a copy for each of counsel for the applicant and left a
dozen or so copies at the back of the room And if we
coul d have an exhibit nunber. | think the docunent can be
entitled FERC Operation and Mai ntenance Expense Account.

CHAI RVAN:  Wel |l that is WPS-1.

MR MACDOUGALL: And it is the last of the WPS's too, so
it's one and only.

CHAI RVAN:  One of one.

MR. MACDOUGALL Thank you, M. Chair.

CHAI RMAN:  Thank you, M. MacDougall. Go ahead, M.
Net t | et on.

Q - Thank you, M. Chairnman. Now on to that great topic of
anortization. M. Lavigne, we will be discussing your
evidence and in particular line 1 of table 1. And wll
you confirmw th nme, sir, that the anortization you are
seeking this Board to approve as part of the revenue
requirement is $18.4 mllion?

MR LAVIGNE: Yes, that's correct.

Q - And that has not been adjusted, has it, in respect of

your earlier corrections with respect to work in progress?
That doesn't -- that nunber is not affected, is it?
MR LAVIGNE: No, that is correct. There is no effect on

t hat nunber.
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Q - So it is approximately 19 percent of the revenue
requi renent then?

MR. LAVIGNE: Yes, that sounds about right.

Q - Thank you. M. Lavigne, when you conducted your review
of the appropriate |level of anortization, did you take
i nto account previous decisions of this Board respecting
that topic?

MR. LAVIGNE: Yes. Qur accounting policies which are in
pl ace take into consideration any of the decisions that
were put forth.

Q - Al right. Through counsel | had asked, M. Lavigne, to
have you -- or make sure that you had a copy of the New
Brunswi ck Board of Conmi ssioners of Public Uilities
deci sion dated July 16th 1991. Do you have that?

MR LAVIGNE: Yes, | have it in front of ne here.

CHAI RMAN:  Ask the Board Secretary to give us that decision.
Dat ed?

MR. NETTLETON: July 16th 1991, sir.

CHAI RMAN:  Was that the generic on accounting and financial ?
MR. NETTLETON. No, sir. That is in the matter of a generic
heari ng concerning the depreciation policies of the New

Brunswi ck El ectric Power Conmi ssion.
CHAI RVAN: Ckay. Thank you.

Q - M. Lavigne, | would like you to first turn to page 23 of
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t hat deci sion.
MR LAVIGNE: Yes, | have it.

- And in the paragraph that starts with "neverthel ess", and
perhaps it best if | just read that into the record.
"Neverthel ess it appears |ogical and sensible to nmake use
of whatever neans may be available to estinmate service
lives. The Board therefore concludes that it is
appropriate for NB Power to utilize statistical analysis
of historical data to the greatest extent reasonably
possible.” Do you see that?

MR LAVIGNE: Yes, | do.

- Can you show nme where in your evidence that you have
relied upon or have tendered as evidence the statistical
anal ysis which this Board has suggested be used?

MR. LAVIGNE: You would not see it directly in the evidence.

But as part of the Province of New Brunswi ck IR 27, which
is in binder A-4 -- sorry, that should be the Province of
New Brunswi ck 1R-24. Part 4 of that particul ar
interrogatory --

CHAI RVAN: What page is that?

MR. LAVIGNE: That would be the question is on page 298.

The response is on page 303, so | will refer to the
response on page 303.

CHAI RVAN:  Thank you.
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MR. LAVIGNE: Part 1 of that question 3 tal ks about the
depreciation or anortization review conmttee which
reviews the major asset categories on a five year cycle.
As part of that process, the historical analysis which you
are referring to, takes place.

Q -1 see. So the historical analysis relates to the task
carried out by the anortization review comrittee, is that
right?

MR. LAVIGNE: Yes. Part of the process is to designate
certain areas to look at on this five year cycle. This --
these -- | guess the various areas would then be del egated
out to the engineering and operational people, who would
have the best know edge of these particul ar conmponents.
They woul d carry out the study which would include the
anal ysis of historical.

Q - Can | have you turn back to the depreciation study that
we were speaking of earlier. And the page | would |ike
you to see or turn to is page 24.

MR. LAVIGNE: Yes, | have it.

Q - The Board has made a concl usion on page 24 that a ful
witten explanation of the reason for and extent of each
adjustnment or limtation of service life will be necessary
in future depreciation studies. Have you provided that

full witten explanation in this application, sir?
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MR. LAVIGNE: A formal report is devel oped on a yearly basis
whi ch includes all the various studies. This particular
report goes to the audit conmttee of our board of
directors. W do not provide any such report to the PUB

at this tinme, to ny know edge.

Q - But this is a general rate application, is it not, M.
Lavi gne?
MR LAVIGNE: It is an application for a transm ssion
tariff.

Q - For approval of what, sir?

MR. LAVIGNE: The approval of a transmi ssion tariff.

Q - Does it include rates?

MR LAVIGNE: Yes, it does.
Q - So this is an application for rates?
MR LAVIGNE: Yes, it is.

Q - And you have not included full explanation of service
life changes or service life estinmates as part of this
application, fair?

MR LAVIGNE: That is correct, we have not.

Q - Thank you. M. Lavigne, you took nme to the Province of
New Brunswi ck IR 24, part 4 (i) and you indicated there
that the anortization review commttee carries out reviews
based on individual asset classes, is that fair?

MR. LAVIGNE: Yes. It is kind of the major conponents such
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as transmssion lines, relay and telecom Those woul d be
exanpl es of particular areas which would be a focus of an
anortization review
You will agree, M. Lavigne, will you not, that the
nature of this application is somewhat unique in that you
are intending to have NB Transm ssion enter into a new

regul atory franmework?

MR, LAVIGNE: |I'mnot sure | follow your question.
- Well, this application is unique, is it not, in that you
are preparing -- this conpany is preparing to enter into a

brave new world and a new regul atory framework, right?

MR. LAVIGNE: It is our first application for such a -- such

atariff.

And, sir, the information that you have provided to us in
the formof a response to information requested, an
attachnment which | believe is exhibit A-5. And | don't
think you need to turn it up. |Is the annual depreciation
review conmttee reports of certain -- of some, but not
all of the asset classes that you have included as part of

your rate base. Is that fair?

MR. LAVIGNE: Yes. The particular assets which were | ooked

at during those particular time frames, this is the
sumary report which woul d have gone to the audit

commi ttee.
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Q - So not all of the asset classes are included in that
report or in that information. |Is that fair?

MR. LAVIGNE: Yes, that is fair. This would only be a cross
section of the assets.

Q - Wen was the last conplete depreciation study undertaken
whi ch has anal yzed all of the paraneters used to cal cul ate
depreci ati on expense for the transm ssion assets?

MR. LAVIGNE: W revisited our corporate accounting policies
whi ch included all of the various conponents of
capitalization and anortization. | believe it was within
the |l ast year to two years.

Q - Has there been a study that has exam ned all classes of
transm ssion assets in the formof a depreciation study at
one tine?

MR. LAVIGNE: Not to my know edge. As | nmentioned, we | ook
at the various conponents on a five year cycle. So, no,
we woul d not have | ooked at every transm ssion asset
wi t hi n one conprehensi ve study.

Q - Wat nethod of depreciation has been used for the
transm ssi on business unit since 1996, sir?

z MR LAVIGNE: W use the straight |ine method of
depreciation for transm ssion assets.

Q - Has there been any change in the rates of depreciation
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for the asset units since 1996?

MR. LAVIGNE: Are you referring to the service lives of the
assets?

Q - No. I'mspeaking to the rates of depreciation that you
have used for the asset classes since 1996 when the
transm ssi on business unit began its operating history?

MR. LAVIGNE: | guess I'mnot quite sure what your question
is. Because the rates really are a determ nation -- they
are based on the service life of the asset, so --

Q - Al right. Fair. But have the rates changed since 19967
MR. LAVIGNE: | guess in that context, yes. The service
lives for these assets have changed, which woul d have

resulted in | guess changes in the rates.

Q - M. Lavigne, have you conpared the historic depreciation
rates that you are proposing this Board inplicitly to
i nprove conpared to those used by other Canadi an electric
transm ssion utilities?

MR. LAVIGNE: As part of the anortization review process,
that is one of the other conmponents which takes place in
this study, is a conparison to other utilities in terns of
the service lives of the assets.

Q - Sorry. Wiich study are you speaking of, sir? 1Is it in
this evidence?

MR. LAVI GNE: No. It would not be in this evidence.
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Q - M. Lavigne, are you famliar with the depreciation
concepts or procedures known as average |life and equal
life and whole life depreciation methods?

MR. LAVIGNE: Yes. | have a fairly good understandi ng.

Q - Do you know whet her New Brunswi ck Power has consi dered or
at | east anal yzed cal cul ati ng depreci ati on expense using
t he nethods other than a straight |ine nethod of analysis?

Have you done that consideration?

MR. LAVIGNE: To nmy know edge we have not done so, at |east
prior to -- or since the decision which you have put forth
fromJuly of '91.

Q - Now are you aware whet her other Canadi an el ectric
regul atory jurisdictions have typically considered this

anal ysis as part of a formal and detail ed depreciation

st udy?
MR. LAVIGNE: No. |I'mnot aware of such a fact.
Q - Do you agree that the cal cul ati on of annual and accrued

depreci ati on based on the straight |ine nethod requires
estimation of survivor curves and the sel ection of group
depreci ati on procedures?

MR. LAVIGNE: | believe that is nore in the pool ed nethod
and not the straight |line nethod of depreciation. For
certain asset bases you would use that particul ar concept.

But | don't think in this case.
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Are you suggesting then that you are not depreciating on

a group basis?

MR. LAVIGNE: Wthin specific transm ssion |lines we would

group | guess certain infrastructure. Transm ssion |ines
are fairly basic. | nean, you have the poles. You have
your conductors.

So | nean, infrastructure within that particul ar asset
can be grouped. But that would be the extent of our
grouping within transm ssion.

And wit hin each group, have you considered the use of

survivor curves to estimate the service |ives?

MR. LAVI GNE: Back to the anprtization review commttee,

they would | ook at the particular service lives for each
of those assets.

So you are not famliar with the method by which the
anortization review commttee conducts its study or its

anal ysis, are you?

MR. LAVIGNE: Well, they |look at various conmponents. Like |

menti oned, the historical analysis. They |ook at the
mai nt enance on the particular infrastructure.
They | ook at conparisons to other utilities. They
| ook at technol ogi cal change. All these have an inpact on
the service life of the asset.

But you don't know whet her they have taken into account
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t he concept of survivor curves to estinmate average service
life?
MR. LAVIGNE: Not to my know edge. But | would be willing
to take an undertaking to find out that fact.
Q - That would be great, please. Thank you

Are you aware whet her other Canadi an regul atory

jurisdictions who rely on this type of analysis for

average service |ife determ nations use survivor curves?

MR LAVIGNE: |'mnot aware of that.
Q - Have you ever heard of the organization called Gannett
Fl emm ng?
MR LAVIGNE: No. I'mnot famliar with it.
Q - You have never seen a Gannett Fl enm ng depreciation
st udy?
MR LAVIGNE: No. I'mnot famliar with it nyself. But we

-- again going back to the depreciation review conmttee,
we have an accounting policy individual who | guess takes
the |l ead on those particular initiatives.

Q - M. Lavigne, turning to the topic of estimation of net
sal vage val ue, does New Brunsw ck Power enploy a practice
of adjusting net sal vage val ue cal cul ati ons by using
constant dollar net sal vage approach? Do you know?

MR. LAVIGNE: We are not using net sal vage val ue approach.

Q - Are you aware of whether this practice has been used and
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adopted in other jurisdictions in Canada?

MR. LAVIGNE: No, |I'mnot aware of such.

Q - Turning to the topic of anortization period, sir, have
anortization periods for each of the asset classes changed
since 1993?

MR. LAVIGNE: Again, the anortization review committee | ooks
at these on a five-year cycle. | would not be able to say
whet her or not all assets have been | ooked at.

One woul d expect if it is on a five-year cycle that

all of the assets should have been | ooked at | guess since

1993.

Q - So let nme understand that. | took fromthe information
request that you provided that indicated -- it is a
Province of New Brunswick IR-24, 4.1 -- that there was a

five-year cycle inplenented for that review of all asset
cl asses?
MR LAVIGNE: Yes, that is correct.
Q - Are you now saying that that nay not be the case?
MR LAVIGNE: No. It is the case. It is a five-year cycle.
Q - But you don't know whether the anortization periods have
changed? O have they?
MR. LAVIGNE: | may have m sspoke there. The cycle is in
terms of looking at all the assets within that five year

cycle. It is not to say that the service lives wll
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necessarily change within that time frame. W do know
t hat obviously certain ones have changed based on the
docunentation | have provided in the interrogatory which
bel i eve conprised three years. Fromthat we can take that
sonme of the service lives have changed, sone of them have
remai ned the sane.

Q - And those are just for a portion of the assets of the
rate base, correct?

MR. LAVIGNE: Those would be the portion of the assets which
woul d have been | ooked at during that tinmeframne.

Q - Al right. Now M. Lavigne, if you could turn to your
response to Province of New Brunswi ck | R-28, part Roman
Nuneral vi, found at page 317.

MR. LAVIGNE: Could you repeat the reference?

Q - Yes, it is page 317, your response to Province of New

Brunswi ck information request 28, part vi.

MR. LAVIGNE: That part vi of number 9, would it be?

Q - I'msorry. No, it is IR 28, yes, part 9, Ronman Numera
Vi .
MR. LAVIGNE: Okay, thank you. | do have it now.
Q - Thank you. | hadn't drilled down far enough. M.

Lavigne, you indicate in this response, and based on your
further correction to the first line distribution system

whi ch | understand to read now, transm ssion system that
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there is a range of years associated with the anortization
period for the various assets. |Is that fair?

MR. LAVIGNE: Yes, that is correct. There are various
conponents whi ch make up the particular assets in
guesti on.

Q - And those conponents that make up the period in question
is not evidence before this Board, is that fair?

MR. LAVIGNE: Yes, that is correct.

Q - Now M. Lavigne, have these anortization periods been
determ ned by use of engi neering studies?

MR. LAVIGNE: Well it goes back to the anortization review
commttee. Cbviously one conmponent is -- would be an
engi neering study.

Q - Do you sit on that commttee, sir?

MR LAVIGNE: No, | don't directly sit on that commttee.
We do have a representative fromtransm ssion who sits on
that commttee and | review the results with that
i ndi vi dual .

Q - Does anyone on this panel sit on that conmittee?

MR LAVI GNE: No.

Q - Thank you. M. Lavigne, have the changes to the
anortization periods for the transm ssion assets been
reported to the Board when you have nmade such changes?

MR. LAVIGNE: The results of the anortization reviews would
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be reported to our own audit conmittee of the Board, but
not to this particular Board, no.

Q - Not to the Public Utilities Board?

MR. LAVIGNE: That is correct, not to the Public Uilities
Boar d.

Q - M. Lavigne, have you, or do you know whet her the
anortization review commttee takes into consideration the
retirement rate nethod of analysis to anal yze actua
historic asset life characteristics of a property group?

MR. LAVIGNE: No, | amnot aware if they take that into
consi der at i on.

Q - Are the retirenent rates that you are using, are they
nore consistent with the rates used in the past decade or
before the last rate hearing? Do you know?

MR. LAVIGNE: Can | get you to repeat that question please?

Q - Are the retirenment rates that you are using in the
present application nore consistent with the rates used in
t he past decade or in the tine period prior to the |ast
rate case, which | believe was in 1993?

MR. LAVIGNE: | would expect it would be probably nore in
tune with the |ast decade. | do know we have had on the
transm ssion |line side, you know, a nunber of life
ext ensi ons.

Q - And | think you have provided nme the answer, but | wll
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make sure of this. M. Lavigne, you are not aware whet her
New Brunswi ck Power has used the concept of equal life
group -- grouping in your analysis of depreciation or in
the anortization review conmttee' s anal ysis?
MR. LAVIGNE: The only grouping we use currently within
transmission is within the transm ssion |ine side.
Q - So the answer is no, you don't use equal life group?
MR. LAVIGNE: Not to ny know edge.

Q - Thank you. Could I have you turn up information request
-- or response to information request 24 to the Province
of New Brunswi ck found at page 298. It is 24-4 Roman
Nurmeral ii.

MR. LAVIGNE: That was Province of New Brunswi ck | R 24 part
ii?
Q - 4 Roman Nurneral ii.
MR LAVI GNE: Yes.

Q - Now the question asked whether or not you took reserves
and reserve deficiencies or surpluses into account in your
determ nations. What is your understanding of the concept
of depreciation reserve or deficiency surplus, sir?

MR. LAVIGNE: | amnot conpletely sure but I do know that
the straight |line method does not require any such
deficiencies or surpluses to be taken into consideration.

Q - You don't know whet her other Canadi an regul atory
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jurisdictions have considered the concept of reserve
surplus or reserve deficiencies as being when future
capital expenditures vary significantly from current
esti mat es?

MR. LAVIGNE: No, | amnot aware of that.

MR. PORTER: Just to add, | am not personally aware, but |
am sure the anortization review conmttee would be aware
of such concept nethodol ogies being in place in other
jurisdictions.

Q - Further down in the sane response, Roman Nuneral iii,
this is the response in respect of the continuity table
that | discussed with Ms. MacFarl ane yesterday.

Can you provide a better understandi ng of why a
continuity table cannot be provided? There has been an
operating history since 1996, hasn't there?

MR. LAVIGNE: Yes, that is correct.

Q - Al right. So why can't a continuity table be provided?

MR LAVIGNE: | think it was a conbination of the magnitude
of the work and the fact that a ot of the details were
contained in the response to part 1 of that particular IR

Q - Al right. And part 1 of that IR, you will agree with
me, sir, is sinply a year over year change in the
anortization amounts for each class of assets. [Is that

fair?
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MR LAVIGNE: Yes, that is correct.

Q - It does not deal with the background to how t he actua
anortizati on anounts have been cal cul ated, right?

MR LAVIGNE: No, that is correct.

Q - And is the level of work that you are referring to, would
that also entail statistical analysis to ensure that the
continuity in fact has taken place or is accurate?

MR. LAVIGNE: | would expect that would be part of the --
part of the conponent of that --

Q - Thank you.

MR LAVIGNE: -- process.
Q - Can | take you to table 4 of your evidence pl ease?
MR LAVIGNE: Yes, | have it.

Q -1 would like to speak now with you about the topic of
deferred charges which is found on line 6 of that table.
Have you got that?

MR LAVI GNE:  Yes.

Q - Now, sir, in the asterisk note at the bottom of that
table it indicates that this anount includes deferred debt
costs, deferred pension benefits and deferred taxes.

Do you see that?
MR LAVIGNE: Yes, | do.
Q - Wiy is it appropriate for the conpany to earn a return on

equity on deferred debt costs?
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MR. LAVIGNE: The conpany is making an investnment | guess in
these particular areas. And we have deened it that we
shoul d be able to get a return on such.

Q - You have nade an investnent?

MR. LAVIGNE: Yes. There would have been a cash outlay for
t hose particul ar conponents.

Q - Wo has provided you with the funding to provide
provision for that investnent? Has it not been the
rat epayers through internally generated funds?

MR LAVIGNE: |I'mnot sure | follow your question.

Q - Were is the amount that you require for this investnent
com ng fron®

MR. LAVIGNE: | guess | don't see this as any different than
any other investnent. And it cones from cash flow.

Q - Cash flow from operations?

MR LAVIGNE: Yes, that is correct.

Q - M. Lavigne, when you prepared your evidence were you
aware of the Board's April 15th 1992 deci sion?

MR LAVIGNE: No, | was not.

Q - This decision -- do you have a copy of that decision
sir?

MR. LAVIGNE: |Is that the April 15th 1992?

Q - Yes, sir.

MR. LAVIGNE: Yes, | do.



- 1614 - Cross by M. Nettleton -
Q - But you weren't aware of this decision at the tinme you
prepared this evidence?
MR LAVIGNE: That is correct.
Q - If I could take you to page 21 of this decision?
MR LAVIGNE: If | could clarify that, the preparation of
the evidence was certainly a teameffort. Again | was
working with the regulatory affairs group who woul d have

had know edge of these prior decisions.

Q - Right. If I could take you to page 21 of that decision
sir. |I'munder the heading "Cost of service study
frequency. "

And just to read in the record, starting at the | ast
sentence of the first paragraph, "As a mninmumthe Board
will require that a current cost of service study be filed
in connection with any general rate application.”

Do you see that?

MR. LAVIGNE: Yes, | do.

Q - "And further the Board notes that NB Power stated at the
hearing that it may perform cost of service studies
annually. |If so the Board requests that NB Power file a
copy of each study with it as soon as avail abl e, whet her
or not a general rate application is planned in that
year."

Do you see that?
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MR. LAVIGNE: Yes, | do.

Q - Have those cost of service studies been filed with this

Board annual |y since 19927

MR. MARSHALL: It is ny understanding that there would have
been filings through the early "90's up until the tine
that the Public Uilities Act was changed, anmendnents were
made to the Act, and that regulation of NB Power was then
under, dare | say, rate cap or |egislative permssion
structure that did not require a rate increase -- did not
require an application of this Board unless there would be
a rate increase for greater than 3 percent or inflation.

And fromthat tinme on there nmay not have been filings

relative to that until there would be a tine for a rate
hearing. And this is the first rate hearing before this
Board since these generic hearings concluded and since a
rate hearing in around 1993, | believe.

Q - Al right. So I think what | take fromyour answer, M.
Marshall, is that no -- the obligation to file those ended
when there was a change in legislation, that is your view.

And now we turn to the present situation where there is a
rate application before this Board.

And |' m wonderi ng where you can show ne in your
evidence that there is a cost of study -- cost of service

study found in your evidence. Can you show nme where that
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is?
MR. MARSHALL: The cost of service study for this
transm ssion tariff would be appendix B, the transm ssion
tariff rate design docunent which breaks down and
al |l ocates the net revenue requirenent of 98.4 mllion to
t he specific services.
Q - 1 think, sir, that would be your nethodol ogy by which
costs are allocated, would it not?
MR. MARSHALL: Based on the services to be provided. That
is the cost of service, of providing those services.
Q - So you don't believe that a cost of service study should
anal yze whether the costs have been prudently incurred?
MR. MARSHALL: A prudency study would be a different study.
Cost of service is what are the costs in the system and
how do they allocate to the services that have to be
provi ded?
Q - | thought -- this takes nme by a bit of a surprise. |
t hought you would be referring nme to the Deloitte & Touche
study. |Is that not an OVRA assessnent ?
MR. MARSHALL: That is one conponent of the revenue
requirenent. But it is the allocating costs to services.
The services we are here to approve, ask approval of this
Board, are the transm ssion services in the tariff, and

what are the costs associated with providing those
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servi ces?

That cost allocation, cost of service study is in

appendi x B of the evidence.

Q - Can |

have you refer to the response provi ded by New

Brunswi ck Power to Province of New Brunswi ck information

request nunber 28, part 67

CHAI RVAN

Wi ch

MR NETTLETON:

CHAI RVAN

Thank

page, M. Nettleton?
|"mat page 304, sir.

you.

Q - I want to talk now about the | argest conmponent of your

OVBA expenses.

MR, LAVI GNE

And that is | abour?

Sorry. W don't have that.

MR. NETTLETON:. Ckay. Shall we take a pause?

MR, MACNUTT:

agai n pl ease?

MR NETTLETON:

MR MACNUTT: W

MR NETTLETON:

MR, LAVIGNE:  24.

MR NETTLETON:

No.

Wuld M. Nettleton identify the reference

Yes.

have sone confusi on

It is Province of New Brunsw ck I R-28, part

| R-24.

Sorry. 24. M mstake. | apol ogize.

|"msorry, sir. It is Province of New Brunsw ck

| R-28, Question 6, part 6.

CHAI RVAN

Page?
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MR, NETTLETON: Page 314.
CHAI RVAN:  Thank you.
MR. NETTLETON. Now we are back to the nunber of enpl oyees.
Yes.

Q - Just so that we are clear on the record, M. Lavigne,
there has only been an approximately 3 percent increase in
enpl oyees from 2002 to 2003, subject to check?

v MR LAVIGNE: Subject to check, sounds reasonabl e.

Q - Al right. And M. Lavigne, on table 7 of your evidence
it shows approximately a 10 percent increase in |abour
costs from 2002 to 2003?

MR. LAVIGNE: |'mnot sure of the exact percentage. But it
certainly looks like it is about 10 percent.

Q - Subject to check?

MR. LAVIGNE: Subject to check, yes.

Q - Nowif we turn to Province of New Brunswi ck | R-24, page
304, item6 --

MR LAVIGNE: Yes, | have it.

Q - -- you have provided several reasons for the increase in
| abour costs.

Were any studi es or anal yses conducted to | ook at the
prudency of the increased costs?
MR. LAVIGNE: No studies in particular, no. These were

costs which were deternmined fromthe | ast set of actuals
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whi ch we had which was the year ending 2002 and t hen
applying I guess the known increases from | abour
agreenents.

We had the signing of a | abour agreenment within the
last, well, this year, which resulted in sonme of the
| arger increase, also taking into consideration the
mai nt enance and capital plans.

Q - Al right. M. McFarlane, | believe ny colleague M.
Snellie spoke to you earlier, early |ast week about
benchmar ks and benchnmar ki ng studi es and whet her
operational divisions of New Brunswi ck Power were nenbers
of benchmar ki ng organi zati ons.

Do you renenber that?
M5. MACFARLANE: Yes, | do.

Q - And can you today tell us nore about whether the
transm ssi on business unit has been a nmenber of any
benchmar ki ng organi zati on?

MR. LAVIGNE: We are a nenber of CEA COPE benchmar ki ng
group.

Q - And does the CEA COPE benchmarking group report studies
or prepare studies in respect of how nmenbers rate agai nst
each ot her?

MR. LAVIGNE: Yes, they have a series of what they cal

KPI's, key performance indicators, which they use as
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conparators anongst utilities w thin Canada.

Q - Now !l recall M. Snowdon's evidence sone three weeks ago
now, that the key performance indicators that New
Brunswi ck Power Transmi ssion is intending to use and form
part of this tariff are not CEA key perfornmance
i ndicators. Wre you aware of that?

MR. LAVIGNE: |'mnot sure of the context which M. Snowdon
was speaking, so | wouldn't -- | wouldn't want to venture
a conment on that.

Q - Wll, can you confirmwith ne that this tariff, this
application is not intending to nake reference to or
utilize the key performance indicators that only today |
am being told New Brunswi ck Power Transm ssion is a nenber
of through the CEA?

MR. LAVIGNE: We have not put forth any of those conparators

wi t hin our evidence.

Q - Is there a reason for that?
MR MARSHALL: | believe M. Snowdon addressed that at Panel
B or Panel D -- that is Panel D evidence. He explained
that -- as | recall, he did explain that the CEA data was

| ooked at, reviewed. The differences between utilities
were considered. And that the nbst of the statistics
through that are distribution related. There are no

specific transm ssion related data. That the anount of
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the transm ssion rel ated data was sketchy and so that it -
- it wasn't valid. That NB Power then chose to base its
performance on its own five year rolling average in order
to inprove and put in an incentive to inprove perfornmance
over time.

| believe that is the testinony of M. Snowdon subj ect
to check. It's all on the record.

Q - As it relates to the key perfornmance indicators that New
Brunswi ck Power Transm ssion intends to use in this
application, nanmely CADFI and SADFI statistics, can we
agree that that is the case?

MR. MARSHALL: Again, subject to check, M. Snowdon's
evi dence.

Q - But the point, M. Marshall and M. Levine, is that you
are not intending to include any OVBA benchmar ki ng
statistics, which you are nonethel ess a nenber of the CEA
and participate in those benchmarki ng studies. And you
are not intending to include those benchmarking indices or
metrics as part of this application, right?

MR. LAVIGNE: Yes, that is correct. There is a
confidentiality clause that we have signed -- well, which
all the utilities who participate in this sign. These
nmetrics are neant to be for internal use only and are not

meant to be published in a broader formw thout the
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witten permssion of the utilities that participate in
this process.

Q - Wiy have you not included benchmarki ng anal ysis as part
of this performance based ratemaking application in the
form of benchmarki ng associated with OV&A costs?

M5. MACFARLANE: | think we have discussed earlier that it -
- the difficulty with establishing reasonabl e conparators
given our rural nature, given the necessary robustness of
our systemw th the high industrial load in the northern
part of the province and the | ast nunber of interconnects
relative to our size. But further than that, the PBR
mechani sm provides in and of itself an incentive for
managenent to reduce costs by use of exogenous factors.
And we believe that though benchmarking will be a tool of
managenent to guide themin areas where in fact they can
achi eve savings, that the PBR nechanismitself should be
confort -- enough confort to the stakehol ders that there
i s adequate incentive for managenent to reduce costs.

Q - Ms. MacFarlane, do you recall our discussion about naking
sure the starting point revenue requirenment is accurate,
is right, we have got to get it right?

M5. MACFARLANE: Yes.

Q - Wiy don't you think that part of that exercise should

apply also to ensuring that the OV&A costs for the
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pur poses of ensuring the starting point revenue
requi renent are right through the use of OWRA
benchmar ki ng?

M5. MACFARLANE: | think the fact that it's very difficult
for NB Power to establish appropriate benchmarks for OVERA
gi ven the nature of our system given the rural elenents,
the industrial |load, et cetera, nakes it very difficult to
do that.

There was an attenpt to do that in the Stone & Wbster
study and | think that has been put in evidence. But it's
difficult to find OWA benchmarks for our utility. Things
i ke nunber of enployees per mle of line, et cetera, are
difficult to nmeasure in a rural area conpared to a -- to
an urban area.

Q - Those would sort of be the sane sorts of reasons why it's
difficult to carry out a depreciation study for those very
-- for the depreciation assets, the assets that you have.

Wul d that not be true?

M5. MACFARLANE: W do carry out depreciation studies.
think M. Lavigne has made that quite clear. Every
category of assets is subject to study once every five
years.

Q - But internms of the statistical analysis that you carry

out, and the fact that you take into account how ot her
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jurisdictions and utilities operating in other
jurisdictions, the statistical analysis associated with
those other jurisdictions, you take that into account, |
believe, if | understand M. Lavigne. O at |east the
anortization review conmttee takes that information into
account. Wiy would you not take it into account -- that
type of information into account with the OWRA?

M5. MACFARLANE: |'m not suggesting that we don't take it
into account. You asked if it was part of the evidence
here. And we said that it was not part of the evidence
here.

W have | ooked for benchmarks, and have | ooked at
benchmarks. And have tried to get behind the nunbers to
understand why they nmay or nay not be different than our
nunbers. And why they may or may not be appropriate.

But it is -- it is a difficult undertaking. And as |
say, it's evidence to such in the Stone & Webster study.

Q - Can you show ne where in the Stone & Webster study it
says that it's inpossible for New Brunsw ck Power to
utilize OWRA benchmar ki ng?

M5. MACFARLANE: | think you have m squoted ne. | did not
say it was inpossible. | said there was an attenpt nmade
in that study. And they too experienced difficulty in

doing it, but I do believe it was part of the study.
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Q - But you have -- why then, Ms. MacFarl ane, woul d New
Brunswi ck Power be a nmenber of a benchmarking organi zation
if ultimtely you believe the results are neani ngl ess?

M5. MACFARLANE: | don't believe | said the results were
meani ngless. | said it's very difficult to find an exact
conparator and it's a lot of work to get behind the
nunbers. That doesn't nean it's an inval uable or
meani ngl ess exerci se.

Q - Do you think it would have sone value to ensuring that
the starting point revenue requirenent, as you are
applying for in this application, is right?

M5. MACFARLANE: W are quite confident that the starting
point as we are applying for in this application is
correct. W have a nunber of years history in ternms of
our OWRA costs, they are relatively stable. The costs are
virtually entirely related to mai ntenance. Maintenance is
directly affecting reliability. That was studied in the
Stone & Webster study. W are confident that these going
in OWA rates are reasonabl e.

Q - Wuld benchnmarking studies not assist you though, or
assi st ratepayers such as ny clients, in understandi ng and
maki ng sure that the band w dths around the RCE are
appropri at e?

M5. MACFARLANE: To the extent that it would require
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probably days and days of hearing tinme to understand what
i s behind the nunbers and why they may or nmay not be
appropriate utility -- as a utility benchmark for NB
Power, given the characteristics of our systemwe did not
feel that it was useful and val uabl e beyond what was
provi ded.
You are presum ng that there would be a hearing in that

case, right?

M5. MACFARLANE: If it was part of the evidence, it would be

part of the hearing.
You don't think consultation outside the hearing room
with ratepayers woul d have been a way to facilitate that

obj ective being conpl et ed?

M5. MACFARLANE: | amnot aware that that's part of this

process.

Oh, I"'mquite aware that that is not part of this
process. What |'m asking you is would that not have been
one way to ensure that ratepayers, the very parties that
you are expecting to obtain cost savings fromin your PBR
mechani sm woul d have had sone | evel of confort with the
PBR schenme that you are proposing. And included with that
| evel of confort, understandi ng about the reasonabl eness
of your OMBA nunbers by way of benchmarking themto other

utilities?
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M5. MACFARLANE: M. Nettleton, the process that's |aid out
in the legislation for review of these things is a process
like this. That is public. It allows for intervenors to
ask what ever questions they want to ask in the form of
inquiries. And to attend a formal hearing like this.
That's the process we played out in New Brunsw ck.

Q - A very costly one though, right?

MR. MARSHALL: That's a judgnent.

Q - well, I know the judgnment of ny clients view on that
point. Al right. Let's nove on. Back to table 7, M.
Lavigne. I'minterested inline item10 entitled "Hi gh
Vol tage Direct Current OWRA'. Do you see that?

MR LAVIGNE: Yes, | do.

Q - My sinple question on that item M. Lavigne, is what
does it relate to?

MR. LAVIGNE: That is a facility at the border of New
Brunswi ck, at the interconnection with Quebec.

Q - Al right. Wiy would it not be appropriate to have those
OWBA costs capitalized as part of that asset?

MR. LAVIGNE: These are not capital costs. These are
| abour, materials, hired services related to running that
particular facility.

Q - Wiy has it been excluded or detailed out or taken out of

the other categories for your OVRA costs?
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MR. LAVIGNE: This particular facility was previously
managed on behal f of transm ssion by the generation
busi ness unit and has subsequently been charged out to
transm ssion, thus we handle it a little differently than
our direct transm ssion costs.

M5. MACFARLANE: The reason for that, by the way, is
physi cal proximty of plants that we have in the north and
therefore staff that we have in the north to this
particul ar station.

Q - Wat -- on what basis has there been this allocation or
charge out, as you call it?

MR LAVIGNE: These are all the costs associated with that
facility. These are designated enployees to the facility
or designated hired services, materials, so on. So they
are well, designated to the facility. So they are fairly
easi |y definabl e.

Q - Are there any service agreenents associated with those
HVDC facilities?

MR. LAVIGNE: Currently we do not have any service
agreenents with that particular facility.

Q - Have you had themin the past? You said currently.

MR. LAVIGNE: No, not in the past either. 1If I could
clarify a little bit. In the new world which is donning,

we do suspect that there will be sone requirenent for
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shared servi ces between the generation and transm ssion
busi ness unit or conpani es.

Q - So let nme understand this then. These are not
transm ssi on enpl oyees, these are generation enpl oyees
t hat are managi ng transm ssi on assets?

MR. LAVIGNE: Currently that is the case.

Q - And in the brave new world, will this be the subject
matter of some form of agreenent nade between Genco and
Transco?

MR. LAVIGNE: The agreenent is that these enpl oyees woul d be
nmoved to transm ssion. They woul d becone transm ssion
enpl oyees.

Q - And so in years in the future will these costs then
sinply be reported as part and parcel of the other |ine
itens conprising table 77?

MR. LAVIGNE: | expect they would be handled no differently
than any other direct transm ssion cost. So the answer is
yes.

Q - Thank you. M. Marshall, back to you, sir. [If you could
turn up Saint John Energy information response nunber 8
and I will find a page nunber here. It is page 480, M.
Chai r man.

CHAl RVAN: W have it.

Q - I'"'mhoping that you are going to be referring to this IR
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but my question is this, what are the extra costs
anticipated to be associated with the i ndependent system
operator that we spoke of yesterday? |Is it the $500, 000

that you are forecasting?

MR. MARSHALL: The -- it's ny understandi ng the $500, 000

here forecasted for OWA relates to additional costs at
the energy control centre relating to the opening of the
mar ket and operating of the market. It's NB Power costs
as NB Power originally filed this tariff. It does not
i nclude any additional costs for an independent system
operator at this tine.

Do you have any idea or any forecast of the independent

system operator costs at this tine?

MR. MARSHALL: No, | do not.

But what we can agree upon is that the independent system
operator costs -- what we can agree at this tinme is that
t he i ndependent system operator costs are not included as

part of this tariff filing, is that right?

MR. MARSHALL: That's correct. Again, you go back that this

tariff was filed as an integrated utility for a tariff for

the basis of the market. The -- it's unknown exactly the
structure the systemoperator will take, how big an
organi zation it will be. That is subject to |egislation

and we were not going to speculate on that. These are the
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direct related costs we feel are necessary in order to
provide a fair open access tariff fromour system and our
peopl e.

M5. MACFARLANE: Could | just add to that to avoid any al arm
on behalf of your client, it isn't anticipated though.
The function is perfornmed today. It is perfornmed today by
the transm ssion business unit and it is not anticipated
that the separation will provide hugely different costs
than it does today through to -- through one entity.
There may be additional costs required of the governance
panel to nonitor the market, but in ternms of actually
operating the market, our staff do it today. It would be
antici pated that those staff would either be noved to or
seconded to an |1 SO and there woul d not be hugely
addi ti onal costs.

Q - It seens like the cart is before the horse here. W have
an application for a tariff filing that does not include
costs for an independent system operator, yet that is the
intent -- that is the net result of this application, is
it not? Aren't you intending to have that happen?

M5. MACFARLANE: As M. Marshall said, the application was
filed as an integrated utility. They are separate from
this application. And since this application there has

been an announcenent by the Mnister that he intends to
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separate system operations. But | repeat, the system
operations are perforned today. The system does function
today. And the costs of functioning are represented in
the costs included in this tariff today. The |egislation
may require that the managenent of the tariff itself nove
tothe 1SO. It may require a nunber of things. But it
will in all likelihood not |lead to huge amounts of
addi ti onal costs beyond what is done today, other than
potentially from-- other than potentially from nonitoring

the effectiveness of the market.

MR. NETTLETON: One noment, M. Chairman.

M. Marshall, based on the testinony provided by M.
MacFarlane | just want to confirmthat this application
was filed and prepared under the assunption that there was

not an 1SO is that right?

MR. MARSHALL: It was filed and prepared. Yes, the decision

on an | SO was taken and canme out publicly | believe in
August. This tariff was filed on the 25th of July. It
was actually prepared in many nonths prior to the 25th of
July.

Yes or no, M. Marshall, this application was prepared
and filed under the assunption that there would not be an

| SO?

MR. MARSHALL: There was no --
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At the point of market opening.

MR. MARSHALL: No, it was not -- there was no assunption

whet her there would or would not be an I1SO  The tariff
was filed as an integrated utility to provide transm ssion
services to operate the system

Nowhere in your application, M. Marshall, does it
indicate that the transm ssion service would be

adm ni stered by an i ndependent system operator, is there?

MR. MARSHALL: No. And nowhere does it say it wouldn't be.

But didn't we just hear, M. Marshall, that there is no
costs associated with an i ndependent system operat or

included in this application?

MR. MARSHALL: Oher than the costs associated with

addi ti onal expenditures arising fromthe market and
opening the market. And as Ms. MacFarl ane said the
intention is to -- that the costs are associated with
peopl e, salaries, space and that the sanme peopl e operating
the systemtoday we expect will be operating the system
after the -- if there is an independent system operator
set up, as we are waiting for legislation. That that
woul d be a secondnent of people and the sane people, their
costs are -- those people are going to operate the system
Their costs are in this tariff today.

Way did you not when you prepared this evidence, M.
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Marshal |, indicate that it was your intention for New
Brunswi ck Power to use an independent system operator or
organi ze its affairs, as yet |I'm assum ng anot her
butterfly or maybe it's a hawk, to ensure that the
operation functions of the transm ssion conponent woul d be
operat ed i ndependently from Transco? That wasn't your
intent, was it?

MR. MARSHALL: No, the -- our intent was to file a tariff to
provide for fair rates for the cost of providing a
service. The issue is whether or not the government wl|
go forward and change | egislation and set up an
i ndependent syst em operat or.

And at the tine that the tariff was prepared and
filed, there was no definitive position of what formthat
woul d or would not take, so the tariff was filed as an
integrated utility, as we currently remain today, NB Power
Corporation. W filed it before this Board.

Now t he inplenentation of the tariff nay or may not be
undertaken by an i ndependent system operator. |f one
exists and if the legislation passes and there is an
i ndependent system operator, then | expect they will be
enpowered and will adm nister and inplenent the tariff.

But that is specul ative.

Until that happens this is a tariff for provision of
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services that can be adm ni stered and done by NB Power
with the existing people that are there.
Q - Al right. M. Chairman, would you wish to take a break
at this point?
CHAI RVAN:  Then we wi || take our break.
(Recess)

CHAl RVAN: Go ahead, M. Nettl eton.

MR. NETTLETON. Thank you, M. Chairman. There is one
prelimnary matter that I would like to advise the Board
of. During -- before the start of this afternoon's
session, the information, the background information to
exhibit A-23 was provided to nmy clients by M. Porter.
And we are in the process of reviewing it. Cbviously not
now. But we will be doing that over the evening and I'm
hoping to then be able to continue my cross exam nation on
t hat issue tonorrow

So just to -- | wanted to ensure that you were aware
that that information has now been provided.

CHAI RMAN:  When you -- if you want to have a little later
start in the norning just |let us know.

MR. NETTLETON: Thank you. Let's see how today goes. |I'm
hopi ng that we can get through everything but that area,
so |l will let you know how we are goi ng. Thanks.

Q - Before the break, M. Mrshall, there was sone confusion



- 1636 - Cross by M. Nettleton -
over the 1SO and Ms. MacFarlane, with respect to the cost
of the 1SO And | would like to try and put sone finality
around that issue.
M. Marshall, is it your understanding that as of the

opening of the market April 1, 2003, there will or wll
not be an |SO?

MR. MARSHALL: It is ny understanding at this tinme there
will be.

Q - Thank you. And Ms. MacFarl ane, your testinony before the
break was that in respect of increnmental costs associ ated
with the SO that (a) those costs are not reflected in
this application. |Is that correct?

M5. MACFARLANE: | believe | said | didn't expect that there
woul d be significant increnental costs.

Q - W will get to the anpbunt. But just that they are not in
this application right now R ght?

M5. MACFARLANE: To the extent that they exist --

Q - Right.

M5. MACFARLANE: -- the only thing in the tariff is the
$500, 000 all ocation that M. Marshall referred to.

Q - Al right. And any increnental costs above that, your
expectation is that they would not be large in terns of
guantity and anount?

M5. MACFARLANE: My expectation is that there would not be
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any costs in excess of that. It is not -- again | have
just been party to discussions about the fact that it is
not the governnent's intent to burden ratepayers with
addi tional costs through the restructuring of the market
or the restructuring of NB Power. Adding an ISO is not
bei ng done so as to add exorbitant costs which have to be
col | ected through rates.

The systemis operated today by NB Power. | believe
the thinking is to separate that chunk of NB Power
activity and have it done under a separate governance
structure.

Q - Al right. And Ms. MacFarlane then, is it fair to say
that the function that you expect to be carried out by the
i ndependent system operator, there are costs included in
table 7 specifically, that is the operations, maintenance
and adm nistration that wll relate to the ISO function
Is that fair?

M5. MACFARLANE: Yes. This represents costs that include
the energy control centre, which today handl es the system
operations function.

Q - And simlarly in respect of the fixed assets associ at ed
wi th carrying out the independent system operator
function, those are included in your evidence in respect

of the fixed assets, correct?
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M5. MACFARLANE: Again these itens are very nuch subject to
finalization. But it is our understanding that in al
i kelihood the 1 SO would rent space in the existing energy
control centre. And so fromthat perspective the fixed
asset costs are included here.

Q - Al right. So | think that was a yes? Yes, there are --
t he i ndependent system operator fixed assets are included
in the fixed asset nunbers included in this application?

M5. MACFARLANE: To the best of my understandi ng, yes.

Q - Al right. And, M. Lavigne, you have indicated that in
the past separate facilities that have been in effect
undertaken those facilities -- those transm ssion
facilities have been undertaken by other groups or
functions of New Brunsw ck Power Corporation such as the
HVDC facility have been reported as a separate line item
right?

MR LAVIGNE: Yes, that is.

Q - So do you expect, Ms. MacFarlane or M. Lavigne, that
when the market opens that there will be separate
accounting and reporting of the costs -- all costs
associated with the i ndependent system operator?

MR LAVIGNE: Yes, that will be the case. There will be
separate accounting for those particul ar costs.

Q - Al right. M. Lavigne and Ms. MacFarl ane, | think you
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guys can take a break now M. Mrshall and M. Porter.
| would |ike to take you to your presentation C

materials. And unfortunately |I wasn't here on Thursday.
And | don't know the exhibit nunber.

MR, MARSHALL: A-26.

MR. NETTLETON:. Thank you. A-26.

CHAI RVAN:  A- 26.

MR HASHEY: It is at A-7 | believe in the binder.

CHAI RMAN:  Thank you, M. Hashey.

Q - M. Marshall, do you have your presentation nmaterials
before you?

MR, MARSHALL: Yes.

Q - I wuld like to first turn to slide 5 which is entitled
Step 1, defined principles. And | believe during your
presentation, at |least fromthe transcript at page 1, 330
you indicated that transm ssion is a regul ated cost of
servi ce business, right?

MR, MARSHALL: Yes.

Q - Wuld you agree that only costs that have actually been
incurred and prudently incurred to provide regul ated
servi ce should be recovered in rates under this tariff?

MR. MARSHALL: The rates that should be recovered under this
tariff are all the costs that we have put forward in the

revenue r equi rement.
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- That wasn't ny question, M. Marshall. | wll repeat ny

guestion. And if | could have a yes or no answer. And if
you want to add anot her explanation feel free. But if you
could just answer the question.

Wul d you agree that only costs that have actually
been incurred and prudently incurred to provide regul ated

servi ce should be recovered in rates under this tariff?

MR. HASHEY: M. Chairman, | don't want to m sl ead here.

And | don't want to interfere with the answer. But there
is an Act. And there is a provision in the Act that

governs this. And this is a | egal question.

MR. NETTLETON: Well, M. Chairman, | don't believe it is a

| egal question at all. M. Marshall indicated in his
presentation at transcript 1,330 that transmssion is a
regul ated cost of service business. And I'mtrying to
elicit fromthis witness his nmeaning of that phrase which

he has used.

CHAI RMAN: What part of the statute are you referring to,

M . Hashey?

MR. HASHEY: Section 62 of the Public Utilities Act.
CHAI RMAN:  What was the question again?

- The question is would you agree that only costs that have

actually been incurred and prudently incurred to provide

regul ated service should be recovered in rates under this
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tariff?

CHAI RVAN:  And you object, M. Hashey, on the basis that
Section 62 covers, and that therefore it is a |egal
guestion?

MR. HASHEY: That is right. It is up to the Board to decide
what has to be recovered. And it has to be guided by the
Act, | would suggest, M. Chairnman.

CHAI RMAN:  Yes. Would you reword the question,

M. Nettleton?

Q - Wen you indicated during your presentation that
transm ssion is a regul ated cost of service business, what
costs or type of costs were you suggesting shoul d be
recovered through rates?

MR. MARSHALL: All of the costs associated with the pie
chart on page 8 of the presentation, being the total
revenue requiremnment of 98.4 which has been now anended
down to 97.9 mllion, made up of OWRA costs, anortization
fi nance charges, return on equity and paynent in |lieu of
taxes. Al of those costs are prudent costs to be
recovered in rates.

Q - And are all of those costs actual costs that NB
Transm ssion will incur? Actual costs to provide service.
MR. MARSHALL: Based on the projected change in

| egislation for the new entity and Ms. MacFarl ane's
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yesterday, they will be |legal obligations and | egal costs
that cover all of those, to provide the service.

Based on the current application before this Board,
they are the costs, the full costs on an equival ent | evel
playing field basis that should be charged for service to
third party users outside the province, and therefore
because of nondi scrim nation, charge equally to custoners
i nside the province.

Q - So there nmay be costs that aren't actually incurred by
New Brunswi ck Power Transm ssion to provide the service
that you are offering, correct?

MR. MARSHALL: It is our understandi ng under restructuring
all of these costs will be borne by NB Power Transm ssion
or whatever the name of the corporation is.

Q - wWll, let nme give you an exanple, M. Mrshall. Suppose
there were plans to construct new facilities at sone point
in the future, yet the facilities had not actually been
constructed and no noney had been paid for them

Wuld it be proper for such facilities to be put into
rate base at sone fictional anmount? Wuld that result in
just and reasonable tolls?

MR. MARSHALL: The -- again ny understanding of the
| egislation, the current legislation that this Board is

reviewing this tariff under, is that our obligation is to
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put in a projection of all of the costs required to
provi de the service.

So in your case of a facility to be added in the
future, if it is in the test year, the year of the
service, it is a projection of the costs and should be
revi ewed and i ncl uded.

Q - And what if it is not in the test year? Wat if there
was sone projection five years fromnow, it wouldn't be
prudent to include those costs, would it?

MR. MARSHALL: Under this tariff the -- the test year costs
set the base year. And then it is a -- the PBR formul a
woul d take precedence fromthere to nove forward.

Q - M. Marshall, I"'mnot talking specific to this
application. I'mtrying to understand what you neant by
t he phraseol ogy of a cost of service regul ated busi ness,
and also fromslide 5 your concept of the words that are
included in that slide of just and reasonabl e rates.

Do you think rates would be just and reasonable if the
facilities that had not yet been constructed, and there
had been no noney actually incurred for the construction
of those assets, would it be just -- would just and
reasonable rates result if those facilities were included
in rates, and there was no forecast of those facilities

happeni ng during the test year?
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MR. MARSHALL: If | understand your question, you are saying
if there is noney put in --

Q - No. No noney. No noney has been actually incurred

MR. MARSHALL: | understand that. A projection of a future
expense for future assets included to provide for the --
in the rate base today in these rates? Wuld that be just
and reasonable? |Is that --

Q - Yes.

MR. MARSHALL: -- what your question is? No, it wouldn't
be.

Q - Thank you. And M. Lavigne, is that in part the reason
why you have excluded fromthese rates work in progress?

MR. LAVIGNE: The work in progress noved as a result of
conversations with Dr. Morrin in ternms of the used and
useful ness of that particul ar conponent of the rate base.

Q - Is that a yes?

MR. LAVIGNE: Wuld you ask the question again?

Q - Is that why you are not including work in progress in the
calculation of rate base in respect of this tariff?

MR. LAVIGNE: Again it came down to consultation with Dr.
Morin who had previously not had an opportunity to discuss
this particular conmponent with, and through our
conversation with himwe deened that it was incorrect to

include this in the rate base.
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| will nove on. Let's turn to slide 26. M. Mrshall,
you have indicated at slide 26 four different pricing
nmet hods that you considered for the pricing of

ancillaries, do you see those?

MR. MARSHALL: Yes.

Now you will agree with ne, sir, that you evaluated the
pricing nmethods prior to filing this application, is that

right?

MR. MARSHALL: W considered themall.

Prior to filing the application, right?

MR. MARSHALL: Yes.

These aren't tough questions, seriously. So it was done
under the assunption that there would not be an | SO when

t he market opens, correct?

MR. MARSHALL: | believe | responded to that earlier. W

were preparing the tariff a year ago at this tinme and
doi ng work through the whole -- the year. So we did not
have in indication of an SO until -- in sonme |evel of

i ndependence until May 30th when it was announced by the
government, and the fact that that independence woul d take
the formof an SO until into August. So we did not
consider the 1SOin -- we did not know of an I SO prior to
reviewing these and filing the tariff.

Al right. So | think the answer is yes. So it was done
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under the assunption that there would not be an | SO?

MR. MARSHALL: | think | responded to that before. It
wasn't done under the assunption that there would be or
that there wouldn't be. W were aware of market design
commttee's reconmendati ons on i ndependence of the
operation of the system W did not know what formit
woul d take or where it would go, and we were preparing a
tariff based on a FERC 888 tariff that could be applied
for as an integrated utility.

Q - Now you have rejected the method known as enbedded costs
because, as | understand it, the potential for
confidential information or comercial confidenti al
i nformation being disclosed, is that right?

MR MARSHALL: That's correct.

Q - Is this concern now not addressed given that there wll
be an 1SO in place when the nmarket opens?

MR. MARSHALL: In what way?

Q - Wll in the way that there is an i ndependent system
operat or who woul d be provided with the information

associated with the enbedded cost of providing

ancillaries. It's an independent system operator, M.
Mar shal | .
MR. MARSHALL: The -- in the current legislation it's this

Board that has authority over rates for ancillary services
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and the tariff.

Q - | understand that, M. Mrshall, but your reason, as
understand it, to reject enbedded cost relates to having
confidential data of commercial value disclosed. Is that
not the reason why you rejected enbedded costs?

MR MARSHALL: That's correct.

Q - And is that reason now not mtigated by the fact that
there will be an independent system operator upon the
openi ng of the market?

MR. MARSHALL: No, because the independent system operator
woul d still have to cone to this Board with an application
for pricing of the ancillary services and the information
of the generation would still be made public through this
process, or one like it. So there is no guarantee of
protection of the conmercial value of the information.

Q - Soif the comercially sensitive information provided to
an i ndependent party such as an | SO where the Board could
be protected, that concern would be mtigated, fair?

MR. MARSHALL: If it could be conpletely protected, yes.

Q - Like filing under seal?

MR, MARSHALL: Yes.

Q - And it's your view, is it, M. Marshall, that the
proposed standard of conduct for the |ISO remains

sufficient to ensure information by the 1SOw Il not be
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di scl osed?
MR MARSHALL: Yes.

Q - Thank you. Now we turn to the second reason why you
rej ected enbedded costs. You say it may over or under
val ue the resource. Do you see that?

MR MARSHALL: Yes.

Q - Wuld you agree, M. Marshall, that the enbedded cost
nmet hodol ogy is used for the devel opnment of the revenue
requi renent for the point-to-point and network integration
systemrates?

MR MARSHALL: Yes.

Q - Do you have concerns that these tariffs under val ue or
over value the transm ssion service provided by New
Brunswi ck Power Transm ssion?

MR. MARSHALL: No. As | said, the transmssion is a
regul ated cost of service business. So whatever those
enbedded costs are are the basis of calculating the
transm ssion costs in a tariff.

Q - So why would you not be consistent and apply the sane
nodel or nethod to ancillary services?

MR. MARSHALL: Because we are noving to a market and there
is potential for -- NB Power Generation and ot her
generators have to participate in that market. Release of

their information di sadvantages themin the market. NB
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Power Transmi ssion is not participating in the market.
They are a nonopoly transm ssion supply that will provide
regul ated rates for custoners to deliver products into the
market. That's why they are a regulated entity.

Q - Is it not appropriate for a commercially incentivized
conpany to try and provide the | owest cost of service to
rat epayers?

MR. MARSHALL: Yes. That's why we proposed the PBR
mechani sm to provide that incentive to | ower O&M costs
and provide val ue through this application.

Q - | thought | heard your answer, M. Marshall, indicate
that it would not be fair to Generation and sonehow be
unconpetitive or anti-conpetitive in the generation field
i f enmbedded costs woul d be used for the price of
ancillaries. AmIl wong?

MR. MARSHALL: That's correct. You shifted over to
Transm ssion. | thought we were still talking about
Transm ssi on.

Q - W will get there. Can you answer the question?

MR. MARSHALL: Could you repeat it, please, because |I'm not
quite sure which one we are tal king about now?

Q - You indicated that there would be sone unfairness or
unconpetitiveness in pricing ancillaries using an enbedded

cost nmet hodol ogy, and that would be for Generation, right?
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MR, MARSHALL: Yes.

Q - Wiy woul d the conpetitiveness of Generation be of concern
to Transco if Transco is a commercially incentivized
conpany intending to provide the | owest cost for service?

Shoul dn"t you be incentivized to try and m nim ze your
cost of providing service?

MR, MARSHALL: Yes.

Q - Wll then why did you sel ect enbedded cost? Sorry, why
didn't you select the enbedded cost nethodol ogy?

MR. MARSHALL: Because it would have to reveal comrercially
sensitive confidential information which would
di sadvant age the generators that have to provide those
servi ces.

Q - Wo are those generators, M. Marshall?

MR. MARSHALL: Today they woul d be NB Power Generati on,
Baysi de Generation, and dependi ng upon how t he market goes
forward and how the system operator procures the services,
it could be WPS Energy Services, could be JD if they do a
project, it could be Irving O1I.

Q - During the test year though, M. Marshall, would you not
agree that all of the ancillary services that are going to
be provided are going to be provided only by New Brunsw ck
Power Ceneration?

MR. MARSHALL: The services to be provided under this tariff
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that we have applied for are under the assunption that
t hey are back-up services to be provided by NB Power
Ceneration, that they are the default ancillary services,
yes.

Q - You don't take issue with the R J. Rudden report at --
where it indicates that NB Generation will be providing
the ancillary services during the test year period, do
you?

MR. MARSHALL: No, | do not, although they may not be the
100 percent provider of those services. There will be
fromtime to tinme other possible generators that may be
provi di ng some portion of those services. But they
certainly are the predom nant supplier.

Q - So are you -- when you raise this unfairness or anti-
conpetitiveness concern, what hat are you wearing, M.
Marshall? Are you wearing the NB CGeneration hat or NB
Transm ssi on hat?

MR. MARSHALL: Well we are here again as the only | egal
person that can appear before this Board is NB Power
Cor por ati on.

Q - But is the concern that you are raising a Generation
concern or a Transm ssion concern?

MR. MARSHALL: It is a Ceneration concern.

Q - Al right. So it shouldn't factor into a reason or
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justification for Transm ssion to accept a nethodol ogy by
which ancillaries are provided, should it? You are the
buyer of the service, M. Marshall.

MR. MARSHALL: Yes. And if we are strictly Transm ssion and
t he Generation people would not nake the confidenti al
information available to us unless we kept it
confidential, we wouldn't be able to do enbedded cost.

Q - Well we are back to --

MR. MARSHALL: The issue is they don't want it -- they want
the informati on remai ned confidential .

Q - And why doesn't an independent system operator, if it's
truly independent, why couldn't they be the recipient of
this information?

MR. MARSHALL: They could be the recipient of it under their
code of conduct and protect it, but in order to develop a
tariff using it they would have to cone to this Board and
the informati on woul d then be public.

Q - Aren't you nmaking an assunption?

MR. MARSHALL: |1'mjust going by what the current lawis.
This Board has jurisdiction over the tariff and ancillary
services and it would require an application or approval
of this Board.

Q - But we heard this norning during your discussion with M.

MacDougal | that that type of information is information
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that has been reported on publicly in other jurisdictions
such as the FERC, correct?

MR. MARSHALL: That was ny understandi ng from what he
stated, yes.

Q - Let's turn to the next pricing nethod, which is short run
mar gi nal costs. Does New Brunswi ck Power know what its
mar gi nal costs are for generation?

MR MARSHALL: Yes.

Q - Since short run marginal costs are difficult to neasure
as you suggest, aren't long run margi nal costs even nore
difficult to measure since they depend on knowi ng not just
short run margi nal costs but al so nmany other factors?

MR. MARSHALL: The issue here is -- | go back to just
clarify ny previous answer. Short run margi nal costs,
when we say we know what they are today, we know what our
short run margi nal energy costs on production of units
are. To know what the actual short run margi nal cost of
providing ancillary services are, we do not. It's very
difficult to nmeasure what they are specifically. Wat is
the incremental O&M at one unit froma pulse to an AGC
unit. Wat effect does that have on the -- on the nmargin.

So they are very, very difficult to neasure.
So we know short run margi nal costs of energy fromthe

generators, but we don't have specific short run nmargina
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costs fromprovision of ancillary service.

And | mght add, the other -- another reason why |
said in the presentation that short run margi nal costs are
not a good nethod to use for ancillary services, is that
they woul d definitely underval ue the service. Because
t hey woul d not have a capacity contribution to fixed
costs.

Q - wll, we will get there, M. Marshall. And |I'msure the
JDI and CME the panels will have -- panel will be happy to
answer |ots of questions on this.

But back to slide 26 where you say it's difficult to
nmeasure highly variable and provi de i nadequate incentives.

Are you aware of other markets where ancillary services
are priced in an open and conpetitive narketpl ace?

MR, MARSHALL: Yes, | am

Q - And woul d your expectation be that those suppliers of
ancillary services would be pricing such services using
short run margi nal cost nethods?

MR. MARSHALL: | believe they woul d be supplying services
with some indication of their short run marginal costs and
what contribution they could get the fixed costs out of
what ever they believed the market woul d be.

Q - Al right. So it's not an inpossible task. It's sinply

that you haven't undertaken that task. |Is that fair?
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MR. MARSHALL: Well, | think the key issue is that they
woul d have sone indication of those costs. W say it's
difficult to nmeasure at every point intine. It's the
adder that they would get as a contribution to fixed costs
that is the key part of any -- of any price fromthese bid
based markets.

M. Porter just pointed out that in these bid based
mar ket s whether the -- the risks on whether the supplier
is wong on his marginal costs or what price he bids, he
takes the risk of that. The only key issue is what price
does he bid, and whether that price is |lower than the
conpetitive price and it's accepted in the market.

Q - And that's the risk taken by the generation conpany?

MR MARSHALL: That's correct.

Q - It's not transm ssion, right?

MR MARSHALL: In a bid based market it's the bid cones from
a generation conpany in a conpetitive nmarket, they carry
the risk.

Q - It's not transm ssion, right?

MR. MARSHALL: No, it's not. It would be generation takes
the risk of the bid.

Q - Now, M. Marshall, when | reviewed the transcript at page
1347, and | think you have repeated this here, you

i ndi cated here today. You indicated that one of the
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probl ens was the underval ue ascribed to the service since
it would not provide a contribution to capital costs of
the system |Is that fair?
MR. MARSHALL: It would not provide a contribution to the
fixed costs of the generator providing the service.

Q - Right. Let's just test that, can we? | would like to
run you through a hypothetical, if | could.

Suppose you had only two power plants of a hundred
negawatts each. One with a short run marginal cost of $20
and the other with a short run margi nal cost of $30.

Under short run marginal cost pricing, if both power
plants run, and assune that it is only these two in the
mar ket, then the price or short run margi nal cost would be
$30. Correct?

MR MARSHALL: What is the |oad?

Q - 200.

MR. MARSHALL: Then the short run marginal cost woul d be
$30, vyes.

Q - Right. Nowthe power plant with costs of $30 would earn
not hi ng above its short run marginal costs since the price
pai d was $30, right?

MR, MARSHALL: Yes.
Q - But the power plant with costs of $20 would earn $10 for

every negawatt generated, since the price paid was $30.
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That is 30 mnus 20, correct?

MR. MARSHALL: Well we are making a few assunptions here.
You are assunmng this is a bid based market with a -- that
the price paid to all generators in the market is the
mar ket clearing price?

Q - The assunption, M. Marshall, is that the short run
mar gi nal cost nethod by which prices are determned is
bei ng used.

MR. MARSHALL: So they are -- are they both paid? |If they
are both paid their short run marginal costs, one would be
paid 20, one would be paid 30. |If they are both paid a
clearing price on the marginal cost, then they both would
be pai d 30.

Q - It's the latter?

MR. MARSHALL: Ckay. Then if they are paid 30, the second
generator woul d get a $10 contribution to its marginal
cost -- to its fixed costs.

Q - Toits fixed costs?

MR, MARSHALL: Yes.

Q - Al right. So there is no disagreenent that the fixed
costs contribution would be provided to the plant owner
with the $20 short run marginal cost, right?

MR MARSHALL: If it was that nature of a bid based market,

he woul d get some contribution. The other generator at
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t he $30 nmargi nal cost woul d have no contribution.
Q - kay. And in that scenario, if both generating units are
owned by the sanme party, then what?

MR. MARSHALL: That | guess you could share the $10
contri bution between the two.

Q - But ultimately that differential would be avail able for
fixed costs, correct?

MR. MARSHALL: Yes, if you have a bid based narket.

Q - And what about a short run margi nal cost market, are they
one and the sanme in effect?

MR. MARSHALL: 1In a short run margi nal cost nmarket where you
are clearing at the marginal cost of the -- of the unit
provi ding the service, there would be sone contribution to
fixed costs for other generators, but not for the
generator that is providing the margi nal service.

Q - Thank you. The hypothetical is over

Let's go back nowto slide 26. And let's talk a
little bit about the last unit, or the last pricing nmethod
and that's long run margi nal cost.

Before we do this, |let ne understand, M. Marshall,
that your current tariff does or does not include
provision for ancillaries?

MR. MARSHALL: Qur current tariff, you nean the out and

through tariff that currently exists?
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Yes.

MR. MARSHALL: It has provision for systemcontrol and

di spatch and for voltage support -- reactive power voltage
support. It does not have in it any capacity based
ancill ary services.

And the capacity based ancillary services -- and | have
referred to his as one of mnmy favourite nmeals, CBAS. CBAS
is a new service that arises as a result of you now
applying for a FERC pro fornma tariff, FERC 888 pro form

tariff, is that right?

MR. MARSHALL: It arises because the old tariff was for out

and through transm ssion was point to point only. There
was no network service and there was no provision for
internal delivery service and conpetition to municipals or
parties inside the system They were still all custoners
of NB Power. So the ancillary services were all stil
nmonol opy services provided through bundled rates to the
custoners in the jurisdiction. So there was no need for
any of those services and they were not put in the tariff.

So this application now, because it is a network
service application as well as point to point, and the
intention of market design to be conpatible to FERC order
888, includes all of the ancillary services.

Al right. The FERC 888 proforma tariff makes provision
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for CBAS, correct?
MR, MARSHALL: Yes.

Q - Right. And that is one reason why you are including this

new service in your current application, fair?
MR, MARSHALL: Yes.

Q - Thank you. Nowis there a nethod included in the FERC
pro forma tariff by which prices for ancillaries nust be
priced or the pricing of which is mandated. Do you know
t hat ?

MR. MARSHALL: W are not aware of any cookie cutter nethod
that FERC has for pricing ancillaries, no.

Q - M. Marshall, who devel oped the proxy unit nmethod to
price CBAS? Wis it you?

MR. MARSHALL: It was done collectively. M. Porter had a
| ot of input and did nost of the work. M. Scott and
nmysel f were invol ved.

Q - And did you consider having any third party expert
provi de advice to assist you with this topic? That is the
appropri ateness of pricing CBAS using proxy units?

M5. COMAN- MCGUI GAN: Excuse ne, what does CBAS nean?

MR. NETTLETON. Sorry, capacity based ancillary services. |
understand it's late in the day but I'm--

CHAIRVAN: | hate to tell you, but it's an endangered

speci es in New Brunsw ck.
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MR. NETTLETON: |Is that because you like it too, sir?

CHAIRVAN: | used to fish it when | was a boy, but you can't
do it anynore.

MR. MARSHALL: Your | ast question, M. Nettleton, please?

Q - Ddyou have any third party expert provide advice or
assi st you in devel oping the | ong-run margi nal cost proxy
unit nethod, the price in generation ancillaries?

MR. MARSHALL: It was reviewed by M. Garwood of Rudden, his
overall review of the tariff application and what we have
put forward.

Q - M. Marshall, do you agree that any nethod adopted to
price generation ancillaries should adhere to cost
causation principles?

MR. MARSHALL: Reasonably so, yes. Certainly on the service
side the cost causation of what custoner |oads put on the
system and what they use in terns of those services.

Q - Wat they actually use?

MR. MARSHALL: Yes. W believe ancillary services should be
based on cost causati on.

Q - Actual costs?

MR. MARSHALL: As we have applied in this tariff in this
case, proxy unit costs which are reasonable costs for
provi sion of those services.

Q - So proxy unit costs, not actual costs?
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MR. MARSHALL: Proxy unit costs in this application, yes.
And charged to services to the custoners based on their
usage of those services.

Q - Al right. Let's go to slide 27 please. Is it fair to
say that slide 27 deals with the objectives of the pricing
nmet hodol ogy that you are proposing?

MR. MARSHALL: W put those forward as what the rationale
and the benefits of long-run marginal cost pricing are
using proxy units for ancillary services.

Q - Wiy was the first rationale or objective not to provide -
- or sorry, why was the first objective to provide
adequat e conpensation to the supplier?

MR MARSHALL: There is no relevance to the order.

Q - Wy is it there at all?

MR. MARSHALL: If we don't provide adequate conpensation to
the supplier for the provision of the service, you may not
have the services to provide to customers and nmay not be
able to reliably operate the power system So it is in
the interests of all |oad custoners in the systemthat we
procure those services.

Q - M. Marshall, | want to go through another hypothetica
with you. | don't think you are going to need a pen.
Let's assunme you are in the market to buy a car. Are you

concerned when you make that purchase about the financi al
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heal th and wel | - bei ng of Ford?

MR. MARSHALL: Well, | may be a little concerned about
mai nt enance down the road that they woul d be operating.

Q - Aren't you concerned about getting the best deal ?

MR MARSHALL: If it is a Ford?

CHAI RVAN:  You be caref ul
MR. MARSHALL: | would like the best deal, yes. And the
hypot hetical is an analogy to what we are doing, is that
we -- again these are maxinuns to be set out in the
tariff.

And where services can be procured at a |lower price
they will be procured at a lower price. And so if | can
go buy a car at a better deal soneplace else, | will go
buy the car at the best deal.

Q - Let's make the assunption that Ford is the only car
manuf acturer out there. How are you going to do that?

MR. MARSHALL: If Ford is the only car manufacturer then
need to rely on the Conpetition Bureau or sone form of
regulation like this Board to set sone type of cap on that
price so that I'"mprotected. And that is why we are here,
for this Board to review this tariff.

Q - Then you discuss mtigation of market power. And | think
we can certainly agree, or at least ny clients can

certainly agree with you, that that is one of the forenost



- 1664 - Cross by M. Nettleton -
and primary objectives. But then you go on and tal k about
transparency. And would you agree that that -- the
transparency and predictable pricing, are |linked?

MR. MARSHALL: Yes. | believe M. Porter spoke to that this
nor ni ng when -- under cross exanm nation of M. McDougal l

Q - And then you talk about the pricing not being site-
specific. Do you see that?

MR, MARSHALL: Yes.

Q - Now as | understand it, M. Mrshall, from your
presentation, there are only going to be two facilities
that provide ancillary services?

MR MARSHALL: That is not the case. There are two
predom nant facilities that would provide a | ot of the
services. They will not be the only facilities.

Q - Wen you say "predom nant” how nmuch in terns of
per centage do you nean? Do you want to take that as an
undert aki ng?

MR. MARSHALL: Oh, | could give you a ballpark I think. The
fact that the Mactaquac station is an energy-limted hydro
station, whenever there is not enough water to fully
utilize the station, then it has reserve capacity
avai |l abl e so provides the spinning reserve and
suppl emental reserve a lot of the tine or a good portion

of it.
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In the high water nonths when it is not avail able --
its nmost economcal use is to run it to generate energy,
then it is necessary to provide the reserves from ot her
sources. And that is the case then it comes from Col eson
or from Bel |l edune or Dal housie, whatever other thermal
units are running on the system

And if there is a need to use the hydro systemthen
you woul d have to redispatch the hydro down and have a
di spatch cost to make hydro available. And that is the
nature of the system

Q - | understand the nature of the system But | guess what
| was getting concerned with was at page 1,347 of your
tariff -- or of your -- | hope your tariff isn't 1,347
pages. Fromthe transcript you had indicated that only
t he Mactaquac and the Col eson Cove stations would be
providing ancillary services?

MR. MARSHALL: Well, that was a slip. If | said that | want
to correct that. They are the predom nant suppliers but
not the only suppliers.

Q - Back to the percentage, neaning of the word
"predom nant”, do you have that?

MR. MARSHALL: Between the two of themthey woul d probably
provide | guess 80 to 90 percent.

Q - Thank you. Wiy is it a good thing that we not consider
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actual pricing for the ancillary services arising from
these two facilities?
Aren't you sending an artificial price signal to the
mar ket pl ace by not using actual cost of the facilities

t hat provide the service?

MR. MARSHALL: No. Again we don't have a nmarket here for

ancillary services. The issue is the mtigation of market
power .

If we are going to have a bid-based market for
ancillary services then the owner of Mctaquac and the
owner of Col eson Cove, being the only two -- the
predom nant players in the market woul d have market power.

That is the issue.

What we are trying to do in this tariff is to provide
a reasonable price which will provide an adequate
conpensation to the supplier and that is a regulated cap
essentially on the service.

Shoul dn't it be --

MR. MARSHALL: And custoners in the tariff have the right to

sel f-provide the services or to go buy them from soneone
el se, if they can buy them cheaper.

So essentially what this application does is place a
cap in the marketplace on the price of ancillary services.

M. Marshall, if you are concerned about market power and
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you are concerned about the price by which ancillary
services are offered and provided by CGeneration, isn't
that a topic that should be saved for another day before
this Board, about the proper pricing of ancillary services
by NB Generation?

MR. MARSHALL: The -- no. | believe that what we have put
forward is a reasonable set of prices on a reasonable
basis that this Board can judge and say that is a
reasonabl e cap to put on the price of ancillary services
in the market to custoners.

The tariff, as | said, provides the opportunity for
custoners to go buy it fromanybody they can find it from

Q - Wiy wouldn't --

MR. MARSHALL: If it causes nmarket power you need to put a
cap on it to mtigate the market power.

Q - Wiy wouldn't that narket power mitigation be mtigated --
it is getting late. Wiy wouldn't that market power be
mtigated through the use of a cap based on actual cost?

MR MARSHALL: Because those costs would then have to be
made public through a forum such as this and woul d
commerci ally di sadvantage the generators that are
suppl yi ng the servi ces.

Q - And assune for ne for a mnute that there wasn't that

di sclosure to the public, that there was disclosure to the
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regul ator or to an independent third party. Wuld your
concern be addressed?

MR. MARSHALL: | would think if there was a guarantee of
nondi scl osure of information then enbedded costs, with
proper rate of return, reflecting market participation of
those types of units, and paynent in lieu of taxes to neet
the governnent's requirenment for a |level playing field,
then I think that that woul d be possible --

Q - Thank you.

MR. MARSHALL: -- if there was a guarantee of that
protection of the information.

Q - Thank you. Let's turn to your next point on slide 27
And that is "Predictability and transparency are
objectives.” Do you see those?

MR, MARSHALL: Yes.

Q - And do you believe the proposed net hodol ogy will neet
t hose obj ectives?

MR, MARSHALL: Yes.

Q - Wll let's test that. 1Is it correct that the anount that
NBP charges for CBAS may be nore than what it pays for
CBAS and that revenues exceeding cost will be rebated to
cust oners?

MR. PORTER  That potential exists. But what is nore likely

to happen is that the rates -- if the cost of procurenent
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by the transm ssion provider of the ancillary services is
| ess than what was projected in the application, the rates
woul d be discounted under the terns and conditions of the
tariff.
Q - So there would be use of sone formof deferral account or

sonet hing of that nature?

MR. PORTER: There would be a discount in the actual rates
charged to custoners.

Q - Al right. So are you going to be automatically -- or

di scounting automatically at the tinme that the service is
provi ded, or is there going to be sone |ag?

MR. PORTER: The ancillaries are intended to be a straight
pass through of these costs, no mark up by the
transm ssion provider. So to the extent that it's
possible to do so, the rates would be adjusted dynami cally
to avoid over collection of revenues, or --

MR. MARSHALL: And the way that that can be done is in the
ancillary service charges there is an out-of-order
di spatch cost that is going to be accrued nonthly at the
end of the nonth charge. Any credits or reductions would
be into that account, and so it would be a cost or credit
there. You have a nonthly true-up based on the actual
costs.

Q - Sure. And just for the purposes of this discussion can
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we just refer to that anmount as the CBAS rate pool or
rebate pool. It is getting late. Can we agree to use
that tern? You will understand what | nean by it as that
flow through in a future nonth period of that difference?

Is that fair?

MR. MARSHALL: | think it's intended to be at the end of the

nmont h based on actuals for that previous nonth.
Al right. That's fine. Nowis it also true that NBP --
t hat New Brunswi ck Transm ssion has the discretion to

of fer CBAS at di scounted rates?

MR. MARSHALL: That's correct.

Way woul d New Brunswi ck Power Transm ssion want to do

this, to offer discounts?

MR. MARSHALL: If a custoner is self-providing the ancillary

services or if they can go buy it from sonebody else in
the market and provide it at a |lower price by discounting
the service, the supply -- there would be conpetition for
the supply. So it's basically the only nmeans that NB
Power Generation, being the default supplier, and this is
a cap on their prices, it's the only nmeans by which they
can conpete in the marketpl ace agai nst others that can
sel f-supply or buy from ot hers.

So in order to conpete with others who could sel f-supply

you woul d of fer the discount?
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MR. MARSHALL: For people who m ght self-supply or for
peopl e who are mai nly purchasing from other suppliers.

Q - So then New Brunsw ck Power Transmission, in choosing to
di scount, is doing so on behalf of New Brunsw ck Power
Generation so that in fact New Brunsw ck Power Generation
can conpete, fair?

MR. MARSHALL: Basically in this application the way it's
laid out, that would be correct, because this again FERC
Order 888 is an application where the transm ssion
provider as an integrated utility has the obligation to
provi de these services, and it's fromtheir generation
unit. So this is essentially a regulated cost of the
ancillary services from NB Generation delivered through
the transm ssion provider to customners.

Q - Can you go back to slide 27 for a second, M. Marshall

MR MARSHALL: | have it.

Q - How does the fact that New Brunswi ck Power Transm ssion
acting on behalf of New Brunswi ck Power Generation
mtigate nmarket power?

MR. MARSHALL: The pricing mtigates the market power by
pl acing a cap on the price.

Q - W are not talking about the cap, sir. W are talking
about the discount. By you being able to discount for the

pur poses of allow ng New Brunsw ck Power Ceneration to
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conpete in the marketpl ace, how does that mtigate market
power ?

MR. MARSHALL: Well that's a market. Then you are conpeting
based on prices. Market power is exerting your market
power to get higher prices and exorbitant prices out of
custoners that have no protection. You know, conpeting --
the cap places the protection of customers for market
power below that, you are in conpetition with custoners to
provi de services.

Q - Do you know what the concept of predatory pricing is, M.
Mar shal | ?

MR. MARSHALL: | am not an econom st but | have some genera
concept to what it m ght be.

Q - Don't you think that by New Brunswi ck Power Transm ssion
di scounting ancillaries on behalf of New Brunsw ck Power
Ceneration, that's a formof predatory pricing as it
relates to others wanting to conpete in that marketplace?

MR. MARSHALL: No, | don't think so, because the quantity of
ancillary services required to operate this systemis
pretty significant. And the new entrant into the market
woul d be providing only a share of those. 1In order to
avoid that party frombeing able to supply in the market,
you woul d have to discount the value on all the ancillary

services, which would not be in the interest of the
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generator. So there is still roomfor parties to cone in
and participate in the market.

Q - M. Marshall, why would anyone want to conme into this
mar ket pl ace and conpete when it knows that the incunbent
that has over 80 to 85 percent of the marketplace for
ancillaries is able to offer discounts to match what ever
price is being offered by its services or by the
conpetition?

MR. MARSHALL: Well first of all, parties will not cone into
this market just to provide ancillary services. Ancillary
services are a very small piece of the val ue of
generation. Parties will conme into the market in order to
do bilateral contracts.

And in order to supply custoners who have |oads in the
system under either network or point-to-point, if they are
| oad custoners inside the system the reliable operation
requires all of these ancillary services. So NB Power
Ceneration, providing these services as a back-up through
the tariff, enables people to cone into the market. It's
not -- it doesn't block themfromthe market. It actually
hel ps themto cone into the market because they have a
guar ant eed knowl edge of what the cap would be on the
ancillary services that they require to come into the

market. Their value they will gain fromthe sal e of
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energy through their bilateral contracts.
Q - M. Marshall, when a discount is offered on CBAS will it
be offered to all transm ssion custoners?
MR MARSHALL: Yes.
Q - So can any transm ssion custoner take advantage of this?
For exanple, can a network customer that ordinarily
el ects to pay the scheduled rate nonitor the OASIS site
and whenever discount rates are posted sinply inform New
Brunswi ck Power Transm ssion that it wants the di scounted
rate instead?

MR. MARSHALL: No. The network custoners sign service
agreenents for a year and will take either -- they can
sel f-provide or they can contract for the service, but
it"s not -- ancillary services in this market are not
hourly services you can opt in and out of.

Q - So then not all transm ssion custonmers will be able to
get any discount offered, fair?

MR. MARSHALL: If the discount is offered it would go to al
network service custoners, all custoners taking service.

Q - I'msorry. | thought you said that a discount that was
of fered or posted on the OASI S system woul d not be
avai l abl e to network custoners that ordinarily elect to
pay scheduled rates. AmI| mssing that?

MR. MARSHALL: | said that the network custoners are going
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to take service under an annual contract in the tariff.
They can sel f-provide or they can contract from sone party
to provide or they can take it under the tariff. That's
their choice. But they don't opt in and out hour to hour,
week to week. They decide up front they are going to do
it on an annual basis.

- And so those customers are precluded from any di scount on

CBAS that is offered or posted on QASIS, fair?

MR. PORTER Wi ch custoners?

- Those customers that are | ocked into the schedul ed rates.

MR. PORTER: They receive the discount.

- They do?

MR. MARSHALL: | think they receive the discount, subject to
check. Actually the questions of the inplenentation of
the tariff and how t he di scounts would be applied are
guestions that should have been asked of Panel D, M.

Scott and M. Snowdon. But we can undertake to clarify
that, just to check with them
- Well, M. Marshall, you do refer to discounts in your

presentation at page 31, do you not?

MR. MARSHALL: What |I'msaying is that yes, the -- what we

say in the rates that these are the rates and they are
maxi mum rates and that they may be di scounted. Now how

they are discounted is through the inplenentation of the
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tariff and the actual tariff docunent which was the
evi dence of Panel D

Q - | understand that, M. Mrshall, but we are now tal ki ng
about the benefits of
your |long run margi na
cost pricing proxy
uni t net hodol ogy, and
two of those factors
are transparency and
predictability. And
I"mtrying to
under st and how t hose
obj ectives are net
when di scounting is
of fered by NBT. And
I"'mtrying to
under st and how
predictability and
transparency are net
in the sense where
sone but not all
transm ssi on custoners
may avail thensel ves

to discounts that are



of fered by the
transm ssi on service
provider. \So --
MR. MARSHALL: The -- well the transparency is in the
nmet hodol ogy that M. Porter talked of this norning. The
nmet hodol ogy to develop the price is clearly transparent
and on the record of this hearing.

The rates are transparent and known to everyone in the
mar ket place. The fact that they are there and they are
known, they are predictable, parties can then budget what
they require. They can -- whether they can go buy it sone
pl ace el se or they take it here, it's very predictable
what they are going to do.

Q - Can they budget --

MR. MARSHALL: If there is a discount then there will
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actually be a reduction in their costs, and | don't think
custoners woul d be upset with that type of a reduction.
Q - | understand that, M. Marshall. |I'mtrying to
understand predictability. Al right. Can they budget on
a predictable basis what the discount is going to be?

MR. MARSHALL: Now you are into the market interaction and
predi cting what the narket price of ancillary services is
in a bid based market is extrenely precarious. So what
the -- once you get into the influence of the market as to
what may happen with the discount there is sonme difficulty
in forecasting and predicting what that is. Wat is
predi ctabl e and clear and transparent is the maxi numrates
that are in the schedul es.

Q - wWll we will get there, M. Marshall.

MR. PORTER | nmay add to that that one of the big drivers
behind the potential for discounts is what we tal ked about
a few nonents ago, is that as other participants cone into
the market and are able to offer up the service at rates
that are lower than what is built into this based on the
proxy units, the transm ssion provider will blend these
new | ower costs with the cost based on the proxy units and
t hat bl ended cost will be lower and that's what w |
result in the discount in the ancillaries. That's not

sonething that is going to happen rapidly and junp up and
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down over tine. That's -- if there is truly downward
pressure on those rates then that will be a transition
over tinme.

- WII discounts ever be offered at a price bel ow the cost
of purchasing the service? For instance, if New Brunsw ck
Power pai d $20 for sonme ampbunt of CBAS would it ever offer
it at $107?

MR. MARSHALL: | doubt it. But again that was a question
for M. Scott.

- Wuld you agree, M. Marshall, that it's fair to say that

the availability and the size of the discounts are going

to be hard to predict and are variable in nature?

MR. MARSHALL: As a market -- as a narket devel ops and there

are other players in the market that provide these
services, then | would agree with you. Initially because
there are not a | ot of providers of these services, the
taking the basic rates should be pretty predictable. But
as it -- a market devel ops projecting what the discounts
may or may not be will be nore volatile, yes. Just as any
ot her market is.
Electricity is a volatile nmarket. The nost volatile

of all market products in the world.

Now one of the criticisnms that you have for their pricing

nmet hods for CBAS is that one would end up with rates that
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are variable. Correct? |If you flip back over to page 26
and | amin particular |ooking at short-run margi nal costs
bei ng highly variable. Do you see that?

MR, MARSHALL: Yes.

Q - And in addition to the rates in the schedules that you
have included as your transm ssion tariff, transm ssion
custoners that take CBAS from New Brunsw ck Power
Transm ssion will have to pay redi spatched costs.

Correct?

MR, MARSHALL: Yes.

Q - How predictable will redispatched costs be?

MR. MARSHALL: | think that the dispatched costs should be
reasonably predictable by the systemoperator. They are
done on a day ahead and a go forward basis. The systemis
short of outages of units or significant changes in the
system the load is a generally reasonably predictable
anount. It may vary significantly in the w nter dependi ng
on tenperature and things. But if you have a forecast of
| oad and you know t he generators that are on, so that |
think that the projection of out of order dispatched costs
is reasonably predictable by the system operator.

Q - Have you provided any evidence in this application as to
the predictable nature of redi spatched costs? 1Is there

any statistical data that shows the conclusion that you
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are suggesting is true?

MR, PORTER It's predictable in that if we could have -- we
didn't project that there would be out of order dispatched
costs. The potential is there. |If systemconditions
change, if ECC requirenments change, the potential is
there. But our prediction in the short termis that there
woul d not be substantial out of order dispatched costs.

If we had been able to predict substantial costs, we would
have actually built themin and had that eval uati on under
the review of this process.

Q - Right. So as | understand it, M. Porter, if they were
predi ctable, they would have been included as a rate in
your tariff? Fair?

MR. PORTER. No, | said there is a degree of predictability.

And if we had predicted -- we had projected that there
woul d be substantial costs, we would have built themin
and had this Board review the cal cul ati on of those costs.

Q - | amnot asking about the substantiveness of the costs.
| am aski ng about the predictability of the costs. And I
am suggesting to you, sir, that if the costs were
predi ctable, you would have included it as a rate, would
you not ?

MR. PORTER. M response is that it's predicted to be snal

enough then it didn't need to be added into this rate
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appl i cation.

MR MARSHALL: And it occurs fromtine to time with the
outage of a generator the certain systemconditions that
occur. That's why it would be allocated on a nonthly
basi s.

Q - Soif it's --

MR MARSHALL: There are sonme nonths when it would occur
nore than other nonths. For instance in the high hydro
nmonths, there is a higher probability of sonme redi spatched
costs than there are in the nonths when the hydro is --
has got |lots of available capacity to provide the
servi ces.

Q - wWell why wouldn't you have included a maxi num for
redi spatched costs if they weren't significant just |ike
you have with ancillaries? Wuldn't that add to the
predictability for the purposes of ratepayers?

MR. MARSHALL: | guess we would again run the risk here or
need of an additional true-up nmechani smdoing that. The
intent was that the out of order dispatched costs would be
based on the actual costs of out of order dispatch in that
it really only can be occurred -- determ ned accurately
after the fact hour by hour based on the actual system
costs.

Q - So it sounds like it is unpredictable in terns of you
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have to know what's happened, right?

MR. MARSHALL: It's predictable. The way the system

operates is that they will do a schedule on a week ahead
and a schedul e on a day ahead in that that schedule from
day ahead is when you have to conmmt units and nake sure
units are going to neet all your requirenents for

ancillary services and | oad. And then as you go through

the day there may be changes in | oad and other things that

happen.

- How smal|l are these costs going to be M. Marshall?

MR MARSHALL: | believe M. Porter addressed that.

- | didn't hear a dollar figure. How small in terns of
dol | ar amobunts are we tal ki ng about ?

MR. MARSHALL: | don't have a specific estimte of what
t hose costs woul d be.

- So M. Marshall, let's just see if |I follow what is

included in the tariff. A transm ssion customer that

t akes CBAS from New Brunswi ck Power Transnission wll pay
for CBAS the schedul ed rate m nus any di scount, plus any
redi spat ched costs, mnus any rebate fromwhat | call the

CBAS rate pool. |Is there anything el se?

MR. MARSHALL: The other thing that would add any energy

i mbal ance penalties, power factor penalties or other

m scel | aneous revenues would go into that true-up account
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as wel | .
Q - I'msorry. Oher mscellaneous revenue, power factor and
energy inbalance. Al right.

So the transm ssion custoner pays a stable schedul ed
rate for CBAS plus or mnus account 6 variable factors,
correct?

MR. MARSHALL: They are not just related to CBAS. The
penal ti es on power factor would be credited to al
custoners. W are assum ng here that nost of the
custoners or network service custoners are paying for
these ancillaries, they would -- those adjustnents on the
penalties, all right, are not -- are to be handed back to
custoners. They would get credited back on this nonthly
adj ust nment .

Q - Let's go back to 27, page 27. And I'mjust wanting to
understand how you feel this neets your criteria of
predi ctabl e and of transparent rates.

So how does it do that, M. Marshall? You have got at
| east three variable costs included in the rate that is
ultimately charged to ratepayers. How are predictable
rates created under this nethodol ogy?

MR. PORTER. W are tal king about the predictability in the
capacity conmponent of the rate charged. Itens such as out

of order dispatch could be either under |ong or marginal
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cost pricing or enbedded cost pricing or in the bid base
such as in the 1 SO New Engl and mar ket where generators are
paid an additional paynment if there is out of order
di spatch. And that gets charged out to custoners.
So | think the level of predictability of the out of

order dispatch is independent of the choice of the
nmet hodol ogy for pricing these ancillary services, that is
the choice of long or marginal costs versus the other
t hree methods that were consi dered.

MR. NETTLETON. Thank you, M. Porter. M. Chairman, |I'm
going to be noving to a different area now.

CHAIRVAN:  So am |, M. Nettleton. 9:30 start in the
nmorning all right, sir?

MR. NETTLETON:. Absol utely.

CHAI RMAN: Okay. We will adjourn until then.
( Adj our ned)
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