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CHAI RMAN:  Good norning, |adies and gentlenen. | hope
t hat everybody had a good holiday season. Wl cone back to
t he garbage dunp of Canada weat herwi se. Mre than
i nteresting.

Before we begin this norning, are there any
prelimnary matters? M. Hashey?

MR. HASHEY: M. Chairman, | have five answers to

undertaki ngs. But before | get into those, | don't
bel i eve there has been any request --

(Technical difficulties)
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CHAI RVAN:  We will start again.

MR. HASHEY: Start again? Thank you.

CHAI RVAN: Go ahead, M. Hashey, yes.

MR. HASHEY: We provided a nunber of docunments at the end of
the |l ast day of hearing. And we checked with M. Snellie
to see if he wished to recall Panel C. And he did not.

Now t here may be others that may have a question or
so. W have sone of the nmenbers here from Panel Cif that
is an issue. | don't know where that was left with the
Board or we can bring them back at conveni ence.

Qoviously we are set up for the JDI presentation this
nor ni ng.

CHAI RVAN:  Just go around the room M. Hashey, on that
basi s then.

You have heard what M. Hashey had to say. And we had
tentatively -- the arrangenent had been made to bring
Panel C back.

M. Snellie has indicated that he does not have any
questions, correct?

MR. SMELLIE: Certainly on the strength of the record as it
stood at the end of |last week, M. Chairman, that is the
case. | don't know what the undertaking responses are
going to say. But subject to that we are fine.

CHAI RMAN:  Wel |, perhaps we had better do the undertakings,
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M. Hashey. What the Board had said was obviously don't
drag the panel down here if it isn't necessary.

But if any of the intervenors or if JDI, as a result
of these undertakings, has questions, why the panel is
avai l able to come down from Fredericton and be subjected
to cross exam nation on those undertaking, et cetera.

So what | think | had better do is let's just go
around the roomand find out what parties are represented
here today. And as | do then you can indicate whether at
this time if you wish to have any further cross of Panel
C.

NB Power is here with M. Hashey, M. Morrison, et
cetera. Formal intervenors. Bayside Power LP? They are
not here. Canadi an Manufacturers and Exporters?

MR SMELLIE: Yes, sir. M. Nettleton and | are here.

CHAIRVAN:  City of Summerside? Enera? M. Zed?

MR. ZED: W have no questions of the panel, M. Chair.

CHAI RVAN:  Energi e Edmundston? M. GIllis? JDI of course
is here. Maine Public Service Conpany? Northern Mine
| ndependent System Admi ni strator? Nova Scotia Power Inc.?
M. Zed? Likew se no questions for thenf?

MR ZED: Likew se.

CHAI RMAN:  Pert h- Andover El ectric Light Conm ssion?

MR. DIONNE: Yes. No questions.
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CHAI RVAN:  Thanks, M. Dionne. Province of New Brunsw ck?

MR. KNI GHT: Yes. No questions.

CHAI RMAN:  Thanks, M. Knight. Province of Nova Scotia?

Sai nt John Energy?

MR. YOUNG Dana Young, Jan Carr. No questions.

CHAI RMAN:  WPS Energy Services Inc.? Ckay.

Al right. M. Hashey?

MR. HASHEY: Thank you, M. Chairman. The first undertaking
is in answer to a request by M. MacNutt concerning the
transm ssi on business unit reconciliation of |abour. And
this has been done. It is a one-page chart. W would
like to offer that.

CHAI RVAN: My records indicate that will be A-39.

MR. HASHEY: The next one, M. Chairman, is in answer to
undertaki ng nunber 48. It is a question raised by
Comm ssioner Sollows. And it dealt with the issue of the
two |ines.

And this is a fairly extensive docunent. | guess it
is about 10 pages naybe in response to that. And we would
like to offer that.

CHAI RMAN:  And again that will be A-40.

MR. HASHEY: The next one is undertaking nunber 49. It was
on Decenber 19th, requested by again Comm ssioner Soll ows.

And this dealt with a request for a report that is
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entitled "Conprehensive Review of the Reliability of the
Bul k Transm ssion System of the Maritinmes Area, New
Brunsw ck Portion 2001-2006."

It was a task force of systens studies. And on that I
should comment that it is conplete with the exception that
there are a couple of exhibits referenced that contain
specific custoner |oad information which have been renoved
because of the confidentiality attached to it. | don't
think that really takes away fromthe conpl eteness of the
answer .

CHAl RMAN:  That will be A-41.

MR. HASHEY: Thank you. The next two | would read into the
record, M. Chairman. | believe they are questions that
were raised by yourself. The first one is -- the request
was nmade again on Decenber 19th, and it was when Northern
Mai ne entered into an agreenment with NB Power to purchase
ancillary services from NB Power. Was the agreenent
public know edge when it was published with the M ne
regul ator? Pl ease provide that docunent to the Board.

Then in answer to that I will quote the docunent |
will try and explain it.

Response, The purchase of ancillary services by
Northern Maine from NB Power is under the product and

services agreenent. The agreenent was filed with the
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Mai ne Public Utilities Comm ssion and is a public
docunent. It has already been filed as exhibit NML SA-1
in this proceeding. The appendices to this agreenent,
however, are confidential and have not been filed with the
Mai ne Public Utilities Comm ssion. Hopefully, that's
adequat e there.

The next one was undertaking 51. Again, it was a
guestion which you raised, M. Chairman. And you asked us
to find out if at the tine of FERC 888 in order for a
utility to be conpliant with the tariff filing
requirenents if they, in fact, had to file this
information in a public way with FERC

And obvi ously questions and inquiries were raised.

And the answer to that is, based on discussion with
parties who were involved with the filings of the Bangor
Hydro Tariff and the Central Miine Power Tariff, FERC
requi red generator cost of service information for
ancillary services for all public utilities in the United
States. The information was subsequently made publi c.

| think that is a fairly conplete answer to what you
asked there.

CHAIRVAN:  Yes. | may have a follow up to that, M. Hashey,
to that answer, but | will wait until after the break.

MR. HASHEY: Ckay. As | say, that we do have M. Marshal
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here today. He can't be here tonmorrow. And if there are
follows up on, | believe, the last four, were matters that
were raised that questions were really directed to M.
Mar shal | .

CHAI RVAN:  Per haps you can confirmw th himin the next
break then. The way | hear what you have responded is
that FERC required that information of all filers under
888 at that tine and subsequently nade it public, and it
went on the public record. That's the way | hear you.

MR HASHEY: That's correct. That's what we have
det er m ned.

CHAI RMAN:  Yes. Okay. And that's the kind of information
that NB Power is -- NB Power Ceneration does not want on
the public record?

MR HASHEY: Correct.

CHAI RMAN:  Yes. (kay.

MR. HASHEY: But that's sonething we will have -- may have
to deal with, obviously.

CHAIRVAN:  Yes. | will just leave it at that for now, sir.

MR. HASHEY: Sure. No, we are happy to foll ow up and have
further direction fromyou on that.

CHAI RVAN: Ckay. Thank you.

MR. HASHEY: Yes. That does conplete the answers to

undert aki ngs.
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CHAI RVAN:  Any ot her parties have any prelimnary matters at
all?

Comm ssi oner Ri chardson has just pointed out any idea
when the answer in reference to the business plan will be
di scussed in front of us? There was a --

MR HASHEY: No, no. [|'maware of that. There were about
four or five undertakings that were left that we di scussed
on Friday and again discussed earlier this norning. And
that's one that we will have an answer for, hopefully,

t oday.

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

MR. HASHEY: W are working -- we obviously want all of
t hese things done before we conplete. And it |ooks |ike
we are on line here to be conpleted by md week. So we
woul d have to have that stuff.

CHAI RMAN:  That's good. Thank you, sir. Any other
prelimnary matters? If not, M. Snellie.

MR. SMELLIE: Thank you, M. Chairman. The w tnesses for
J.D. Irving and CVE w || be Mark Mosher, Dr. Robert Earle
and Dr. Adonis Yatchew. And perhaps they could take their
pl aces and be sworn prior to the presentation.

CHAI RMAN:  Yes. All right.

MR. SMELLIE: M. Chairman, just while everybody is getting

organi zed, and while the secretary is distributing sone
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paper to you, each of the witnesses is going to
participate in the presentation.

The presentation was filed and served in accordance
with your direction on the 20th of Decenber of |ast year,
| can say.

Four slides, M. Chairman, were updated early | ast
week. And they have al so been filed and served. And as |
have it, and assuming there is no objection fromny friend
or any other party, the presentation should be JDI-28, |
bel i eve.

CHAI RVAN:  JDI-28 is correct.

MR. SMELLIE: Thank you.

CHAIRVAN: Al right. I will just confirm M. Snellie,
that the original presentation that was forwarded on the
20t h of Decenber of |ast year, as you say, is anended by
the four slides that canme to us under cover of an e-nai
on the 31st of Decenber |ast year. And so the docunent
shoul d be amended by repl aci ng the pages with those four.

MR. SMELLIE: That's correct, M. Chairman. And thank you
for that.

CHAI RVAN:  Thank you.

MR. SMELLIE: Inmediately to the Board's right is M. Mark
Mosher, J.D. Irving. To M. Msher's right is Dr. Robert

Earle. And to Dr. Earle's right is Dr. Adonis Yatchew.
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From an adm ni strative perspective, M. Chairman, M.
Mosher's portion of the presentation, roughly speaking, is
in the order of 20 to 25 mnutes. He will be followed by
Dr. Earle, again about 20 to 25 minutes. And followed by
Dr. Yatchew in the order of 25 to 30 m nutes.

It would be nmy preference, M. Chairman, that if you
wi sh to take a norning break during the course of the
presentation, that it occur when one of the witnesses is
handi ng off to the other, if |I can put it that way, rather
than interrupting the presentation.

CHAIRVAN:  We will take our break after M. Msher.

MR. SMELLIE: Thank you, sir, that nakes it very clear.
Fol l owi ng the presentation, M. Chairman, | woul d propose,
because these wi tnesses are not well known to you and your
col | eagues, to briefly examne themin chief. And | have
one substantive matter that | wish to deal with with Dr.
Yatchew. And then | would propose to turn the panel over
for cross exam nation

CHAI RMAN:  Subj ect to the nature of that one matter that you
speak of, why it sounds like a good plan to ne.

MR SMELLIE: Well, on that note then, M. Chairman, | wll
invite M. Mosher to come down and begin the presentation.

CHAI RVAN:  Putting the lights down Iike that, M. Mosher,

shows a great deal of confidence in your oratorica
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abilities. ( S\ORN)
MR. MOSHER: Good norning, M. Chairman and nenbers of the
Board. |1'm pleased to be here today.
(Technical difficulties)

MR. MOSHER: Good norning, M. Chairman and nenbers of the
Board. My nane is Mark Mosher. |'menployed with J.D.
Irving as an Operations Manager at the Irving Paper M|
in Saint John.

|"m pl eased to be here today to nake a presentati on on
behal f of J.D. Irving and the Canadi an Manufacturers and
Exporters on NB Power's application for an open access
transm ssion tariff.

Just to highlight the participating Canadi an
Manuf acturers and Exporters nmenbers that are participating
in this endeavor is J.D. Irving, and then a very diverse
group of manufacturers within the province of New
Brunswi ck that cover the forestry business, nmanufacturing,
m ni ng and chem cal s producti on.

Wiy are we here today? As manufacturing enterprises
our business is not in appearing before regulators for
matters such as this. However we feel this is of utnost
i nportance for us to do so.

We have significant comercial interests in the

provi nce of New Brunswi ck. The manufacturing group
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represents greater than 400, 500 negawatts of total energy
sales within the province. W are energy-dependent and
resour ce- based.

As outlined in the Province's Wite Paper, the
provi nce of New Brunswi ck is highly resource-based and as
such has a very high energy dependence. The price of that
energy obviously has a significant inpact on our business
oper at i ons.

Electricity is a significant operational cost. And we
fully agree with the initiative as set out by the
government and that New Brunswi ck nust follow a gradua
transition of the electrical industry fromits current
nonopoly position to a restructured conpetitive structure.

This slide is taken from NB Power's | oad forecast
evidence as filed with the Board on February the 18th,
2002 fromthe Point Lepreau Refurbishnment application.

And to look at it froma gl obal perspective, on the
hori zontal axis is the individual rate classes within the
provi nce of New Brunswi ck. And on the vertical axis is
the total annual energy sales in gigawatt hours.

Because we are here today focusing on a transm ssion
tariff, it is not any one specific customer class that is
inmpacted. It is every customer class within the province,

the industrial |oad, the residential, general service and
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ot her cl asses.

The group that |I'm here on behalf of today is the
i ndustrial enterprise group. The industrial group
represents the single | argest conponent of NB Power's
energy sales. It's over 40 percent of their total annual
sales. And as | have said before, because we are highly
resource-based there is a significant interdependence
bet ween t he two.

Just to focus on one of the industrial segnents that
|"'m here on behalf of, the forest products group, | wll
talk a little bit about sonme of the business issues within
the pulp and paper. A lot of ny slides will focus on the
pul p and paper group.

But forestry affects over 90 communities in the
provi nce of New Brunswick. It enploys one in eight of New
Brunswi ckers which relates to 27,000 direct and indirect
jobs. It is the single |argest class of exports
representing 40 percent or 47 percent of all provincial
exports. And it contributes $2 billion a year in |abour,
goods and services each and every year.

Just to give you an indication of the interdependence
bet ween energy and sone of the forestry businesses, this
pie chart is a representation of Irving Paper's cost

structure based on its six main cost conponents.
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Electricity represents 20 percent on average of the
total manufacturing cost of the unit of production from
Irving Paper. It is equaled only by its mgjor raw
material in wood.

And just to give you an indication, this is very
typi cal of a newsprint industry today, of which there are
two in the province.

CHAI RMAN:  Sorry to interrupt, M. Msher. But just a
matter of personal curiosity, that is sort of split, the
20 percent electricity being 20 percent of your cost. |Is
that true for sawm || operations as well as the paper?

MR MOSHER: No. It is not true for sawm || operations.
Just to give you a bit of indication, the sawnl
operations, it would be slightly |ess.

I f you |l ook at a chem cal manufacturing plant such as
the one in the northern part of the province, it is as
hi gh as 40 percent.

CHAI RVAN:  Is that right?

MR, MOSHER:  Yes.

CHAI RVAN: Ckay. Thank you.

MR. MOSHER: Throughout this hearing there has been a | ot of
di scussi on about benchmarking. And there is three key
messages that | want to focus on in this slide. This is

benchmar ki ng that takes place in the paper industry.
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The paper industry is a very conpetitive gl obal
business. And we do a |ot of benchmarking across all of
the operations within the forestry division.

What this graph is is a result of a benchmarking study
that is formed by the -- or perforned by the Pulp and
Paper Products Council. And it is an output fromtheir
2001 Canadi an Newsprint Cost Survey.

On the horizontal axis each of the yell ow bars
represents one of the participating mlls. 1In this
specific study there was 28 mlls that participated in
Canada.

The hei ght of the yell ow bar represents their average
annual cost of purchasing electricity fromtheir incunbent
el ectricity provider in dollars per negawatt hour.

What you can see fromthis is that Irving Paper in the
provi nce of New Brunswick is currently in the top third.
In fact it sits in position 21 of 28. This is for 2001.
Just as a point of reference, 2002 is significantly higher
t han t hat again.

Qur concern is as we go through the restructuring
process, is that we don't nove higher.

CHAI RVAN:  Again | will interrupt just for clarity,
M. Mosher. Wen you say it is for 2002 is higher --

MR, MOSHER: Yes.
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CHAI RMAN:  -- what do you nmean? Do you nean your position

has gone up in the ranking or the overall cost? Wat --

MR. MOSHER: The overall cost. The average cost to Irving

Paper for the cal endar year 2002 was just bel ow $46 a

megawatt hour -- or $47 a megawatt hour.

CHAIRVAN: Did that change its ranking within the surveyed

conmpani es?

MR MOSHER: We will not receive the relative position

ranki ngs until probably April or May of this year.

CHAI RVAN: | see. kay. Thank you.

MR MOSHER: Qur concern fromthis, or one of our concerns

fromthis is that do we have any reason that we are going
to go higher? And we do have concerns that we wl|
continue to nove and becone | ess conpetitive.

This graph is an output fromthe Association of Mjor
Power Consumers of Ontario. AMPCO as it is called,
provided this survey to nmyself for this hearing. And
every though it is a very busy graph, what this graph
represents on the horizontal axis is a 10-year period from
1989 to 1999 when this study was perforned.

On the right-hand side is all of the major power
providers in Canada. There are nine of themlisted there.

And on the right-hand side of the graph is their average

| arge industrial power cost charged to their industrial
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conpanies in cents per kilowatt hour.
There is two key nessages that we have on this graph.
First one is the position of industrial enterprises in
t he province of New Brunswi ck. You can see that currently
it confirns the previous slide as to where we rank within
Canada. W are the third highest power cost.

The second concern obviously is the slope of the line
or the direction of the line or that the line is
traveling.

| f you |l ook at the period between 1993 and 1999 --
1993, last rate hearing of NB Power, there has been a
continuous and steady increase in the power cost to their
i ndustrial custoners. During that period power rates rose
by 20 percent.

If you also | ook at the slope of the lines of all of
the other nmjor power providers, you will see a relative
stabl e and consi stent pattern.

Previ ous slides have given you sone indication of our
busi ness concerns. The next few slides will focus on
concerns that J.D. Irving and the Canadi an Manufacturers
and Exporters have with this specific application for an
open access transm ssion tariff.

But this is a bit of a transition slide. And I just

want to tell the Board where the nmanufacturing group is
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with some of the key initiatives as laid out by the
provi nce.

We support conpetitive generation. W strongly
support conpetitive generation. Conpetitive generation
can offer many social and econom c benefits to the
provi nce.

CGeneration or conpetitive generation was explicitly
laid out in the Wite Paper. And generation requires a
| evel playing field so that new conpetitive generators are
able to cone in and conpete. And that as well was
explicitly laid out in the Wite Paper about requiring a
| evel playing field for conpetitive generation,

Second initiative that we support is a province self-
generation initiative. Self-generation as detailed in the
White Paper is the nost efficient manner of generation of
electricity. It provides many social, environnmental and
econoni ¢ benefits. And as industrial enterprises, sone of
the key |l ocations for self-generation are at those sites.

We al so support inplenmenting an open access
transm ssion tariff. To nove ahead, to neet the opening
of the market on April 1st 2003, we support NB Power's
need to i nplenment an open access transm ssion tariff by
t hat date.

However, we strongly believe that the rates that are
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charged within that tariff need to be based on actual
costs and prudently incurred costs.

| will nowtalk a little bit about our concerns wth
this specific application. This slide is really on the
say policy or process of the application.

First and forenost is our concern with the |ack of
consultation with stakehol ders. W believe that nany of
the i ssues that have arisen and that have been very tine
consunmng within this hearing could have been discussed
and may have been resol ved outside of this hearing.

| personally requested consultation on a nunber of
occasi ons to have an education session to discuss sonme of
the inmpacts to our business, and it was never received.

Qur second concern with this application, as business
operators our concern is what is the conparison of the
current to the future rates. W know what NB Power has
applied for in this application, but we have no conparison
to what we pay today. Again that was asked for by a
nunber of intervenors and there was various |evels of
responses to those questions.

This concern is really two-fold. It's a conparison of
the current costs to the future costs. It is also to be
able to |l ook through the evidence as filed and ensure that

the costs that are in there that will be borne by the
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rat epayers are prudently incurred. And there is no tested
hi story of cost of service.

The third concern that we have is the pendi ng changes
in the legislation and restructuring. What this concern
is is adding to the |evel of uncertainty that we have.

NB Power has applied to lock in this tariff for a
period of three years. These two changes coul d have
significant inpacts. W believe that it should not be
| ocked in for a period of three years.

This slide focuses on sonme of the specifics of this
application. W believe that this application is
attenpting to inplenment too many conponents at once. |It's
attenpting to inplement a FERC conpliant open access
transm ssion tariff, performance based regul ation, return
on equity and paynment in |ieu of taxes.

As | have said previously, we support the need for a
FERC conpl ai nt OATT, but we believe that those rates need
to be based on true and prudently incurred costs.

Perf ormance based regul ation, return on equity and
paynent in lieu of taxes, while we don't oppose them
outright, we have a significant concern on the timng of
i npl enentation of those three conponents. And Dr. Yatchew
wi |l have a significant anmount of discussion on those

t hree conponents.
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And when you narrow it down, what it really cones to,
our primary concern is what is the inpact on the current
rates. As | have said previously, we know where we are
today or we know what are current bundl ed cost of energy
is today. | have shown you sone of the industrial curves,
| have shown you where it is on as a percentage of our
cost of manufacturing. But there is significant anmounts
of uncertainty on where it will be in the future. And
that gives us serious concerns. Even NB Power's evidence
indicates a 15 percent increase in the cost of
transm ssion service. That is significant.

Self generators, in a response to an interrogatory we
filed, wll see an even greater increase in their cost of
transm ssion. And in both cases we believe that's rate
shock.

To summari ze and go back to the Wite Paper, which
states that energy costs and reliability are a fundanental
i mportance in maintaining and inproving the
conpetitiveness of New Brunsw ck energy intensive
i ndustries. W nust ensure that as we proceed through
reregul ati on that New Brunswi ck industries are not nade
| ess conpetitive.

We believe that restructuring nust be deliberate and

controlled as outlined in the governnent's Wite Paper and
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initiatives. W strongly support noving towards
reregulation in a deliberate and controlled fashion. And
we believe that it is very essential to restructure
correctly rather than quickly.

JD Irving and the Canadi an Manufacturers and
Exporters, when we | ooked at the evidence as filed, it
becanme very clear that this is a very conplex issue, that
it was very inportant to the operation to our businesses
and that we did not have the in-house expertise and
resources avail able to adequately anal yze the inpact of
this transmssion tariff. So we have retained the
services of Charles River Associ ates.

Drs. Robert Earle and Dr. Yatchew will carry on the
rest of the presentation.

CHAI RMAN: Good. Thanks, M. Msher. W wll take our 15
m nut e recess.

MR. SMELLIE: Thank you, Chairman.

(Recess)

CHAI RMAN:  Thank you. Go ahead, sir.

DR. EARLE: Good norning, M. Comm ssioner, M. Chairnman,
Comm ssioners. M nane is Robert Earle. | amwth
Charles River Associates. And | appreciate this
opportunity to discuss sone aspects of New Brunsw ck

Power's application with you.
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My col |l eague, Dr. Yatchew, and | will be covering six
different issues. | will be covering the first two on
this -- on this slide, test year and capacity based
ancillary services. Dr. Yatchew w ||l then proceed to

cover performance based regul ati on, benchmarking, return
on equity and paynment in |ieu of taxes.

| would Iike to nove to ny first topic, that of test
year, and give you a bit of an overview of the concept.

The choice of test year is the first fundanmental step
in the ratenmaki ng process that you can conceptualize as
having five different steps to it.

First, you need to choose a test year, which is a 12
nonth data set used to establish the revenue requirenents.
The next two steps, starting with step nunber 2,
establish rate base. This is the value of the plant
investment in the test year previously chosen. Step 3 is
to determi ne the operating expenses or expenses in the
test year. Nunmber 4 is to ascertain a rate of return as
appropriate. And 5 is to develop the rate structure.

| want to enphasis the inportance here, based on this
outline, of choice of test year. Because as you can see,
in steps 2 and 3 it really determ nes the |evel of revenue
requirenents is a key factor in determning | evel of

revenue requirenments that you have.
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So now | would like to turn to what are some different
alternatives for test year. Well there are basically
three. The first is historical. To use a year that is
al ready gone by and you have -- you know what has been
spent. Another alternative is to use a projected year, a
year that has not happened yet, or to use sone conbination
t her eof .

What are criteria that we can use in thinking about
what the appropriate test year is -- what the appropriate
choice for a test year is. Well, here are three very
important criteria.

First, can cost be verified as prudently incurred.
And this is basics of ratenaking in that we want the
utility to recover its prudently incurred costs. 1In this
case with New Brunswi ck Power, unfortunately we have a
| ack of record. W have 10 years in which we haven't had
a rate case. W have 10 years where we haven't had a
record of whether the costs have been prudently incurred
or not.

The second criterion to consider is inflation. Now
inflation is inportant because if you are in a period of
high inflation and you use a historical test year, it my
be by the time the utility actually gets rates based on

test year, inflation has outstripped those costs. So in a
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period of high inflation an historical test year m ght not
be appropriate. However, currently we are in a period of
lowinflation. And | believe Dr. Mrin agrees with that.
And al so agrees that projections of inflation are al so
quite | ow

And finally, the last criterion | would like to talk
about is needed changes in operations. Now there may be a
need to adjust historical costs either up or down in order
to take into consideration the changi ng circunstances that
a transm ssion provider faces. Particularly with respect
to increases over historical costs due care needs to be
taken to determne that there is a true need for the
i ncrease.

And ny concern here is particularly with respect to
t he operations, maintenance and adm ni stration budget.

The avail abl e evi dence that we have in the record

i ndicates that historical funding | evels should be
adequate. This can be found in the Stone & Wbster report
that's part of the applicant's evidence.

So given all of this, these are ny recomendati ons for
test year. Because of the lack of record, the
extraordinary, really extraordinary 10 year gap in the
record, and avail abl e evi dence operations, maintenance and

adm ni stration can be safely constrained to historic
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| evels, | conclude that, first, historical test years for
operation, mai ntenance and adm ni stration expense provide
a nore appropriate basis on which to establish just and
reasonabl e transm ssion rates for New Brunsw ck Power.
And, second, the savings suggested by the evidence should
al so go to the benefit of ratepayers.

| would now like to turn to ny second topic, which is
capacity based ancillary services. These are services
provi ded by generators to support the functioning of the
transm ssion system These services are needed because we
can't predict exact |level of |oad needed. And so |oad --
since |load fluctuates frommnute to mnute and we can't
predict it, we need generators standing by to provide
that. GCenerators go off |ine unexpectedly and so we need
generators standing by to provide these services as well.

So there are a variety of reasons why these services are
needed. And they are called capacity based since they
require a generator to make capacity avail able on a stand-
by basi s.

There are a nunber of different types that vary based
on whether the unit mnmust already be on line and how f ast
it nmust respond. We will get intothat alittle bit nore
in a mnute.

But the question | would like to answer right nowis,
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why are they so inportant? Wiy is this worthy of sone
attention in this application? WlIlIl, they are a ngjor
cost conponent in this application. There are $32.9
mllion for these services that New Brunsw ck Power
indicates that it expects to collect conmpared to 76.3
mllion in allocated revenue requirenents that nake up the
costs for point to point transm ssion service or network
transm ssi on service.

Now | would just like to point out that these $32.9
mllion is not part of this 76.3, but is separate fromit.

But as you can see, it's a very |arge conponent.

Now t he different services that we are tal king about
are regulation, |oad foll ow ng, operating reserve
spendi ng, operating reserve supplenental 10 m nute, and
operating reserve supplenental 30 m nute.

The first three services there require a generating
unit to be on line when it stands by. The last two the
unit does not have to be on line. But there are various
response tinmes according to each one, and that's what
di sti ngui shes them

So what are the pricing conponents that go into
capacity based ancillary services? Wl New Brunsw ck
Power's proposal has four pieces.

The first piece is the scheduled rate. And this is
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the rate that shows up in the schedules in the back of the
tariff.

The second part are redispatch costs. And these costs
are -- are costs that are incurred because sonetines you
have to run a nore expensive generator to provi de energy
rather than a | ess expensive one to have the |ess
expensi ve one provi de capacity based ancillary services.

The third part is a discount fromthe schedul ed rate
and the fourth is the rebate fromwhat | amcalling the
deferral account. Because we understand that in sone
sense the scheduled rate is a maxi num and there may be
savings there, but it isn't clear that there will be. And
so the operation of the deferral account and the di scount
are really very unclear at this tine.

What | want to enphasize with this slide is that there
are really many noving pieces to this. And what | want to
focus on for purpose of discussion here, there is a
schedul ed rate conponent of price.

And there are basically four nethodol ogies to
consider. The first is enbedded cost, second short-run
mar gi nal cost, third is bid-based and fourth is estinmated
| ong-run margi nal cost.

And just to give you an overview, enbedded cost is the

standard nethod that is used in this sort of situation
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where a vertically integrated utility w thout a
centralized market is applying for recovery of capacity-
based ancillary service cost.

The fourth nethod is the nmethod that New Brunsw ck
Power is suggesting to inplenent.

Now noving back for a little bit nore detailed
di scussion of the different nethodol ogies, as | said,
enbedded cost net hodol ogy is the standard ratenmaki ng
nmet hodol ogy. It is the methodology that is preferred in
t he governnent Wiite Paper. It is the nethod that is
based on actual costs incurred. It is the nethodol ogy
that | recomend to this Board.

Now New Brunswi ck Power has suggested two reasons why
it does not want to use this nethod, why it would prefer
not to use this nethod.

The first is that it says well, if you use this nethod
it depends on the particulars of the systemat hand. And
therefore in one place you mght get |ow cost, in another
pl ace you m ght get high cost.

But for me that shows the exact virtue of using this.

Because you are basing your prices on the actual costs
incurred. So rather than being a flaw for this method,
woul d argue that it is a good thing.

The second reason is that New Brunsw ck Power has
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indicated that it doesn't like this nethodol ogy because it
woul d result in the release of confidential information in
order to price this.

And | guess | was very pleased to hear the response on
t he undertaking this norning that their understandi ng of
how this has worked in the United States is the same as
mne, that utilities who apply for rates and are
justifying enbedded costs, they generally release this
information publicly. That has been my experience.

So | think that enbedded cost provides a tine-tested
standard nethod that is based on actual costs incurred.

Turning now to the second nethod, short-run marginal
costs. Well, this nethodology would mimc the functioning
of a perfectly conpetitive nmarket.

The actual costs that are currently avail able, |
under stand that New Brunswi ck Power has these so that
woul dn't be a limtation for inplenmenting this method.
They | think also give two simlar reasons for not |iKking
short-run margi nal costs. Also -- again one is based on
the confidentiality issue, which we just tal ked about.
And the second nethod is based -- well it's the prices
could vary. And again in ny opinion, this is basically a
good thing because it would send price signals, accurate

price signals for users of these services to determ ne
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t heir consunpti on.

The third nethod is bid-based. And New Brunsw ck
Power has pointed out that there are narket problens --
power problenms in this area. You could control 80 to 90
percent of supply, | would say at |east, because that
figure is based on two of the units that supply the
services. And | agree at the current tine there are big
mar ket power issues and this would not be an appropriate
nmet hod.

Then finally, turning to the |last nethod, estimted
| ong-run margi nal costs. Wat this nethod does is
basically say well, in order to provide this service over
the long run -- in order to provide that |ast increnment of
service what does it cost. So not only does it include
things like short-run marginal costs, but it includes for
i nstance the capital cost to build a plant -- building a
new pl ant as needed.

This is, as | said, what New Brunswi ck Power is
proposi ng. But they are proposing a particular variant of
that. And before | get into that, | wuld like to turn to
what the different conmponents of this nmethod are to show
you that it really is quite conplicated.

In order to come up with a long-run marginal cost for

a plant -- predicted |long run margi nal costs, we need nany
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conponents. W need prediction of short run marginal
costs. W need to think about the capital structure,
return on equity, interest rates, cost of debt. All those
things are very conplicated i ssues, as we can see fromthe
record that has been established in this proceeding.

We need to think about -- we need to have demand
forecasts, capacity utilization for the plants that we
believe are going to need to be built. And we need to
t hi nk about well, recovery of costs in the nmarket by these
pl ants when they are not providing ancillary services. So
it really is a conplicated undertaking and specul ative in
many ways.

Alternatives to this are we can study a natura
system say the actual plant installed in New Brunsw ck.

O we can use a theoretical generic proxy. And it's the
second of these two alternatives that New Brunsw ck Power
has chosen.

Now to focus in a little bit nore on their proxy
nmet hod, to estimate | ong-run nmargi nal costs for capacity
base ancillary services. Wat this nethod essentially
does is it chooses generic units suited to provide each of
these services. And we will skip down now to the bottom
bull et point on the slide.

And basically I'mjust giving there two exanpl es of
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how t hey have chosen different units for different
services. For spinning reserve they chose a particul ar
type of unit that is suited for that type of service. And
for supplenental reserve they chose a gas turbine that's
al so in sone sense nore suited to provide that service.

Now what this nmethod does it assunes that -- again
when you are cal culating |Iong-run marginal costs you want
to know what's that cost of that |ast increnent of
ancillary service that you need. And what this nethod
assunes is that if you need one nore negawatt of ancillary
service, you need to build another negawatt of generation
capacity.

Now anot her aspect of what they have done is they
didn't performan optim zation, a trade-off if you wll,
anongst the different choices for plants, either respect
to their theoretical proxy units, nor did they do this
with respect to the actual plants that exist in New
Brunsw ck.

So what's wong with this nmethod? What's wong with
the proxy nethod? Well, first off, froma ratenmaking
perspective, it proposes to recover costs not actually
incurred or anticipated to be incurred. And this is very
probl ematic froma ratemaki ng perspective. Because again

it's a basic that a utility should recover its prudently
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incurred costs, nothing nore, nothing |ess.

Second is -- again, it's not based on the actual cost
or circunstances in New Brunswi ck so we don't know from
this method whether the costs have anything to do with the
situation here.

Now again what's wong with this nethod? WlIl, these
are theoretical reasons and, M. Chairman, | have to talk
about theoretical reasons because what they proposed is a
t heoretical nethod.

The first point I would like to nake is it is not
generally true that if you need one nore negawatt of
ancillary service that you need another nmegawatt of
generation. It could be under some circunmstances but it's
not generally true. But that's the assunption they nake.

The second -- again there is a need to optimze, to
make the trade-offs between the plants they have chosen
and | woul d argue anongst the various options there are
within the actual existing plants that there are in New
Brunsw ck.

Now turning to the enpirical evidence. What's wong
with the nethod? And | -- and what | found was | ooking at
the NEPOOL three year average for providing these
services, a ratepayer would have to pay 81 cents per

megawatt hour, including redispatch costs for these
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services, for all of these services. And the New
Brunswi ck Power proposal is $2.71 per nmegawatt hour. It
doesn't include redi spatch costs. Now these are, as you
can see, very far apart. New Brunsw ck Power is al npst
three tines as nuch

Now t here is sonething very counter intuitive, if you
will, about what they are proposing. And what is counter
intuitive about it is | understand that they view NEPOCL
as a vibrant export market in their words for their
generati on.

Now usually if you have high generation costs you
woul d have high ancillary service costs and that makes
sense because it's the sane units providing energy or
providing the ancillary services. And if you have | ow
generation costs you also have |l ow ancillary service
costs. But here we seemto have a situation that is
reversed. NEPOOL is this vibrant export market for New
Brunswi ck Power. It means it has hi gher energy costs.
But it has lower ancillary service costs. New Brunsw ck
Power | ow energy costs but apparently high ancillary
service costs. So there is sonething very counter
intuitive about what they are proposing.

Having said this, ny recormmendation to this Board is

to use enbedded cost pricing for capacity based ancillary
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services. It is very inportant as a matter of ratenaking
to use actual costs in establishing prices. This is the
standard rat emaki ng nmet hodol ogy that's typically used in
this sort of situation. There should not be any
i npedi ments with respect to confidential data.

And it addresses ny second point there because it
takes the issue of market power off the table. 1In talking
about that second point, preventing the exercise of market
power by New Brunswi ck Power Corporation, | would like to
make a coupl e of points.

The first is this is not, M. Chairmn, anything
agai nst the fine people at New Brunswi ck Power. But the
reality is is market power is sonmething that has to be
dealt with. They want to becone a nore commercial -- a
nore commercially oriented enterprise. And commercially
oriented enterprises take every advantage that's given to
themin order to increase their profits.

This is an untenabl e situation. And enbedded cost
pricing will renmove this issue with respect to capacity
based ancillary services.

My third point is | think that in constructing the
tariff there is a need to prevent cost shifting by
allowing nore flexible customers to get discounts at the

expense of ot hers.
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Now ny understanding of the record is that it's a bit
uncl ear how these discounts would work. But ny fear is
that there may be sone cost shifting fromone class or
type of ratepayer to another.

So in concl usion enbedded cost pricing properly
i npl enented can achi eve all these objectives.

M. Chai rman, Comnm ssioners, thank you for your tinme.

| would Iike to turn the m crophone over now to ny
col | eague, Dr. Yatchew.

| have brought the overview slide back up for his
present ati on.

DR. YATCHEW M. Chair, Menbers of the Panel, first I
consider it a privilege to have this opportunity to
address this Board. | will be as helpful as | can
possi bly be.

When | first |ooked at this application, what
i mredi ately was very noticeabl e was the broad scope, the
i ssues that were being considered, and I wll be
di scussing four areas right now, performance based
regul ati on, benchmarking, return on equity and paynent in
lieu of taxes. | will do that as efficiently as | can.

Performance based regulation. It has been known for
sone time that traditional nodes of regulation can be

i mproved upon. The key issue is howto create incentives
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to inproved performance within the firm

Performance based regulation is also called incentive
regulation. | will use the terns interchangeably. |
actually prefer the termincentive regulation because it
enphasi zes the role -- the key role that incentives nust
pl ay.

The obj ectives of performance based regul ati on incl ude
first, to create strong incentives for cost mnimzation
And here | have in mnd not just mnimzing OMA costs,
we al so want to mnimze borrowing costs and capital costs
as a hole. Second, to pronote efficient capital
i nvest ment expenditures and to pronote technol ogi cal
innovation. Third, to ensure fair cost recovery for firns
and a fair return on investnent. But how w || we know
what are fair costs unless we have reasonabl e objective
benchmarks. And fourth is to enhance information
revelation. One wants the regulatory process to inprove
the information that you receive as regulators so that you
can nmake the best possible decisions. For exanple, the
firmshould be rewarded if it provides good benchmark
i nformati on whi ch provides an objective way of conparing
itself to other conpanies.

How i s PBR, performance based regul ation, inplenented?

The firm has proposed price back regulation which is the
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nost conmon form of performance based or incentive
regul ation. The basic idea is to create incentives for
the firmby permtting it to keep a share of the profits
that result fromcost savings. At the sane tinme the
prices are capped at prescribed |evels.

Price cap regul ation has been used in various
industries in the United Kingdom various network
i ndustries, such as natural gas, electricity, telecom and
water. It has been used in the United States, again in
telecom and also in sone energy industries. And in
Canada, telecomand to a | esser degree in natural gas and
electricity.

The enmpirical evidence -- when we take a | ook at the
experience -- the enpirical evidence strongly suggests
that it is beneficial that price cap regulation is
beneficial when applied to private sector conpanies.
That's the evidence in the United Kingdom where we have
had the nobst experience.

On the other hand there is little evidence that price
cap regul ation has been effective in the public sector.
Wy woul d one not expect the private sector price cap
nodel to be effective in the public sector, or as
effective in the private sector? The key is incentives.

So let me talk a little bit about price cap regulation and
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i ncentives.

Under private ownership sharehol ders can exert
pressure on the conpany through various channels. First
and forenost a sharehol der can share his or her shares in
the market signalling disaffection with the current or
expected performance of the firm Second, nanagenent,
even the Board, can be replaced. And third, take-overs
can happen in the private sector.

So there are various channels through which
sharehol ders can influence behaviour and create
i ncentives.

Let me turn to the public sector firm The potenti al
for incentive creation, certainly for spontaneous
incentive creation, is nuch nore [imted. Governnent and
ultimately the taxpayer is a captive owner. Citizens of
New Brunswi ck can't turn around and sell their pro rata
share of New Brunswi ck Power if they are unhappy wth
performance. So that very inportant |ever is not present.

Second, take-overs are not an option. And third,
owner interests are nore diffuse and indirect.

Now as | read the New Brunswi ck Power proposal, and
particularly Dr. Mrin's evidence on this, it sinmply
asserts that these forces will be unleashed to inprove

performance at New Brunswi ck Power. Dr. Morin speaks of
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unl eashing forces of price cap regulation, but gives no
account of how these incentives will sinply energe.

Let nme return to the enpirical evidence. |[|f you
observe a private sector firmunder price cap regulation
over a period of tinme, what you see is declining costs,

i mprovi ng financial performance, reductions in rates to
rat epayers. That has been the experience in the United
Ki ngdom

Let me now turn to the enpirical evidence here. New
Brunswi ck Power has been under a form of price cap
regul ation for about a decade. What we observe is that
the prices and costs have increased and are now anpongst
t he hi ghest in Canada.

Now econom cs has becone actually quite mathematica
and I know that you have seen a few formnmulas in other
evidence. | will be referring to those and | regrettably
have to turn to one of themin ny next slide, and that is
the basic price cap rule.

What does a price cap rule consist of? Well first of
all PO. PO are the initial rates that are approved by the
Board. RPlI is the rate of price inflation. X is the
productivity factor. Z the factors that are outside
conpany control. And the basic idea is to conbine these

various factors, apply themto PO, the initial rates
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approved by the Board, to come up with a price cap P1 for
t he subsequent period. This sort of price cap rule is
sonetinmes called the RPI mnus X rule, to enphasize the
portion of the fornmula where we see RPI mnus X It has
been around for quite some tine. It was proposed by
Steven Littlechild in 1983 in the United Kingdom He then
proceeded to inplenent it there in the electricity
i ndustry when he was director general during the course of
t he 1990 s.

W have heard fromother witnesses that it is
essential to set the going in prices right, to set PO
correctly.

How coul d one conme up with reasonable going in prices?

Well one nethod is through thoroughly tested historical
data for NBP Transm ssion. M understanding is that we
don't have that tested history of data. And the second
equal ly inmportant way is through external benchmarking.

The X factor in the formula, it's essential to set X
that is the productivity factors, based on reasonable
estimates of productivity inprovenent.

Now | et me make sonme conments about the Z factor. The
Z factor, which is to reflect factors that are outside the
control of the conpany substantially and i medi ately

reduces risk faced by the firmand therefore by any deened
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or actual investor in the firm

Private firnms in conpari son woul d have to absorb the
effects of Z factors. |[If governnent taxes go up. Private
firms are not made whole by the government. |If
| egislation that is disadvantageous to particul ar
industries is passed. Governnent doesn't nake a conpany
whol e sonehow. Those are risks borne in the private
sector. Those are risks that are not present in this
nodel of regul ation.

So these are ny comments on price cap regulation and
per f or mance based regul ati on.

Let me turn to the second subject and that is
benchmar ki ng.

As | have nentioned earlier and other w tnesses have
concurred, it is inportant to get the going-in prices
right.

How? In ny opinion through benchmarki ng of costs.
Econom sts and entrepreneurs have been doing it for
centuries. Econom sts have been doing cost estimtion for
a long tine.

| ndeed what is really interesting historically is that
it is benchmarking that provided the initial basis for
di saffection with traditional nodes of regul ation.

Regul ators were looking at firnms. They were finding
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well, we are under this traditional node of regul ation
It doesn't seemto be working that well. Conpanies are
inefficient. They are not operating as efficiently as we
woul d i ke themto be.

How woul d they know wi t hout conparing perfornmance of
t he conpany that they are regulating with perfornmance of
ot her conpani es?

So benchmar ki ng has been going on in many settings for
along time. It is something that is routinely done in
the private sector.

Mor eover, international benchmarking is now an
accepted practice in the regulation of transm ssion and
distribution. And in that connection | agree with the
concl usions of the Jamasb and Pollitt paper that is filed
as exhibit JD-17. They are researchers at the University
of Canbri dge.

Let nme just back up again and link this back to
incentives. Benchmarking is particularly inportant for
public sector firnms where one cannot expect spontaneous
creation of incentives.

How does one i npl enent benchmar ki ng? Three gener al
cl asses of techniques. Regression analysis which is a
standard statistical technique. Data envel opnent anal ysis

and stochastic frontier analysis. These are nouthfuls. |
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woul d happy to discuss technical details of these
procedures with you.

Al'l of these techniques have been standardi zed. They
have been around for awhile. And the basic objective,
particularly of the last two techniques, is try to
identify what are the best practices by |ooking at
collections of firms. So essentially these are best
practice type techni ques.

Now we have heard both fromDr. Mrin and
Ms. MacFarl ane that New Brunsw ck Power Transm ssion is
uni que, that it is sonmehow fundanentally different as a
conpany. |t operates in a unique environment.

It has issues |like age of assets, the structurali st
transm ssion system the density and so on. These aspects
make it very difficult to conpare New Brunsw ck Power
Transmi ssion with other utilities.

Well, in fact these techniques provide for ways of
taking differing characteristics into account. And in
support of that proposition, | provided as part of nmy own
testinmony, appendix B to my own testinony, which is in
exhibit JDI-1, a short paper which does contain an exanpl e
of benchmarking of distributing utilities in Ontario.

And distributing utilities in Ontario also face these

sane differential issues. Some have a dense custoner
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di stribution. Ohers have old assets.

More inportantly some are very small. Some of these
utilities have 5,000 custonmers. The |argest one has
220, 000 custoners.

And yet these nodels are quite capable of taking an
accounting for these various factors and provi de val uabl e
i nformati on about who is nore efficient and who is |ess
efficient. So certainly this can be done.

And again | would be happy to discuss in detail how
t hat benchmar ki ng exerci se was conducted. | have a nore
detail ed technical study published in a najor econonics
journal precisely on point to this issue, which I would be
happy to descri be.

To summari ze this area of ny presentation, cost
benchmar ki ng can be done. It is being done el sewhere. It
is being done across firnms with differing characteristics.

And in ny view, it would be very, very beneficial if it
wer e done here.

| will nowturn to the third area of ny presentation.

And that is return on equity and capital cost issues.
Essentially this is also a benchmarki ng exerci se.

Dr. Morin's evidence repeatedly refers to benchmarki ng of
capital costs.

The picture that | was painting a little bit earlier
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was that all costs can also be benchmarked. But now | et
me focus on benchmarking of capital costs, in particular
return on equity.

And a convenient way to think about -- | apol ogize
again. There is a formula on this slide. But it is a
formula that did appear in Dr. Mrin's evidence. So it is
not hi ng new as far as the evidence is concerned, as far as
the record i s concerned.

The basic idea is this. You have $10,000. You want
to invest it. You have a risk-free investnent opportunity
such as a governnent bond. It returns a certain rate.

That is RF for risk-free rate.

Then you ask yourself well, | could put it in a stock
or perhaps an index fund, some sort of a stock narket
asset. But that is risky, certainly nore risky than a
gover nment bond.

What kind of rate of return should I be earning or do
| need to earn or expect to earn if I'mgoing to be
i nduced to nake that nore risky investnent? What kind of
risk premumdo | need?

The risk premumportion of this formula is everything
to the right of that plus sign. And in this particul ar
equation, which is the capital asset pricing nodel, that

risk premum that portion that you add to the risk-free
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rate, is broken up into two conponents.

The first conponent, in square brackets, is the
di fference between the expected return on the market
portfolio and the risk-free rate. That is usually called
the equity premumor the market equity prem um

But that is the risk premiumfor the nmarket as a
whole. This particular asset has a risk that is generally
different fromthe nmarket as a whole. So one nust
multiply it by the nmeasure of relative risk for this
particul ar asset. And that is the beta.

So essentially there are three conponents, the risk-
free rate, the equity premumwhich is the premumfor the
mar ket as a whole, and the relative risk for this
particul ar asset, the beta.

Let nme turn now to the market equity prem umor the
equity premum Cenerally it is estimated in one of two
ways. Historically in the sense that we | ook back and see
what ki nd of prem uns peopl e earned, or using prospective
anal yses which is a nore subtle but nore rel evant
guesti on.

It asks what kind of prem uns were people expecting to
earn at the time of their investnent? Because that is the
rate that you need to pay people in order to induce them

to i nvest.
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The | andmark study, Triunph of the Optim st, by D nson
Marsh & Stauton, excerpts fromwhich have been filed as
exhibit JDI-23, finds that historically, over the course
of the twentieth century, the Canadian equity premumis
about 4 1/2 percent. That also coincidentally happens to
be the sane nunber for the second half of the twentieth
century.

But there is actually nmuch nore that we know about the
equity premum The nunber that | quoted is the
hi storical, the actual factual rate of return

Research published in top-ranked peer review journals
has concluded that the equity premiumis actually much
| oner than previously thought.

Studies that | have referred to in nmy testinony by
Bl anchard, by Fama and French, by C aus and Thomas put the
equity premumfor the United States to be in the range of
2 1/2 to 4.3 percent.

And | believe those studies have been filed as JDI,
NBP i nterrogatory response 24. These studies have net the
gold standard for scientific research. They have
undergone very careful -- a very careful refereeing
process in order to be published in top journals.

As an editor of a journal nyself, | place a | ot of

wei ght on studi es that have undergone such a process. W
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have heard quite a bit fromDr. Mrin on the |bbotson
dat a.
Dr. Ibbotson is very well recognized in the industry.
He has been published. He has been publishing historical
financial information for many years.

In his 2002 yearbook he hinself describes his own
study, actually a study jointly with a coll eague, the
| bbot son- Chen study, which concludes that the U S. equity
premumis just below 4 percent. And there are other
studi es and papers supporting and confirmng his results.

So let me now turn to the second object that one needs
to estimate or approximate. And that is this relative
ri sk beta.

Beta, which is a nmeasure of relative risk, essentially
can be interpreted this way. |f your asset has a val ue of
beta let's say of .5, that neans it is about half as risky
as investing in the market portfolio. If it is 1.2 it is
about 20 percent nore risky than investing in a market
portfolio. That is what we nmean by rel ative ri sk.

The best estimtes of beta for a specific conpany are
obt ai ned by incorporating information about ot her
conpanies with simlar risk, usually in the same or
simlar industries.

So conpany betas shoul d be adjusted towards betas for



- 1993 - Dr. Yatchew -
ot her conpanies with simlar risk. Conpany betas should
not be adjusted towards the market beta which by
convention is 1.

Let ne provide an exanpl e that m ght be hel pful,
conpletely unrelated to finance. Suppose it is a
beauti ful sunny day here in Saint John in January, January
7th, it is 5 degrees Centigrade outside, anmazingly warm
t he snow has nelted, and we want to forecast the
tenperature for the next week.

Well, this warmday may be part of a trend. So there
may be sone continuation for a little bit of tine. On the
ot her hand we al so can expect tenperatures to revert to
normal January |l evels which let's say are mnus 2 degrees
Centigrade for a typical January day.

So our forecast would be, taking into account today's
tenperature of 5 degrees and the January normal of m nus
2, let's say our forecast for the next week would be plus
1 on average. It seens to be a reasonable basis for
formng a forecast. And this is anal ogous to taking the
conpany beta and adjusting it towards the industry beta
average for simlar conpanies.

Now | et's consider an alternative node of forecasting.

We take today's tenperature which is 5 degrees and we

adjust it towards the average annual tenperature for Saint
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John. Let's say that that is plus 12 degrees on average,
taki ng day and night, all seasons into account.

And so our forecast then is, taking into account
today's tenperature of 5 degrees and the average annual
tenperature of 12 degrees, we cone up with some nunber in
bet ween, nmaybe 7 degrees.

That is anal ogous to taking a conpany beta and
adjusting it towards the average for all stocks, the
mar ket beta. You can see how this kind of forecasting
procedure can |l ead to sonme rather perverse forecasts. But
this is essentially what is being done.

Dr. Morin referenced in his testinony a study by
Kryzanowski and Jalilvand. That study has been filed as
JDI exhibit 20. That study itself concludes that the best
forecasts of conpany betas are obtained by noving towards
i ndustry betas, not towards the beta of one for the whole
mar ket .

Subsequently Dr. Mrin suggested in his oral testinony
that this study, which was conducted in 1986, is stale.

Dr. Kryzanowski has filed evidence before the Nova
Scotia Uility Review Board just |ast year in 2002
affirmng this position, the position that one should
adj ust towards industry betas. And | can provide you with

t he exact quote on that if you w sh
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One still could be puzzled why is it that Valuline
provides this informati on as adj usted towards one.

Well first of all, there are various financial data
provi ders out there and many of them provide raw betas. In
addition they sonetimes provide these betas adjusted
t owar ds one.

But | think there is actually sort of a deeper
historically reason. |1 amfrankly not surprised Valuline
provides this information for the sane reason that |'m not
surprised when | walk into Kent Building Supply and ask
for an eight foot 2x4 | don't get a piece of |unber that
is two inches by four inches. | get a piece of |unber
that is substantially smaller than that piece of |unber.
Every carpenter knows exactly how to use that piece of
| umber and exactly how to adjust for the fact that it is
not two inches by four inches. And financial analysts who
want to obtain good estinates of conpany betas know how to
use financial data correctly, how to use raw betas, how to
adj ust themtowards industry betas.

So what is a reasonable estimate of beta for the
i ssues at hand? The graph that is displayed here has been
taken directly fromone of our interrogatory responses as
JDI NBP I R-20, and what we have here is a graph of

Canadi an utility betas, these are gas, electric and
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pipeline utilities, over about ten years, 1992 to 2001.

And what we observe is from 1992 out to 1997, 1998,
there is an upward trend. And that is consistent with
what Dr. Morin was saying in his evidence, when he has in
his evidence that US electric utility betas did increase
over this period of time. But that's where Dr. Mrin's
graph stopped. And when we continue the data to the
present those betas dropped rather dramatically.

Now at the nonent, certainly at the end of 2001, they
seemquite low They are in around .2. And I'mcertainly
not proposing that we use .2 as our estimate. There is a
time pattern to betas. But just as with the equity
prem um where generally | think everybody is agreed here,
certainly Dr. Mirin has supported the view that you want
to use relatively longer periods of time rather than the
nost recent experience in stock markets. Here | also
bel i eve you should be using a relatively |onger period of
time and in fact the average beta for the period 1992 to
2001 here is .4.

| believe that is a reasonable estimate. Mreover the
decline has a very plausible explanation in the |ast few
years. Wiat | see that to be is a flight to quality, a
flight to safety, as there has been volatility in markets.

And utilities are perceived to be safe investnents. W
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tal ked nore extensively about this graph.

So |l et me sunmari ze these various conponents. |
relied upon a risk free rate of 5.7 percent, which is the
rate on long-term-- the yield on |ong-term Canadas at the
time that | was preparing ny evidence. | believe a
reasonabl e range for the equity prem um based on the best
anal yses that have been done and tested in top journals is
four percent to six percent. | believe that a range for
beta in the range of .35 to .5 is a reasonabl e range.

Combi ni ng these vari ous conponents just straight
directly, mathematically, one obtains a range of 7.1 to
8.7 percent. M recomrended return is towards the upper
end of this range at eight-and-a-quarter.

Il will turn now briefly to a related issue, and that
is the issue of debt equity structure.

| think we could all agree that firns should mnimze
all costs, including capital costs. Furthernore, if one
goes to the market at a given point in tinme, the cost of
equity financing is significantly greater than the cost of
debt financing.

When we | ook historically over the |ast 20 years or
so, major gas pipelines in this country have existed and
have been able to raise noney in debt markets at a 70/ 30

debt equity structure. They have recently noved to a
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benchmark 67 33 and that has been largely as a result of
an increasing conpetition in gas pipelines, particular
pi pe on pi pe conpetition.

In my viewa 70 30 debt equity structure is adequate
for New Brunswi ck Power Transm ssion given the very |ow
risk of the transm ssion business.

| know there is considerable interest in this matter
and | think it's inportant to consider what are the
advant ages and di sadvant ages of noving to ot her debt
equity structures.

| f one gives -- if one assigns a deened equity of
let's say 35 or even 40 hi gher equity conponent --
actually if that equity is real, then that woul d provide
nore of an equity cushion, so to speak, for the conpany.
And one coul d perceive that to be an advantage. |t does
not necessarily inply that capital costs will be | ower
because equity costs are higher. So it's not clear that
it necessarily pushes up the total cost -- that it reduces
the total cost of capital

On the other hand, what are the di sadvantages? Well
first of all, if it increases the total cost of capital
there is an effect on rates. And total costs are not
bei ng m ni m zed.

But | think there are two other issues that are nore
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inportant. One is the effect on managerial incentives.
It seened to ne one provides a reasonabl e equity cushion
for the conpany, that provides the incentive for
managenent to seek cost inprovenents rather than to rely
on the equity cushion. Financial nmarkets do consider not
just the cash flowto the conmpany, but is the conpany an
efficient conpany. And it will take these factors into
account and if it helps to drive efficiencies within the
conpany, they will inprove overall performance of the
conpany.

The other issue is the effect on capital and rates of
return in the broader context of NB Power as opposed to NB
Power Transmi ssion. This is actually a -- as | said at
the very beginning, there are a | ot of issues being
presented at this hearing and it seens to ne nmuch nore
sensi ble to consider cost of capital and debt equity
structure issues contenporaneously with these issues when
they are being considered for generation, for nuclear, for
distribution, so on. |If for exanple too high an equity
structure is assigned for transm ssion, too high a return
on equity is assigned to transm ssion, that in effect
establ i shes | ower bounds for the other conpanies, because
certainly generation -- nuclear generation is much nore

risky. And consideration of all of these subsidiaries |
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t hi nk si nul taneously woul d be nore prudent and easier for
t he Board.

My final area, and | think that the issues here are
relatively sinple, and that is paynment in |ieu of taxes.

New Brunswi ck Power Transm ssion proposes to recover
approximately $30 million in the com ng three years, the
termof this proposal, fromratepayers for taxes that it
is not required to pay, certainly not required to pay at
this time. And the argunent that has been raised is a
| evel playing field argument that is nmentioned -- that is
delineated in the Wite Paper.

It's easy to see how the level playing field argunent
is relevant for generation. A private sector conpany that
has to pay taxes and has to conpete against a public
sector conmpany that is exenpt fromtaxes is unfairly
di sadvantaged. So there is definitely a |evel playing
field argunent there.

It's nmuch harder to see how this level playing field
argunment is relevant for a transm ssion conpany.

Transm ssion is a nonopoly, there is no other player on
the playing field.

So in ny view, paynent in lieu of taxes should not be
col |l ected unl ess the conpany is specifically directed to

do so by the governnent of New Brunswi ck. A conpany that
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is trying to beconme nore conmmercially oriented woul d seem
to me would want to behave like a commercially oriented
conpany. And |I know of no private sector conpanies that
actively seek to pay taxes. They have spent consi derable
resources finding | egal ways to avoid payi ng taxes.

And finally | believe that increasing the price of
transm ssi on through taxes does not advance the objective
of conpetition in generation.

| now turn to a summary of my concl usi ons and
recomendat i ons.

My recomrendations for 2003, 2004 are these. |
bel i eve that FERC consistent tariffs should be
i npl enented. This is one of the issues that | think can
be easily dealt with separately and expeditiously.

| believe that this Board should direct New Brunsw ck
Power Transm ssion to inplenent transm ssion benchmar ki ng
usi ng i nternational standards.

| believe this Board should recommend that -- should
direct the conpany to develop and institute incentives to
pronote efficiency and denonstrate how t hese incentives
are going to work.

And finally I think that it would be very beneficial
if we could accunul ate at | east one year of cost and

performance results in order to have transparent and
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testabl e dat a.

Al'l these objectives can be acconplished in a way that
m nim zes the regul atory burden.

Beyond 2003, 2004, once these other hurdles have taken
-- have been net, | believe that inplenentation of price
cap regul ation, properly tied back to incentives and
benchmar ks, shoul d be considered and ultimtely
i mpl enent ed.

| believe that inplenmentation of return on equity
shoul d be done. | would prefer to see it done in a way
where transm ssion, distribution, generation returns are
established in a manner that is consistent with each other
headi ng right out of the gate.

Based on the nost up-to-date information that we have,
the current best estimates of a fair rate of return at
this time is eight-and-a-quarter and a reasonabl e deened
equity -- deened capital structure of 30 percent equity
and 70 percent debt would to me be -- to ny thinking would
be quite adequate.

Thank you very nmuch for your patience.

MR. SMELLIE: M. Chairman, I'min your hands. It's a
little after 12. | perhaps have ten to 15 m nutes of
exam nation in chief. [|'mquite happy to postpone that

until after lunch if you wish. I'maquite happy to do it
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now.

CHAI RMAN: Have you di scussed the nature of the exam nation
in chief with M. Hashey prior to us reconveni ng?

MR SMELLIE: No, | have not.

CHAI RMAN: Okay. Well | suggest we take a break and if you
have an opportunity to just share the nature of it with
M. Hashey prior to our reconvening at 1:30, that m ght
speed things up at that tine.

MR. SMELLIE: Thank you, Chairman.

CHAI RVAN:  Thank you.

(Recess)

CHAI RMAN: Before | ask the parties for the any prelimnary
matters, over the Christmas break we considered what we
woul d do about reconvening the hearing after we concl ude
what's going to happen this week. And | have taken a
managenent deci sion here and sinply said that we w ||
cancel out the weeks of the 13th and the 20th. And
tentatively reconvene on the week of the 27th for
summat i on purposes. Because | think it's reasonable to
anticipate that the legislation will be introduced in the
House before the end of the nonth.

And, however, again in that -- subject to what any of
the parties have to say, | would suggest that we cancel

out the week of the 3rd of February, which is tentatively
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had scheduled as well. But hold on to the week of the
10th of February in case it doesn't conme inin time for us
to -- all to have a look at it before the week of the
27th. So that would be -- we would hold those two weeks
open now, the 27th of January and the 10th of February.

And it would be the Board's intention that as soon as
it is tabled in the House, we will get out an e-mail to
the parties and see when they reasonably anticipate
summation woul d be -- could be held at that time. And we
wi Il make our choices then.

Now any other prelimnary matters?

MR. SMELLIE: Just to say, M. Chairman, that M. Hashey and
| continue to get along fanobusly. He has no difficulty
with nmy question or two that | wish to put in exam nation
in chief.

CHAI RMAN:  That is good news. Go ahead. Put your questions
in chief.

Dl RECT EXAM NATI ON BY MR. SMELLI E:

Q - Thank you, Chairman. M. Mosher, let ne begin with you,
sir. You have for five years been the energy and
envi ronnment al manager for Irving Paper which is a part of
J.D. Irving Limted, is that right?
MR MOSHER: Yes, it is.

Q - You served as a nenber of the market design conmttee
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whi ch delivered its final report to the governnent in
April of |ast year?
MR, MOSHER:  Yes.

Q - Do you have before you, sir, a docunent entitled
"I nmportance of electricity restructuring and rates on
i ndustrial custoners”, evidence of Mark Mosher dated
Cct ober 23 of |ast year and formng part of exhibit JDI-1?

MR MOSHER: Yes, | do.

Q - Was that docunent prepared under your direction and
control, sir?

MR MOSHER: Yes, it was.

Q - Do you also have before you a copy of the responses of
J.D. Irving to the various interrogatories dated Novenber
13, 2002, nmarked as JDI-2?

MR. MOSHER: | do.

Q - Wre those responses, sir, to the extent that they relate
to your evidence, prepared under your direction and
control ?

MR, MOSHER:  Yes.

Q - And do you adopt those materials as your evidence in this
pr oceedi ng?

MR, MOSHER:  Yes.

Q - Dr. Earle --

DR. EARLE: Yes.
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Q - -- you are a resident of California?

DR EARLE: That's correct.

Q - You are a graduate of the College of WIlliam & Mary and

Stanford University?
DR EARLE: | am

Q - You have, as | understand it, worked for the past 19
years in the fields of energy, conpetitive markets and
optim zation, and you have participated nore recently in
vari ous phases of wholesale electricity market
devel opnment, correct?

DR. EARLE: Correct.
Q - You are also a principal of Charles River Associates?
DR. EARLE: Correct.

Q - And prior to joining that firml| understand you served as
t he manager of Econom c Analysis for the California Power
Exchange?

DR. EARLE: Correct.

Q - And do | have it correctly that one of your tasks in that
capacity was to | ead a team which prepared an annua
report to the Federal Energy Regul atory Conm ssion in the
year 20007

DR EARLE: That is correct.
Q - And do | also understand correctly that you have

consulted to other clients in FERC rel ated matters?
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DR. EARLE: That is correct.

Do | take it fromthat, sir, that you would be
confortabl e answeri ng questions about FERC and el ectricity
matters such as the notice of proposed rul emaki ng which is
marked as JDI-6 in this proceeding, or the treatnent of

ancillary services by FERC?

DR. EARLE: Yes.

You have also, as | understand it, recently served as an
advisor to Ontario's IMOin order to devel op an anal yti cal

framework for market nonitoring and assessnent?

DR. EARLE: That is correct.

- You have before you, sir, a copy of a docunent entitled
"Test Year and Ancillary Services Pricing at New Brunsw ck
Power Corporation”, evidence of Robert Earle, dated
Cct ober 23 of |ast year, and form ng part of Exhibit JDI -
1?

DR EARLE: | do.
- Was that docunent prepared under your direction and

control, sir?

DR EARLE: It is.

You al so have before you a copy of the responses of J.D.

Irving to the interrogatories marked as Exhibit JDI - 2.

DR EARLE: | do.

And were the responses in that docunent to the extent
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that they relate to your evidence prepared under your
direction and control ?
DR. EARLE: They were.

Q - Now | understand, Doctor, that we need to nmake sone

corrections to the material ?
DR EARLE: That is correct.

Q - Could | take your firstly to exhibit JD -1, which is the
evi dence, and in particular the docunent that we have just
identified, "Test Year and Ancillary Services Pricing at
New Brunswi ck Power Corporation”. Could | take you
firstly to page 8. If you would just wait, make sure al
t he nenbers have that turned up

Just as an aside, M. Chairman, | have a few
corrections to nake to the evidence and to the information
responses for which Dr. Earle is responsible.

CHAI RVAN:  Good. Thank you.
Q - Doctor, on page 8 you have a correction to make to your
evi dence?
DR EARLE: Yes, | do.
Q - Go ahead, please
DR. EARLE: On page 8, line 23, starting with the words, for
the years 2000, replace the rest of the sentence with --
repl ace those words in the rest of the sentence with, were

32.6 mllion for the fiscal year 2000 and for the fiscal
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years 2001 and 2002 were 34.7 mllion each year. The
whol e sentence woul d now read, "The historical |evels of
OWBA expense were 32.6 million for the fiscal year 2000
and for the fiscal years 2001 and 2002 were 34.7 mllion
each year.
Q - Thank you. Could you turn over, Doctor, to page 11. |
understand you have a correction to nake at this page?
DR EARLE: | do.
Q - Go ahead.
DR. EARLE: On page 11, lines 2 through 4, the two sentences
starting with, supplenental reserves, should be repl aced.

They shoul d now read --

Q - Please proceed slowy, Doctor, so that we can get it
down.
DR. EARLE: | apol ogi ze. Supplenental reserved service does

not require the unit to be on line, but depending on the
type requires the unit to respond in either ten or 30

m nutes. Spinning reserve service requires the unit to
respond in ten mnutes and al so already be on I|ine.

Q - And then can | take you to Appendix B to this docunent,
Doctor. Page 7. And | understand you have a correction
to make here as wel|?

DR EARLE: | do.

Q - Go ahead pl ease
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DR. EARLE: On line 13 where it says $17.71 per negawatt
shoul d be replaced with 17" --

Q - Sorry, Conmi ssioner Bremmer. |I'mgoing alittle too
qui ckly. Appendix B, page 7. And | think Dr. Earle has
taken us to line 13.

DR EARLE: All right. On line 13 where it says 17.71 per
megawatt hour, please replace it with 17.71, 17.61 and
17.58 per nmegawatt hour respectively.

Then in the footnote, footnote 13, |ast sentence,
pl ease replace the two words at the begi nning of the
sentence, a same with a simlar. So the sentence now
reads "A simlar figure will arise fromany of the NBP
| oad conditions."

Q - Nowcan | get you then, Doctor, to turn to exhibit JDI-2
the responses to the interrogatories, and in particul ar
the response to JDI CME IR 2, and in particul ar page 3 of
t hat response.

Do you have a correction there, sir?

DR. EARLE: | do. On the paragraph continued fromthe
previ ous page, the reference to NBP EEl | R-34 should be
repl aced with Suppl enental Request NBP EEl |R-4.

Q - Could you then, Doctor, turn to the response to
interrogatories fromNB Power, in particular NB Power IR

nunber 3 and page 5 of that response? JD NBP IR 3.
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s there a change to be nade there, Doctor?

DR EARLE: Yes, there is, a clarification. The answer to
Question C, part 1, per regulation, those are in units of
regs. To respond nore forthrightly to the question or
nore precisely to the question rather, in terns of
megawatts the answer should be 3.2 percent.

Q - So we should delete 8.1 percent and replace it with 3.2
percent ?

DR EARLE: That is correct.

Q - Thank you. And could you turn in the sane response,
Doctor, to page 12, that is to say, JDI NBP IR-7. Do you
have that?

DR EARLE: | do.

Q - | gather you have two changes to nake in this response?

DR. EARLE: That is correct. The first change is in the
first paragraph of the response towards the bottom about
five lines up. The reference to "NBP EEI 34" shoul d be
replaced with "Suppl emental Request NBP EElI IR-4."

Q - And the second and | ast correction?

DR EARLE: Second and last correction is in the next
par agr aph, the second paragraph of the response. It is
about the sixth |ine down.

The line starts "Exercise of market". The line -- the

word "power" should be inserted after the word "market".
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So the line starts "Exercise of market power."

And t he whol e sentence should read "The proxy nethod
proposed by NBP, however, creates the opportunity for the
exerci se of market power that is anticipated by NBP
Transm ssion, since the cost of a proxy unit plus the
added redi spatch costs go well beyond the short-run
mar gi nal costs of producing CBAS, and very likely greatly
exceed the long-run marginal costs."”

Q - Wth those changes and corrections, Doctor, do you adopt
this material as your evidence in this proceedi ng?

DR EARLE: | do.

Q - Dr. Yatchew, you are a graduate of the University of
Toronto and of Harvard University. And you hold degrees
in mat hematics and economcs, is that correct?

MR. YATCHEW Yes, | do.

Q - You are currently an Associ ate Professor of Econom cs at
the University of Toronto and you are a Senior Consultant
at Charles River Associates, is that correct?

MR YATCHEW That is correct.

Q - Since leaving Harvard, Doctor, | understand that you have
conducted a nunber of studies on the electricity industry,
and you have published a nunber of articles and works in
the fields of energy econom cs and econonetrics, is that

correct?
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MR. YATCHEW Yes, | have, and in other areas of econom cs
as well.
Q - You have consulted to and prepared reports and studies

and testinony on various subjects concerning electricity
utilities or electric utilities, particularly in the
Ontario context?

MR. YATCHEW | have advised at hearings in the Ontario
cont ext, yes.

Q - Thank you. And you also currently have been for sone
seven years a joint editor of a publication known as the
Energy Journal with particular responsibility for
electricity industry publications, is that correct?

MR YATCHEW Yes. That is correct.

Q - Do you have before you, Doctor, a docunent entitled
"I ncentive Regul ation of Transm ssion at New Brunsw ck
Power Transm ssion" which fornms part of exhibit JD-17?

MR. YATCHEW It is "lIncentive Regulation of Transm ssion at
New Brunswi ck Power Corporation”, is the title --
Q - Excuse ne. MW m stake.
MR YATCHEW -- dated Cctober 23rd 2002. Yes, | do.
Q - Was that prepared under your direction and control ?
MR YATCHEW Yes, it was.
Q - And do you al so have before you a copy of the J.D. Irving

responses to interrogatories marked as JDI -2?
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MR. YATCHEW Yes, | do.

Q - And were those responses to the extent that they rel ate
to your evidence prepared under your direction and
control ?

MR YATCHEW  Yes.

Q - | understand you have no changes or corrections to nake
to this material, Doctor. Do you adopt it then as your
evi dence in this proceedi ng?

MR. YATCHEW | do.

Q - Doctor, you attended the hearing in Decenber during the
course of the appearance of New Brunswi ck Power's Panel B
is that right?

MR. YATCHEW | attended nost of that panel's presentations,
yes.

Q - Yes. You were not here for the reexam nation by counse

for New Brunswi ck Power ?

MR. YATCHEW No, | was not here. | was not here for the
Thur sday.
Q - Have you read the transcript?

MR. YATCHEW | have reviewed the transcript.
Q - And are you then famliar, Doctor, with Dr. Mrin's
response in reexam nation in which he recited el enents of
the evidence of a certain Dr. Evans filed for AltaLink in

t hat conpany's 2003-2004 rate application before the
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Al berta Energy and Uilities Board?
MR. YATCHEW |'maware of this, yes.

Q - Yes. Dr. Mrin noted that a proposed -- sorry, Dr. Mrin
noted that on a proposed debt equity structure of 63 1/2
debt, 37 1/2 equity, Dr. Evans is recommending a 10 1/2
percent return on equity for AltaLink inclusive of
flotation costs.

| s that your understanding of that evidence?
MR. YATCHEW That is ny understandi ng.

Q - Are you aware, sir, of any responding testinmony which has

been since filed in that case on behal f of intervenors?
MR YATCHEW Since that tinme there has been additional

evidence filed at that hearing. It is evidence of

Drs. Booth and Berkowitz. And they cone to a sonmewhat

di fferent conclusion. They recomend a return of 8 1/2

percent on a 30/70 equity debt structure.

Q - Do they -- does that evidence contain any opinion on
mar ket risk premumor the risk premumfor AltaLink?

MR. YATCHEW Their reconmended risk premumis in the order
of 1.8 and 2 1/4 percent.

Q - For AltaLink?

MR. YATCHEW For AltaLink, yes, the transm ssion conpany,
yes. And they base that on a beta in the range of .4 to

. 6.
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Q - And do you know, Doctor, fromyour review of that
evi dence, whet her performance-based ratenaking is an issue
in that case?

MR YATCHEW | don't recall at this tine.

MR, SMELLIE: Just before | turn the panel -- thank you,
Doctor. Just before | turn the panel over for cross
exam nation, M. Chairman, nmay | just nake it clear in ny
own mnd the rules of engagenent.

My understanding is that if there is an undertaking
offered, that I"'mfree to speak to these witnesses in
terms of responding to that undertaking. But beyond that
I'mto have no communication with them nor is
M. Nettleton, while they are being cross exam ned.

That is how !l intend to proceed if that is
satisfactory to you.

CHAI RVAN:  Subj ect to comment from counsel opposite that
certainly seens appropriate to ne.

MR. SMELLIE: On that note then, M. Chairnman, and subject
to M. Mrrison's cormments, the panel is available for
Cross exam nati on.

CHAIRVAN: M. MacNutt ?

MR. MACNUTT: M. Chairman, | wonder if it would possible
for JDI to file the pages corrected by Dr. Earle?

CHAIRVAN:  I'msorry. Wuld you repeat that, M. McNutt?
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MR. MACNUTT: | wonder if it would be possible if JD could
be asked to file with the Board copies of the pages in
their corrected form noted as being corrected with
respect to the corrections nade by Dr. Earle?

MR. SMELLIE: | expect that within the next 24 hours,

M. Chairman, we should probably be able to do that and
woul d be happy to do so.

CHAI RVAN:  Thank you.

MR. MACNUTT: Thank you.

CHAI RMAN:  Counsel will assist the Board if my recollection
is incorrect, but | think in this circunmstance |I should
call upon the other intervenors for cross and then NB
Power to conclude cross exam nation. No, M. MacNutt?

MR. SMELLIE: Followed by the Board, M. Chairman? Foll owed
by Board staff?

CHAI RMAN:  Board staff, I'msorry. That's correct. And
then back for redirect. Well not hearing any conpl aints
about that procedure we will proceed that way. So it
woul d be Enera first.

MR. ZED: W don't have any questions of this panel.

CHAI RMAN:  Okay. |Is that for both hats, M. Zed?

MR ZED. Yes.

CHAI RMAN:  Thank you. Perth Andover.

MR. DIONNE: W are happy.
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CHAI RMAN: M. Kni ght, does the Province have any?

MR. KNI GHT: No questi ons.

CHAI RVAN:  Sai nt John Energy?

MR. YOUNG No questions.

CHAI RVAN: M. Morrison?

MR. MORRI SON:  Thank you, M. Chairman. Wth the Board's
perm ssion how we intend to proceed, M. Chairman, is that
| will be cross exanmining Dr. Earle and M. Hashey w || be
cross examning the other two witnesses on the panel, if
that is okay with the Board.

MR. SMELLIE: As long, M. Chairman, as the fertile ground
i s not being re-ploughed by M. Hashey.

MR. MORRISON: | can assure you it won't be.

MR. SMELLIE: That is the first point. And the observation
is that | assune ny friend is not by his structure
precl udi ng any nmenber of the panel to respond to questions

that he may put to a particular witness in order to assist

t he Board.
MR. MORRISON: | have no problemw th that, M. Chairnman,
but | suspect that nmy questions will be directed

specifically to Dr. Earle.
CHAI RMAN: Okay. Go ahead, M. Morrison.

CROSS EXAM NATI ON BY MR MORRI SON:

- Good afternoon, Dr. Earle.
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DR EARLE: Cood afternoon.

Q - I would as you to first turn up your evidence which is in
JDI-1. I'mtalking about the first part of your evidence
or the main part of your evidence, and particularly
initially at |east page 9. And you mght also turn up
Exhibit A-5. | will just wait for the Board.

MR SMELLIE: What is that exhibit, M. Morrison?

MR MORRISON: It's Exhibit A-5 tab 3, which is the Stone &
Webst er report.

MR. SMELLIE: Well the Stone & Wbster report is in a
vol une. Wsat volume is A-5.

MR. MORRI SON: Attachments to responses to interrogatories
number 1. Exhibit A-5.

MR. SMELLIE: Thank you.

Q - Do you have those in front of you, Doctor?
DR EARLE: | do.
Q - Turning first to page 9 of your evidence, Dr. Earle.

Actually it starts on page 8. But if | understand your
evi dence, you are recommendi ng that the starting point
| evel of the OVRA be set at $34.7 million, is that
correct?

DR. EARLE: As a maximal starting point. But | also have
anot her recommendation with respect to the starting point.

Q - Okay. Perhaps we will get to that as | proceed. But the
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initial at |east you are saying, if | read your evidence
correctly, that the OWA expense allowed in the rate base
be no nore than 34.7 mllion as your starting point?
DR. EARLE: Correct.

Q - Okay. And if | understand your evidence correctly,
Doctor, this is based on your recomended use of
hi storical data for the test year, is that correct, rather
t han prospective test year?

DR EARLE: That is correct.

Q - And you then go on to say at page 9 in your evidence that
that figure, the 34.7 mllion, should be | owered because
of what you cite as recommendations fromthe Stone &
Webster report, that OWA expenses can be reduced, is that
fair?

DR EARLE: That's true.

Q - Now one of the cost savings that you say Stone & Wbster

identified is reliability based eval uati on nmet hods?
DR EARLE: That is correct.

Q - And you say that Stone & Wbster state that these
reliability based eval uati on net hods coul d | ower
mai nt enance costs by ten to 15 percent, is that fair?

DR EARLE: True.
Q - And correct nme if I amwong, Doctor, but perhaps we

could turn to the Stone & Wbster report, section 4, page
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4-12 and 13.

| amjust going to read the paragraph that begins
under 4.5 Findings, and it says, "Based on information and
data obtai ned (awaiting additional OWRA breakdown) Stone &
Webst er concl udes the OVRA prograns NB Power has
established are generally consistent with those of other
simlar utilities. Further, future OWA expense budgets
shoul d be sufficient to ensure safe and continued reliable
operation. There are opportunities for costs reduction
wi t hout conprom sing equi pnent performance or reliability.

Principal anong these is the phase-in of RCM which
i ndustry anal ysts suggest shoul d reduce nai nt enance
expense on average by ten to 15 percent or nore."

Now i s that the portion of the Stone & Webster report
that you rely on for your statenent that the maintenance
expense can be reduced by ten to 15 percent?

DR EARLE: It is.

Q - Okay. So that you would agree with me then, Dr. Earle,
that Stone & Webster in the passage that | was just
reciting was referring to RCM which | think is
reliability centred naintenance?

DR EARLE: |I'msorry. Could you rephrase the question?
Q - kay. As | read the passage that we just |ooked at, what

the anal ysts were saying is that maintenance expense coul d



- 2022 - Cross by M. Morrison -
be reduced by ten to 15 percent as a result of the phase-
in of this RCM program
DR. EARLE: Correct.

Q - kay. And | want to draw your attention particularly to
the term phase-in. And does this suggest to you that this
woul d be a programthat woul d be inplenented over a period
of tine?

DR. EARLE: Phase-in could have that meani ng.

Q - And, Doctor, | know that you were here at sone points in
time during the hearing. But were you present on Decenber
19t h when Davi d Lavi gne gave evidence that it will take
three to five years to achieve the value fromRCM or did
you read any of his transcript with respect to that
evi dence?

DR. EARLE: Could you take nme to the transcript, please?

Q - Okay. |It's the Decenber 19th transcript. |t appears
twice actually. It appears at page 1781 at the top of the
page. M. Lavigne was being exam ned with respect to RCM
and the Stone Webster report in particular. And | think
that was exam nation by M. MacNutt.

And t he question was "And how many years is it
expected to | ast, RCM and roughly what inpact it would

have? Can you give us an approxi mati on of the expected" -
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M. Lavigne: "I don't have an approximtion. |
suspect the project would probably be in the three to
five-year range. Stone and Wbster quoted sone figures in
their study of 10 to 15 percent reductions. |'mnot sure
if that is reasonable. | think that depends on the
utility and the infrastructure, the situation and the
envi ronment . "

And then a couple of pages later at 1783 -- actually
it starts at the bottomof 1782 -- M. Lavigne says
"Looking at the Stone and Webster study, | think in
actuality we probably incurred costs. [If you look at the
study, the prem se of the study was to |l ook at the
infrastructure. And what Stone and Webster found was that
transm ssion was a very old infrastructure in the | ow
vol tage area. This has resulted in increased costs in
both the capital program and the nai ntenance programin
order to conpensate for the aging infrastructure. So at
this stage, coupled with the fact that it is a multi-year
program you know, three to five years, at this stage
costs are actually increasing in order to deal with the
recommendat i ons whi ch Stone and Wbster put forth."

So were you present when that evidence was given,

Dr. Earle?

DR. EARLE: Yes, | was.
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Q - kay. So if you look at the statenment in the Stone &
Webster report, that basically says that RCMis to be
phased in, and M. Lavigne's evidence that it is going to
take three to five years before results are seen, is it
your position that this 10 to 15 percent reduction will be
realized in year one?

DR. EARLE: Well, ny position is this. The Stone & Wbster
report -- the Stone & Webster report was witten in 1999,
three -- a bit over three years ago now.

New Brunswi ck Power has had the opportunity to
acconplish three years of the phase-in during this
timeframe. We face a record that has very little in it in
terms of what cost savings could be achi eved, what cost
savi ngs New Brunswi ck Power has actually experienced.

What we can note fromthe record is that in the
meantime, since the three years since the Stone & Wbster
report, that OVA costs have gone up. And they are
projected to go up. So | think that it is reasonable to
think that those cost savings should have been achi eved.

Q - So it is your position then that the 10 to 15 percent
reduction in maintenance costs should be achievable in
year one?

| s that what you are saying, Doctor? |I'mjust trying

to get your evidence clear, that is all.
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DR EARLE: If in fact it is true that it takes three to
five years to inplenent, if that is true, then you
woul dn't expect to see all the cost savings -- you
woul dn't expect to see all the cost savings in year one.
However, as | recall -- 1 don't recall the anmount or
when they started. But | recall that sonme noney has
al ready been spent. It has been three years since the
report. So | would have expected to see savings by now.
kay. Let's nove on, Doctor. | would like to again
refer you to page 9 of your evidence. And if | understand
your evidence correctly, you are saying that the $34.7
mllion starting -- which you say is a starting point for
OWRA, that should be reduced by 1.1 mllion to 33.6
mllion.
Is that a fair assessnment of your evidence?
DR EARLE: It is.

Q - Okay. And if | understand your evidence, in order to
calculate the reduction from34.7 mllion to 33.6 you
first had to determ ne what portion of the OWA expense
related to maintenance, is that fair?

DR. EARLE: Correct.

Q - And if | understand your evidence, you did that by using

the ration of maintenance workers to the rest of the

busi ness unit as set out in the Stone & Webster report?
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DR. EARLE: Correct.

Q - kay. And I'mgoing to refer you again to the Stone &
Webster report, Doctor. And I'mgoing to refer you to --
it doesn't have a page nunber, but it is really -- | guess
it is page 4.1, which is the page i medi ately before 4-2.

It is the opening page in section 4.
Do you have that in front of you, sir?
DR EARLE: | do.

Q - kay. If we can -- I'mgoing to refer you to the |ast
sentence whi ch says "Approximately 175 of the 133
enpl oyees in the T & D organi zation worked for T & D
mai nt enance. O these, Stone & Webster estinates
approximately 80 to 85 percent of the departnent's
wor kl oad is transmi ssion |ine and equi pnent mai nt enance. "

Do you see that?
DR. EARLE: | do.
Q - Nowis that the ratio that you were referring to?
DR EARLE: It is.

Q - Okay. So perhaps you can explain to me, Doctor, then.
You just took this ratio and you applied it to what
number ?

DR. EARLE: | applied the ratio to 15 percent of the
hi storical test year.

Q - To 15 percent of the historical test year? Gkay. Wy 15
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percent ?
DR. EARLE: The evidence suggests that there is -- the
evi dence suggests that there is savings of 15 percent
achi evabl e.
Q - Okay. Now -- okay. | understand that part, Doctor.
Now St one and Webster al so goes on to say that 80 to
85 percent of the departnent's workload is transm ssion
I ine and equi pnent mai nt enance.
Did you adjust your ratio by 80 or 85 percent?
DR. EARLE: | did not, since the adjustment | nade for that
OVA expense applied to only the transm ssion departnent.
The figures given in ratio of enployees applies to the
integrated transm ssion and distribution departnent at the
tinme.
Q - Gkay. I'mnot clear on what you nean when you say t hat
the initial ratio only applied to transm ssion unit
enpl oyees.
Per haps you can just go through the calculation. |'m
just trying to understand it, Doctor.
DR. EARLE: Sure. So starting with the historical test year
figure of 34.7 mllion, what | wanted to do was to get at
a figure that would allow ne to approxi mate what the
suggested savings from Stone & Webster are. They

suggested 10 to 15 percent savings off the naintenance
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activity.

Based on that and based on the nunber of enployees in
the T & D business unit that are in the maintenance
function, | took that percentage of the historical test
year figure of 34.7 mllion, multiplied it by 15 percent
toget 1.1 mllion.

Q - So this 80 to 85 percent adjustnent, was that done to
identify that portion of the naintenance which was
transm ssi on-speci fic?

DR EARLE: |I'msorry. | don't understand your question.

Q - Okay. Basically how !l understand it is you took the
whol e transm ssion and distribution departnent enpl oyees,
correct?

You took the ratio of transm ssion enpl oyees to the
whole T & D departnent, correct, and got a ratio?

DR. EARLE: That is not correct.

Q - Okay. Then you better step it through nme again.

DR. EARLE: (kay. The figure we have, that we started out
with for the historical test year of 34.7 mllion is just
transm ssi on, operations, maintenance, the adm nistration.

The issue is that in the Stone & Wbster report --
this is a report on the still conbined transm ssion and
di stribution function.

In order to approxi nmate the anmount of mai ntenance work
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performed -- excuse ne, to estinmate the anmount of the
budget that represents maintenance work, | took the ratio
of 175 to 833, which was the mai ntenance enpl oyees in the
transm ssion and distribution organization.

| multiplied that ratio tines the historical test year
figure to get the approxi mati on of the naintenance
expenditure in the transm ssion organi zati on.

Because the original figure | started out with was
transm ssion only, the 34.7 mllion. There is no need to
adj ust again for the 80 to 85 percent.

So 34.7 mllion times 175 divided by 833 tinmes 15
percent -- and | apologize for this long string of nunbers
-- yields a 1.1 mllion savings.

Q - kay. Thank you. Again on page 9 of your evidence, Dr.
Earle, you refer to Stone & Webster and you refer to
mai nt enance cost savings that can be achi eved through
| oner vegetation and managenent costs?

DR. EARLE: | do.

Q - And you suggest that -- excuse ne, are you relying on
recommendati on 8 on page 4-14 of the Stone & Wbster
report for that concl usion?

DR EARLE: | am
Q - And that recommendation, if you read through the other

passages, refers to right-of-way clearing, is that
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correct?
DR. EARLE: |I'msorry, can you point me to that passage?
Q - If we go back to 4-9. And it is the last full paragraph

above section 4.3.3, particularly the | ast two sentences.
Wel | the whol e paragraph really. Wuld you agree with ne
that when Stone & Webster is tal king about vegetation
managenent inprovenents it's really tal king about the
application of herbicide for a right-of-way clearing
operation?

DR, EARLE: Yes.

Q - And were you aware, Doctor, of the lengthy litigation in
whi ch NB Power was involved called the Sprayers of Dioxin
l[itigation that went on in New Brunswi ck for severa
years?

DR. EARLE: No, | am not.

Q - Wll as aresult of that and other matters, Doctor, NB
Power has adopted a policy not to use herbicides for
clearing rights of way. Now my question to you is that in
order to inplenent the Stone & Webster reconmmendati ons for
cost savings, NB Power would have to reverse that policy,
woul dn"t 1t?

DR. EARLE: Well | wasn't aware of the legislation so |
can't really -- excuse ne. | wasn't aware of the

litigation so | can't really cone to a conclusion
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However, part of the difficulty of dealing with this
record is we don't have a history to rely upon in terns of
what costs have been prudently incurred and what haven't.

The savi ngs suggested by the Stone & Wbster report are
about -- is about all there is in the record. And with a
report like this, it is inportant to have the issues
addressed and they shoul d be addressed in a manner so that
rat epayers can know what savings are actually possible and
have been achi eved and the -- what New Brunswi ck Power is
undertaking in order to achi eve those savings.

Q - Wll I"'msure, Doctor, you will have plenty of
opportunity to coment on the conpl eteness of the record.

But ny question was, and | will perhaps try to restate
it, in order to achieve the cost savings and vegetation
managenent that the Stone & Webster report refers to, NB
Power will have to inplenent a policy of using herbicides
to clear rights of way, is that correct?

DR. EARLE: It appears to be so.

Q - Now !l wll refer you, Doctor, to page 4-13 of the Stone &
Webster report. And it is the third last bullet, | guess,
is about the only way | can describe it.

DR. EARLE: Can you give nme the page again pl ease?

Q - It's 4-13,

DR EARLE: 4-307?
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Q - 4-13. Sorry. Do you have that in front of you, sir?
DR EARLE: | do.

Q - And I'mjust going to read really | think the last mddle

two sentences beginning with the second sentence.
DR EARLE: |'msorry, what bullet?

Q - The third last bullet beginning with the transm ssion

veget ati on
DR EARLE: | have it.

Q - The second sentence begins, "Right-of-way trimmng
appears to now be on schedul e and observed corridors
appear well managed. The current rate of expenditures (or
higher) is likely necessary to naintain clear ROW
corridors. Limted herbicide applications has the
potential to reduce vegetati on nanagenent expenditures
over time."

Now | draw your attention, Doctor, to the words "over
time". You would agree that -- or perhaps you woul dn't
but I will put the question to you, does it not inply to
you that even if NB Power were to introduce a policy of
sprayi ng dioxin or other herbicides that the expenditure

savings would only be realized over tine?

DR. EARLE: Sure. Starting in 1999 with the report.

Q - And do | take it fromthat |ast response, Doctor, that

you still believe that those savings -- or is it your
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position that those savings would be achi evable in year
one?

DR. EARLE: Wll again the report is three years old. |If
there were savings to be achieved in this area | would
have suspected after three years to start to see them

Q - Assuming the policy to introduce spraying of herbicides
was i ntroduced, correct?

DR. EARLE: Assum ng that that was a necessary conponent,
yes.

Q - Okay. Doctor, again |I'mjust going to touch briefly and
then | prom se you you can put the Stone & Wbster report
away. Back to page 9. Another cost saving that you
identify is inproved project evaluation nethods.

DR. EARLE: Correct.

Q - And I was | ooking through the Stone & Wbster Report and
the only reference | could see to that was under -- |
think it has -- it's at the very begi nning of the report
and it has Roman Nuneral page nunber VIII. Do you have
that in front of you, sir?

DR EARLE: | do.

Q - And it's really the first full paragraph at the top of
the page, Doctor. |Is that the section of the Stone &
Webster report that you rely upon for your statenent that

i nproved project evaluation nmethods will result in reduced
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OWBA costs?
DR EARLE: Yes.

Q - And does it say anywhere there, Doctor, that these
proj ect evaluation changes, if you will, will result in
cost savi ngs?

DR EARLE: Well | think it's inplicit, because when
eval uating projects with a limted budget, one has to
choose the nost effective projects within the given
budget. |If one has an inproved nethod to choose projects,
one could therefore logically achieve the same | evel of
service at reduced cost.

Q - In your opinion?

DR EARLE: Yes.

Q - Okay, Doctor. | think you can safely put away the Stone
& Webster report. Keep your evidence out though, Doctor,
and perhaps if you can turn up, because | wll be
referring to it as | go through this section of ny
guestioning, it would be exhibit A4, it's an
interrogatory response, it's exhibit A-4. 1It's WPS | R 15.

| will go through that again. Exhibit A-4, WS | R-15,
and it's at page 592 of that binder.
Now, Doctor, if | can get you to turn to Appendix B to
your evidence, and just keep that handy for the tine

being. And, Doctor, just so that we are all clear of the
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area which I ampursuing, it's really at the bottom of
page 4 and 5 of Appendix B of your evidence, and it's
dealing with the contingency reserve.

Doctor, would you agree with ne that operating
reserves are a function of the systenms' contingency
requi renents?

DR EARLE: Yes.

Q - And NB Power's | argest contingency is Point Lepreau at

660 nmegawatts, you would agree with that?
DR EARLE: Yes.

Q - And that is determ ned not by NB Power, but by the

Nor t heast Power Coordi nating Council, isn't that correct?
DR. EARLE: That's my understandi ng, yes.

Q - Okay. Now with the exception of Nova Scotia in terns of
t he sharing of contingency obligations or reserve
obligations, in this application NB Power has the basis
for conputing the share of the contingency reserve which
each of the utilities nmust bear was based on the average
12 coincident peaks, would you agree with that?

DR EARLE: Yes.

Q - kay. And if you look at WS IR 15 -- do you have that

in front of you?
DR EARLE: | do.

Q - The last colum on the right at the bottom the tota
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averages at 3,926 negawatts --
DR EARLE: Yes.
Q - -- that would be the average 12 coincident peak, correct?
DR EARLE: That's correct.

Q - So to determne each utility's load ratio for this -- for
reserve obligations, you would divide each utility's
nmont hl y average coi nci dent peak, and for exanple NB
Power's woul d be 20 53, you see that?

DR. EARLE: That's right.

Q - So you would divide that by the total 12 coincident peak
of 39 26.

DR. EARLE: That's right.

Q - And that would give you a load ratio in the case of NB
Power of 20 53 divided by the 39 26 would be 52. 29
percent, correct, subject to check?

DR. EARLE: Subject to check.

Q - So if the largest contingency at Point Lepreau was 660
megawatts then NB Power's share of that contingency woul d
be 52.29 percent of 660 megawatts, correct, assum ng that
Poi nt Lepreau is the | argest contingency?

DR. EARLE: Correct.

Q - But that is not how NB Power has chosen to calculate the

obligation sharing nmechanismin this application, is it?

It hasn't used what | will call the true contingency which
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is 660 negawatts. For the purposes of collecting revenues
under this tariff, NB Power has essentially nade Point
Lepreau responsi ble for the contingency above 500
megawatts, correct?

DR. EARLE: Could you show nme that in the evidence again,

pl ease?
Q - | believe it's at -- just give ne a nmonent. Ckay. Dr.
Earle, it's exhibit A-2, attachnent B -- | have just been

told by your counsel that you don't have the exhibit
nunbers on your binders. So it's the NB Power evidence,
volune 1 of 2, and it's Appendix B to that vol une,
Appendix B to the tariff design docunents, and it's page
69. Do you have that in front of you, Doctor?

DR EARLE: | do.

Q - kay. And if you look at that down just above the notes
at the bottomof the table, it says, actual first
contingency 660 negawatts, do you see that?

DR. EARLE: | do.

Q - kay. And it says, nomnal second -- I'msorry --
nom nal second contingency relative to Maritines Control
Area | oad 500 negawatts?

DR EARLE: Yes.
Q - And that, as | understand it, Dr. Earle, is the amount of

contingency that is really being subject to sharing under
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the tariff that is being put forward by NB Power?
DR EARLE: Yes.
Q - That's correct. And NB Power chose to do that using a
general rule of thunb that the | argest contingency on the

system shoul d not be nore than ten percent of the system

peak. |Is that your understandi ng?
DR EARLE: |I'msorry. Could you repeat the question?
Q - NB Power chose to use 500 nmegawatts for purposes of

col l ecting revenues rather than the 660 nmegawatts by using

ten percent of the system peak, being approxi mately 5000

megawatts for the purposes of the Maritine Control Systen?
DR EARLE: Yes.

Q - And you have no reason to dispute that the system peak
| oad i s approxi mately 5000 negawatts, Doctor?

DR. EARLE: No.

Q - And as we discussed a nonment ago, the 12 CPlI average
peak, the 39 26, which shows up on WPS I R-15. The
function of that is to share the responsibility anmong the
utilities, is that your understanding? |It's the sharing
mechani snf?

DR EARLE: Yes.

Q - Nowif I look at your evidence, Doctor, at page 5, and

will just read it, it's the first paragraph, though it

appears nowhere in NB Power's original filing, NB Power
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has subsequently provided a set of nonthly coincident peak
data in its response to WPS at I R-15. The use of these
nunbers is of key inportance since if | use 3926 negawatts
when conputing the first contingency then the anmount of
control area operating reserves decreases by about 20
percent, which | owers the revenue requirenment sought by NB
Power accordingly.

And | just want to be clear, Doctor, that we are not
m xi ng appl es and oranges here. Are you saying that the
12 coincident peak, the 39 26, ought to be the basis for
determ ning the contingency requirenent?

DR. EARLE: No.

Q - Then what are you -- what do you nean by that passage
that | just read to you?

DR. EARLE: The difficulty I had in interpreting the
evi dence had to do with understanding the origin of the
5000 1 CP nunber, the annual coincident peak nunber.

Q - You just didn't know where the 5000 system peak nunber
cane from is that where you had your difficulty?

DR. EARLE: It wasn't apparent -- it wasn't apparent to ne
fromthe evidence how the 5000 annual peak nunber cane
into being, and I wanted to coment on that.

Q - Okay. So what do you nean when you say if | use 39 26

megawatts when conputing the first contingency, what do
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you nean by that?

DR. EARLE: What | nmeant in terns of the application -- what
| nmeant in terns of the application was that it wasn't
clear to me the reasoning applied, given | didn't have a
reference for the 5000 negawatt nunber fromthe
appl i cation.

Q - well, Doctor, if I mght, | believe it's the evidence at
Appendi x B, that is volune 1 of 2 that we just |ooked at.
| believe it's in Appendix B again -- it's exhibit A-2 but
| don't know -- do you have that in front of you?

DR. EARLE: \What page?

Q - Page 45 of Appendix B. Do you have that in front of you

sir?
DR EARLE: | do.
Q - And do you see the first -- well starting at line 8 where
it's -- 1 wll read it. The transm ssion custoner service

obligation for each of the reserved services under this

tariff will be based on a |load share ratio. However, it
wi |l not exceed the obligation for the respective services
that would exist in the first and second -- if the first

and second contingencies were ten percent of the annual
peak | oad for the control area. The portion of the first
contingency in excess of ten percent of the annual peak

| oad, i.e., 5000 negawatts for the control area --



- 2041 - Cross by M. Morrison -
Maritimes control area -- shall be the direct
responsi bility of the owner of the first
contingency. Do you see that?
DR. EARLE: | do.

Q - Was that not clear to you, Doctor, as to how the first
contingency was being cal cul at ed?

DR EARLE: It wasn't really a matter of calculation of the
first contingency.

Q - But certainly the figure of the annual peak | oad of 5000
nmegawatts is clearly showmn on that page, isn't it, Doctor?

Wul d you agree that it's shown there?
DR EARLE: Oh, I'msorry. It is shown there.

Q - Yes. So that brings nme back to ny question again
Doctor, when we turn back to Appendi x B of your evidence
at page 5 that we have been looking at. It seens to ne
that when | read that |ast sentence in that first
par agraph, lines 3 to 6, what you are suggesting is that
the operating reserve requirenment can be reduced by 20

percent if we use the 12 coincident peak of 39 26

negawatt s
DR. EARLE: |'m not suggesting that.
MR, MORRISON: Ckay. I'mgoing to nove on to another area,

M. Chairman, if you want to take --

CHAI RVAN: | think we will take our break.
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(Recess)

CHAl RMAN:  Go ahead, M. Morri son.

- Thank you, M. Chairman. Dr. Earle, | will ask you to
turn up JDI exhibit 27, just keep that out for a while,
and the IR response that | think you put a correction on
at the opening of your testinmony which was JDI NBP | R- 3,
which is found in exhibit JD-1 and 2.

DR EARLE: | have it.
- W will wait for the Board. Just keep those at hand.

CHAI RMAN: M. Morrison, would you -- we all have JDl -27,

but fromthere on in sone of us do, sone of us don't.

MR. MORRI SON: Ckay. |It's exhibit JDI-1 and 2 which | guess

it's JDI-2, and it's the followi ng undertaking. |It's JD
NBP IR-3. Unfortunately that exhibit isn't nunbered

consecutively, so --

CHAI RVAN:  Ckay.

| will ask everyone to turn to JDI-27 and it's the second
| ast page. And it's the schedule entitled "Devel opnent of
Rate for Operating Reserve Spinning Reserve Service". Dr.
Earle, | would just like to go through this with you. Do
you see on the table, sort of on the bottomright-hand
colum of the table where it has 77 59 wei ghted annual

cost per kilowatt hour, per kilowatt, under colum 117

DR EARLE: $77.59 --
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Q - Right.
DR. EARLE: -- weighted annual cost per KW
Q - Right. And that represents an annual cost per kil owatt
for Central Maine's -- well it's the generation used for

the provision of the spinning reserve, would you agree
with me on that?
DR. EARLE: |I'msorry. Repeat the question.

Q - That is the cost -- Central Maine' s cost of generation

used for the provision of the spinning reserve?
DR EARLE: Yes.

Q - Okay. Now two rows below that there is a spinning
reserve requirenment and there is a nunber there of 39,910,
do you see that?

DR EARLE: | do.

Q - And would you agree with me that that is the quantity of
the spinning reserve service that is required to be
provi ded by the generator?

DR EARLE: Yes.

Q - Okay. Now just below the $77.59 there is a nunber,

1,171,873, do you see that?
DR EARLE: | do.

Q - And would you agree with ne that that represents the | oad

in the Central Maine territory that is expected to pay for

t he spinning reserve?
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DR. EARLE: It looks like it's the average 12 nonth system
peak and it |looks |ike that's the nunber they used in
order to cal cul ate.

Q - That would be the basis of the calculation for sharing,
correct?

DR. EARLE: That's the basis they used.

Q - And two rows bel ow that you see percentage spinning
reserve required, 3.41 percent?

DR EARLE: | do.

Q - And is that -- would you agree with nme that is the
guantity of the service provided, which is the 39,910,
expressed as a percentage of the | oad?

DR. EARLE: Subject to check.

Q - If you -- perhaps to do it another way, Doctor. [If you
took the 39,910 and divided it by the 1,171,873, you would
arrive at that percentage of 3.41 percent?

DR. EARLE: It appears to be that.

Q - And going back to the first nunber that we started with
which is the nunber -- the yearly rate for spinning
reserve, the 2.6425, you see that, just below the 3.41
percent ?

DR EARLE: Yes.

Q - And you would agree with nme that is the rate that is to

be paid by the transm ssion custoners for that spinning
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reserve service?
DR EARLE: Yes.

Q - And that's sinply a product of the cost of generation and
the 3.41 percent, if you took the 2.6425 -- sorry -- |I'm
| ost here. That rate is the product of the cost of
generation, which is the 77 59 times 3.41 percent?

DR. EARLE: Yes, subject to check.

Q - Okay. And that appears to be the process or the
nmet hodol ogy that was used by Central Maine Power to derive
its rates for its custoners for these ancillary services?

DR. EARLE: Correct.

Q - And | believe we heard earlier that this was submtted to
FERC and approved by FERC. So would you agree this was a
just and reasonabl e approach for calculating the rate?

DR. EARLE: |'mnot sure | understand the question.

Q - Wll the process that we just went through in terns of
how the rate was cal cul ated by Central Maine, as I
understand it this was part of a FERC filing, if |
understand what you said earlier, is that correct? Did
you not nention -- well perhaps it was nentioned in
earlier testinony that this docunent was filed --

DR. EARLE: Yes. | think it was sonebody el se who nentioned
t hat, not ne.

Q - Okay. So would you -- is this a standard net hodol ogy for
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determning rates for ancillary services?

DR. EARLE: | think | understand your question now. This is
one net hodol ogy that has been used that FERC has approved.

The question is not just the methodol ogy but whether the
nunbers thensel ves are justifiable, whether the costs are
prudently incurred and so on. But as far as the

cal cul ation you took ne through --

Q - Assumng, Doctor, that the nunbers are reasonabl e
nunbers, the methodology is one that is widely accepted or
at least if not universally accepted, w dely accepted by
regul ators?

DR EARLE: It has been one of the nethods. There is also
concern of course with this sort of nmethod because what it
does is it doesn't differentiate the value of these
services during off peak hours. It just |ooks at the
peak. And so there are issues of allocation here and the
correct way to do the allocation. | would say
increasingly this is not the nethod of choi ce.

Q - This is the nmethod that was at | east used by Centra
Mai ne Power in its filing wwth FERC, correct?

DR EARLE: Yes.

Q - Okay. And would you agree after having reviewed the NB
Power application, particularly your exam nation of the

pricing of ancillary services, that this is the sane
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nmet hodol ogy that NB Power used to determne its rates
ot her than NB Power has used proxy units rather than
i mhedded costs, but that aside, the cal cul ation
nmet hodol ogy is the sanme, would you agree?

DR. EARLE: Well | would agree that it's the same with
respect to the particular nunbers that you have shown ne,
you hel ped ne out in my answer by pointing out that the
proxy unit nunmbers that New Brunswi ck Power is using are
very different fromthe nunbers here. But with respect
only to the cal culation you took me through, yes.

Q - Yes. Now, Doctor, if you could turn up JDI NBP IR-3.
think I asked you to have that handy. And, Doctor, this
is an interrogatory that was directed to you by NB Power.

And the interrogatory was what is the correspondi ng
capacity requirenent in nmegawatts for each of the CBAS
services. And the answer that was supplied was -- if you
| ook at the fifth page of that response the answer was the
average historical capacity reservations as a percentage
of load. Now these results are percentages and not
megawatts, is that correct?

DR. EARLE: That's correct. WIlIl they are percentage of
| oad in nmegawatts.

Q - But -- fair enough. But you didn't provide negawatt

guantities, did you, in your response?
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DR EARLE: | did not.
Q - Can | ask you why you didn't, Doctor, or is it --
DR. EARLE: | think perhaps |I had -- nmaybe | had

m sunder st ood t he questi on.

Q - Fair enough. Nowif we can turn back a page -- actually
if we can turn back to page 4 of the response. | am
correct, aml, Doctor, in assum ng that -- use the data

that is on this page to prepare the percentages that
appear on page 5 under the answer to C?
DR. EARLE: That's correct.

Q - Soif I was looking at the cal culation of the spinning
reserve then the informati on on spinning observe, which
believe is in colums 5 and 6, would have been used to
cal cul ate your percentage of |oad of 4.3 percent?

DR. EARLE: That's correct.

Q - Okay. Now, M. Chairman, | have taken a table that you
see on page 4 and we have added a couple of cal cul ations
toit. | have given it tomy friend, M. Snellie, this
nmorning. | don't believe he has any objection to it.
It's really just an aid in cross exam nation and really an
aid to understand the process of how Dr. Earle arrived at
hi s percentage cal culations. And with your perm ssion
woul d have that marked.

CHAIRVAN: Al right. M. Snellie has indicated quietly
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that he has no objection. That will be A-42.
Q - Okay. Doctor, do you have A-42 in front of you?
DR. EARLE: | do.

Q - And, Doctor, you may not believe this but I amnot trying
to trip you up here, | really amjust trying to understand
how you canme to your calculations. Am|l correct in
under standi ng that the nunbers in colums 5 and 6 which
have the | abel TMSR are referring to 10 m nute spinning
reserve?

DR EARLE: That's correct.

Q - And specifically that colum 5 is the requirenent each
nmont h for spinning reserve?

DR. EARLE: M understanding of that nunber is that's the
sum of the requirenents.

Q - That would be the sumon an hour by hour basis for any
parti cul ar nonth?

DR. EARLE: Well for that particul ar nonth.

Q - Right. So for Septenber then that 501, 718 woul d be the
accurrul ati on of the requirenent nonth, hour by hour for
t hat nont h?

DR. EARLE: Correct.

Q - And that colum 1 is the total energy delivered by the

New Engl and syst enf?

DR. EARLE: That's correct.
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Q - And | believe | amcorrect but I would Iike your
confirmation, would you confirmto nme that the 4.3 percent
whi ch shows up on page 5 of IR3 for the 10 m nute spinning
reserve, you arrived at that by dividing the colum 5
total by the colum 2 total ?

DR EARLE: That is correct.

Q - And that would be true for each of the other percentages
that you have cal cul ated on page 5? You went to the
appropriate colum and divided by the | oad?

DR EARLE: That is correct.

Q - Now !l would like to ask sone clarification, Doctor. You
made a correction to your evidence this norning that dealt
with -- instead of being 8.1 percent for regul ation
think you said it was going to be 3.2 percent, is that
correct?

DR. EARLE: Approxi mately, yes.
Q - And would that relate to colunm 3 on that table?
DR EARLE: Yes.

Q - And colum 3 the requirenents are it says in Regs, is
t hat correct?

DR EARLE: That's correct.

Q - And it is by converting Regs to negawatts that you then
arrive at 3.2 rather than 8.1?

DR. EARLE: That's correct.
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- | may cone back to that, Doctor.

CHAIRVAN: | would like to clear up if we could at this
time, what are Regs, or is that a slur on our
responsibilities here?

MR. MORRISON: Well, M. Chairman, | probably know as much
about Regs as the rest of the Panel knows about vars, but
perhaps Dr. Earle could explain what Regs are.

CHAI RVAN:  Woul d you, Doctor, explain what a Reg is?

DR. EARLE: Well the way -- ny understanding is is the way
t hat NEPOCL purchases regul ati on because of issues of
response tinme. Renenber this is the very fast respondi ng
ancillary service. It doesn't measure the response in
terms of nmegawatts. What it does is it |ooks at the 10
m nute ranp of a generator in the 60 mnute ranp. And by
ranp | nean the nunber of additional nmegawatts, if you
will, that the generator can output if it's called upon in
10 minutes, in 60 mnutes. And they use a weighted
average of those two to come up with a figure of what they
need to buy in nmegawatts and the resulting purchases are
in Regs based on a unit's own particular 10 mnute ranp
output and 60 mnute ranp output. So as a result you cone
up with a figure of .4 Regs per negawatt.

CHAIRVAN:  |Is that clear, M. Mrrison?

MR MORRISON: | had a bit of a tutorial on Regs before |
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canme in here, M. Chairman, so yes, it does nmake sense to

ne.

CHAIRVAN: | will ask Professor Sollows if it is clear to
hi m

DR, SOLLOAS: | wouldn't say with any clarity but it wll

probably be fine to carry on.
CHAI RMAN:  Thank you, Doctor.
Q - Doctor, again if we cold look at colum 5, and it says
requi renents in negawatts --

DR. EARLE: Yes.

Q - -- is the heading. That really isn't requirenents in --
it really isn't negawatts, is it? Wuld it be -- and I'm
just trying to -- is that a megawatt cal culation in that

colum, or is it a nmegawatt hour cal culation or --

DR. EARLE: Well the reason why the title is nmegawatts is
purchases in NEPOOL for ancillary services are on an hour
by hour basis. And you nmeasure the reservation you nake,
the capacity you reserve for ancillary services in
megawatts. So what this figure represents is, as |
understand it, the sumof all the hours in the nonth, how
much they reserved in negawatts. So therefore the units
are megawatts.

Q - Okay. That makes sense. So if you wanted to get an

i ndi cation of the actual negawatt capacity requirenment you
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woul d need to average this over a nonth, divide it by the
number of nonth -- hours in a nonth?
DR EARLE: If you did that cal cul ati on what you woul d get
is the average capacity reserved --

Q - Right. Ckay.

DR. EARLE: -- which is not the peak capacity reserve.
Q - No. That would be the average capacity requirenent,
right?

DR EARLE: That's correct.

Q - Soin that case -- and you will see that | did -- | have
had the cal culation done and it appears up in the upper
right-hand corner. |If you took that 501, 718, divided by
t he nunber of hours in the nonth, you would get the
average capacity requirenment, 697 negawatt, subject to
check? | don't know whether you have had a chance --

DR. EARLE: Yes, subject to check.

Q - Now Doctor, this norning in your presentation you were
maki ng a conpari son between the ancillary service rates in
NEPOOL versus the rates charged under this tariff, is that
correct?

DR EARLE: That is correct.

Q - Okay. Wat | would |ike to do now, Doctor, is using sort

of the same net hodol ogy that we just went through and

whi ch appears on exhibit A-42, try to apply that to the NB
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Power situation.

And | would just like to wal k you through sone
cal cul ati ons and see whether we can cone up with
conpar abl e percentages that are -- you have given the
percentages for Central Maine Power in response to | R-3.
l"mgoing to try with your assistance to devel op the sane
for NB Power.

Sorry, New Engl and, not Central WMine Power.

DR. EARLE: Thank you.

Q - Forgive nme. In that regard I would first ask you to | ook
at exhibit A-2 which is the original evidence binder,
Doctor. And it is Appendix B which is the rate design
docunent and at page 71 of that docunent.

Do you have that in front of you, Doctor? Doctor, if
you could | ook at the second col um under "Service
Required”. And since we have been focusing on spinning
reserve, go down and |l ook at spinning -- 10-m nute
spinning. It has 88. 2.

Wul d you agree with me that that is NB Power's
requi renent for 10-m nute spinning reserve?

DR. EARLE: For the purposes of this discussion.

Q - You will agree with ne that that is --

A. | agree.

Q - -- what is filed in the evidence though, Doctor?
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A.  Yes.

Q - And we just did the calculation on A-42 where we arrived
at the 697 nmegawatts for New Engl and. So those woul d be
conpar abl e nunbers? They woul d be conparators?

DR. EARLE: No.

Q - They wouldn't? Wy not?

A.  As | understand NB Power's nethodol ogy, this nunber
here would refer to the yearly -- is based on | ooking at
the yearly peak. The nunber -- the 697 nunber is an
aver age nunber.

Q - Well, for purposes in this application, Doctor, NB Power
hasn't differentiated. It is just a peak nunmber. It
hasn't differentiated for peaks over the year. This is
what NB Power has determined is its spinning reserve
requirenent.

Wul d you agree with that?
DR. EARLE: | would agree with that.

Q - And if we go back to the 697 negawatts that we tal ked
about earlier, Doctor, that would formpart of the 10-

m nute spinning reserve of 4.3 percent on your exhibit IR-
3, is that correct?
DR EARLE: That is correct.
Q - Okay. Now if we take the spinning reserve requirenent

for NB Power, which is 88.2 negawatts, and if we take
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that, if we were using the sanme net hodol ogy, we woul d take
NB Power's total transm ssion system | oad, which is
14,129, 000 negawatts, you can calculate a simlar ratio
for NB Power, is that correct, if you had the system | oad
and the spinning capacity requirenent?
DR. EARLE: |I'msorry. You are saying system | oad?
Q - The systemload is 14, 129,000 negawatts?
DR. EARLE: All right.

MR. SMELLI E; Is there sone reference for that, M.

Chai r man?
MR MORRISON: Yes. |If you would like to -- | can refer M.
Snellie to it. It is in exhibit A-5. It is the annual

report, tab 4, page 47, total in-province sales and
distribution |l osses. Total in-province sales were 13, 795.
Distribution | osses are 334. The total is 14,129, 000
nmegawatts. Sorry, negawatt hours.
Does that satisfy you, M. Snellie?

MR. SMELLIE: |If you had a page reference it would be

hel pful .
MR. MORRI SON: Ckay. It is A5 tab 4.
MR. SMELLIE: Page 47, did you say?
MR, MORRI SON: Page 47.
MR. SMELLIE: Thank you.

Q - And I don't know if it is necessary for you to turn that
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up, Doctor, but --
DR. EARLE: It is at page 477

Q - Page 47, yes. "Statenent of Generation, Statenent
Overview' on the top of the page. |In the second bl ock,
"Statement of Sal es", you see total in-province sales
13, 7957
A.  Yes.

Q - And then two lines -- three lines belowthat,

di stribution | osses of 3347
DR EARLE: Yes.
Q - And the sumof those is 14,129,000 negawatt hours?
DR EARLE: Yes.

Q - So subject to check, Doctor -- you can go through the
calculation if you like. But we have done it. But you
can -- for purposes of ny questioning, if you take the
88.2 negawatts and you nultiply it by the nunber of hours
in the year, which is 8,760 and you divide that by the
total systemload, which is 14,129,000 negawatts --
megawatt hours, sorry, tinmes 100 percent, that should give
you the ratio or the percent -- sorry, the percentage for
spi nning reserve for NB Power, would you agree with that,
of 5.5 percent?

DR. EARLE: The difficulty I have with that calculation is

that the assunption that seens to be built into it is that
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you have a 100 percent |oad factor.

In other words, the assunption is that at every hour
you are going to be purchasing 88.2 negawatts of spinning
reserve, whether it is the peak or whether it is off-peak.

Q - Okay. But for the purposes of this, let's assune that
that is the case, for the purposes of this cal cul ation?

DR EARLE: But it is not the case.

Q - Dr. Earle, it is the contingency that determ nes the
requi renent. And the contingency won't change whether it
is on-peak or off-peak, is that correct?

DR. EARLE: Contingencies are usually expressed in
per cent ages of | oad. Now when you tal k about peak | oad
and the contingency of that, that gives you -- that |eads
to, according to the evidence, 88.2 negawatts of spin.

It is somewhat unusual, and | don't think that it is
the case here in New Brunswi ck, but it is certainly not
the case in NEPOOL, that off-peak you would buy the sane
nunber of megawatts of spinning reserve as you would on-
peak, for the sinple fact that off-peak you have | ess
| oad. And so you don't need to buy as nuch.

Q - But the capacity would remain the same whether it is on-
peak or off-peak, correct?

Maybe | can ask you a different question, Doctor. Are

you saying that the requirenent depends on the |oad?
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DR. EARLE: Well, | guess | should clarify. In New

Brunswick if the first contingency is in fact always Point

Lepreau, then in that case it woul d not.

- Well, the first contingency always is Point Lepreau,
isn"t it, Doctor?

DR. EARLE: | guess ny understanding is Point Lepreau does
have a very high capacity factor. There are tines when it
doesn't run

- But the first contingency in New Brunswi ck is Point
Lepreau. And that doesn't change?

DR EARLE: | will accept that.
- So then we can continue with our calculation, Doctor. If

you took the 88.2 nmegawatts tinmes the nunber of hours in
the year, divide it by the total load times 100 percent
woul d yield a percentage which would be simlar to what
you cal culated in your IR-3.

But the percentage for New Brunsw ck spinning reserve
woul d be 5.5 percent, subject to check? Wuld you agree

with that?

DR. EARLE: Subject to check.

- And Doctor, we could do the sane cal culation for the
other ancillary services. And | don't want to take the
time of the Board in doing that.

But subject to check -- we have done them And
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subj ect to check, the reserve spinning, as | said, was
5.5. percent for New Brunsw ck conpared to 4.3 for New
Engl and. The reserve supplenmental 10-m nute for New
Brunswi ck was 15.2 percent.

And in your IR 3 you had 4.7. And the reserve
suppl emrental 30-m nute was 9.9 percent. And your
cal cul ation for New Engl and was 4.2 percent. And for
regul ation in New Brunsw ck, which includes |oad
foll owi ng, New Brunsw ck woul d be 3.9 percent.

And New Engl and, | believe your corrected nunber is
3.2 percent, is that correct?

DR EARLE: That is correct.

Q - Gkay. And wouldn't you agree, Doctor, that the
di fferences between these two sets of percentages are
attributable to the required generation capacity relative
to the size of the | oad?

DR. EARLE: Yes.

Q - So that if you had two systens that have the sane cost of
generation capacity that are providing ancillary services,
one requires nore generation capacity for the provision of
ancillary services relative to the size of its respective
|l oad, it would be reasonable to expect that the rate paid
by custonmers on the systemthat has the |arger requirenent

proportionately would be nore than the rates on the ot her
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syst enf
DR. EARLE: Assuming the costs of generation were in fact
t he sane.
Q - Yes. You would agree with that, given that assunption?
DR. EARLE: Well, just to nake it clear, certainly if you
have a hi gher requirenent than -- you woul d have a hi gher
cost for the ratepayer.

So if New Brunswi ck increased its requirenents, if it
went from Point Lepreau to say a thousand negawatts, then
there woul d be an increase in the rates in New Brunsw ck,
yes.

Q - And those criteria are driven not by NB Power but by the
si ze of the contingency, correct?

DR. EARLE: Well, those criteria are driven by -- the
reliability criteria are set up through a reliability
or gani zati on such as the NPCC that you nentioned.

In terns of how those reliability criteria apply and
what the resulting nunbers are, those resulting nunbers
are the result of choices made by New Brunswi ck Power.

Q - But all things being equal between two utilities or two
systens, two control areas, all things being equal,
Doctor, the systemthat has the |arger requirenent
proportional to its load is likely to have higher rates,

isn't that correct?
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DR. EARLE: Again assum ng the sane costs of generation

Q - So the answer is yes to that, Doctor?

DR EARLE: Yes.

Q - Doctor, | understand that, at |least in response to one of
your undertakings, and I don't have -- | have the
reference, but | don't have the undertaking i medi ately
before me. It was JDI NBP IR 2.

You indicated that you had | ooked at the Al berta
mar ket in formul ating your evidence. D d you do any
exam nation of the Al berta market?

DR. EARLE: | considered using Al berta as a conparator.

Q - And in doing that, Doctor, were you aware that Al berta
used proxy units for its pricing nethodology in 1996?

DR. EARLE: | was not aware of that as apparently neither
was New Brunswi ck Power given the novelty of using proxy
pri ci ng.

| believe New Brunswi ck Power also said in response
that they didn't know of any place else that did use proxy
pri ci ng.

MR. MORRI SON:  Thank you very much, Dr. Earle. Those are
all the questions | have. Thank you for your
consi deration, Doctor. And | believe ny friend --

DR EARLE: You are wel cone.

MR. MORRI SON: -- and colleague M. Hashey will continue
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wi th the bal ance of the panel
CHAI RVAN: I f you want to break while you nove around or --
MR. HASHEY: If you would like to wait -- naybe we shoul d
have five m nutes.
CHAI RMAN: Ckay. Five m nutes.
(Recess)

CRGSS EXAM NATI ON BY MR. HASHEY:

CHAI RVAN: Go ahead, M. Hashey.

MR. HASHEY: Thank you, M. Chairman.

Q - Dr. Yatchew, I will question you initially. And then I
will nove on to M. Mosher. | probably won't get to M.
Mosher till tonmorrow by the | ook of the tine today. But
let's carry on.

Dr. Yatchew, ny understanding is that your background
is econom cs not finance, is that not correct?

MR YATCHEW Finance is a subset of economics. So |I'm an
econonmst. And | do a lot of quantitative anal yses. And
anongst other things | do areas of financial analyses.

CHAI RMAN:  Doctor, I'mhaving a little bit of difficulty in
hearing you. |If you would like to bring the m ke over.
|"mterrible that way. But it is the role | play |I guess.

Thanks.
MR YATCHEW And | have done a consi derabl e anount of

advising in the financial area. And sone of ny research
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is basically at the frontier of financial econom cs.
woul d be happy to point you to papers of mne.
No. | think we can go on the Internet and find those.
This is the first time you have testified before a Public

Utilities Board or simlar board, is that correct?

MR. YATCHEW That is correct. This is the first time

have testified. | have prepared testinony before. As it
turned out the hearing ended because the applicant
wi t hdrew their application.

Now if we could -- just a very few questions on the price

cap issue here?

MR. YATCHEW Yes, sir.

Fromwhat | read and what | have heard you say this
norni ng, you are really saying that price cap regulation

is a good idea and that you pronote it, is that correct?

MR. YATCHEW Price cap regulation, and nore generally the

i dea of incentive regulation is a good idea. It
represents an inprovenent over conventional nodes of
regul ati on.

How it is applied is critical. The way it is applied
in the private sector, where you have the natural creation
of incentives, is rather different than how it would need
to be applied in the public sector to have sone efficacy.

Well, what | believe | heard you say this norning, that
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this may not be suitable for a public conpany, price cap
regul ati on?
MR. YATCHEW Price cap regul ation as proposed, as contained
in the application and as described in Dr. Mrin's
evi dence, | do not believe will lead to substanti al
ef ficiency gains.
Q - You disagree with Dr. Mrin on that point.
appreci ate that.
MR YATCHEW  Yes.

Q - Yes. And in your evidence on Interrogatory which is
Interrogatory 21, which was an Interrogatory from NB Power
-- we can find that in JDI-1 and 2 in the exhibit book.
And under tab -- or sorry, appendix A which starts with
JDI NBP IR 17 --

MR YATCHEW  Yes.

Q - Yes.

MR. YATCHEW This is the -- you are referring to the paper
by Jamasb and Pol litt?

Q - No. I'msorry. | may have confused you. It is the
answer to the Interrogatory. It is referenced "Evidence
of Dr. Adonis Yatchew'?

MR. YATCHEW Yes. M apologies. This is IR 21, JD NBP
CHAI RVAN: W thought we were there. | thought we were

| ooking at JDI NB Power IR 17, appendix A?
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MR. HASHEY: Yes. It is 21. It is at the top of it. It

says page -- or it says 38.

CHAIRVAN:  I'msorry, M. Hashey. This is page nunber you

are tal king about now?

MR. HASHEY: The 38 is.

CHAI RVAN:  Oh, okay.

MR. SOLLOWsE: Ch, | see, yes.

CHAI RVAN: [t is within the answer to IR 177

MR, HASHEY: Right.

CHAI RVAN:  Ckay.

MR. HASHEY: No, no, no. It is IR 21.

CHAIRVAN:  If | can't find the pages how can | understand

t he evi dence?

MR. HASHEY: That is a whole different area.

Looki ng at that question and the answer -- and | would go
down into the third paragraph of your response. And what
you say, it is consistent with JDI NBP IR 16.

Then you say the reconmended return of 8.25 percent
and 70/ 30 debt equity ratio assunes that all the necessary
and required steps have been conpleted to permt adoption
of a PBR net hodol ogy.

Do you still agree with that?

MR YATCHEW  Yes.

And you woul d agree with nme at this point that all the
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necessary required steps in your opinion have not been
conpleted to permt the adoption of PBR at this tinme, is
t hat not correct?

MR. YATCHEW That is correct.

Q - Therefore these two nunbers, 8.25 percent and 70/ 30
assune are not avail abl e?

MR. YATCHEW As | stated in ny presentation, particularly
at the last slide, the recomrendation that | have is that
once all these steps are taken and once effective
i ncentive nmechanisns are put in place, then at that point
intime it would be appropriate to introduce a rate of
return on equity with a 70/ 30 debt equity structure.

And that woul d be consistent with an efficient PBR
mechani sm being in pl ace.

Q - 1 hear -- oh, | understand. Thank you. | didn't | guess
appreciate that. So therefore until that is done those
nunbers woul dn't be appropri ate?

MR. YATCHEW That is correct. And indeed Dr. Morin's
evi dence was that his nunbers were prenm sed upon a price
cap net hodol ogy being in place.

Where we di sagree, anongst other areas, is what kind
of incentive nethodol ogy should be in place and how to
assure that it is effective or at |east how to increase

the likelihood that it is effective.
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Q - Now on your return on equity you have relied extensively
on Booth and Berkowitz evidence in the province of Quebec
in answers to your undertakings. A big part of this book
contains that, does it not?

MR. YATCHEW The answer to the second question is yes. A
| arge part of that book does contain the Booth and
Ber kowi t z evi dence.

Q - Yes.

MR. YATCHEW However it is not the case that in ny return
on equity reconmendations | have relied upon the Booth and
Ber kowi t z docunent ati on

| have relied upon gold standard fundanmental research
that has been published in the top journals. What Booth
and Berkowi tz evidence shows is there is a body of
evidence that also relies nore or |ess on the same kinds
of studi es.

So | draw ny conclusions in part on the Triunph of the
Optimst, on the papers by Fama-French, by C aus-Thonas,
by Bl anchard, all of whom conclude that return on equity
nunbers are much nore appropriately in the range of 4
percent rather than the much hi gher nunbers that Dr. Morin
reconmmends.

And Booth and Berkowitz al so reference these sane

anal yses and st udi es.
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Q - But you would agree with ne that before the board in
Quebec on the transm ssion hearing that took place, that
Boot h and Berkow tz reconmended 8. 25 percent ROE in that
hearing, did they not?

MR. YATCHEW Yes. | believe that is correct, yes.

Q - Right. And you further agree that the Regie didn't see
fit to make that award. And there was an award of 9.77
percent ?

DR. YATCHEW Yes, | believe the Board awarded sonething
like 9.72, if I"'mnot m staken. Perhaps |I'm --

Q - wWll I may have been off by a point or two and
apologize if I was on that.

DR YATCHEW That Board al so used raw betas with a val ue of
about .53 and also rejected the use of adjusted betas,
which is what Dr. Morin uses.

Q - But they -- that Board as well | would suggest to you did
gi ve consideration to the Anerican factor which you
haven't, and | will cone to that.

DR. YATCHEW | woul d expect that it did to sone degree,
yes.

Q - It stated it right in there, did it not?

DR YATCHEW | don't have the decision before ne.

Q - Now woul d you agree with ne that TransEnergi e has no

revenue risk fromthe long-termusers of the transm ssion
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system as the revenue requirenent in Quebec is spread on
the basis of |oad ratio share?
DR YATCHEW | haven't reviewed this in detail but that is
nmy approxi mat e under standi ng of the case, yes.

Q - And you further understand that NB Power Transmi ssion is
proposing a fixed tariff and will bear the risk of volune
fluctuations?

DR. YATCHEW |'m aware of that, yes.

Q - Now TransEnergie | would suggest to you has a much
smal | er share of revenue derived fromshort-term
transactions. In other words it's about one percent as
conpared to New Brunswi ck Power's 10 percent?

DR. YATCHEW | don't know the exact figures. | wll accept
t hat as bei ng reasonabl e.

Q - And you do recognize that TransEnergie differing from NB
Power will not need to raise capital on the open market on
t he stand al one basis?

DR. YATCHEW  Subject to check.

Q - And size-wise there is no real conparison, is there,
bet ween TransEnergi e Transm ssion as conpared to NB Power
Transm ssi on?

DR EARLE: Yes.
Q - Much bigger in size?

DR. EARLE: Yes.
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- And you would therefore agree with ne that size is a

rel evant factor in raising capital?

DR. EARLE: Yes, size is a relevant factor in raising

capi tal

- And that was one of the considerations in Quebec that

Booth and Berkowitz used in doing their assessnent?

DR. YATCHEW | believe they would have.

Therefore NB Power | woul d suggest to you has
significantly nore risk attached to it than TransEnerqgi e,

does it not?

DR. YATCHEW It m ght have noderately nore risk attached to

it in the broader scheme of things. But it's still a
transm ssi on conpany. And fromthe perception of the

mar ket place as a whol e transni ssion conpani es have mnuch
closer simlarity in ternms of risk characteristics to each
other than to other alternative investnents out there.
There is variation in risk factors even across
transm ssi on conpani es, but transm ssion conpanies are
generally quite simlar to each other. In arriving at ny
recomrendation | took these factors into account, the risk

factors faced by New Brunswi ck Power Transm ssion

- And on risk factors as you say you have based these on a

conpany that is set up with a proper PBR systemin place?

DR. YATCHEW Yes, anobngst ot her assunptions.
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Q - Right. Now on your capital structure |I read your
evidence -- and what | read you to say is on capital
structure it would appear that you -- and |I'mtalking
about your evidence on page 1, where you say, | believe

that a marginally | ower rate of 30 percent would be
adequate essentially because it is very little risk in the
transm ssi on business. That is what you are saying,
correct?

DR. YATCHEW Yes. Could you just point me to -- this is

page 1 of --
Q - O your evidence.
DR. YATCHEW -- of ny testinony?
Q - Yes.

DR YATCHEW Do you nean at page 317
Q - No. On page 11 believe it was, right at the start.
may be incorrect on that and if | am |1 apol ogi ze.

DR. YATCHEW | know | make -- on page 31 at line 10 | state
that | believe that a marginally |lower rate of 30 percent
woul d be adequate essentially because there is very little
risk in the transm ssion business and that the risk of
bankruptcy is negligible.

Q - Okay. Well I will accept that. But in your evidence,
your direct evidence that | have read, | don't believe I

have ever found a reference to the fact that these nunbers
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rely on a proper PBR systemto be in place. Now | may
have mssed it. | picked it up on the interrogatory.

DR. YATCHEW I n making ny assessnent of appropriate rates
of return for this conpany |I considered a | ot of factors,
and | did certainly consider PBR as one of the factors.

Now I think it should be taken in perspective. There
i s unquestionably regulatory risk, but the proportion of
risk faced by a conpany that cones fromthe regul atory
line item so to speak, is really actually very nodest.
And in sonme ways incentive regulation properly applied in
sonme ways it actually reduces risk rather than increasing
risk. |magine a circunstance where you have got a
traditional node of regulation and the regulator isn't
very happy with the perfornmance of the conpany. And the
mar ket i s expecting adverse rulings fromthe regul ator,
which in turn depressed it and increases risk -- decreases
stock price. So traditional nodes of regulation are not
risk free. They also have an attached regul atory ri sk.

Now i magi ne the circunstance where you have a conpany
bei ng regul ated through incentive regul ati on, bounded
ranges on these ROE's of the kind Dr. Mrin has suggested,
dramatically reduces the risk, there are off ranps, you
can apply or appeal to the Board if you have adverse cost

outcones. So there are ways of exiting froma current
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situation if there are unantici pated outcones.

And in addition if your cost performance is inproving
as for exanple what has been the case in the United
Ki ngdom under perfornmance based regul ati on, the regul ator
tends to view the conpanies in nmuch nore favorable |ight
because there is nore of a pie to share with the ratepayer
for exanpl e.

So there is risk in both nodes of regul ati on, whether
it's -- there is regulatory risk in both nodes, whether
it's price cap regulation or whether it's conventi onal
regulation, and it's not obvious to nme that price cap
regul ation is necessarily much nore risky than
conventional regulation.

Q - Thank you, Dr. Yatchew, for that long remark. Wuld you
agree with me that what this Board decides to do
concerning debt equity ratio will have long term
i nplications?

DR. YATCHEW | think here it is also inportant to get the
nunbers right, or as right as we can. | think that there
are long terminplications. That doesn't preclude the
Board in any way from maki ng changes to equity ratios in
the future, as for exanple the National Energy Board has
had to do with natural gas pipelines, which operated at

30/70 ratio for a very long tinme, for nore than 15 years.
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Recently with pipe on pipe conpetition the National Energy
Board has had to nove to a different ratio. They noved to
a 33/67 ratio.

So there are -- you would rather get the nunber right.
There are long-terminpacts. It is not inpossible to
nove froma given debt structure or debt equity ratio to a
new one.

But you are aware that this is the first step into this

arena?

DR. YATCHEW Yes, | amaware of that and that actually

concerns me particularly.
Right. And that's where the Board has to be careful to
make sure they get it right, as | believe M. Ri chardson

has suggest ed?

DR. YATCHEW Yes, | agree with that. And in fact that's

exactly why in ny view the best way to assess the issues
of proper capital structure and proper rates of return is
to consider these issues simultaneously in a generic type
approach across all three subsidiaries, or four. |If there
is going to be a transm ssion, a distribution subsidiary,
a conventional generation subsidiary and a nucl ear
subsidiary, it seens to ne that you would want to consi der
those ideas -- those issues collectively.

In the best world we live in that nmay be exactly correct,
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but you are aware that there is |egislation have been
passed that require us and require this Board to nake a
decision in this area?

DR. YATCHEW |'mnot aware that the | egislation has been
passed.

Q - You weren't aware of the anendnents to the Public

Uilities Board that were passed that caused us to be
her e?

DR. YATCHEW | amaware that there is legislation that is

underway. | wasn't aware that actual |egislation has been
passed.
Q - Okay. Well I"'mtalking about the amendnents to the

Public Utilities Board of |ast year and | can refer you to
those tonorrow, | can have them here if necessary.

DR. YATCHEW Okay.

Q - Anyway, so you do agree though it is critical to start at
the right |evel?

DR. YATCHEW Yes. And let nme just add one nore item

Q - ay.

DR, YATCHEW |I'mtrying to put nyself in the shoes of a
regul ator and | have never been in those shoes, but trying
my best to understand that point of view, the kinds of
conpl ex bal ances that need to be struck.

It would seemto ne that it is generally easier to
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nmove up a little bit than to back off. For exanple,
suppose that -- if we take Dr. Morin's nunber of 11
percent return on equity for this conpany, and then
Ceneration comes in, what kind of nunber are we | ooking at
there for conventional generation? 15 percent? Wat are
we | ooking at for nuclear if 11 percent is sort of the
benchmark for | ower bound?

At that point if it's discovered well perhaps 11
percent and 35/65 was too generous it's a little bit nore
difficult to nove back fromthose nunbers than to nove
forward as circunstances change in the future.

Q - Now you would further agree, or | would suggest to you, |
don't think | amgetting nmany agreenents, but | would
suggest to you that to have proper bond ratings -- to have
a proper bond rating to attract it's necessary to have
favorabl e interest rates?

DR. YATCHEW O course it's inportant to have a reasonabl e
bond rating in order to have reasonabl e interest rates.
But you al so have to take the bigger picture. 1It's not
just interest rates that we are trying to mninmze. W
are trying to minimze the total cost of capital. And
fromthat point of view equity is nore expensive than
debt .

| would also add to that that rating agencies | ook at
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many thi ngs when they assess a conpany. There is a whole
list of criteria. And anongst those are cal cul ated
benchmarks that they do to assess how efficient this
conpany is in conparison to others. And it seens to ne
that that is where you would want to focus the conpany's
energy to try to get good approval ratings fromthe bond
rating agencies, not sinply relying upon providing it with
t he maxi mum equity cushion just so that it can mnimze
its interest costs.

Q - Wll | have listened to the presentation this norning and
| have heard comments to indicate that nanagenment is poor,
hi ghest costs in Canada, no dependable information. A
conpany going into a situation like that to get proper
bond ratings, if this is the way you vi ew t he conpany, |
woul d suggest are going to require sone significant equity
i nvestnents, are they not?

DR. YATCHEW That sounds |ike an odd way to put the point.
If you are saying to ne that what | want to do is | want
to create incentives for the conpany for people in the
conpany to be as inefficient as possible so that they can
get the largest possible equity cushion for the regulators
to ensure a low bond rating, then that's exactly what |
woul d not recomend.

Q - Wll that's not what | was saying. |'msaying that JD
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has been highly critical of NB Power and | have heard --
you know, the cross exam nation went on for days,
suggested that there was uncertainty in their nunbers,
t here was questions on nmanagenent, there were questions
concerning many, many itens, you know, higher rates and
what have you. And I'msaying if that is your view of the
conpany | woul d suggest that you would need to | ook at --
and you were looking at it, you would have to have a
significant equity investnent?

DR. YATCHEW Let ne begin with the -- | mean, there is a
| ot of issues that you have just raised and I'mnot quite
sure exactly where to start.

But to begin with, managenent inefficiency. Wen

made ny presentation | did point to the fact that
el ectricity prices had been rising over the course of the
| ast decade and that is not consistent with a conpany that

prima facie would be under a price cap regulation and its

efficiency would be inproving. | did also say that what
you really want to dois is -- and | stated this in ny
evi dence as well -- what you want to do is you want to do

sone international benchmarking conparisons to the best.
Because w thout doing that how will you know that your
assertions of efficiency are indeed correct? How would I

know? | cannot nake that conclusion that the conmpany is
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i ndeed inefficient without actually doing that kind of
transm ssi on benchmar ki ng conpari son.

So a mgjor conclusion in ny mind is that if you really
are efficient that can be denonstrated in relatively short
order. There are -- for exanple | would call up the
i nternational transm ssion operation and mai nt enance study
group which consists at this time | believe of about 20
transm ssi on conpanies fromaround the world, as far apart

as Tasmania, the UK, the US, and in England, get into

their group. In short order you should be able to know
whet her you are efficient. If you are efficient you can
check that off. This Board will have it would seemto ne

a better basis for comng to the conclusion that it is
efficient.

So the assertion that the conpany is inefficient |
can't make that because the proper conparisons haven't
been done yet and | have not nade that assunption.

- No. Well | have heard that assertion through the whole
evi dence or indications that that m ght be the case. But
the point is you are not meking that assertion.

DR. YATCHEW The point is that -- the point is this that
the circunstantial case in nmy mind is that there should be
substantial efficiency gains in the conpany. Wat are the

reasons why | m ght believe that but not have convincing
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evidence to prove it. Wat are the reasons? Wl for one
thing prices have been going up. Secondly, the conpany
has not been under a node of incentive regulation that
woul d pronote efficiency. if it were as it has been, for
exanple, in the UK you would see trends going in the
other direction. So while, yes, there are circunstanti al
reasons why | mght think that there should be substanti al
efficiency gains -- and indeed the Stone & Wbster report
di d suggest that there was potential for that -- | don't
think that the convincing evidence one way or the other is
out there. | think that it can be obtained and | think it
woul d be very useful not just to persuade the Board
menbers but to persuade the financial community out there.
- Do you know why your panel on page 8 of the presentation
stopped at 1999 in showi ng the cents per kilowatt hour and
didn't expand that to 2000 and 2001? A sinple answer, do
you know why that happened? M. Msher mght answer. Go
ahead, what is the answer?

MR. MOSHER: The associ ation of major power consuners
carried out that study and discontinued it in 1999,
basically saying that since then as jurisdictions have
noved towards deregul ation that it beconmes much nore
difficult to make an adequat e conpari son of what the |arge

industrial rate is across those jurisdictions.
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Thank you. You don't need to answer that, Dr. Yatchew.

DR. YATCHEW Thank you, M. Hashey.

Now, Dr. Yatchew, you are the publisher, | believe, or
the editor of a journal in Ontario, are you not? 1Is it

publ i shed in Ontario?

DR. YATCHEW It was actually published -- produced in GChio.

It's edited at the University of Toronto. I'mthe joint

- I'"msorry. Thank you. That's fine.

DR. YATCHEW -- editor -- actually the senior editor. M
col | eague, Canpbell Watkins is the other joint editor.
And he is in British Col unbi a.

- What do you do as an editor?

DR. YATCHEW For one thing | get to see a great deal of the

research, sonme very good, some not so good, com ng across
my desk that is coming forth in the electricity industry.
So as an editor | need to assess the quality of the
research that is being done. Ensure that it is given a
fair and anonynmous -- we actually use what is called a
doubl e blind process for refereeing where neither side --
the referees don't know who the author is. The author of
course never finds out who the referees were -- are.
Based on these referee reports | usually will reviewthe

paper nyself and conme to a decision on whether it neets
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the standard for the journal or what needs to be done. So
it's basically assessnment of the quality of research

that's bei ng done.

- And unless the quality is good you wouldn't publish it,

it needs to neet a certain standard | woul d suggest,

correct?

DR. YATCHEW At times | nake mistakes |'msure. And |

certainly have published articles that are controversial.
| published in the sense of as an editor | accepted for
publication articles that are controversial. | have been
fortunate to have sone very, very high quality authors
wite to the journal, sone of the top nanes in energy in
the world. People |ike Paul Joskow or -- have published
inny journal. There is a list of people that | provided
in one of the interrogatory responses. But, yes, that's

correct, sir.

- And you are famliar with the Electricity Journal which

woul d meet that sane standard?

DR. YATCHEW | think that it's necessary to explain a

little bit about what different journals -- what roles
publications play. Perhaps it is best illustrated by the
fact that | have published -- by a paper that | have
published in the Electricity Journal which is not the

Energy Journal which is the journal that | edit.
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Q - No, it is a different publication. But you, | believe
have attached as part of your evidence an article you have
published in the Electricity Journal ?

DR YATCHEW That's correct. The article that | have

attached as appendix B to ny evidence | sent to the

Electricity Journal. The Electricity Journal is
essentially a conmunications type journal. It's nore in
the nature of a trade journal that doesn't go -- undergo

the sane kind of referring process that the journal that I
edit or other journals would undergo.
In fact, the Electricity -- the reason that | sent ny

-- the reason | sent a paper to the Electricity Journal

was this, I had witten an extensive analysis of cost -- a
cost for distribution function -- a cost of distributing
utilities. It was published in an academ c journal. The

journal of Applied Econonetrics, which is a thoroughly
refereed journal. But it was a very technical paper. And
it had sone ideas in it that | wanted to try to convey to
the sort of electricity community, so to speak, that
regul ators, for exanple, mght read.

So | took that work, sinplified it, substantially
extracted things, the unnecessary technical stuff and then
sent what was really a conmunications piece to the

Electricity Journal. So for exanple, the statistical
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anal yses that are found in the paper that | have attached
are contained in another previously published paper that
have been undergone an extensive audit refereeing process.
That's not generally true for papers in the

El ectricity Journal per se.

Q - So you snuck one in to the Electricity Journal, is that
what you are trying to tell ne?

DR. YATCHEW |'m not sure what you nmean by snuck one in?
No, sir.

Q - wll, you knew it wouldn't be refereed or assessed so you
woul d get away with it?

DR. YATCHEW No, sir. Let nme not disparage the journal.
The Electricity Journal is a very fine and inportant
publ i cati on.

Q - ay.

DR. YATCHEW And | look at it regularly but it serves a
di fferent purpose. It serves a purpose of providing an
arena for policy debates. It's -- actually I think it's -
- in its banner, subscribes itself as a policy journal.

So -- in fact when | sent -- if | could just -- if you
would mnd for a noment turning up ny paper which is in
appendi x B of -- what's the exhibit nunber? | guess that

woul d be JD-1. Have you got that, M. Hashey?
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- Ohyes. Yes, | -- in fact the whole journal, that's what
t he next question is going to be.
DR. YATCHEW Oh, you have got the whole journal. It's
appendi x B of ny evidence. And it's the paper entitled
| ncentive Regul ati on.
- What do you want to say on that? | really didn't have a

guestion on that other than the fact that you did publish

that there?

DR YATCHEW Yes. Well --

MR. SMELLIE: Well before ny witness continues, M.

Q

Q

Chairman, if my friend is going to suggest that nmy wtness
snuck one in the journal, he better sit back and listen to
t he answer.

- Well go ahead.

MR. SMELLIE: It's a totally inappropriate remark

Well maybe it's inappropriate, but | was told this
journal is not one that you were going to have subjected
to severe scrutiny. That's all | neant.

| wasn't trying to insult you or indicate that you
were doing anything inappropriate. But in this case, you
knew t hat when you submtted this, it wouldn't be subject
to scrutiny before a decision was nade on publication. 1Is

t hat what you are sayi ng?

DR. YATCHEW Let ne -- let nme repeat. This journal, the
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Electricity Journal is a good journal. [t serves a very
i nportant purpose. It has an inpressive Board. It does
not undergo -- the papers of that journal do not undergo

the sane refereeing process as | understand that, for
exanpl e, an academ ¢ journal woul d.

Moreover, the Electricity Journal is not |isted as one
of the -- it's not covered in the Social Science Citation
| ndex, for exanple, which is a standard index in the
soci al sciences which enconpasses literally hundreds and
hundreds of journals that are usually considered to be
acadenm c referee journals. Having said that that doesn't
mean that this journal publishes inferior quality
mat eri al .

The reason that | asked you to turn up ny paper is
this. Wwen | did send this paper to the journal and they
said to ne, well that's fine, and | said well are you
sending it out for refereeing? And they said well, we
Will just reviewit in-house. Wiat | didis | sent it out

nmyself to people in the energy business and others to

reviewit. And if you take a |ook under the -- on the
| eft-hand colum you will see a list of nanes at the
bot t onf?

Yes. No, | see that.

DR. YATCHEW Denny Ell erman, Richard G een, David Newbery,
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Maurice Tucci, Canpbell Watkins, and so on. | sent it out
to these people to have it reviewed just to get their

views to nake sure that | hadn't omtted stuff that was

i mportant.
Now if you turn -- if you would be kind enough to turn
with me to page -- what's narked as page 60, it's the |ast

page of the paper --

- | amthere.

DR. YATCHEW -- and there is a footnote, narked footnote 7

in the right-hand colum. And what's listed there is a
paper of mne that's published in the Journal of Applied
Econonetrics. This paper in the Electricity Journal is
f ounded upon enpirical work that was published in the
Journal of Applied Econonetrics, which did go through an
extensive refereeing process. In fact the turn around
time was sonething |ike two years.

So that's why | felt confident about the nuneri cal
anal yses that | had perfornmed here.
- In any event, the Electricity Journal in January/February

2001, you published an article in that? Correct?

DR. YATCHEW Yes. And it was this article.

- And in that journal there is a further article that
states -- and it's entitled, Assessing the Cost of Capital

for a Stand Al one Transm ssi on Conpany?



- 2089 - Cross by M. Hashey -

DR. YATCHEW | understand there is that, yes. And you were
ki nd enough to --

- And | have supplied to that ny friend, M. Snellie and
your sel f?

DR. YATCHEW | very nuch appreciate the courtesy.

MR. HASHEY: M. Chairman, | would |ike to question on this
article. And | would like to have it marked. It is in
the very journal this gentleman published. | would |ike
to ask hima few questions on it.

CHAI RVAN:  Any problemwi th that?

MR. SMELLIE: No. Dr. Yatchew doesn't publish the journal.
But | have no difficulty with the article being marked.

MR. HASHEY: Thank you, M. Snellie.

CHAI RMAN:  That's A-43. M. Hashey, | amjust |ooking at
the tinme and when you are through --

MR. HASHEY: It mght be at an appropriate tinme to break.

CHAI RVAN:  Appropri ate now?

MR HASHEY: Yes.

CHAI RVAN: Al right.

MR HASHEY: And M. Chairman, it's clear to nme that | wll
be finished easily in the norning tonorrow.

CHAI RVAN: Al right.

MR. HASHEY: The line of questioning is noving ahead well.

Just so that you have a sense of that.



- 2090 -
Do we have a time set for the Informal Intervenors?
And do we know how nmany wi |l be addressing the Board yet
at this point? | think we set it Wdnesday, didn't we?

CHAIRVAN:  On the first score, the Board Secretary sent out
an e-nmail to the Informal Intervenors just prior to
Christmas and asked that they contact an individual at the
Board offices tonmorrow norning to get a sense of when it
is that we woul d hear them

Certainly if we were to set it for -- | just don't
know for instance if you are | ooking at rebuttal
possibilities, et cetera, that sort of that?

MR. HASHEY: Not very nuch

CHAI RMAN: Okay. Well then | woul d suggest that we coul d
set it for noon hour or let's say at 1:30 on Wednesday i f
that's convenient to the parties that we do the Infornmal
Intervenors at that tinme if that's all right.

Yes. M. Snellie?

MR. SMELLIE: Sorry, M. Chairman. | just -- | was going to
ask a question, which M. Hashey's coment just nade ne
forget about -- there is going to be rebuttal evidence?

CHAI RMAN:  That was rather a nebul ous response. And |
decided to leave it just that way for now and we woul d
see --

MR SMELLIE: Well | will tell you what ny original question
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was, M. Chairman, particularly vis-a-vis Dr. Earle, who

needs to return to California. |If my friend says he is
going to be finished tonorrow at noon, | gather M.
MacNutt may have a couple of questions. |'m presum ng

that the Board m ght have a few questions, but
potentially --

CHAI RMAN:  You know how you have to have caution with Board
counsel

MR SMELLIE: ©Oh indeed. | have cone to learn that, M.
Chai r man.

MR. MACNUTT: The Board counsel's questions are now zero.

CHAI RVAN:  Oh, all right.

MR. SMELLIE: So that gives ne sone confidence that at | east
Dr. Earle can nmake plans to return hone tonorrow afternoon
late. But if there is to be rebuttal evidence, then there
may well need to be cross exani nation.

CHAI RVAN: Al right. Well what | amgoing to suggest M.
Hashey if | mght is that when we reconvene tonorrow
nor ni ng, perhaps we coul d approach what the nature of the
evi dence that you mght wish to bring by way of rebuttal

Wul d that be --

MR. HASHEY: That's fine. There may not be any. There

m ght be just alittle bit.

CHAI RVAN: Yes.
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MR. HASHEY: And dependi ng on maybe sonme of the answers
tomorrow norning. But we are not bringing Dr. Morin back.
He is not here. And we won't be going into | engthy
rebuttal evidence.
CHAI RVAN:  Ckay.
MR. HASHEY: And | don't think there will be any problem for

Dr. Yatchew, Dr. Earle and even M. Msher --

CHAI RMAN: | certainly hope they have their --

MR. HASHEY: -- to get home tonorrow night.

CHAI RVMAN:  -- | hope they have their reservations because ny
understanding is there are none available till at |east
Thur sday.

When you live in the back of the beyond and you get
one day of flights interrupted it takes a week to catch
up. That's all | can say. There is a nonopoly that
shoul d be regul at ed.

MR. HASHEY: M. Chairman, there is one other issue before
concl udi ng?

CHAI RMVAN:  Just before we do there was a second part of your
guestion, M. Hashey, was how many |Informal |ntervenors
have indicated that they wanted to address the Board?

And | will ask the Secretary, Ms. Legere. W had
one. But it turns out that that in fact is a Fornal

| nt er venor.
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So have any of the Informal Intervenors indicated that
they wanted to address the Board, to your know edge at
this tinme?

MRS. LEGERE: Not to nmy know edge at this tine.

CHAI RVAN:  Ckay.

MR. HASHEY: That may sol ve that one too.

CHAI RVAN:  That may solve that as well.

MR. HASHEY: Last issue for the day, M. MacNutt pointed out
to me today, as you know, Ms. Tracy's assistant has had
quite an effort in trying to keep track of all the
undert aki ngs that we have had here.

CHAI RMAN:  She has done a remnarkabl e job.

MR HASHEY: | think so too. It is an enornmous effort. But
M. MacNutt indicates, as only M. MacNutt coul d ever do,
that he has found one that we didn't nanage to pick up on
our list. And | have asked himif he could put that on
the record today. Because |I'm hoping agai nst hope that we
will be able to finalize the undertakings tonorrow, so
when we | eave here we have got a conplete record and we
don't have to be concerning ourselves wth whet her
sonebody woul d want to have to question on sonet hing.

So we are working hard towards that. Wether we
achieve it or not I'mnot certain. But we are getting

very cl ose.
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So there is one other that M. MacNutt wanted to
menti on.

CHAI RMAN: Okay. M. MacNutt, will you --

MR MACNUTT: Yes, M. Chairman. The reference is the
transcri pt of Decenber 16th, pages 1,361 to pages 1, 369.
It arises out of an answer given by Ms. MacFarl ane in
response to a question | asked of Dr. Mrin wherein he
guoted fromhis text with respect to the treatnent of
AFUDC and CWHIP in table 4 of M. Lavigne's evidence.

In her response, before | actually got the chance to
put the question to Ms. MacFarl ane, she responded at the
opening of the hearing. She indicated that table 4 was
amended. And NB Power filed an anmended table, exhibit A-
28.

At the end of it she -- imediately follow ng the
tabling of that exhibit, she gave an expl anation of the
i npact on the table. And she asked if that was clear.
And | said yes, on the record it is clear.

And | asked, would you please -- what other table

would it appear in? And | indicated that we found it at
-- well, she had been giving the answer that it applied
in table 5.

And then | asked, are there any other tables, and

asked if M. Lavigne could supply the advice, nanely the
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other tables in which the change in figure in table 4
woul d appear.

That has not been responded to. | would |ike to ask
that not only that it be responded to but that NB Power be
requested to provide the other tables where that change in
table 4 has an inpact and copi es of those tables as
amended.

CHAIRVAN: | -- you want a revised table -- if there were
any other tables in the evidence that was inpacted by that
change, you want those revised tables to be filed?

MR, MACNUTT: Correct.

CHAI RMAN: Okay. M suggestion, M. Hashey, if you don't
have tine before we break this week to get themall in, at
| east put themon the record and then supply the anended
tables at a future tine.

MR. HASHEY: W might do that with the same undertaki ng that
we have given with respect to the changes to the tariff
docunent per se that we had agreed on.

CHAI RVMAN:  Yes. As long as we get themon the record.

MR. HASHEY: We will circulate those. W wll get those.

CHAI RVMAN:  Ckay. Fine. W wll adjourn then until 9:30
t omor r ow nor ni ng.

( Adj our ned)
Certified to be a true transcript of the proceedi ngs of
this hearing as recorded by ne, to the best of ny ability.
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