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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

AFTERNOON SESSI ON

CMSR. HARRI NGTON:  We're back on
the record in Docket DE 10-261 Public Service
Conpany of New Hanpshire Least Cost |ntegrated
Resource Pl an. Ms. Know ton.

M5. KNOALTON: | had one
procedural issue that | wanted to rai se before
we get back to cross-exam nation of the panel,
which is I'mtrying to nake ny own best
esti mat e about when this panel mght finish on
the stand. Not trying to rush it, but M.
Smagula and | just wanted to rem nd everybody
that, back when we were here back in April, we
| et everyone know that M. Smagula needs to
| eave tonorrow at about 11:30. He's got a
flight to catch to go out of town for a
prof essional commtnent. So the Conpany at
this point would have limted redirect for the
panel. So I'mjust wanting to raise that
I ssue now, to nake sure that before he | eaves
at 11: 30 tonorrow, that we would do that. And
we did tal k about com ng back on the 11th, on
Friday, but the letter fromthe Comm ssi on

didn't -- reserving these two days didn't
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

i ndi cat e anyt hi ng about Fri day.

CVBR. HARRI NGTON: Wel |, our
goal is to finish in two days.

M5. KNOALTON: Right.

CVSR. HARRI NGTON: So why don't
you, tonorrow norning, make sure you rem nd
us, in case we haven't gotten to that point by
11:30 -- or before 11:30, so you can do your
redirect.

M5. KNOALTON: Ckay. Thank you.

MR. SPEI DEL: Conmm ssi oners,
thank you. There was a false start before we
broke for lunch, and the Conpany has in fact
confirmed what | initially tried to style as
"Confidential Staff Exhibit 2" is a public
docunment now because of the Conm ssion order
related to the confidentiality of the
mat eri al .

CVSR. HARRI NGTON:  Okay.

MR. SPEIDEL: And | had, in
abundance of caution, gone on the basis of ny
expectation that, even though it was nost
likely that the material was public

information, there was a possibility that it
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

was still granted partial confidential
treatnent with regards to a specific schedul e.
So that doesn't seemto be the case, so | wll
w t hdraw t he copies of "Confidential Staff
Exhibit 2," so to speak, and distribute what |
have styled as "Staff Exhibit 7" to the
hearing roomif it's all right.

CVMBR. HARRI NGTON:  Is this
physically a different piece of paper or --

MR, SPEIDEL: It is not. And it
al so relates to ny questioning of M. Smagul a.

So, have the w tnesses been

swor n?

MR, SCOIT: Just for clarity,
you said -- don't you nmean Confidential Staff
Exhi bit 17

MR. SPEIDEL: One, yes. That's
correct.

CVMSR. HARRI NGTON:  So you're
going to basically toss out the one that says
"Confidential" on it and give us anot her one
t hat doesn't say that.

MR. SPEIDEL: That's exactly

right.
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

CVBR. HARRI NGTON:  Which will be
Exhi bit 6.
MR SPEIDEL: So this will be
Staff Exhibit 7.
CVBR. HARRI NGTON: Seven.
(The docunent, as descri bed, was
herewi th marked as Staff 7 for

identification.)

BY MR SPEI DEL:

Q So, M. Snmagul a, the docunent that |'ve

di stributed here, Staff Exhibit 7, is the
Conpany's response to Staff Data Request
Set 2, Question 8, and it was dated May 20
of 2011. Could you please confirmthe fact
stated in your rebuttal testinony -- and |
wll nmake reference to the specific |lines of
that as well. Let's see here. | don't
think that has been -- has this been marked
by the Conpany yet or not?

M5. KNOALTON: Yes, that's
PSNH 4.

MR, SPEIDEL: PSNH 4. Thank you

very much for your hel p, Counsel.

BY MR SPEI DEL:
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

Q All right. So your rebuttal testinony in

PSNH 4, at Pages 15 and 16, there is a
di scussion of the fact that the capital
i nvest nent projections for the |ine marked
"2010" for New ngton station were those
provi ded by PSNH and used by Levitan for the
Newi ngton CUO study. And I will redirect
everyone's attention to the third page of
Staff Exhibit 7, which is a table outlining
di fferent vintages of five-year capital
budget forecasts for New ngton Station.

SO0 you can see that there's a |ine narked
"2010," and there are a series of capital
i nvestnent figures for the years 2011 through
2015, and they're all $500,000 a year. Now --
' msorry.

Coul d you pl ease confirmthe fact that
the capital investnent projections for the
i ne marked "2010" for New ngton Station were
t hose provided by PSNH and used by Levitan for
t he Newi ngton CUO st udy?

A (By M. Smagul a) Yes, they are.
Q And that woul d be $500, 00 per year for each

year ?
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

A

(By M. Snmagula) That's correct.

Now, woul d you al so agree, M. Snagul a, that
the |ine marked "2009" present the Conpany's
capital projections prepared during that
year for New ngton Station?

(By M. Snmagula) No, that's not correct.

The budget projections that you see starting
in any given year are those budgets that
were projected in the preceding year for the
next series of five years. So the budgets
that were in 2011 with $500, 000 were
projected in 2010 for those years.

| think we agree on that point, M. Smagul a.
But what I'masking is, there's a line on
this table here in Staff Exhibit 7 that you
provi ded as part of a discovery response --
t he Conpany did, and you were the w tness
mar ked on that di scovery response -- and in
2009 there was one projection for the 2010
budget and then there's another for the 2011
budget and then there's another for the 2012
budget and then there's another for 2013 and
2014 budget s.

(By M. Snmagul a) Yes.

10
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

11

Q So ny question is, that line that is marked
"2009" presents the capital projections for
Newi ngton Station prepared during the year
2009, or does it not?

A (By M. Smagul a) Yes, that's right.

Q Ckay. So --

A (By M. Snmagula) Well, which line are you
t al ki ng about ?

Q " mtal ki ng about the |line marked -- for
exanmpl e, 2009, there's a colum on the far
| eft that indicates certain years --

A | think that's right. The colum on the
|l eft indicates the year that those nunbers
had been devel oped.

Q Very good. That's ny question. Thank you.

Now, M. Smagul a, the projections for

2011 and beyond on the |ine marked "2009" are
significantly higher than the projections for
the sane years on the |ine marked "2010"; are
t hey not?

A (By M. Smagula) Yes, they're different.

Q Have you any expl anation for the
di fferences?

A (By M. Snagul a) Yeah, there's a nunber of
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

reasons for that, and I'm glad you asked,
because when you asked the question of
show ng what your budgets are, we've
answered the questions, but there's
significantly nore informati on that's behind
t hese nunbers, and |I'd be happy to explain
that for you

As you |l ook at this series of nunbers,
starting in the budgets that were devel oped
in 2006 and '07, you see that there are sone
| arge expendi tures projected in the period
2010 and 2011. That indicates that in 2010
we had projected a | arge nai ntenance year.
And with a | arge mai nt enance year, it
usual ly requires a |l engthy outage. And when
you have a | engthy outage, that is nost
often the tine when you woul d nmake | arge
capital investnents. As a result, our
proj ection, as you can see here in 2010, we
had expected to do sonme nmj or nmi ntenance
and nmake sone capital investnents.

And as we proceeded from 2006, when we
started seeing reduced capacity factors, and

we still held -- in 2007, we still held that

12
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

13

| arge mai ntenance year in 2010. However, in
2008, with the reduced capacity factors, as
you're famliar with, you can see that the

| arge capital investnent was pushed into
2012. 4.4 mllion was shifted. Qur big
year was shifted out two years, and that's
because we were running | ess.

And then you see in 2009 that nunber
was pushed out even further. So, by the --
and the reason | explain this is, as things
wer e changi ng over tine, our actual
projections, which is what this is a table
of, were shifted out because we didn't see
t he operations which drives our budgets, we
didn't see the operations increasing. In
fact, the capacity factors were noder at ed.

And in line with that, what is al so not
portrayed in this table is that the actual
expenditures for capital in 2008 were
2.51 mllion; in 2009 it was 1.1 mllion; in
2007 -- excuse ne -- 2010, rather, it was
418, 000; and in 2011 it was 750, 000; and
this year we've spent, at this point, just

over $200, 000.
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

So you have to put it in context, that
as things were changi ng, as the projections
wer e pushed out, then accepting the fact
that the capacity factors would be in the
single digits, we determ ned that, based on
actuals of 2010 and '11, and projected for
2012, that $500,000 was a very reasonabl e
nunber. Qur O & M budgets simlarly were
reduced over that period.

So, M. Snagula, you seemto be indicating
that, on the basis of the Conpany's
expectations of | ower capacity factors and

| ower use rates for the New ngton plant,
that it has downshifted its expected capital
expendi tures for the plant on an ongoi ng
basis, starting in 2006 goi ng forward.

(By M. Smagul a) Not just capacity factors.
We have a pl anni ng process where we | ook at
equi pnmrent needs and ot her needs of the
facility over a noderate and long-term

hori zon. And we |ook at a five-year horizon
nost commonly, and that assists us in
driving these nunbers out five years. And

we do al so | ook at tines beyond that.

14
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15

So on the basis of what you're saying there,
t he Conpany deci ded to make a significant
downshi ft between its 2009 projection for

t he year of 2011, which had been $1, 210, 000
for Newi ngton, to a 2010 vintage projection
for that very sanme year of 2011 of $500, 0007
(By M. Snagula) Yes, and that's consi stent
to the actuals that we had in 2010 and 2011,
yes.

s that necessarily true, M. Snmagul a?
Because | believe that the Conpany's
projection for 2011, made in 2010 -- that
is, the $500, 000 projection -- has already
been shown to be too conservative. For

i nstance: Do you recall that the Conpany's
response to an OCA data request nentioned
the fact that actual capital expenditures
for New ngton in 2011 totall ed approxi mately
$1 mllion?

(By M. Snmagula) | think, actually, there
was sone noney that was expended that was
actually inproperly booked to the station,
whi ch was rebooked to a transm ssi on account

for work in our high yard. That accounted
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>

16

for, | believe, $300,000 or so being
transferred out of the station costs. And

t he energy costs for the Conpany, the actual
was, as | indicated, about $450 -- $750
mllion -- excuse ne -- $750, 000.

Seven hundred and fifty thousand.

(By M. Snagula) R ght.

And M. Smagul a, has that data response been
updat ed by the Conpany in sone fashion?

(By M. Smagula) | don't recall

Movi ng on. Isn't it true, M. Smagul a, that
sone consideration is being given by the
Conpany to replacing one of the two
auxiliary boilers at New ngton Station
possibly in 2012 with a boiler that uses

nat ural gas?

(By M. Smagul a) Yeah, there is a study
underway to | ook at one of our two auxiliary
boilers to determ ne whether it is nore
economc to nodify that or change that
boiler to one that burns natural gas. That
takes into account the econonics of such an
i nvestnment, the value to custoners and, you

know, air permtting requirenents and so on.
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[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

And that has not been finalized as yet. And
| believe there was a data request which did
mention this.

Now, so, M. Snagula, if the repl acenment
were to take place in either the year 2012
or the year 2013, is it likely that capital
expenditures in that given year in which the
boi |l er upgrade woul d take pl ace woul d exceed
the half-mllion-dollar projection?

(By M. Smagula) That is likely. But the
basi s upon whi ch any such deci si on woul d be
made i s one that would be econom cally
beneficial to custoners. And | think if
this project is successfully justified, it
woul d in fact reduce costs to custoners,
fromwhat | am hearing, generally one- or
two- or two- or three-year payback. So the
econom ¢ anal ysis of New ngton's conti nued
operation would in fact inprove if that

I nvest ment were nade.

But as a general working principle, would it
be fair to say that the 2010 vi ntage capital
expendi ture forecast that had been

integrated by Levitan in its analysis for

17
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18

the CUO study would probably -- there would
be justification for updating or perhaps
revisiting such a projection?
(By M. Smagula) If a future decision were
made, that may be an analysis. But as |
indicated, | think that would illustrate
that the anal ysis would be inproved, as far
as custoner value over that period with a
short payback.
Thank you very much, M. Smagul a.

MR. SPEIDEL: Staff has no
further questions of the Conpany's W tnesses.

CVBR. HARRI NGTON: Ckay. As
previ ously agreed, TransCanada has questi ons
for this panel ?

MR. PATCH. Thank you.

CROSS- EXAM NATI ON

BY MR PATCH:

Q

Good afternoon. M. Large, | think I'd Iike
to start with you. |I|Is the m crophone
wor ki ng?

(By M. Large) Yes, indeed it is.

M. Smagula [sic], you're famliar with a

Comm ssion Oder in 2009, Order No. 24, 945,
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in which it accepted the 2007 Least Cost
| nt egrat ed Resource Pl an? Are you generally

famliar with that?

A (M. Large) | amin general, yes.

Q Do you recall that the Conmm ssion said in

that order, "Early retirenent of existing
power plants for economic reasons is a
practical option for utility planners if
conti nued operation entails the expenditure
of significant investnent dollars"? Does
that sound famliar? | can give you a copy

of the order if it would be hel pful.

A (M. Large) It would be hel pful.

Q What | read fromwas on Page 16 of that

or der .

A (By M. Large) Yes, it's under the heading

of "Merrinmack Continued Unit Qperations
Study." There was consi derabl e di al ogue, |
believe, in that docket about whether a CUO

shoul d be conducted for Merrinack Station.

Q Isn't it true that -- and | think the

Commi ssion later nodified that heading. |
think it recognized that that headi ng had

been i nproperly placed in that order. Do
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you recall that?

A (M. Large) | don't recall that. But |I'd be

happy to take it, subject to check.

Q Ckay. And in the sane order, did the

Comm ssion require PSNH to include in future
Least Cost I|Integrated Resource Plans an
econom c analysis of retirement for any unit
in which the alternative is the investnent
of significant suns to neet new em ssion

st andar ds and/ or enhance or naintain plant

per f or mance?

A (M. Large) The section on Page 16 goes on

to say that, yes.

Q ' mgoing to show you a copy of a response

to a data request from TransCanada in this
docket .

MR. PATCH. |'m going ask that
this be marked. It's TransCanada Set 4,
No. 5. And the responses are dated 12/16/ 11,
and it has your nane as the wtness at the
t op.

CMSR. HARRI NGTON: Tr ansCanada

(The docunent, as descri bed, was
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A

herewi th marked as TransCanada 3 for
identification.)
MR. PATCH. Thank you.
(By M. Large) Could we have an additi onal
copy for the renmainder of ny friends on the
panel ?
(Docunent handed to M. Large.)
Thank you.

BY MR PATCH:

Q

| would ask you, M. Large, to | ook at Ronman
VI. And this asked that you provide the
actual net energy benefits realized by

Newi ngton in the first 11 nonths of 2011 and
conpare the results to the analysis used to
determne the ES rate in the Levitan real
opti on val ue approach. Could you read the
response that you provided.

(M. Large) Yes. In small Roman VI, we
objected to the request, identified that the
pl an we submtted was conplete and that the
net energy benefits were not reasonably
calculated to |l ead to di scovery of
information that would be adm ssi ble. But

not wthstanding that objection, we

21
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identified that, excluding real-tine
di spatch that appears to have been nainly
for operating reserves, PSNH esti mates
Newi ngton's energy nmargin using offer prices
for all of 2011 to be $4 million. Using
accounting record fuel expense, including
days where the dispatch appears to have been
mai nly for operating reserves woul d produce
a different value. Fuel accounting is done
on a nonthly, not daily or hourly basis, and
i ncludes No. 2 fuel oil not directly used
for dispatch. While it mght be possible to
refine the accounting record using daily gas
billing informati on, and possibly daily fuel
use information, that information is not
readi |y avail abl e, whereas the offer prices
are. Ofer prices on gas do not necessarily
refl ect actual gas costs because the gas is
purchased only after New ngton is provided
di spatch instructions, which is subsequent
to the Newi ngton offers being submtted.

The final ES rate filing nodel
subm tted on Decenber 2010 for 2011

estimated Newi ngton's energy nargin to be

22
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approximately $0.7 mllion.

Q So we had asked for the first 11 nont hs of

2011, and it doesn't | ook as though you

provided that. |Is that correct?

A (M. Large) We objected to the question and

provi ded the information we felt provided a

reasonabl e response.

Q Do you have actual nunbers for 2011 now?
A (M. Large) Not with nme, as | sit here

t oday.

Q Wul d you take a record request?

M5. KNOALTON: I'mgoing to
object to that. Certainly, TransCanada could
have noved to conpel if they felt that this
response was not sufficient, and they chose
not to do so. The tinme for filing a notion to
conpel in response to this response is
certainly | ong overdue.

MR PATCH Well, if we filed a
notion to conpel, | don't think the 2011
nunmbers woul d have been ready. | think it's a
reasonabl e record request at this point in
tinme, given where we are. | nean, we just

t al ked about CapEx nunbers where they updat ed
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wth actual nunbers for those years. And
that's all I"masking for in this situation is
actual nunbers for 2011

M5. KNOALTON: | have a
further -- may | state a further objection on
t he basis of rel evance?

CVBR. HARRI NGTON:  Sur e.

M5. KNOALTON: This CUO was
conducted and filed -- well, was filed wth
t he Conmmi ssion in Septenber 2010. The work
was done in the sumer of 2010. And so,
certainly information on that was -- M. Patch
is seeking information froma tine period
subsequent to that | don't believe is
rel evant .

MR PATCH. Well, if | could
just point out to the Conmi ssion, one of the
renedies that is requested in this docket is
t hat an i ndependent consultant be hired to
conplete a CUO study of Newi ngton. So | think
it would be very useful for the Conmi ssion to
know whet her actual nunbers from 2011
correspond in any way to the nunbers on which

M. Levitan relied and the nunbers whi ch PSNH
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has provi ded.
(Of-the-record di scussi on anong Conmm ssi oners.)
CVSR. HARRI NGTON: W'l |l let you
make the request, M. Patch.
MR. PATCH. Ckay. So, just to
be clear, that record request would be for the

actual nunbers for 2011

A (M. Large) And clear as to what actual

nunbers, just so we're all understandi ng?

CVSR. HARRI NGTON: Is this as
stated in your Roman VI there, provide the
actual net energy benefits realized by
Newi ngton in the first 11 nonths of 20117

MR, PATCH: Yeah, that's
correct.

CVMSR. HARRI NGTON:  So you're
basically asking for what's stated in
TransCanada Exhibit 3, Roman VI, on the first
page, but for the entire year and not just the
first 11 nonths.

MR, PATCH: Yeah, that's right.
For all of 2011.

CMSR. HARRI NGTON: That woul d be

Record Request 17

{DE 10- 261} [ AFTERNOON SESSI ON ONLY] {05- 08- 12}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

THE CLERK: No. 4.

CVBR. HARRI NGTON: Four. Ckay.

(The docunent, as described, was
herewi t h marked as TransCanada
Request Request 4 for

identification.)

BY MR PATCH:

Q

Now, the estimates that you provided,

M. Large, in that response, one of them was
an estimate, in that second full paragraph
on the second page of TransCanada Exhi bit 3,
under Roman VI. "PSNH estimates New ngton's
energy margin using offer prices for all of
2011 to be $4 mllion"; is that correct?
(M. Large) That's what | read, yes.

And yet, in Decenber of 2010, the estinate
had been .7 mllion, or $700, 0007

(M. Large) Yes, for the energy service
rate.

Can you explain why there was such a
significant difference?

(M. Large) | think, sinply put, the unit
operated at a | ower capacity factor than had

been originally considered, and that energy

26

{DE 10- 261} [ AFTERNOON SESSI ON ONLY] {05- 08- 12}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

27

prices, therefore energy nmargin, was | ower

t han had been previously consi dered.

Wiy woul d that explain going from 700,000 to
4.0 mllion?

(M. Large) Well, if the market price for
power was |ower, the unit would |ikely
operate less, and therefore, the marginis
associ ated with the benefits to be derived
woul d be small er.

And the nunber that M. Levitan used that
woul d correspond with this nunber, are you
famliar wth that nunber? | believe it's
on Page 232 of the total |IRP pages. So
guess that's a Bates nunber. | think it was
4.486 mllion.

CVSR. HARRI NGTON: Wi ch
docunent are you referring to, M. Patch?
Exhi bit 17

MR. PATCH. Well, it's the
actual IRP. So is that PSNH No. 1?

CVSR. HARRI NGTON:  Yeah, PSNH
Exhi bit 1.

MR. SPEIDEL: And | think for

the benefit of the hearing room M. Patch,
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you're referring to Bates Page 232, or Page 49
of the New ngton study?

MR. PATCH. That's correct.

MR. SPEI DEL: Thank you.

A (M. Large) What | see on Exhibit G 17,

which is the reference page on net revenue,
the bottom nunber in the "2011" columm in
t he "Expected Val ue" section is $4. 48

mllion.

Q And that's actually the corrected page; is

that right?

A (M. Large) It's the study that was filed on

4/ 26/ 11.
Q Ckay. The original net revenue was 2.1;
correct? That was corrected to -- actually,

| guess the original net revenue was
9 mllion, and it was corrected to --

(Court Reporter interrupts.)

Q Let ne withdraw that question. | want to

make sure | get the nunmbers right.

CMSR. HARRI NGTON: The corrected
nunbers are on which exhibit, M. Patch?

MR PATCH. Wwell, is it PSNH 3

wth the corrected nunbers? There's the
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original IRP, which | think is No. 2, and then
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the corrected pages, the CUO study --
actually, those are PSNH 2, as | under st and
it. PSNH 1 is the original IRP with the
original CUO study, and PSNH 2 is the

corrected pages.

BY MR PATCH:

Q

So, M. Large, | don't know if you can
provide to the Comm ssi on a conparabl e
nunber to the one that you provided in
response to that data request that M.
Levitan uses. |Is there a conparabl e nunber
or not?

(M. Large) A conparable nunmber to what, M.
Patch? |'msorry.

Well, TransCanada No. 3, Roman VI, we had
asked you to pl ease provide the actual net
energy benefits realized by New ngton. And
| guess what |'m asking for is whether M.
Levitan had a number that would correspond
to that. Oobviously, it would not be actual,
but it would be net energy benefits assuned
by M. Levitan.

And M. Levitan, if you want to answer
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this question, that's fine.

A (By M. Levitan) Sure, |I'd be happy to. |I'm

sure in our nodel we do have data that woul d
correspond on a probabilistic basis using a
stochasti ¢ approach enpl oyed for real option
val uation for a net revenue for 2011. O
course, it was conducted on an annual basis.

Your Question VI references the first
11 nont hs. ' mnot sure we can sort that
out, but we do have on annual basis the

results.

Q And is that the 4.486 mllion nunber in the

Expected Val ue box in Exhibit G 17?

A (By M. Levitan) Yes.

Q And the original nunmber that you provided --

that was the corrected nunmber | just read.
The original nunber you provided was

15.7 mllion.

A (By M. Levitan) Yes. And that was based on

an erroneous specification that Dr. Carlton
addressed in terns of nodel flaws that were

corrected in April of 2011.

Q And that's -- and we're tal king about

basically the sane nunber that PSNH
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esti mated as bei ng $700, 000 when it did the
estimate for the ES study in 2010.

(By M. Levitan) One is a simulated

ri sk-adjusted result, and the other is an
expected -- is an actual nunber. So, with
distinction in mnd, and that is a very

i mportant distinction, they represent an
estimati on of perfornmance versus the actual
net margin realized in the market. And of
course, it's inportant to note that the fuel
price forecast in the summer of 2010 was
remar kably hi gher across the board than
actual fuel prices that materialized in
2011 -- in particular, the second half of
2011, when natural gas prices across North
Anerica weakened, and in particul ar key
pricing points across New Engl and.

But | think you referenced, you said, an
actual nunber. That's not -- the 700, 000
figure was not an actual nunber. That was
an estimate by PSNH for the purposes of the
ES docket. So that's not an actual nunber;
is that correct?

(By M. Levitan) | did not derive the

31
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nunber, so | can't comment.

Q Ckay. M. Large, back to you. You're
famliar with the Charles R ver Associ ates
studi es on the inpacts of Northern Pass
that's been the subject of a notion to
conpel in this docket and a Conm ssi on
order?

A (M. Large) | have famliarity with it, yes,
and did address questions with respect to it
in nmy rebuttal testinony.

MR. PATCH. | have a copy of
this report. | would request this be marked
as the next exhibit.

CVBR. HARRI NGTON: This w il be
TransCanada - -

THE CLERK: Fi ve.

CMSR. HARRI NGTON: Tr ansCanada
5, LMP and Congestion | npacts of Northern Pass
Transm ssi on Project Final Report.

(The docunent, as descri bed, was
herewi th marked as TransCanada 5 for
identification.)

Q s this a copy of that study?

A (M. Large) | believe it to be so, yes.
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Q Thi s study says that Northern Pass

transm ssion would provide -- |I'm| ooking
here at Page 1, and |I'm| ooki ng about five
or six lines down. It says that Northern
Pass woul d provi de 1200 negawatts of
capacity, "allow ng a significant anount of
power generated by plants burning fossil
fuels to be replaced with inported power

gener ated predom nantly by hydroel ectric

facilities in Quebec.” 1Is that what it
says?

A (M. Large) O her than your characterization
of 1200 negawatts of "capacity." The report

says "power."

Q Ckay. And one of the conclusions of this

study -- and this is on Page 34 -- one of
the conclusions is that the addition of the
Nort hern Pass Transm ssion Project has a
pronounced and continuing effect on the New

Engl and power market. |s that correct?

A (By M. Large) The conclusion at Section 5

identifies those words as you said, yes.

Q And you, M. Large, | think have indicated

in your testinony, both on the stand and
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your witten testinony, that you were
basically in charge of putting the IRP
together and also in charge of directing the
CUO study; is that correct?
(M. Large) Yes, | have overall
responsibilities for both of those filings.
That's correct.
So was it your decision that M. Levitan --
or Levitan Associ ates, be directed not to
take this project into account?
(M. Large) Yes.
In your rebuttal testinony at Page 19, Lines
27 to 29 --

CVBR. HARRI NGTON: Excuse ne.
What exhibit nunber is that so we're all on
t he sane one?

MR PATCH: ' msorry?

CVBR. HARRI NGTON: The exhi bit

nunber .

MR. PATCH. | don't have the
exhibit list infront of ne. |I'msorry. But
it's the --

CMSR. HARRI NGTON:  Looks 1i ke
it's PSNH 3.
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MR, PATCH: PSNH 3. Thank you.

BY MR PATCH:

Q M. Large, Page 19, Lines 27 to 29.

A (M. Large) | have it.

Q And there you had indicated that, at the
time the anal ysis was begun in June of 2010,
you concluded it should be -- "it" neaning
t he NPT consideration -- should be excl uded
because the |ine had not received the
approvals and permts that it needed; is
t hat correct?

A (M. Large) That is what | stated in that
t esti nony, yes.

Q |''mgoing to show you a copy of a PSNH
response dated Decenber 18th, 2011 to a data
request from TransCanada, TC4-4, Set 4, No.
4.

MR. PATCH And |'d ask that it
be marked.
(The docunent, as descri bed, was
herewi th marked as TransCanada 6 for
identification.)
CVSR. HARRI NGTON:  This will be

mar ked as TransCanada 6.

{DE 10- 261} [ AFTERNOON SESSI ON ONLY] {05- 08- 12}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

THE CLERK: Correct.
CMSR. HARRI NGTON: It's Data
Request TC4-4, dated 12/16/2011.

BY MR PATCH:

Q

You' re listed as the witness on this
particul ar response; is that correct?

(M. Large) Yes, | am but certainly in
consultation wth our team

And Question 5 asked you to state whether
PSNH bel i eves there are any approvals for
Nort hern Pass that are in doubt. Can you
read the response?

(M. Large) |I'd be happy to. The response
begins with Itens i through ix, where we
object to the request on the basis that it's
argunentati ve and seeks information that's
not going to reasonably be calculated to

| ead to discovery of information that woul d
be adm ssible in this proceeding.

The status of any given transmn ssion
project that was in the early planning stage
in md-2010 isn't relevant to the New ngton
CUO. In addition, information regarding the

status of such projects is equally avail able

36
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to the requestor, which is a nenber of
| SO New Engl and. To the extent any
information isn't public and relates to the
Nort hern Pass transmission lines it's
confidential and subject to attorney/client
privil ege.

Not wi t hstanding that, am | correct it
was Roman VI you were referring to, M.
Pat ch?
Actual |y, Roman V.
(M. Large) Neither | nor PSNH possesses
know edge of any approvals that are in doubt
by the Northern Pass entity.
Now, obviously, thisis alittle bit later
in time fromwhen the study was prepared.
But do you know what happened with regard to
Nort hern Pass between the tine the study was
prepared and this particular date that woul d
cause you to say they were in doubt at that
poi nt, but they're not in doubt then?

M5. KNOALTON: M. Patch, 1'd

ask you to clarify when you refer to "the

study," what study you nean.

MR, PATCH. Well, | guess |I'm

37
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speaki ng about the CUO prepared by Levitan
Associ at es.

(M. Large) Well, 1'Il attenpt to respond,
M. Patch, because at Page 19 of ny
testinony, | don't use the words "in doubt."
| said that they had not been recei ved and
needed for the project to nove forward. So
that's not a discussion about doubt. It's a
st at enment about perm ts havi ng been

recei ved.

BY MR PATCH:

Q

Ckay. So you didn't have any doubt in the
summer of 2010 that they woul d be received?
(M. Large) No. And that's what the
response in Roman V says.

Well, | thought you were just referring to
your testinony on Page 19, where you said it
wasn't about doubt.

(M. Large) If | could have the reporter
reread what the original question was,
because ny interpretation of what you asked
was about there being doubts as identified
in nmy testinony and then doubt as

established in the data request. And ny
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point was to say that ny testinony did not
refer to "doubt."

Well, did you have any doubt in the summer
of 2010 about approvals? |Is that why you
told Levitan Associates not to include it,
because there was sone doubt?

(By M. Large) It wasn't a question of
doubt. It was a question of the
appropriateness in considering it for this
anal ysis, when in fact our transm ssion team
and the transm ssion portion of the | east
cost pl anni ng docket had excluded it from
their plan, and it was clearly premature for
it to be considered. And it was in

di scussion with our teammates from Levitan
that we agreed to that conclusion. But I
own responsibility for the recomendati on
that it be excl uded.

(By M. Levitan) And if | may suppl enent,

M. Large's response. As an independent and
obj ective consulting firm we welcone the
opportunity to thrash out with PSNH t he
reasonabl eness of not including NPT in the

study. And after careful and neasured
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consideration, it was a very easy call to
reject its inclusion, since we knew in the
summer of 2010 that there's no chance that
t he project was going to be commercialized
in the 2014, 2015 tine frane. And we
recogni ze the legitimate triggers of
commerci al success: | SO system i npact

studi es, |SO queue positions, environnental
permts, financing, a clear commtnent by HQ
in Quebec to line up the financing to
support the bill for exportation. Al of
these things were relevant in reaching that
deci sion in 2010 to exclude NPT fromthe
study design. It was on that basis that we

bolted down the netrics and ran the nunbers.

Q So, no chance at all, M. Levitan? I|n 2010,
no chance at all it was going to be ready in
that tinme frame? |Is that what NPT -- excuse
me. Let ne finish the question. |Is that

what NPT officials were saying at that tine?

A (By M. Levitan) | amnot certain what NPT

officials were saying at that tinme. | know
| was cogni zant of their expressions of

support for the project. But of course, it
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goes so far beyond NPT itself to include
HQ s commtnent as a provincial entity to
enter into the financial commtnments and to
do the bill and to commit the resources in a
weak energy narketpl ace, both for capacity
and energy, when the narket expectations had
shifted radically fromwhat was initially
cont enpl at ed when gas was $8 to $10 per
mllion BTUs. So, for those reasons, and,
in particular, the lack of an | SO queue
position and the |lack of rightness with
respect to environnental permts and ot her
requi rements, it seened very clear to us, as
a transm ssion nodeling team that the

proj ect would not be operational in the
first half of the study hori zon.

(M. Large) Additionally, that's supported
by what the Northeast Utilities Transm ssion
Organi zation that filed a docunent as part
of the Least Cost Plan indicated, that NPT
was not included in their plan horizon

t hrough 2015.

Is that what they were saying publicly at

that time, or is that just an internal

41
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docunent ?
(M. Large) Least Cost Plan section on
transm ssion was filed as part of this
docket .
No, but ny question is the tine franes that
you' re tal king about for when Northern Pass
was going to be operational. |s what you
just said consistent with what they were
saying publicly at that time?

M5. KNOALTON: |'m actually
goi ng to object because that's a
m scharacteri zation of the testinony that's
been given. | think what the w tnesses have
testified to is the period in which it would
not be operational.
(By M. Levitan) And we noted from our
advisory firm s substantial expertise with
HVDC projects el sewhere in the greater
Nort heast what it takes to get thembuilt
even when there are signed contracts
anchoring the project.
M. Large, |I'mgoing to show you a copy of a
response to a data request from TransCanada,

Set 3, No. 2, and ask that it be marked as

42
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an exhibit.
CVBR. HARRI NGTON:  Any
obj ections to marking this?
(No verbal response)
CMSR. HARRI NGTON: Ckay. This
w ||l be TransCanada No. 7.
(The docunent, as descri bed, was
herewi th marked as TransCanada 7 for
identification.)

MR. PATCH. Thank you.

BY MR PATCH:

Q

A

Now, M. Large, you're listed as the w tness
on this response; is that correct?

(M. Large) | am but certainly in
consultation with our team nenbers,

i ncluding the Levitan team

And so you're famliar with the response,
obvi ousl y.

(M. Large) Yes, | am

And this shows the data on New ngton Station
costs revenues and margins fromthe CRA
studies for the years 2015, 2016, 2018; is

t hat correct?

(M. Large) Yes, that's one view of the

43
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worl d as presented in our CRA anal ysis, yes.

Q Coul d you pl ease take a | ook at the Levitan
study, Page 49. And |I'm | ooking at
corrected Page 49, so | think that's part
of ...

CVBR. HARRI NGTON: M. Patch,
are you referring to the original Exhibit 1
Page 497

MR PATCH: No, it's PSNH 2.
That's the corrected pages.

CVSR. HARRI NGTON:  All right.

BY MR PATCH:

Q And again we're at G 17. At the box at the
top, Expected Val ue, do you see the line
Energy Revenue for the year 20157

A (M. Large) | have that. 29, 886, 000.

Q And what's -- or okay. The CRA has for a
base number for 2015 what figure?

A. (M. Large) It appears $1, 219, 000.

Q So that's about a $28 million difference,
roughl y?

A (M. Large) Yes.

Q And for year 2016, what's the nunber that

Levi tan has?
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A

(M. Large) 30,223, 000.

And what's the nunber that the CRA study
has?

(M. Large) 796, 000.

So, again, we're tal ki ng about $29 nmillion
di fference, ball park?

(M. Large) If one believes that the CRA
anal ysis is an accurate representation of
what New ngton's benefits or energy revenues
are going to be, that's what -- you woul d
reach that concl usion

Who conm ssioned the CRA study?

(By M. Large) Northeast Utilities
Transm ssi on Organi zati on.

And for the year 2018, what's the nunber

t hat Levitan has?

(M. Large) 24, 323, 000.

Actually, | think the conparabl e nunber is
30, 887, 000.

(M. Large) Oh, I'"'msorry. Down by a |line.
30, 887, 000. Thank you.

And what does the CRA have for a base nunber
for 2018?

Ener gy revenue of 2,417, 000.
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So, actually, the CRA study does sort of
both, with and w thout NPT. |If you | ook at
t he nunbers, they have base and they have
NPT nunbers. But either way, the nunbers
are not significantly different. But in any
event, they are significantly different than
the ones M. Levitan provided, aren't they?
(By M. Large) They're different, yes, as
pretty much any analysis that attenpted to
anal yze such a vari able would be. But |

woul dn't begin to conclude that they are
accurate or nore accurate. As a matter of
fact, I would find themto be far |ess

accur ate because they didn't account for and
care for the actual operation of New ngton
Station that the Levitan nodel does.

(By M. Levitan) And | would al so point out
that the Charles River analysis is a

pi npoint, termnistic study used in a math
nodel of a conventional sinulation tool;
wher eas, the real option valuation techni que
is grinding through 250 scenari os,
accounting for all sorts of uncertainty

factors in terns of market key rates,
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natural gas costs or oil gas parity ratios
and the like. They didn't do that, nor did
t hey even begin to contenpl ate the hedge

val ue of the asset in terns of PSNH s use.
But nost inportantly, the nunbers represent
very different states, since they're running
a but-for test with and w t hout NPT.

In our analysis, we didn't include NPT,
which is exactly the point. |If Charles
River is right, and in fact New ngton's
energy nmargins are crushed foll ow ng the
injection of 1200 negawatts of energy per
hour, then it wll have a significant
economc inplication in a weak capacity
mar ket for New ngton's future. Wy roll the
dice on its inclusion when you really don't
know i n 2010, 2011 and the like? Al that
| eads you to is the premature retirenent of
the plant. So, with that abundance of
caution, the decision was made once again to
run it wthout NPT.

(By M. Large) If | could add, another point
of difference between the two anal yses is

that CRA, when they were running the GE nmaps
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nodel , was nmaki ng use of publicly avail abl e
data on generators throughout the region;
wher eas, we had access to PSNH s operating
per formance -- operating behavior data for
the plant, in ternms of mninmumrun tine,
ranp rates, cold and hot start costs, et
cetera. So, for the limted anmount of data
that we were able to observe fromthe CRA
study, it appeared that it was using ol der
data, and perhaps not even accurate as ol der
data. It was different. And so it tended
to show that the m ni rumup-time woul d be
much |l onger. So, in order to be able to be
di spatched for a nuch | onger m ni mum
up-tine, it would have to have a hi gher
spark spread; whereas, the operating
performance now of New ngton is able to take
i nto account sone of the daily ups and downs
of the energy spark spread.

M. Large, |ooking back at the CRA study,
agai n conm ssioned by Northeast Uilities,
|'d ask you to take a | ook at Page 4 under
Section 2.1. And at the end of the first

paragraph, if you could read to ne the | ast
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sentence in that first paragraph.
(M. Large) Page 4, the Background secti on,
M. Patch, is that what you're referring to?
No, it's not the Background section. It's
t he regul ar Page 4, not in Roman nuneral s.
CVBR. HARRI NGTON: Wi ch
docunment are we in, M. Patch?
MR PATCH: W're in the CRA
study. Sorry, but I don't recall --
MR. SPEI DEL: TransCanada 5.
CMSR. HARRI NGTON:  Tr ansCanada

MR. PATCH. Thank you.

BY MR PATCH:

Q

A

Page 4, Section 2, Background, 2.1, |ast
sentence in the paragraph, if you could read
that, please, for the record.

(M. Large) Yes. That sentence says that
maj or construction is expected to begin in
2013, with a target in-service date of 2015.
And M. Large, again, this report is

dated -- do you know what the date is on it?
Decenber 7, 2010; is that correct?

(M. Large) The copy that you provided
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doesn't have a date on it, M. Patch. But

"Il accept that, subject to check.

Q | think if you |l ook at the bottom second
page - -
A (M. Large) | see that now, yes. The cover

doesn't i nclude that.

Q Ckay. Thank you. And it was conmm ssi oned

by Northeast Utilities. And actually, the
report was prepared -- you know, my guess.
You tell nme if I"'mwong -- five or six
nont hs after you prepared the IRP in this

docket; correct?

A (M. Large) Five or six nonths after we

filed it, yes.

Q Ckay. As you indicated before, you have

responsibility for preparing the IRP. And
guess one thing | have a hard tine
under st andi ng, based on the responses that I
heard to various questions this norning in

t he di scussion about the non-disclosure
agreenent, you clearly understood that the

| RP was going to be presented to the

Conmmi ssion, the Public Uilities Comm ssion,

in a public forum is that correct?
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M5. KNOALTON: I'mgoing to
object to the line of questioning, to the
extent that you' re asking about the IRP. That
phase of this case has al ready been heard.

CVSR. HARRI NGTON: M. Patch.

MR PATCH: |'mnot sure |
understand that. | have a couple of sort of
f oundati onal questions I'd |like to ask first.
But | guess --

M5. KNOALTON: I nmean, M. Large
was on the witness stand for two days on the
IRP. We're here today on the CUO  So, you
know, | think questions about the CUO are the
focus of his exam nati on today.

MR PATCH. Ckay. Well, ny
question actually, if you let ne get there,
relates to the CUQO

(O f-the-record di scussi on anong Conmm ssi oners.)

CVSBR. HARRI NGTON: Al |l right.
W'll listen for alittle bit, but we don't
want to regress back into the IRP portion of
t he docket.

MR. PATCH. No, under stood.

BY MR PATCH:
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Q | guess it's clear fromthe record,

M. Large, that you had responsibility for
the preparation of the IRP, so | won't ask
you t hat question again.

But you understood, did you not, that the
| RP and the CUO study woul d be sonething that
woul d have to be presented publicly in this

case? |s that correct?

A (M. Large) That was the whole intent of the

preparation of those filings. Absolutely.

Q So, |I'mjust having a probl em understandi ng

why you would not have instructed Levitan
Associates with regard to the data on which
they relied, but it would have to be
information available publicly at the tine
that the report was presented, because |
heard a |l ot of discussion this norning about
various inputs that were protected or too
expensive to provide. You want us to see

t he out puts but apparently not the inputs.

So, could you explain that to ne.

A (M. Large) Well, the work done by Levitan

was to exam ne what they felt were the best

sources of information avail able to produce
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t he highest quality output product in the
CUO that was possible. And their choice of
usi ng Bl oonberg i nformati on was based upon
their experience and historic use of that
information. | believe | heard from ny
friends, M. Carlton and M. Levitan, that
they were unclear until a later point in
time about the | ack of accessibility on a
public basis of the Bl oonberg information.

| believe | heard that said earlier. So I
take it their expectation was that wasn't an
i ssue, and that substantial tine, energy and
expense went into trying to resol ve those

I ssues, and when found unresol vabl e, provide
alternatives that would be perfectly
consistent with, in the specific case of

Bl oonberg i nformati on, that data. And if |
m sstated or |eft sonething short on that
response, please feel confortable to add.
(By M. Levitan) As a |licensee, we were
under rigid requirenents that required us to
protect the information. It was discl osed
in graphic formin the formof basis

spreads. But the actual data itself in
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54

el ectronic format could not be provided, or
it woul d have been a breach of our

obl i gati on.

Those are the only nunbers you have used?
(By M. Levitan) No. There was |ots of data
that we could have used, all pretty nuch
taking you to the exact sane place: Platts,
you know, ElIA data. These data sets are
comonly available to all consultants and
Staff Conm ssion and ot her narket

partici pants.

We based our anal ysis on Bl oonberg
because we're confortable using them and
they' re enbedded in our nodels. Frankly,
this had never come up before, in terns of
publ i c disclosure, cross-exanination and the
like. |If given the opportunity to do it
over again to avoid this kind of
controversy, | would have easily made the
decision to use sone data sets in the public
sector so as to avoid this kind of extended
argunent. But again, it wouldn't have
changed a thing with respect to the results.

Ckay. | have a few questions for M.
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1 Smagula and Ms. Tillotson, since you filed

2 your testinony together.

3 In that testinony, the two of you say

4 that you jointly have nore than 50 years'

5 experi ence nonitoring the regul atory

6 environnent in order to plan for and i npl enent
7 any environnental regulations that apply to
8 t he Conpany's operations. And | was | ooking
9 at Page 8, Lines 4 to 6. Does that sound

10 famliar to you?

11| A (By M. Smagul a) Yes.

12 Q And you al so say that you are constantly

13 nmonitoring the status of regul ati ons;

14 correct?

15| A (By M. Smagul a) Yes.

16| Q And you say that PSNH needs to wait until a
17 final rule is established with a conpliance
18 date in order to begin planning; correct?

19 A (By M. Snmagula) That's correct.
200 Q And you say that quality planning nust be
21 based on final regulations; correct?
221 A (By M. Smagul a) Yes.
23| Q At the sane tine in your testinony, you
24 cited the Conmm ssion's Decenber 28, 2010

{DE 10- 261} [ AFTERNOON SESSI ON ONLY] {05- 08- 12}



[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

56
1 letter that's been marked in this docket as
2 TransCanada No. 1, Pages 13 and 14 of your
3 testinony. And that letter says that a
4 sound pl anni ng process shoul d consi der
5 reasonably foreseeabl e regul atory changes,
6 not just those where a final regulation with
7 a conpliance date is in place; correct?
8 A (By M. Snmagula) | don't have the text in
9 front of nme. But assuming you' re correct,
10 "1l agree to it.
11| Q It's Page 13 and 14 of your testinony, if
12 you want to doubl e-check it.
13 A (By M. Snmagula) |'"msure it's correct.
14 M5. KNOALTON: M. Smagula, |I'd
15 just ask you to speak nore into the
16 m crophone. Thank you.
171 A (By M. Smagula) I'Il trust that your text
18 IS correct.
19 BY MR PATCH:
200 Q Ckay. Thank you. And given what that
21 letter lays out as basically a standard to
22 use, in the next |IRP docket, would PSNH
23 utilize a different standard than the one
24 that you've articulated with regard to fi nal
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regul ations with a conpliance date? Wuld
you use a different standard next tine?

(By M. Smagula) | think the standard we
used is as we had characterized it, and that
is consistent to what had been used in all
the preceding I RP dockets. In the future, |
guess I'mnot going to assunme what we w ||
use, but we will certainly take into

consi deration all of the discussions here
and certainly review the ruling fromthe
Conmmi ssion as to what woul d be appropriate
in future dockets and future analysis. |
thi nk there has been nmuch di scussi on about
what shoul d or should not be included and
things that certain parties nmay have thought
were appropriate. But if we |ook at what
we' ve done in the past and we | ook at our
traditional planning process, we filed

consi stent with both of those.

And so, then, it sounds like direction from
t he Conmi ssion and the order in this docket
with regard to what standard you ought to
use in the future m ght be hel pful, because

it sounds li ke the Comm ssion's standard
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outline in the Decenber 28th letter is
pretty different fromthe one that you
articulated in your testinony; correct?

(By M. Smagula) | guess | think I responded
to your question. |I'mnot sure |'d
characteri ze what the Comm ssion should do
beyond t hat.

All right. On Page 14, you say that at the
time the Conpany prepared the IRP, it did
not, in good faith and with prudence, commt
Conpany resources for planning for any
potential future conpliance with any of --
and then you cited the proposed regul ati ons,
the ones that had been cited by the Consuner
Advocate, Sierra Cub and CLF; correct?

(By M. Smagula) That's correct.

Now, given your many years of experience and
your sel f-descri bed "constant nonitoring of
regulations,” if the plan were being
prepared today, are there any other

envi ronnental regul ations you woul d take
into account with regard to New ngton
Station, given what the Conmm ssion said in

t he Decenber 2010 letter?
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(By M. Snagula) You know, as | | ook at the
regul ati ons that have been referenced, the
CUO has been, | guess | could characterize
it as criticized for not taking a revi ew of
the regul ations. But we have reviewed the
regulations. And | won't bel abor everyone,
unless it's desired, to go through every
regul ati on and comment with regard to the
status of New ngton and its conpliance wth
regard to the regul ati ons on part and
visibility, Cean Air Transport Rule, or the
MAC Rule, and cite the condition of the
facility, the equi pnent that's been
install ed, and our neans of managing its
availability into the future, irrespective
of what these rules are, based on the fact
that it's gas-fired and it does have sone
limted use of oil. W feel very
confortable that our assessnent of this unit
Is very positive wwth regard to that

equi pnent that's installed. And the fact
that we didn't spend pages and go into it in
detail perhaps is sonmething to refl ect upon

in the future. So |l think we're awar e of
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certain people' s perception of this
projected need to neet in the future, but I
think the station is well positioned for it.
Have you read the Levitan study?

(By M. Smagula) | have reviewed the Levitan
st udy.

Are you famliar with the fact that he
assuned the retirenent of 2100 negawatts of
gener ati on?

I'mfamliar that there was some negawatts,
but | don't recall the exact nunber.

Well, I'd ask you to | ook at Page 38 -- and
| guess it would be Exhibit 1, Page 38 of
the CUO study, and it's Page 221 of the
overal | pl an.

(By M. Smagul a) | have the page here.

Ckay. About four lines down there's a
sentence that begins wth "Generally

consi stent with the Connecticut |IRP, we
assuned retirenent of approxinmately 2100
nmegawatts of capacity over the period 2014
to 2016" -- and then the next phrase is of

particular interest to ny question -- "due

to increasingly strict environnmental
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standards.” Now, that sounds a little
different than the standard that you have
used in deciding whether or not to take into
account particul ar environnent al

regul ati ons.

A (By M. Snmagula) | think --

M5. KNOALTON: Actually, | want
to state an objection for a m nute, because
t he standard that the Comm ssion stated in the
Decenber 2010 letter, as | understand it,
related to the IRP. And this is -- M.
Smagul a's here testifying as to the CUQO

MR. PATCH. Well, ny question of
whet her M. Smagula -- maybe | wasn't cl ear
enough. But with regard to the standard that
he articul ated when PSNH t akes i nto account
environnental regulations, and that's the
standard basically, that they're and there's a
conpliance date. And what |I'masking himis
that that's a little different than apparently
what Levitan Associ ates used as the basis for
assum ng 2100 negawatts of capacity
retirenent.

CVMSR. HARRI NGTON: Do you
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under st and the question?
W TNESS SMAGULA:  Yes.
MR, PATCH. It's not a question

for M. Levitan. |It's really for M. Snagul a.

A (By M. Smagula) Well, if I look at the

units that are referenced which characterize
the quantity of megawatts that are
identified, and | | ook at those units
specifically, because | do have sone
famliarity with it, Norwal k Harbor units
are oil-fired. Montville 6 is an oil-fired
unit without a precipitate. Mddletown 3 is
a cyclone-fired unit which will burn natural
gas. Bridgeport Harbor is an older facility
and so on.

So, tal king about units being retired
and conparing them generically or
specifically with New ngton Station is not
an appropriate neasure. |'msatisfied that
the statenent nmade i s perhaps appropriate,
but its characterization and its |inkage to

New ngt on cannot be nade directly.

Q Ckay. But that wasn't ny question, was it,

M . Smagul a?
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(By M. Snmagula) Gkay. Then | guess nmaybe
we'll -- 1"l be happy to respond if you
could repeat it then. 1'msorry.

| nean, it appears, based on the | anguage
that Levitan Associates used in that portion
of the IRP, that they were just referring to
increasingly strict environnmental standards;
whereas, you seemto rely specifically on
final regulations with a conpliance date.
(By M. Smagula) | guess | provided you with
sone input fromne, but I"mnot sure |I'mthe
appropriate one to comment on their study.

| may want to invite themto provide renarks

as wel | .
Ckay. I'll actually give M. Levitan that
opportunity a little bit later. | have sone

questions for themas well.
(By M. Snagula) Okay. Good.
(By M. Levitan) Al though, | would be happy
to comment now if you woul d appreciate the
clarification.
Actually, I'd prefer to wait. Thank you.

You' re famliar, M. Smagula, aren't you,

wth the correction that Levitan Associ ates
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had to make to the study? There was sone
testi nony about that this norning.

(By M. Smagula) | did hear sone nunbers
that were changed. |'mnot as directly
famliar with the specifics of each, but I
under st and general ly what took pl ace.

| nmean, as an exanple of -- | just want to
poi nt you to net present val ue of the
expected energy net revenues reduced from
120 mllion to 40 mllion. And I'm
referencing Page 52 of the IRP -- actually,
of the -- | guess it's the CUO contained in
the IRP, and corrected Page 52, which would
be part of PSNH Exhibit 2. | don't know if
you want to take a |l ook at that, but --

(By M. Smagula) | heard them correct the
nunber. |'mnot sure what | can do to
assi st you any further.

Well, as an order of nmagnitude, from $120
mllion to $40 million, does that sound

consi stent ?

M5. KNOALTON: And |I'm actually

going to object to this |line of questioning.

When M. Smagula took the stand in the case
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this norning, and | asked himwhat his role in
the CUO was, | thought he was very clear that,
as a director of generation of PSNH, what he
did was provide sone i nput data about the
operation of the plant. So, | nean, | really
feel li ke these questions are not properly
focused to M. Smagula's involvenent in the
cuo.

MR, PATCH: VWll, M. Chairmn,
"1l actually withdraw that question for now
and lay a foundation for it.

l'"d like to ask that a
response to TransCanada 3-1, with M.
Smagul a as the wtness, be marked as the
next exhibit.

CVMSR. HARRI NGTON: Any
objections to entering this?

(No verbal response.)

CVBR. HARRI NGTON:  Seei ng none,

this will be TransCanada 7 -- 8.
(The docunent, as descri bed, was
herewi th marked as TransCanada 8 for

identification.)

Q Are you famliar, M. Smagula, wth this
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response that has you listed as a w tness,
dated June 3rd, 20117

(By M. Smagula) I'mfamliar with it, yes.
And Par agraph C asks, "Does PSNH still

beli eve that the original Levitan work
"properly represents the expected val ue of
Newi ngton to custoners?' " Do you see that?
| do.

Coul d you read the response.

(By M. Smagula) "PSNH still believes there
is a range of outcones under which New ngton
provi des value to custoners by being a

physi cal hedge agai nst narket prices, as
well as providing revenue to custoners. The
original and revised Levitan study
quantifies the range of val ue New ngton
provides. The differences in outcones

predi cted by the original and revised
Levitan studies are relatively snall, and as
a result, PSNH believes that the original
Levitan work 'properly represents expected
val ue of Newi ngton's customers.'"”

| wanted to focus on the phrase "relatively

smal I " and ask you whether a reduction from
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120 mllion to 40 mlIlion -- basically, over
a 200-percent reduction -- is "relatively
smal " in your opinion?

A (By M. Smagula) | guess it seens as though

t he nunber is about half or |less than half
of what it was previously. Relatively
small, though, is relative to what? 1Is it
relative to zero, or is it relative to the
two nunbers? So | guess it is a reasonably
good change. | don't know how to

characterize that any further.

Q Ckay. M. Smagula, are you famliar with

the capacity factors in recent years at

Newi ngton Station?

A (By M. Smagula) | am

Q And | believe in your testinony you referred

to themas -- and |I'm | ooking at Page 15,
Lines 8 and 9, "a reduced capacity factor in

recent years." Does that sound correct?

A (By M. Snmagul a) Yes.

Q In fact, I don't knowif you're famliar
wth -- I"'mgoing to give you a copy of this
Comm ssion order. |It's an order dated

Decenber 21, 2009, approving the 2010 energy
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service rate. And | would ask you to take a
| ook at this order at Page 17.

M5. KNOALTON: M. Patch, could
you give us the order nunber.

MR PATCH: Order 25,061 in
Docket DE 09-180. |It's dated Decenber 31st,
20009.

M. KNOALTON:  Thank you.

BY MR PATCH:

Q

And the first full paragraph describes
coments by Steve Miull en, the assistant
director of the Electric D vision here at
the Comm ssion. And it says there, "M.
Mul I en noted that New ngton Station had
become i ncreasi ngly unecononic, and as a
result, its capacity factor has steadily
declined from55.9 percent in 2003 to
3.3 percent in 2008." Dd | read that
correctly?

(By M. Snmagul a) Yes.

So, at Page 16 of your testinony, Line 16,
you referred to, quote, anticipated

conti nued | ower capacity factors; is that

correct?
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Q

(By M. Snmagul a) Yes.

Do you know the capacity factors that

Levi tan assuned?

(By M. Smagula) | would have to ask them or
refer to what they have on their study. |
don't have that nunber in ny nenory.

| mean, subject to check, in the first round
it was 15 to 19 percent; and in the
corrected version, it was 7 to 10.7 percent.
" mlooking at the revised G 17. Subject to
check, would you accept that?

(By M. Snmagul a) Yes.

And any of those nunbers are higher than any
capacity factors that have been present at
Newi ngt on since 2007; is that correct?

(By M. Smagula) It is.

Now, a coupl e of questions --

(By M. Snmagula) | wll add, however, that
we provided themw th the information, and
their know edge of fuel and other factors
creates their projection as to what the
operations of the facility will be. | do
not project the capacity factors.

At Page 87 of the IRP itself, it describes
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Newi ngton Station as, quote, Designed as a
peaking unit for quick start-up." Does that
sound correct?

(By M. Smagul a) That's a general
characterization of its design. That's
correct.

And on the sane page, "designed for fast
response and start-up."”

(By M. Smagul a) Yes, that's the sane
concept .

Wiat's the cold-start tinme for New ngton?

It has been reduced significantly from what
it had been in the past. | think at the
nmonent it's in the six- to seven-hour range,
subj ect to check.

So if a nuclear unit were to go offline on a
sumrer afternoon at, say, 1:00, and

Newi ngt on was needed to cone online froma
cold start, it would be, at a mninmum 7 or
8 p.m before it would be produci ng power at
its capacity. |Is that what those nunbers
mean?

(By M. Smagul a) The nunbers we refer to as

Si X to seven hours to | SO are nunbers that
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we feel very confortable with. [If there is
a system energency, it is ny opinion that we
could inprove that. But the | SO system
would fill that gap, would fill that period
of time with other resources that are nore
readily available to cone on until a nore
economic unit could cone on. And the fact
t hat New ngton provides strength in the
345KV line from Vernont down into eastern
Massachusetts | think would be a very

i nportant factor for it to get online

qui ckly.

Q It's a 400-negawatt unit, and of those 400

megawatts, is it true about 80 negawatts are

desi gned for oil?

A (By M. Smagul a) No.
Q How woul d you characterize it?

A (By M. Snmagula) It's a 400-nmegawatt unit

that can run very close to full |oad on gas,
on natural gas. However, if a full load is

needed, we suppl enent the gas with sone oil

firing to get full load. It can achieve
full load on an oil or a oil/gas
conmbi nation, but not quite a full |oad on
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all gas.

In 2011, do you have any idea of what

percentage of the tinme New ngton operated on

oil versus natural gas? Ball park.

(By M. Smagula) | think it operated very

sparingly on oil. There have been sone

problens with the natural gas supply system

at tinmes where there was a deficiency in

availability, where New ngton stepped in to

fill that gap for New England. But it was

very limted. Based on econom cs.

And t hose econom cs being that the price of

oil is alot higher than the price of

natural gas on an MVBtu basis; is that

ri ght?

(By M. Smagula) | guess | view the price of

natural gas is a lot |lower than oil.

That's what | neant to say.

(By M. Snmagula) And that's the current

mar ket assessnment with gas.

" mgoing to show you a copy of what | think

is a Form 1 docunent with regard to

Newi ngton, and | believe this is for 2011.
MR. PATCH: And | woul d ask that
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this be marked as the next exhibit for
Tr ansCanada.

CMSR. HARRI NGTON: Any obj ecti on
to mar ki ng?

(No verbal response)

CVMBR. HARRI NGTON:  So this w |
be TransCanada 9. It's a docunent from Public
Servi ce Conpany of New Hanpshire, "Steam
El ectric Generating Plant Statistics,"” dated
2011/ 4 -- 4/9/12 1 guess is the date.

(The docunent, as descri bed, was
herewi th marked as TransCanada 9 for
identification.)

BY MR PATCH:

Q M. Smagula, are you famliar with this

parti cul ar docunent ?

A (By M. Smagula) Not typically, but | have

had famliarity wwth it in the past.

Q Now, if I"mreading this correctly, | nean,
Newi ngton's in the far right col um;
Schiller's in the colum next to it. But
l"minterested in Newington. |t has No. 6
oil barrels, No. 2 barrels and No. 6 gas;

correct? Down near the bottonf
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(By M. Snmagula) | see it, yes.
And it | ooks as though the unit produced in
2011, 125 -- meke sure | gets this right --
125, 215- negawatt hours -- or kilowatt hours,
125, 215, 000; is that correct?
(By M. Snmagul a) Yes.
That's Line No. 12.

| nmean, overall in 2011, | think it was
approxi mately a 3.4 percent capacity factor.
Does that sound about right?
That could be right. 1'd have to check
t hat .
And it shows that --

CVMBR. HARRI NGTON: Excuse ne,

M. Patch. Just for clarity, the witing on
the bottomof this, where it's witten in by

hand "3.4 percent capacity factor,"” was that
produced by yourself, or does that cone froma
Publ i c Service docunent ?

MR. PATCH. No, it was produced
by TransCanada.

CMSR. HARRI NGTON: Ckay. Thank
you.

MR. PATCH And if you'd prefer,
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we could submt a clean copy.

CVBR. HARRI NGTON:  No, | just
wanted -- and the bottom figure bel ow t hat
says -- I'mnot sure what it says. Check

97.32, slash, sonething fuel cost maybe?

MR. PATCH. Yeah, that's per

megawatt hour fuel cost. It was an estimte
done. |I'mnot sure | need to ask questions
about that.

CVSR. HARRI NGTON: Al right.

BY MR PATCH:

Q

No. 6 oil barrels, if |I read correctly, it's
83 mllion -- 83,126; is that correct? |I'm
| ooking at, | guess it's Line 38.

(By M. Smagula) That's correct.

And then No. 2 oil, 10,647 barrels.

(By M. Smagula) That's what's on the sheet,
yes.

And then MCF | ooks as though it's 1,034, 154
MCF of gas; right?

(By M. Smagula) That's correct.

Now | ' m going to ask you to take this,
subject to check. | nean, you're probably

famliar wth the MVBTU conversi on factor.
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Do you know how to make that conversion to
an MVBTU fi gure?

(By M. Smagula) | don't have that with ne
or in ny head at the nonent.

Ckay. Well, based on these nunbers, woul d
it surprise you to | earn that approxi nately
36 percent of the 2011 power actually was
produced by oil versus natural gas?

(By M. Smagul a) That could be the case. |
guess |'d have to refresh nyself on exactly
what we earned | ast year and when and why.

| nmean, you admtted that the price of oil
i's obviously significantly higher right now
than the price of natural gas. So I'm
trying to understand, if that's the case,
why woul d PSNH have utilized so nuch oil as
opposed to natural gas in 2011?

(By M. Snmagula) | think our choice is to
run the nost economc fuel that's avail abl e.
And we bid our unit in on gas, and it's
based on gas price and gas availability. |If
there are tinmes when the system when the

| SO New Engl and system has a problemw th

the supply of natural gas, as | said
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earlier, we occasionally will be actually
di spatched on oil

Also, and | guess I'lIl have to confirm
all of this -- but also, we have certain
regul atory requirenments that require us to
do testing periodically with our air permt
on oil. And there are tines when,
irrespective of the increnental cost to
custoners, we have a regul atory and
environnental obligation to operate the unit
on oil in order to achieve test data to
provi de appropriate filings with our
regul atory community. So there are a nunber
of reasons why we do this.

We al so sonetimes have control system
nodi fications or other operational
characteristics of the unit which we need to
assure reliability of the unit in order to
prove that equipnent is operating and
respondi ng properly, when we woul d have to
operate the unit on the alternate fuel.

| think, if I recall, we were having
sone start-up gas testing, so that the unit

traditionally would start up on oil and then

77
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transfer to gas. W were doing testing so
that we could start up on just gas and be
able to nore economically start our units,
whi ch contributes to the shorter start tine.
But it also contributes to our customers on
a | ower-cost start-up, which nakes it nore
environnentally friendly, but also nakes it
nore economcally friendly. | think there
were periods in which that start-up on gas
had to be adjusted and curtailed in order to
go into an oil start-up until that -- those
systens were proven.

So | believe our reasons to operate on
gas were driven by either environnmental,
econom ¢ or various business decisions in
order to maxim ze the flexibility of the
unit and meet our regul atory or dispatch
obl i gati ons.

(M. Large) And if | could add, it's unclear
from your question, M. Patch when you speak

about taking the anobunt of oil that was

utilized, if you're referring only to the
RFO or the No. 2 oil, because if in fact it
included the No. 2 oil, that really doesn't

78
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generate nmany negawatt hours. That's the

house heating oil, so..
Q It was both, No. 6 and No. 2.
A (M. Large) So | think a nore accurate

conput ati on woul d exclude the No. 2 oil from
t he percent of negawatt hours made.

Certainly the nunbers on the page, you could
do that arithmetic and cone up with the

val ue that you did. But in terns of making
megawatt hours, it's not produci ng negawatt

hours.

Q Does it all go to running the station

ei ther way?

A (By M. Snmagula) Well, it doesn't go into

the cost to generate negawatt hours.

Q And r at epayers pay for all of that, right,

regardl ess of whether it's No. 2 or No. 6;

right?

A (By M. Snmagula) That's correct.

Q Ckay. |I'mgoing to show you -- this is

"Mont hly Average Fuel Price and RT Hub LMP."
This is an | SO docunent that shows the price
of oil and dates back to 2003. But

through -- it has projections, actually,
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t hrough Septenber of 2012. It's an |ISO
docunent. And this is really just to

under score sonet hing that you al ready

i ndi cated, which is that the price of oil is
obviously, at this point in tinme, anyway,
and at least in the fairly recent past,
significantly higher than the price of
natural gas. And, again, in ny mnd, at

| east it raises the question of why you
woul d be burning oil at all unless you
absolutely had to during 2011. Maybe you
want to respond to that?

(By M. Snmagula) | did respond to that. |
told you that there are operational and
regul atory and ot her reasons why we burn
oil. Oher than those reasons, we
absolutely burn the | owest-cost fuel, or as
you can see fromthe capacity factors, we
purchase energy on the open narket.

(M. Large) If | can, ny take is that these
are nonthly average values, and it doesn't
recogni ze the fact that there are days and
hours in which natural gas prices are

substantially higher than oil. And the
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beauty and benefit of having a station |ike
Newi ngton, wth dual fuel capacity and the
ability to run at or near full |oad, takes
full advantage of the fact that on those
days when there are very high natural gas
prices or |lack of availability of natural

gas, it can operate on oil, and does.

A (By M. Snmagula) If | had antici pated your

question further, | would be able to becone
very specific with you. But | think ny
characterization of the different reasons we
burn oil should explain why we do it. W
only do it if we need to do it.

MR, PATCH. M. Chairman, |I'm
not sure that | requested that this be marked
as an exhibit, but I would request that it be
mar ked.

CMSR. HARRI NGTON:  That woul d be
TransCanada 9 -- 107

THE CLERK: Ten.

(The docunent, as descri bed, was
herewi th marked as TransCanada 10
for identification.)

BY MR PATCH:
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Q

M. Smagula, I'd like to ask you to | ook at
Page 9, | believe it is, of the CUO study.
Appendi x G about four lines down in the
first full paragraph where it says, "The
station has a 12-hour cold start-up tine."
Now, that sounds inconsistent wth your
testinony that it's a six- to seven-hour
start-up tinme. Maybe you could explain

t hat .

(By M. Smagula) Well, it was ny
recollection that it was a seven- to

ei ght-hour cold start.

Seven to eight? | thought you said six to
seven.

(By M. Smagula) If | said six to seven -- |
think I did say six to seven. |'mnot sure.
| could... |I'd have to check on that nunber.
| may have recalled the tine for a hot start
being six to seven hours. But on a cold
start, it could be longer. It would be

| onger, but 1...

Ckay. Okay. M. Levitan and Dr. Carlton,

" mprepared to ask you a few questions now.

82

| nmean, obviously, we've been through the
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corrections that were nmade to the studies, so
| don't see the need to belabor that. It
sounded |i ke they were grouped into at | east
two different categories; one were corrections
that were made, | think as you said, on Page
15 of your testinony, after legitimte
questions were raised in the first round of

di scovery and at the first technical session.
So in fact, you didn't nmake the corrections on
your own. It was only after TransCanada and
ot hers rai sed questions that you nmade them is

t hat correct?

A (By M. Levitan) W nmade the corrections on

our own. W appreciated M. Hachey's
constructive criticisns at that first

t echni cal session which reveal ed defects in
the results and then notivated us to go back
and do a deep dive into the programm ng
code, the assunptions and the |ike, at which
poi nt we qui ckly found problem areas and

noved to correct them at once.

Q On Page 15, Line 20 of your rebutta

testi nony, you made it sound as though there

were tine constraints on the conpl etion of
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Q

the study. Could you explain that.

(By M. Levitan) Page 15, Line 207?

Yes.

(By M. Levitan) The production process in

t he sumrer of 2010 was less ideal. W got a
bit of a late start, and we found oursel ves
chal | enged to acconplish a great deal of
progranmm ng and technical analysis with an
eye toward a Septenber filing date. | would
defer to ny colleague, Dr. Carlton, to flush
out sone of the additional chall enges.

(By M. Carlton) As M. Levitan stated, we
didn't get the go-ahead until a little bit

| ater than we had initially antici pated,
based on our proposal discussions. I|In that
initial proposal there was this franework
specified of doing a real option valuation
anal ysis for which we needed to do sone
from scratch nodel devel opnent. So one of
the tine pressures was sinply that there was
a shorter tinme line for the nodel

devel opnent and testing phase before filing
that report and...

Are you done?

84
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(By M. Carlton) And then, in addition,
there were sone ot her extenuating

Ci rcunst ances.

Do you want to describe thenf

(By M. Carlton) I"'msorry. It was a death
inny famly.

Ckay. Sorry.

The next set of corrections that Levitan
Associ ates nade, as | understand it, were
really in response to a request from Staff for
a backcast case. Could you explain what a
"backcast case" is, first of all.

(By M. Carlton) Well, a backcast case is
what the nane may seemto inply. You go
backwards in tine, but rather than trying to
run a nodel in reverse chronol ogi cal order,
you take a past tinme period and you run the
nodel forward. The basic idea is to be able
to conpare nodel performance agai nst the
actual results which would be known at t hat
time. However, there are many difficult
aspects of doing a reasonably good job at a
backcast case, the main one being that every

year or any tine period you | ook at is going
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to be just one state of nature. |It's going
to be unique for certain reasons, and
especially for a probabilistic nodel. Part
of the nodel validation process is to know
whet her its distribution of values are in

t he reasonabl e range, not just a

si ngl e- poi nt esti mat e.

So as a result of that request from Staff,

t hen you uncovered sone other errors. And

t hose concerned, as | understand it, start
fuel, use assunptions. And No. 2 fuel use
for station warm ng hadn't been included in
fixed costs. | think there were a coupl e of
ot her areas that were uncovered as part of
that. So they weren't sonmething you cane
across on your own. It was only after Staff
requested that particular analysis; is that
correct?

(By M. Carlton) That's right. So, in the
course of trying to reconcile the

di fferences, one factor | was able to

i solate, as recently been stated, that the
No. 2 oil is not used in generation. It was

used, in part, for start fuel, and then as
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we determ ned, a significant amount was al so
used for plant warm ng purposes. And given
t hat we knew how many starts had occurred in
t he year 2010, that we were studyi ng how
many were cold, how many were hot starts, we
were able to estimate how nuch total fuel
use for No. 2 oil would be involved and

cali brate that against the nodel result.

One of the assunptions that you nade was
that 2100 negawatts of capacity in NEPOOL
woul d retire; is that correct? |'m|l ooking
at Page 38 of the CUO And we already

| ooked at it with M. Smagul a at

Footnote 26. So, is that correct?

(By M. Levitan) It is correct in the narrow
context of the md case. As |I'msure you
recogni ze, three distinct capacity price
forecasts were fornmulated. Only in the md
case was the assunption of 2100 negawatts of
retirenment considered.

And are you famliar wth New Engl and | SO
Forward Capacity Auctions? And |I'mgoing to
refer now specifically to capacity auction

No. 6.
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(By M. Levitan) Yes, I'mfamliar with it.
And this particular capacity auction is for
delivery June 1, 2015 to May 31, 2016. Does
t hat sound correct?

(By M. Levitan) Sounds correct. | don't
have the buil ding bl ock assunpti ons from
that auction in front of nme. But your
characteri zati on sounds right.

And have you checked to see how the units
that you listed in Footnote 26 fared in that
particul ar auction, as to whether or not

t hey' ve been obligated through 2016? Have
you had a chance to do that?

(By M. Levitan) No, | have not. Nor would
it matter, insofar as the analysis reflected
these unit retirenents on a generic basis.
|"msure that it was stated either in this
report or in data responses that we relied
on the work done by another consultant in
the 2010 Connecticut IRP to come up with an
estimation of total plant attrition over the
forecast period. |If these plants don't
retire, typically, another resource would be

expected to retire in conjunction with the
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assunption of our total RTO-w de attrition

that was used in this forecast.

Q Well, would it surprise you to learn that,

in fact, as a result of that particul ar
capacity auction, that the I SO anti ci pat es

bei ng 2800 negawatts | ong?

A (By M. Levitan) No, it would not surprise

nme.

Q Ckay. |I'mgoing to show you a copy of a

docunent that is dated April 30th, 2012.

And | have not copied the entire docunent
which is over a hundred pages, but | would
represent to the Conm ssion that what | have
copied is what | believe to be the rel evant
portions of this filing with the FERC by the
ISOwith regard to the results of this No. 6
capacity auction and the rel evant portions
of it as they relate to the units that M.
Levitan had assuned would be retired. And
we have highlighted in yellow the particul ar
units as they appear in this filing. So I

woul d ask - -

89

CVSR. HARRI NGTON: M. Patch, do

you want to enter this as an exhibit?
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MR. PATCH: Pl ease.
CVBR. HARRI NGTON:  Any
obj ecti ons?
(No verbal response)
CVMSR. HARRI NGTON:  Seei ng none,
this will be TransCanada 11?
THE CLERK: El even.
(The docunent, as descri bed, was
herewi th marked as TransCanada 11
for identification.)
And maybe, M. Levitan, in |light of your
comments, you don't want to run through each
of these. But | would represent to you that
what | have highlighted on the hand-nunbered
pages are the portions of this particular
filing by the 1SOwith the FERC that rel ate
to the generating units that you referenced
in Footnote 26. And | would further
represent to you that, based on the nath
that |'ve done, which is -- or M. Hachey's
actual ly done, which woul d probably give you
nore faith than if | did it, that for sone
sumrer ratings, 2,045 negawatt for the

units, 1821 -- or 89 -- al nost 90 percent of
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the total capacity that you had identified
in that footnote are included as capacity
obligations through at | east May of 2016. |
woul d just ask you to accept that, subject
to check. And | know you have an

expl anation that you've already given, at

| east in part. Maybe there's sonet hing

el se --

(By M. Levitan) No, |I'm happy to consider
it, subject to check.

Thank you.

(By M. Levitan) O course, it's worth
noting --

Go ahead.

(By M. Levitan) -- that there are nany
conponents of the Forward Capacity Market
that continue to be revisited by both FERC
and st akehol ders across the region. And it
is the evolving nature of the restructuring
of the Forward Capacity Market that
certainly encourages incunbent generators to
hang in there, wait for a better day. Sone
of the structural reforns presently before

the | SO and vari ous stakehol der comm ttees
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coul d not have been known with as nuch

accuracy in 2010 as we know t oday.

Q Wll, that may be true. But | guess | would

ask you to | ook back at the CRA study then,
whi ch was done, actually, five or six nonths
| ater than the study you did. This has been
mar ked as an exhibit in this docket. It's
TransCanada -- sorry, but | don't recall the
nunmber. But |'d ask you to | ook at Page 23
of that particul ar docunent. And underneath
that chart, at the top it says, "The
capacity retirenents assuned to take pl ace
in 2010 and beyond based on accepted deli st
bids in the Forward Capacity Auctions
i ncl ude: Sonerset 6 and Sal em Harbor 1 and
2."

So, in fact, the CRA study had a very
di fferent approach than what you had. And

that was done in 2010; was It not?

A (By M. Levitan) It was done in 2010. But

" mnot sufficiently acquainted with the
study to really comment on the differences.
CVSR. HARRI NGTON: M. Patch

wWth regard to your exhibit, just a question

92
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fromlabeling. This is on TransCanada 11.
When you go to the first chart, the page there
is | abel ed page, | guess that's one. For

Bri dgeport Harbor 2, you go across, and
underneath the dates there's a series of zeros
there --

MR. PATCH. That's right.

CMSR. HARRI NGTON: And t he next
page you have ot her ones highlighted where
there's -- well, in the case of Mddletown, it
starts with 236, 000. What are those -- what's
the units of those? 236,000 what for
M ddl et own?

MR. PATCH: Kilowatts.

CMSR. HARRI NGTON:  Par don?

MR, PATCH. Kilowatts.

CVSR.  HARRI NGTON: Is it
kilowatts or -- so, that's the capacity?

Ckay.

So in the case of Bridgeport
Har bor, you've highlighted where it's al
zeros, and you're saying they do not have a
capacity supply obligation?

MR PATCH: That's correct. And
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so that's anong the 10 percent or so that we
said of the ones in Footnote 26 that do not.
You know, it adds up approxinmately to

90 percent that do.

CMSR. HARRI NGTON:  So those are
the ones that didn't clear the auction, in the
case of Bridgeport Harbor 27

MR. PATCH. That's right.

BY MR PATCH:

Q

And M. Levitan, or anybody else on the
panel , just because they didn't clear the
auction doesn't necessarily nean that
they're going to retire; is that fair to
say?

(By M. Levitan) It's technically correct.
But if a resource did not clear the auction
and it's holding on by its fingertips and
making virtually no profit from energy sal es
and ancillary sales, the | oss of capacity
revenue woul d no doubt di scourage them from
staying in the market. | haven't net a
resource that would be that benevol ent year
over year. So its retirenment would |ikely

ensue.
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Wth respect to the Charles
Ri ver analysis for NPT, | note on the very
page that you referenced that they're
stating that the retirenments are cal cul at ed
on a conservative basis. They have noted
t hat additional delist bids have been
rejected based on reliability concerns.
They note, if those concerns are resol ved,
additional unit retirenents are likely.
Specifically, pernmanent delist bids have
been filed for Sal em Harbor 3 and 4 for
FCA 5. And they go on to say that a deli st
was requested for Vernont Yankee, for which
the Vernont Legislature voted to deny
ext ensi on of an operating |icense was
rejected in FCA 4. W now know, of course,
Ver mont Yankee did not clear FCA 6.

So, there's a | ot going on
here in the context of the study that they
were asked to perform Presumably, they
wanted to state the energy price-suppression
benefit attributed to NPT on a conservative
basis. So they conservatively carried

forward resources that were likely to retire

95
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just so as to avoid over-estinating the
price-suppression effect. |If we were doing
this study, in all |ikelihood, we would have
stated it conservatively as well.

| think I left up there on the Bench a copy
of Order 25,061. And | would ask if M.
Levitan or Dr. Carlton, either one of you,

could take a | ook at Page 18. Turning to --

© o N o o~ W N B
O

A (M. Large) | don't think we do. [If you

10 coul d be kind enough to share that with us?
11| Q We had two copies of the order, so --

12 A (By M. Large) W have 24,945... where woul d
13 you like us to go?

14 Q Have you got it?

15| A (By M. Large) W do not.

16 A (By M. Levitan) Yes, we do.

17| A (M. Large) Oh, I'"'msorry. W do have it.
18 Q We're at 25,061, Page 18. And on that

19 page -- are you there?

20 A (By M. Levitan) Yes.

21| Q There are statenents attributed to Steve

22 Mul | en, the assistant director of the

23 El ectric Division, where he said that with
24 the end of the Forward Capacity Market
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transition paynents in May of 2010, | ower
future capacity prices resulting fromthe
Forward Capacity Auctions nay result in a

w deni ng gap between pl ant-rel ated expenses
and revenues for Newi ngton Station. Do you
see that?

Yes.

Do you know how much New ngton received for
mar ket transition paynents in 20107

(By M. Levitan) | do not have that

i nf or mati on.

Woul d you accept, subject to check, that it
was $20 mllion? And | think that's on the
sane Page 18. Maybe it's referenced above
where | just read to you.

(By M. Levitan) | see the reference in the
docunent .

And so those are revenues that New ngton no
| onger receives. | nean, they stopped in
2010; is that right?

(By M. Levitan) To the best of ny

know edge, revenues are received based on

t he FCA outcone from annual auction to

annual aucti on.
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Q I n your testinony at Page 18, you conmented

on M. Hachey's testinony about
reconfigurati on auctions. Do you recal

t hat ?

A (By M. Levitan) Yes.

Q And he had pointed out that you failed to

take into account the fact that retiring the
Newi ngton Station could result in $20- to

$30 mllion of capacity revenue if New ngton
were to shed its future capacity obligations

in the reconfiguration auctions; correct?

A (By M. Levitan) Yes.

Q |*''mgoing to show you a copy of a response

to a data request. It's TransCanada Set 4,
No. 12. And you're |listed as the w tness.

MR. PATCH: And | woul d ask that
this be marked as the next exhibit for
Tr ansCanada.

CVBR. HARRI NGTON: M. Patch,
how much |l onger wll your cross-exam nation
go?

MR. PATCH. If | could just have
one mnute, 1'll take a quick |ook at ny

questi ons.

{DE 10- 261} [ AFTERNOON SESSI ON ONLY] {05- 08- 12}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

99

CVBR. HARRI NGTON: "' mjust
trying to get an idea because we're com ng up
on needi ng a break.

Any objection to entering this
in evidence?

(No verbal response)

CVBR. HARRI NGTON:  So this w |
be TransCanada 12.

(The docunent, as described, was
herewi th marked as TransCanada 12
for identification.)

MR. PATCH. M/ guess is about 15
nore mnutes. Wuld you |like to continue?

CVBR. HARRI NGTON:  Yeah, we'l |
conti nue for 15 m nutes.

Peopl e shoul d start thinking
about whether they can stay later this
af t ernoon, because we do have a |lot to get
t hrough, and we need to get PSNH s redirect
on sone of the w tnesses that won't be
avai |l abl e tonorrow afternoon. So, maybe we
can stay a little later than planned
t oni ght .

Go ahead and conti nue, M.
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Pat ch.

BY MR PATCH:

Q So, M. Levitan, |I'd ask you to | ook at

Section Roman X. And the question there was
regardi ng LAI -8, an attachnent to your
rebuttal testinony. "Is it M. Levitan's
opinion that his calculation of 'net
retirenent disbenefit' is an appropriate

val uation of the retirenment benefit or cost
to PSNH custoners of New ngton?" And |I'd

ask that you read the response.

A (By M. Levitan) The response goes as

follows: "The purpose of the anal ysis
presented in Exhibit LAI-8 was to estinmate
how under certain assunptions the net
revenues of New ngton shedding its capacity
supply obligations would differ fromthe
revenues recei ved under the continued
operation scenario. This is a sinple rough
estimate that shows significant retirenent
di sbenefits conpared to the conti nued
operation scenario. LAl believes that this
analysis is appropriate for the purpose of

the CUO study. However, valuation of the

100
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retirenment benefit or cost to PSNH custoners
woul d probably require a nore conpl ex type
of anal ysis that goes beyond the scope of

this proceeding."

Q And then Roman Xl | regardi ng that sane

LAl -18 [sic], "Does this exhibit account in
any way to the ongoing costs of operating

Newi ngt on?" And your response to that was?

A (By M. Levitan) "No." The analysis that's

presented in LA -8 sinply shows the net
retirenent benefit -- or disbenefit over the

f orecast peri od.

Q So I'mjust having a hard tine understandi ng

why you fault M. Hachey's anal ysis, when
you didn't even include in your own
back- of -t he- envel ope cal cul ati on the actua

cost of the operating the facility.

A (By M. Levitan) M. Hachey fornul ated an

i deal i zed scenario where there would be a
conti nued sustained differential between the
FCA price outconme and the reconfiguration
auction prices of a dollar per kil owatt
month. It nmakes no sense to ne as an

i ndustry analyst to hold that differenti al
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constant since the differential is driven
entirely by the magnitude of the nmegawatt
overhang i n New Engl and. You know from our
nodel i ng assunpti ons that we do consi der
additional DR entering the resource m x and
addi tional inmports from New York, although a
decline in the level of inports due to the
price differentials. But nobst inportantly,
we | ook at capacity attrition effects,
whet her it's 2100 nmegawatts or 2500
megawatts or sonething less than that. It's
baked i nto each scenari o.

As the magni tude of the negawatt
over hang di ssi pates, inevitably there would
be upward pressure, and significant upward
pressure on RA prices. So the benefits of
sheddi ng the capacity supply obligation
woul d di ssipate with that differential that
narrows. |If M. Hachey is right that,
regardl ess of the magni tude of the negawatt
overhang, RA prices will stay fixed at a
dol l ar per kilowatt nonth, then the benefits
to PSNH s custoners associ ated with sheddi ng

the CSO would be large. But | don't expect

{DE 10- 261} [ AFTERNOON SESSI ON ONLY] {05- 08- 12}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

that outcome. And | think if you were to
poll industry experts, nbst would agree it's
overhang that drives the delta price-w se,

and that is inevitably going to di sappear.

Q On Pages 20 and 21 of your rebutta

testinony, you criticized M. Hachey's
rejection of your price-suppression analysis

saying that it was "m spl aced"; correct?

A (By M. Levitan) Could you point ne to a

l'i ne, please?

Q Well, it's not one line. 1It's generally

Pages 20 and 21. | think there's Q & A --

A (By M. Levitan) Yes. And | acknow edged in

the testinony that the use of the word
"suppression” in the context of capacity
price benefits is a bit of a m snoner. But

perhaps we'll get to that.

Q Yes. | nean, | was going to ask you that.

Lines 33 to 34 on Page 21 is where you in

fact said that; right?

A (By M. Levitan) Yes.

Q "Price suppression nay have been a

m snoner."

' mgoing to show you copy of a data
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request from TransCanada dat ed Decenber 16,
2011, and it has you as the w tness.
CVMSR. HARRI NGTON: Any
objections to entering this in the record?
(No verbal response)
CVBR. HARRI NGTON:  This is going
to be TransCanada 127
THE CLERK: Thirteen.
(The docunent, as described, was
herewi t h marked as TransCanada 13
for identification.)
CVBR. HARRI NGTON: Onh, 'l get
t hese strai ght one of these days.

"Mont hly Average Fuel Price and RT Hub LMP."

Q I n your response, you say what you neant
when you used the term "capacity price
suppressi on benefit" was "the econom c
benefits that were redound to custoners
resulting from New ngton remaining in
service"; is that correct?

A (By M. Levitan) Yes.

Q And you go on to say that, just as sellers
are entitled to consider portfolio benefits

of their actions in the narkets -- and |
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just want to stop there and ask you what you
meant by this. Are you saying that the
sellers are entitled to withhold capacity
fromthe market, that it's okay to

mani pul ate the capacity nmarket?

A (By M. Levitan) |I'mwondering -- 1'd ask

for your forbearance for a second. \here

are you reading fromin the testinony?

Q Not the testinmony. This is the response to

TC 4-16. It's the second line. You say,
"Just as sellers are entitled to consider
portfolio benefits of their actions in the
mar kets, buyers nmy account for the benefits

resulting fromtheir actions."”

A (By M. Levitan) Well, there are a nunber of

rigid safeguards that are built into the

exi sting | SO market structure. The internal
mar ket nmonitor can and wll take inmredi ate
action to ensure that sellers do not
economcally w thhold, thus bringing the
mar ket to cause energy prices to deviate
froma conpetitive outcone. So | would say,
no, sellers are not entitled to w thhol d.

They have an obligation to show up for work
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and produce energy based on the marginal
cost of producing that energy, subject to

unit availability day in and day out.

Q So, if Newi ngton Station were an uneconom c

resource to PSNH s custoners, then | guess
what you're saying is | SO has enough rul es
in place that it wouldn't be allowed to

operate? |Is that what you're saying?

A (By M. Levitan) No, that's not what | said.

Q Ckay. Then if it were an uneconomni c

resource, and PSNH conti nued operating it
solely to | ower capacity market prices, that
woul d be fireside market nmani pul ati on; woul d

it not?

A (By M. Levitan) No, it would not.
Q It would not? Wy not?

A (By M. Levitan) Because first, the

Newi ngton Station is an i ncunbent resource.
It's a price taker. It is not a price
setter. It's been around for a long tine.

It would not be a manipul ati on of FCA

out cone based on continued unit operation.
Wiat is neant in the study design and in the

data response is that the hypotheti cal
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retirenent prematurely of the New ngton
Station could be followed by a run-up in
capacity prices as a result of the sl ope of
t he supply curve. A nore expensive resource
woul d be expected to fill the gap
attributable to the |l oss of 400 negawatts
and, all other things being the sane, would
put upward pressure, not neutral or downward
pressure, on capacity prices, the cost of
whi ch woul d redound to all ratepayers in the
state of New Hanpshire and, to a | esser
extent, outside the state as well.
Just a couple nore questions, M. Levitan,
wth regard to the reconfiguration auction.
Have all of the FCM auctions thus far
been significantly in excess of capacity? |Is
that fair to say?
(By M. Levitan) There has been a
substantial anount of qualified resources
that have cleared the ICR in each auction.
So it sounds |like the answer is yes.
(By M. Levitan) Yes.
Do you believe that the next auction --

which | think is the | ast one schedul ed,
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isn"t it -- No. 7, do you believe that it
wll continue to be -- or to provide for

excess capacity as the other six have?

A (By M. Levitan) There are at present major

efforts anong New Engl and st akehol ders and

| SO in response to FERC s directive to sort
out the defects in the capacity market here
in New Engl and. That effort is well
underway. There are nany potential outcones
that could potentially result in the renoval
of the floor in FCA 7, but nore likely in
FCA 8, many ot her structural changes that
coul d have a profound effect on the future

trajectory of capacity prices in the region.

Q Are you famliar with the FERC order that's

specific to FCA 7?

A (By M. Levitan) No.

Q And with regard to M. Hachey's testinony on

this, what assunptions did he make for
reconfiguration auction pricing through

FCA 772

A (By M. Levitan) | believe that M. Hachey

| ooked back at the reconfiguration auction

price of a dollar per kilowatt nonth and
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just held it constant over the forecast
period and thus cal cul ated the differenti al
between the pro rated FCA price outcone
versus the reconfiguration auction price of
a dollar, assum ng that as other capacity
resources scranble into the reconfiguration
auction, there would not be any upward
pressure on RA prices. That was sinplifying
assunption on his part as a comment to the

"r easonabl eness. "

Q Thank you.

MR. PATCH:. That's all the
questions | have.
CVBR. HARRI NGTON: Ckay. W'l
go off the record now and take a short recess.
(Brief recess taken at 3:15 p.m, and
hearing resuned at 3:34 p.m)
CVBR. HARRI NGTON: M. Patch,
you' re done your questioning?
MR PATCH: Yes.
CVBR. HARRI NGTON:  So, next
woul d be Granite R dge.
MR, MOFFETT: No questions, M.

Chai rman. Thank you.
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CMSR. HARRI NGTON:  Sierra Cl ub.

MR. CUNNI NGHAM  No questi ons,
M. Chair.

CMSR. HARRI NGTON: Conservati on
| aw Foundat i on.

MR. PERESS:. Thank you,
Commi ssioner. | do have just a few questions.
Thank you.

CROSS- EXAM NATI ON

BY MR PERESS:

Q l'd like to refer M. Levitan to what's been
mar ked PSNH Exhi bit 10, which is the
redacted copy of the nodeling system
overview, and specifically to Page 3.

A (By M. Levitan) We're there.

Q So, if | understand the natural gas forward
pricing nodel, basically what the -- what
Levitan -- what you did was to cal cul ate an
error to account for the differential in
prices between Henry Hub and Dracut in your
forward natural gas projection; is that
ri ght?

A (By M. Levitan) Yes.

Q And fromthe testinony that we heard
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earlier, | understand that you did not

di scl ose the historic data that you used to
devel op the basis spread adders which is
what you used to forecast the gas prices at

Dracut; is that correct?

A (By M. Carlton) That's correct. That was

part of the Bl oonberg data. However, we did
provide in a data response the 12 nonthly
percent age adders to nake it easy for
anybody to cal cul ate from any data source

what the add-on woul d be.

Q | understand that. |If I'mlooking at the

testinony correctly, you criticized Staff's
estimati on of those basis spreads using the

Enera data; is that correct?

A (By M. Carlton) The Enera invoice data was

used for a different basis spread. So the
one you were just discussing was the Henry
Hub to Dracut Hub basis spread. And then,
in addition, there's getting the gas to the
Newi ngton Station. And that is a basis
spread between the Dracut price and the
Enera i nvoice price on any of the days that

PSNH nmakes gas purchases.
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Q Thank you. So if | understand this, the

Henry Hub to Dracut spread is part of the
cost projection that would go into your
projection of the margi nal cost at

Newi ngton; is that correct?

A (By M. Carlton) That's correct.

Q And it would go into your projection of

energy prices for all of |I1SO New England; is

t hat correct?

A (By M. Carlton) That's correct. W also

use the Dracut Hub to drive the electric

pri ce nodel .

Q And it would go to the dispatch projections

that you are using for New ngton; is that
correct?

W TNESS LEVI TAN: Comm ssi oner,
may we have a nonent to confer?

CMSR. HARRI NGTON:  Sur e.

A (By M. Levitan) If you would forgive us for

one noment, please.

(O f-the-record di scussi on anbng panel nenbers.)

A (By M. Carlton) Sorry. Could you repeat

the | ast question?

Q The Henry Hub to Dracut spread would al so
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ultimately dictate the di spatch scenari os
for Newi ngton -- or have a big inpact on the
di spatch scenari os for New ngton; isn't that

correct?

A (By M. Carlton) Well, yes, the Henry Hub to

Dracut scenario would affect the dispatch.

Q So, isn't it true that the parties |ack the

data necessary to assess the validity of
your gas price forecast at Dracut, since you

didn't provide it?

A (By M. Carlton) W did provide it.

Q The underlying data, the historical data

t hat you used.

A (By M. Carlton) No, not the underlying

data. But we provided the nonth-by-nonth

forward price projection at Dracut.

Q | understand that. But isn't it correct

that the parties |lacked the ability to
assess the validity of that nonth-by-nonth

price projection wthout that historic data?

A (By M. Carlton) Again, it gets back to

whet her you think two different vendors'
daily spot prices are |argely substitutable.

One can obtain, at relatively | ow cost, data
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on a gas price series of historical data.

Q But you've already testified that the spot

prices you used were not provided; correct?

A (By M. Carlton) That is correct.
Q And did you also --
A (By M. Levitan) And | also testified that,

in ny experience, the data sets for key
pricing points across New Engl and are
strongly correlated at least -- or "highly
strongly correlated” |I think is the way I
put it, at least in terns of the md points,
because different vendors are di scussing,
day in and day out with different brokers.
There m ght be nore w der or narrower bid
spreads fromvendor to vendor, but the

m dpoi nt are right on top of one another.

Q And you testified previously that you

deci ded to use vendor data that you coul d

not di sclose; right?

A (By M. Carlton) We did not know that at the

out set .

A (By M. Levitan) W were follow ng our

normal corporate forecasting procedure,

whi ch has been used in a variety of mmjor
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state reqgul atory proceedi ngs throughout the
M d- Atl antic, New York and New Engl and f or
mul ti ple client engagenents. This had not
cone up before, so | did not think it

t hr ough.

Q And | think, M. Levitan, you testified that

M. Hachey's review of your nodeling
assunptions and the nodeling results -- |
think you used the term "constructive
criticisnt -- uncovered defects in the study

met hodol ogy; is that correct?

A (By M. Levitan) Yes. W appreciated M.

Hachey's criticisns and coments at the

t echni cal session.

Q And on the basis of the defects that he

uncover ed, you recal cul ated the ratepayer

val ue of Newi ngton; is that correct?

A (By M. Levitan) | don't know that it's fair

to say that M. Hachey "uncovered" the
defects. He sinply gal vanized us to take a
fresh ook at the structure of the nodel and
the equations in the nodel in which was
buried a problem which once di scovered was

easy to fix.
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And after he "gal vani zed" you, the asset
val uati on for New ngton went down quite
considerably; is that correct?
(By M. Levitan) Yes, in relation to the
expected value that was stated in the
Sept enber CUQ, but no, in the nore narrow
context of it leading to the sane
conclusion -- that being that the New ngton
Station remains clearly in the black with
respect to custoners' econonmic interests.
But you recal culated -- strike that.

Exhibit G 12, which is Page 44 of the
CUO, vyou recal cul ated what you term "net
revenue requirenent” and determ ned that it
was | ess than half of what you had originally
projected; is that correct? |I'msorry. The
rat epayer benefit was | ess than half of what
you had originally projected; is that correct?
(By M. Levitan) Yes.
And this Dracut gas price is very critical
to the asset valuation, isn't it?
(By M. Levitan) | would say no.
So it's critical to the marginal cost. It's

critical to energy prices. |It's critical to
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di spatch scenarios. But it's not critical

to the val uation?

It's key to the valuation, but |I wouldn't

say "critical," because it is correl ated

wth energy prices across all the key

pricing points in New England. And it is

therefore the single | argest determ nant of

the LMP hour to hour in the day-ahead

market, in the real-tine narket. But the
action at New ngton reflects an additi onal
m cro basis adder fromthe Dracut pricing
point on the joint facility systemto the
Newi ngton Station. And historically, that
basis -- or mcro basis adder has been very
significant in the winter, in at |east 2010,

and significant in the non-wi nter nonths as

well. That has a direct significant bearing

on the dispatch and the net profitability of

the New ngton Station. But going forward,

there are all sorts of reasons why | ooking

back may not be a good indication of what

Newi ngton's fuel costs will be going

f orward.

So | also believe you testified that you

117
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conduct ed nunerous forward gas price
projections for distribution conpanies

t hroughout New Engl and; is that correct?
(By M. Levitan) Yes.

And those were used by those distribution
utilities for planning purposes? |Is that
why you did that?

(By M. Levitan) They used them for a

vari ety of purposes. Those purposes woul d
i nclude: For long-termresource planning,
for short-termresource planning, for

pur poses of entering into long-term
contracts for renewabl e energy sources, for
pur poses of evaluating the nmerit of
conventional quick-start peaking resources
in Connecticut. | could go on. But those
are sone of the first-order applications of
the forecast.

And ot her than for the Conti nued Unit

Operations Study, did Public Service Conpany

of New Hanpshire ask you to provide them
wth the forward gas price projection in
association with this Integrated Resource

Pl an?

118
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M5. KNOALTON: I'mgoing to
object, to the extent the question is asking
about the IRP. Again, this panel is here to
testify about the CUQO

CVSR. HARRI NGTON: M. Peress.

MR. PERESS: Conm ssioner, in
the first instance, we had agreed at the
begi nning of this hearing that there was not a
bl ack I'i ne as between the panels and the
questioning. And the question that | asked
related directly to the work that they did on
the CUO |I'mjust asking if it had any other
uses for PSNH in the context of the plan. |
think to suggest that the CUO can be
conpletely separated fromthe plan is not a
sound proposition as a matter of law. The CUO
is part of the plan.

CVBR. HARRI NGTON: "1l all ow

t he questi on.

A (By M. Carlton) Well, we provided PSNH with

the monthly forward prices that were used in
the CUO study. And exactly what they did
wth those prices, I'mnot entirely aware.

MR. PERESS: | have no for
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questions. Thank you, Conm ssioners.

CVBR. HARRI NGTON: Ckay. Thank
you. Going to nove on, if | can find ny |ist
here. New Hanpshire Ofice of Energy and
Pl anni ng?

MR. STELTZER. No questi ons.
Thank you.

CVBR. HARRI NGTON:  OCA?

MS. HOLLENBERG No questi ons.
Thank you.

CMSR. HARRI NGTON: Ckay. Maki ng
progress. Redirect by Public Service?

M5. KNOALTON: The Conpany does
have limted redirect. |[|I'mactually --
there's one of the docunents that was marked
by one of the parties, by Trans -- |I'm
sorry -- by Staff with an excerpt of a
docunent. And |I'mwaiting to -- |I'mhaving a
hand delivery. |I'mwaiting to receive the
full docunment. So, either we could take a
break on redirect, or if the Comm ssioners
woul d all ow ne to conduct redirect after
t hey' ve concl uded their questions, and

hopefully I will have received that docunent.
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CVBR. HARRI NGTON: We' || just
start wth our questions now and see if that
wor ks.

M5. KNOALTON: Thank you.

CMSR. HARRI NGTON: Conmmi ssi oner
Scott.

CVBR. SCOTT: Thank you.

| NTERROGATORI ES BY CMSR. SCOITT:

Q And again to the panel, | wll -- whoever
feels nost able to answer the question is
fine with ne.

On the study itself, on the nodeling
runs, just to ground everybody, if you coul d,
the last nodeling run you did, can you give ne

atine frane? Wen was that?

A (By M. Carlton) Well, the |l ast nodel run

t hat was done was the one that Staff had
requested, and that was done in the sumer
of 2011. | don't recall the exact date, but
it's been provided in a data response.

MR, SPEIDEL: Yes, if | may
interject as a matter of clarification. |
believe that re-run was presented as part of

Public Service of New Hanpshire's response to
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Techni cal Session Question 2, and that would
have a cover letter of July 12th, 2011. And I
bel i eve that has been submtted as PSNH
Exhi bit 11.

CMSR. SCOTT: Thank you for that

clarification.

BY CVBR. SCOIT:

Q

Qbvi ously, since that tine we've seen a

continuing drop in gas prices and

projections into the future. | was -- given
your expertise, | was just curious, you
know, given the one-year -- or alnobst a year
time difference, have you -- is there

anything i n your conclusions that have
significantly changed based on the passage
of time and events?

(By M. Carlton) Wth respect to the falling
gas prices, | would say no. Fromrecent

| ook-ups of Mass. Hub and Henry Hub forward
concerns, the spark spread based on those
two indices is as large, if not |larger than
it has been in the past. There's often a
rel ati onshi p where | ower natural gas prices,

even though they bring down power prices,
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result in a slight increase in the market

rate.

Q And the sane question, | guess. It's tied

together, so it's probably going to be the
sane answer, which is fine.
Again, in the past year, the capacity

factor of the plant, has that changed your

thinking as far as any outcones for the study?

A (By M. Carlton) W haven't evaluated it in

that regard. W heard earlier that it was
lower in 2011 than it was in 2010. But
we're not continually trying to update the
study with new infornmation. But part of the
pur pose of running those capacity anal yses
is you're going to get a |lot of year-to-year
variability, which greatly affects the
econom cs on a year-over-year basis of a
peaker-type plant as opposed to a basel oad
plant. So you nmay get one or nbre years in
a row of relatively |ow capacity prices
based on current economn c conditions

foll owed by an increase for a while.

A (By M. Levitan) Because the plant dispatch

factor is in the single digits, it doesn't
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take nmuch in the way of extrenme heat and
hum dity relative to nore nornal summertime
condi tions, or extreme cold, which we didn't
have, for the nost part, in the w nter of
2011-12. It was mld as well in the winter
of 2010 and 2011. But had we experienced
nor mal weat her conditions, or colder than
average conditions, or even the | ow
l'i kel i hood of a cold snap, then the dispatch
of the plant woul d have been significantly
hi gher. Those weat her conditions were not
encount er ed.
Thank you. That's fair.

You nmenti oned your background in sone of
t he work you' ve done for other conmm ssions.
Have you ever done a CUO study before?
(By M. Levitan) In the narrow context of
its inplenentation here in New Hanpshire,
the answer is no. But for purposes of
advi si ng gl obal investors, debt |enders and
gener ati on conpani es on the goi ng-forward
econom cs of purchasing a fleet of
conventional resources, where many of the

units -- or sonme of the units are old-style
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1 oi | and/or gas/steam turbine generators, we
2 have exhausted the engi neering and the
3 econom ¢ and the transm ssion and fuel
4 i ssues surroundi ng the potential repowering
5 of the asset, or howlong in certain
6 capacity markets the resource could be
7 expected to linp along. Those anal yses have
8 been undertaken for very prom nent investors
9 and generation owners throughout the U S
10 Q And in those anal yses, did you use simlar
11 met hodol ogi es?
12 A (By M. Levitan) W have i ncorporated
13 aspects of real option valuation, but not
14 wth the I evel of rigor practiced here for
15 t he CUQ.
16 Q And those -- again, | heard you earlier.
17 You haven't done exactly the same thing for
18 anot her conmm ssion. But in those anal yses,
19 did they require non-di scl osure agreenents?
20 Is that a -- that's not a new thing for you.
21| A (By M. Levitan) Yes, in all cases, they
22 woul d have required non-discl osure
23 agreenents with the generati on owner selling
24 the unit or the fleet, as well, typically,
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as required by the I ender or the investor,

to protect their conmmercial interests. So,
firms |like ours and, for that matter, other
prom nent engi neering firns doi ng business
in this roomor elsewhere in North Anerica,

typically enter into those NDAs.

Q On the valuation itself, could you descri be

conpari sons you m ght have made? (Qbvi ously,
there's cost of if the plant were to cl ose,
how woul d PSNH neet its custoner needs

w t hout the plants. Can you describe a
little bit the analysis you did on that end,
you know, the use of |long-termcontracts or

buyi ng off the nmarket, that type of thing?

A (By M. Levitan) W focused on the unit's

conti nued operation. The threshold question
before us on a risk-adjusted basis when we
stochastically sanple a broad spectrum of
possi bl e narket outcones or probabl e nmarket
outcones: Does this unit provide economc
benefits to PSNH s custoners? G ven the
uncertainty in the energy nmarkets, given the
uncertainty about retirenents, given the

uncertainty about the evol ving capacity
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mar kets in New Engl and, we did our best to
throw a ot of math and engi neeri ng
econom cs at the problem And we concl uded,
especi ally upon refinenent of the initial
results in April of 2011, that the unit is
in the black, consistently in the bl ack,
year over year. And there are all sorts of
reasons well docunented in the study for
that. And in calibrating the value of the
product slate -- capacity, energy, ancillary
servi ces, the hedge value of the asset -- to
ki nd of narrow t he spectrum of financi al
outconmes i n conparison to the out-of-pocket
cash cost of continued New ngton operations
t he conclusion was straightforward: It's in
the black. So we did not then take the next
step of postulating a world of shedding the
capacity supply obligation and buying "Il oose
juice" fromthe day-ahead and real -tine

mar ket, or buying -- you know, entering into
structured financial products with a
credit-worthy counterpart doing business in
New Engl and to strip out the risk of serving

PSNH s custoners. Those questions could
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have been answer ed, but were not because of
the determ nation that the asset itself was

in the bl ack.

Q Ckay. Thank you. And for M. Smagul a.

Earlier, when you were tal king about the
Newi ngton Station, | think you nade the
coment about -- which I'msure is true --
| ong-term and short-term pl anni ng hori zons.
| was curious. What do you use for -- is

t here sone pl anni ng scheme you have? Wat

do you use for determ ning those horizons?

A (By M. Snmagula) Well, we use a five-year

horizon. And we | ook at the energing
changes in regulation, we |ook at energing a
nunber of scenarios on fuel pricing, we | ook
at our nmai ntenance needs, we | ook at our
capacity investnents, and we factor in all

of those drivers of capacity factor and
costs to look at that. |It's a process we' ve
been using for over 25 years in our conpany
on all our facilities. So we don't hire a
consultant to do this for us. W don't hire
a service. W don't subscribe to a nunber

of databases in order to feed that. It's
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based on our experience wth awareness of

t he New Engl and mar ket pl ace.

Q Do you nenorialize that sonehow or --

A (By M. Smagula) Well, we devel op budgets,

and from our budgets we devel op the pieces
of equi pnent that we intend to mai ntain.
And t hrough our energy service rate filing,
that gets reviewed by a third-party

consul tant on an annual basis to determ ne
if our projected and current costs are
reasonabl e, based on a | ot of these
appropriate variables. So there are other
regul atory PUC venues where opinions are

based on that assessnent and our work there.

A (By M. Levitan) Conm ssioner, would you

permt me to anend ny prior response?

Q Sure. |1'd rather do it now than | ater.

A (By M. Levitan) Sure. Thank you.

I n di scussing the structure of the CUGQ
| hope I did not | eave the Comm ssion wth
the m staken inpression that the Conpany is
not aggressively looking at its options, day
in and day out, with respect to the

Newi ngton Station. There are opportunities
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t hrough brokers and ot her credit-worthy
counter-parties to enter into structured
products to take the place of the bl ock of
energy that could be otherw se sourced from
Newi ngt on when the strike price of a
financial option or a physical option is
attractive. So they're constantly
systematically reviewng the relative nmerit
of New ngton di spatch versus calling on a

pl ant as an option to neet that m d-range of
peaki ng bl ock of energy, particularly when
there's a real chance in the real-tine

mar ket that prices expl ode.

What | neant to say is that we did not
run a scenari o where we contenpl ated the
conpl ete absence of New ngton as a m d-range
or peaki ng option and having then to go to
t he mar ket pl ace to suppl ant | ost energy
production fromthe unit.

That's hel pful. And |I think you've grasped
sone of ny thought process, anyways. It
wasn't whether -- and again, |I'm

par aphrasi ng you. You nade the concl usion

that this station's in the bl ack. And
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foll ow ng beyond that, nmy question, | guess
is, is there not a potential for another
option, that even though the station's in
the black, it would be even nore profitable,
if you will, or less cost to PSNH rat epayers

than the station, if that nakes sense?

A (By M. Levitan) Well, the postul at ed,

accelerated retirenent of the station woul d,
froma directional standpoint, cause
capacity prices to run up. Exactly how far,
no one knows for sure. |It's nostly
geonetry. |If you hold things constant, then
the sl ope of the supply curve, given the
verti cal demand curve characteristic of the
Forward Capacity Market, suggests it could
run up a lot. Not for |long, but certainly
for a year or two.

As far as energy prices are concerned,
the unit doesn't dispatch that nmuch. So,
for the nost part, throughout the year the
LMPs woul d be unaffected by the potenti al
retirement of the unit. The problemis when
the unit does operate is when you need it

the nost. And so the |oss of 400 negawatts,
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both with respect to operating reserves or
in the day-ahead narket, would have a --
coul d have a significant adverse inpact on
the LMPs. So it would not be a major run-up
in LMPs, but a fractional uptick in LMPs
resulting fromthe | oss of the station. And
when you nmultiply that fractional uptick in
LMPs tinmes the entire load in the state,
it's an adverse economni c outcone for all
Q Thank you.
CMSR. SCOTT: That's all | have.
CVBR. HARRI NGTON: Thank you.
| NTERROGATORI ES BY MR, HARRI NGTON:
Q Again |I'lIl ask questions of whoever is nost
appropriate to answer those.

One question is, | guess, going back to
TransCanada No. 9, which is the chart that was
passed out, on Line 43 down there, |'mjust
maki ng sure I"'mreading this correctly. It
tal ks about the average cost of fuel burned
per kilowatt hour net generation. And for No.
6 oil and No. 6 gas it's the sane nunber.

Does that nean the cost is the sane to run the

station on gas and oil ?
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A (By M. Snagul a) Thank you for asking that

question. After reflecting on the prior
questions and the di scussions, | |ooked at
the sheet further during the break, and I
realized there was discussion with
representatives fromLevitan, Line 42, which
identifies the average cost of oil versus
gas on a cents per mllion BTU -- or
dollars-per-mllion-BTU basis. And if you

| ook, they're very simlar. What that neans
is that -- and | just didn't think of it

I nstantaneously at the tine -- is that the
oil we have in the tanks at New ngton
Station were bought years ago. It's oil

that is very low priced, and that when we
bid -- when we believe the unit wll run, we
obtain prices for tonmorrow s natural gas,
and we bid the unit out on gas and oil. But
if the unit is unlikely to run, we don't bid
in a gas price; we just have an oil price.
And we mark the oil price up so that our
custoners don't just get reinbursed for the
cost of the fuel, but in fact make a snall

margin. And since our oil price on the tank
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is so low, the unit has been picked up to
operate with a little nore than we woul d

normal |y expect. And that's what occurred
in 2011, is the unit ran on oil because of

its economic oil price it has on site.

Q But presumably, eventually this cheap oi

goes away because it gets all burned.

A (By M. Snagula) Yes, but we only burn very

nodest amounts. But, yes, there's only a

finite quantity of that.

Q And how nmuch is there left at the rate

you're burning it now? Because |'m assun ng
this would be a fairly drastic increase from

buyi ng new oil.

A (By M. Smagula) Yeah, | -- I"mnot sure I

have that value with ne. But we have a few
dozen days of full-load oil. So there's
quite a bit of BTUs in oil still on site to
cover us for any contingency.

CVBR. SCOTIT: Sorry to go out of
order. So, on the same Form 1 here, on 40,
there's a zero price for No. 6. |Is that
because, again, it's historically already

bought in the past? 1|Is that what that neans?
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W TNESS SMAGULA: Yes, that's
t he average delivered price during the year.
We didn't buy any. W haven't bought oil for
many years.

BY CVBR. HARRI NGTON:

Q So, assum ng conti nued operation, sonewhere
down the road here, if gas prices stay where
they are, the No. 6 gas would cone down and
the No. 6 oil would go up substantially.

A (By M. Smagula) Well, the No. 6 oil would
be the sanme, based on what we have in the
tank, and the gas woul d cone down. W would
burn a small quantity of oil periodically to
nmeet certain circunstances. But --

Q Ckay.

A (By M. Smagula) -- gas is our fuel at this
poi nt, generally.

Q Ckay. That makes sense.

Based on the study itself, |I'mjust
trying to get sone of the assunptions there.
Now, what was used for the capacity factors
and -- let nme back up and start again.

You | ooked out over five years on this

study, the next five years of operation at
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Newi ngton Station?

A (By M. Carlton) The next 10 years. 2011

t hrough 2020.
Q And what was the assuned capacity factor

during that tine?

A (By M. Carlton) Well, we had no assunpti on,

We ran the nodel for econom c dispatch, and
dependi ng upon the size of the spark spread
and its duration fromscenario to scenario
or year to year there was resulting in a
capacity factor.

Q Usi ng that analysis, then, what was the

resulting capacity factor for the plant?

A (By M. Carlton) Well, it was typically in

the single -- high single digits. But, you
know, it varies a lot fromscenario to
scenario. |If you |ook at the study,

Page 49, Exhibit G 17, it provides sone
exanpl e of performance indicators. So in
the top panel it gives what the overall
average of the 250 scenarios is. And for
2011, for exanple, it gives a capacity
factor of 8 percent; in 2012, 7 percent.

Q Ckay. And those resulted by your projection
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of -- well, | nean, |'massunm ng the

nodel i ng was based on the cost of natural
gas at New ngton and then what you expected
to be the econom c dispatch price for what
woul d be the marginal LMP that gets

di spatched? You got to say "Yes" or "No."
You can't shake you head.

A (By M. Carlton) Yes.

A (By M. Levitan) It's the relationship

between the LMP, which is reflective of all
t he resources throughout | SO New Engl and,

not just New ngton, and the margi nal cost of
produci ng energy at full-load or part-I| oad
heat rate based on the use of natural gas
only or oil only or sonme blend of oil and
natural gas at the plant, adjusted, of
course, for non-fuel-variable O& M That's
the dispatch arithnetic that dictates the
out put of the plant.

Q And as far as gas prices, what was the range
you assuned? | nean, again, | assune that
you had many different runs. But what was
t he range on that?

A (By M. Carlton) | don't knowif in the
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study -- | don't believe we presented a
breakdown showi ng di stribution of the
prices. But we do have graphs of what the
expected forward prices were. So, for Page
40, it shows the nonthly fuel prices.

Agai n, given the volatilities that were
assuned in the sinulation analysis, there
woul d be a sizable spread in prices. So it
shows basically in 2011 that it was sonewhat
above $5 in winter and below $5 in the
sumer, | ooks like. And around that there
may be a variation that would go down to the
$2 or $3 range and up to $10 or nore. That
variation may grow sonewhat over tinme. So
you have a growing -- what's called a
"growi ng cone of uncertainty."”

But as | said alittle bit earlier, the
| evel of the gas prices isn't a prine driver
of the plant's econom cs, because gas is on
the margi n throughout | SO New Engl and nuch
of the tine, and therefore the power prices
tend to go up and down in tandem and the
mar ket heat rates are relatively stable.

They'll vary a little bit, dependi ng upon
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the fuel price scenario, but not very nuch.
So, as M. Levitan said, another secondary
i mportant driver is the size of the mcro
basis spread to get the gas to the power

pl ant.

Q Ckay. So, basically what you' re saying,

because the econom c dispatch is basically
based on the price of gas, and the price of
gas is built into the price that New ngton
would bid in at, that they sort of noved
together. So, barring sonmething really
wld, afairly small novenent or even fairly
good-si ze novenent in the price of gas won't
really affect the capacity very nuch; the

di spat chi ng woul d be about the sane.

A (By M. Carlton) That's a good assessnent.
A (By M. Levitan) Wth one exception, and

that i s, occasionally New Engl and's

pi pel i nes experience, on a coincident basis,
deliverability constraints due to when cold
snaps occur. And it has been experienced.
And when col d snaps occur, gas in the

day- ahead market and gas in the real -tinme

mar ket skyrocket and get bl own out of
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anyt hi ng recogni zabl e the ot her 355 or 360
days of the year. On those very days, the
pl ant woul d be expected to burn residual
fuel oil, nmuch less costly than gas, as a
raw material for power introduction. So
Wth that exception in mnd, your statenent

IS correct.

Q And on the -- we've heard that they buy

| arge quantities of oil well in advance,
whi ch turned out to be pretty econonmic this
tinme. How is the gas purchased? Do you buy

it in the spot nmarket or --

A (By M. Snmagula) W buy gas on a daily

mar ket and day-ahead market -- we buy gas on

t he day-ahead market.

Q And just trying to get back to sonme of the

ot her things that got built into nore or

| ess assunptions. You stated -- and we
don't have to go over it again for nany
reasons -- why you didn't contain Northern
Pass as a scenario of what happens if

Nort hern Pass gets built. And the sane

t hing on what happens if there were new

envi ronnental regul ati ons, such as a cooling
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tower. So if one of those was to cone to
pass, would that -- would your anal ysis be
worth anything, or would it have to be
redone, if either Northern Pass or whatever
it was, like a $120 nmillion cooling tower

was required?

A (By M. Levitan) It's our opinion that at

such tinme that it's known with reasonabl e
certainty that screens or a cooling tower is
requi red woul d be exactly the right tinme to
re-run the financial nodel to figure out
whet her that increnental capital expenditure
i's, counter-bal anced by the value of the
products. It's not so sinple as just to
infer fromthe existing work, because to the
extent that New ngton, in this environment,
has a 316(b) conpliance problem then it's
probabl e that many other resources in
sensitive estuaries or rivers with sone
exposure woul d be |ikew se chall enged to
make that investnent, particularly since the
owners of those resources, for the nost

part, are not financially healthy generation

firms. So you can't sinply conclude that in
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the current narketplace, that our applicable
forecast of capacity and energy prices would
be of equal relevance at such a point in
time that New ngton faces a 316(b) CapEx of

magni t ude that was di scussed this norning.

Q Ckay. You said -- if | get what you're

saying, if and when that woul d happen, you
woul d have to re-look at it. But it also
coul d substantially change nmarket conditions
as well because of other plants having to
get the sanme type of conpliance, which would

tend to drive up prices.

A (By M. Levitan) Yes, yes. And to have

post ul ated the occurrence of heavy CapEx
spent, for exanple, a 316(b) conpliance in
2016 or 2017 woul d have i ntroduced fi nanci al
skewi ng of the results, which, in our

opi nion, could conclude falsely that the
right decision is to retire New ngton well
ahead of schedule. Wiy give up the free
option that PSNH s custoners currently enjoy
based on a roll of the dice. It's better,
we believe, to wait until we understand the

applicability and timng and then
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re-calibrate
Ckay. Thank you.

The question on nai ntenance, from what we
heard earlier, the capacity of the plant has
been goi ng down substantially over the past
few years; so that, rather than running for
| onger periods of tinme, it's now running
shorter periods of tines and probably maybe
starting up and shutting down nore often. How
is this type of running it basically only as a
peaker now -- what is the effect of that |ong
term do you expect, on your maintenance
budget ?

(By M. Snmagula) We don't think it wll
cause our nmi ntenance budget to increase.
We have been in this operating node now and
have been experiencing it for a nunber of
years. And we've devel oped certain
processes and procedures in order make sure
we exercise equi pnent that would ot herw se
be idle. And we go through an occasi onal
warmup of the boilers, get the control
systens operational, rotate sone of our

| arge pieces of equipnment. So we've
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devel oped practices at Newi ngton Station in
order to nake it reliable and not affect its
efficiency and so on. And we've | earned
fromother sister units in New England as to
what their techniques and practices are. So
there are many units that can be identified
in the 4- to 600-negawatt range that have a
simlar position in | SO New England. One In
Four(?), of which we are a part owner to, we
get information on their approach. And we
try to also learn what other simlar units
are doing. So we don't see that as creating
any increnental cost. As a natter of fact,
as | indicated earlier, our expense budget
has dropped over the | ast few years by about
a mllion dollars also.

| was nore referring to the aging factor
wth -- you know, five hours of start-up is
usual ly equivalent to, | don't know, using a
nunber of 10, 20, 30 hours of operation when
it cones towards preventative mai ntenance
requi ring tear-downs and just general aging
of the equi pnent.

(By M. Snmagula) Wth the good condition of

144
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the unit and the investnents we nade over
the last six to eight years -- and | won't
go through the list of those -- the unit is
in very good condition, and that the
increnental cold starts, wear and tear is
very noderate. It's very low. And we fee
as though we nonitor our equi pnent pretty
aggressively now on our oil analysis and

ot her issues, on tenperatures on start-up,
make sure they're in proper condition. So
we haven't seen any degradation and don't
expect to wth the nunber of starts we
envi si on.

And you nentioned earlier that there was a
possibility of making a nodification to one
of the boilers?

(By M. Smagula) One of the auxiliary
boilers. W have two light oil-fired --

No. 2-fired boilers which provide heat to
the facility. And one of those units we're
consi dering may require sone nai ntenance
over the next few years. W were | ooking
into whether we'll do that maintenance, and

if we do, how So we're | ooking whenever
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there's an opportunity such as that. W

al so | ook at what's the alternative we have
to replace that piece of equipnent. W do
that with any punp or valve. W're |ooking
at the possibility of replacing it with a
boiler that would burn natural gas. And

that's all.

Q Ckay. So, presunmably there woul d be savings

there fromnot burning oil.

A (By M. Smagula) That's correct.

Q And there was a | ot of discussion on the

Forward Capacity Market, which | regret to
say | actually understood. | spent too nuch
time doing that.

What woul d be the effect OF $1 FCA
clearing price, say in FCA 7 or 8, on

Newi ngt on?

A (By M. Levitan) It would be bad.
Q How bad is ny question? Wuld that put it,

at least for that year, out of the black and

into the red?

A (By M. Levitan) | hesitate to guess w thout

taking a nonent to properly consider. But

it would be a materi al adverse change in the
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project's cash flows and could place the
resource in that one year "underwater," so
t o speak.

But what is nore inportant than any
one-year snapshot of the cash fl ows that
deteriorate for incunbent generators across
the region is the staying power of those
resources to stay in the resource mx. This
gets conplicated quickly. But the renoval
of the FCA floor -- and | recognize that
FERC i s acqui escent with respect to its
extensi on one nore year. But the renoval of
the FCA floor will definitely inpair the
financial prospects of a nunber of i ncunbent
generation owners that burn only residual
fuel oil and are facing CapEx, as well as
units that are both dual -fuel -capabl e, but
using ol d-style steamturbine generators
fromthe '50s, '60s and ' 70s.

"' m sure, Conm ssioner, that you know
fromyour active involvenment with | SO and
ot her stakehol der groups, that the I SO has
expressed great concern about the | oss of

t hese resources. And one good reason for
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that concern is sinply as a hedge agai nst

pi peline deliverability constraints which
could bring the region to its knees during
cold snaps. Unlike PIM or New York | SO,

whi ch has greatly benefited by maj or
infrastructure spent in pipeline and

gat heri ng systens to acconmmodat e shal e gas
production, here in New Engl and, we don't
have that luxury. W are |ooking at nore or
| ess the sane pipeline configuration. And
this is really inportant because al nost all
of the other plants that have been
identified as candidates for attrition in
the 1 SO studies, as well as many of the
consul tant studies referenced here today,
and that we've used before and that we've
been responsi ble for as well, these are
resources that are |ocated "behind the city
gates.” They're served by all these cities.
There's very little Iikelihood during cold
snaps, or even noderate wi nter conditions,

t hat gas woul d be deliverable to these
plants, which is exactly why they are nore

likely to be the first units to retire.
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Only Newi ngton sits directly connected
to PNGIS. There aren't any other old-style
STGs, to the best of ny know edge, that are
directly connected to interstate pipelines.
That is a very inportant reliability
consi deration that bodes well for continued
benefits to PSNH s custoners, as well as
those outside the region -- outside the

st at e.

Q And again on this, what did you | ook at then

for forward capacity prices? Ws there a

range there as well? How did that nodel --

A (By M. Levitan) W cal cul ated them and

they are revealed in the study. And then
there are a nunber of data responses on
this. |If you bear with ne for a nmonent. ..

I f you would please turn to the CUO st udy.

Q This is the original, the first one?

A (By M. Levitan) Actually, it wouldn't make

a different because it didn't change. But
if you'd be kind enough to turn, please, to
Page 37 of the revised study issued in April
of 2011. Here you will see the three

di stinct cases that we were responsible for

{DE 10- 261} [ AFTERNOON SESSI ON ONLY] {05- 08- 12}




© o0 ~N oo o b~ w N

N RN N NN R R R R R R R R R
A W N P O ©O OO N OO O »d W DN -~ O

[WITNESSES: LARGE|LEVITAN|CARLTON|SMAGULA|TILLOTSON]

150

in fornulating. And you'll see that 2015
has very little separation anong the three

cases. But starting in 2016 --

Q Excuse ne for one second. Wen did you

assune the floor woul d di sappear?

A (By M. Levitan) W assuned the fl oor would

di sappear in delivery year 2016 in this
analysis. And | think that is one of the
key reasons why there's differentiation
bet ween the high and | ow case in 2016.

The basi c reasoning for the
differentiation in the md case, the high
case and the | ow case is provided on Page 38
of the CUO. Sinply put: The m d-range
forecast reflects an assunpti on of about
2100 negawatts of retired capacity through
2016 in response to nore restrictive
environnental standards. And it also calls
for the phase-down of inports from NYI SO
across the 345 lines. In the high case,
we' ve assuned that the prices escal ate back
three years in the forecast period. Here,

t he thought was that the region, in response

to FERC, would inplenent refornms in response
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to the anticipation concern, the concern
that EDCs and states exerci se nonopsony

power to artificially depress capacity --

Q The ot her nmarket effect.

A (By M. Levitan) Yes. And we know fromthe

PIMthat the inplenentation of the M ninum
O fer Price Rule now has direct rel evance
here in New Engl and. Wether it's an
Alternative Price Rule or a Mnimum O fer
Price Rule, we're contenpl ating here
outcones in 2018, '19 and '20, where there
are adjustnents nade to the FCA price to
account for what could potentially be the
addi tion of new conventi onal resources prior
to the need date. So that's reflected in
the high price. And it also accounts for
the |l essening of inports from New York to
New Engl and in response to capacity needs in
New York on Long Island, and to a | esser
extent, the rest of the state. W did not
contenplate the attrition or the | oss point

2 or 3 in doing --

Q " msorry. You did not --
A (By M. Levitan) We did not --
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-- participate in --

(By M. Levitan) Ri ght, but we did consider
a reduction in exports from NYI SO t hrough a
variety -- through a nunber of inport notes
i n Connecti cut.

In the | ow case, we have contenpl at ed
sone of the sane assunptions that you would
nornmal |y expect to see that are the infers
in the high case. 1In the |ow case, 200

nmegawatts of inports persist over the

forecast period for NYI SO W' ve postul at ed

the retirement of the West Springfield
facility being del ayed one year. W
sonewhat arbitrarily blended in an

addi tional 200 negs of DR in the capacity
m x, all of which helps to sustain a | ower
traj ectory going forward.

I n handi cappi ng these scenari os, we
acknowl edge that there's a |lot of our N
science in this. And we don't know with
great confidence what's going to happen,
which is exactly why the resource does
constitute a hedge agai nst the uncertain

capacity price outcones in the region. So

152
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we have said that 50 percent of the sanpled
outcones are either along the | owprice
trajectory or the high-price trajectory; so,
50 percent, therefore, on the m d-case
trajectory as well. And that then gives us
the primary financial drivers on the

non-energy part that drives these results.

Q Ckay. Thank you. And one | ast question

which | think I know the answer to, about
your di scussion on Northern Pass. And you
didn't consider that even being built as
part of your study. | assune the sane thing
goes for the Northern Energy Link, the
proposal by National Gid to cone down from
Canada -- Canadi an Power -- Wnd power from

Maine in the HYDC |Ii ne com ng down to --

A (By M. Levitan) Wth all due respect, |

don't want to | eave the Conmm ssion with the
view that we just tossed out NPT and didn't
consider it being built. Again, this goes
back to the reasons we did the study the way
we did it in the first place. Had we, for

t he sake of discussion, incorporated a

1200- negawatt HVDC i nterface injecting that
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1 quantity of energy in the nei ghborhood, it
2 coul d and per haps would have had a cl ear
3 econom ¢ depressant effect on New ngton's
4 future. Way skew the financial results for
5 somet hi ng that may or may not happen? If it
6 does happen, it's highly likely to happen
7 not before 2016, and perhaps | ater.
8 Q | understand. |'m not questioni ng your
9 logic. | just want to say the sane |ogic
10 applies to other projects that are
11 specul ative at this tine.
12 A (By M. Levitan) That's correct.
13 Q Ckay. That's all the questions | had.
14 A (By M. Levitan) And as well as retirenent.
15 CMSR. HARRI NGTON: Go ahead,
16 Cnsr. Scott.
17 CVMBSR. SCOTT: One, hopefully,
18 final question.
19 | NTERROGATORI ES BY MR, SCOIT:
200 Q Have you done any -- on your analysis
21 itself, have you done any -- |I'm sure you've
22 done sone kind of sensitivity analysis.
23 What I'minterested in, are there -- can you
24 identify critical conponents that drive the
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anal ysis nore than anything el se? You know,
is it the price of gas or -- you know, are
there certain things that your client, PSNH,
you know, ultimately you'd want to tel

them Look, if this changes significantly,

you need to pay attention to this?

A (By M. Levitan) Well, sure. One key driver

woul d be the re-tooling of New Engl and's
FCM which would result in significant
changes agai nst our baseline assunpti ons.
Anot her woul d be the potential applicability
of onerous environnental CapEx. You've
heard M. Smagul a address the firm s view on
both the uncertainty of those regul ati ons
and potential timng for inplenentation.

If, for whatever reason, those requirenents
visit PSNH with respect to each of the
EPA-rel ated requirenents, that would be a
time to re-run the nodel. And a third
driver would be accelerated attrition
effects across the resource mx, or a

decel eration of the plant retirenent
relative to the timng and quantity that we

f orecast. So we'd want to | ook at that,
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since that affects the operating revenues
driving capacity of sales, the key driver of
the unit's outl ook.

You want to add to that list?

Q Before you go on, could you clarify the | ast

statenent? So, to paraphrase, if |ess
plants retire than you predict, that could

be a negative inpact? |Is that what you --

A (By M. Levitan) If, for the sake of

argunent, the floor is extended year over
year, or there are other nodifications to

t he demand curve sl ope or the supply curve,
that nakes it easier for old-style resources
to hang in there. W would need to account
for that and refresh the econom c

determ nation in an environnent where sone
of the capacity price trajectory shown in

the study may be materially | owner.

Q Thank you for clarifying.
A (By M. Carlton) | don't think I have

anything else to add to the nmatter.
CMSR. SCOTT: Thank you.
CVSR. HARRI NGTON: Ckay. So

that's going to be it for this afternoon.
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We'll go off the record now, and we w ||

adj ourn and reopen tonorrow at 8:30 and nake

sure we can get through this first thing in

the morning. 1'd |like to have an 8:30 actual

start, not an 8:30 mulling. So, try for 8:30

in the nmorning. The neeting is adjourned.
(Wher eupon t he AFTERNOON SESSI ON of the

heari ng was adjourned at 4:34 p.m)
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