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AFTERNOON PROCEEDI NGS

CHAI RVAN | GNATI US: Wl cone
back. | think we were at the point of
questioning fromthe Bench, if I"'mright. 1Is
t here anything else prior to that?

Then, Conmm ssi oner Harrington,
any questions?

CMSR. HARRI NGTON:  Yeah, a
coupl e questi ons.

| NTERROGATORI ES BY MR HARRI NGTON:

Q You were tal king before, M. Hachey, about
the oil that was at the New ngton facility.
And there was quite a bit of discussion
about what the value of that was and so
forth. But were you inplying that it would
have been nore econom c to run that plant
nmore on gas and then be selling the oil at
mar ket val ue, which was substantially higher
t han what was paid for the oil?

A No. | think what | said is that you get the
value for the oil that was there. They
shoul d have either priced the oil at the
repl acenent cost or market cost, which has

been a utility convention way back in the
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[WITNESS: Hachey]

regul ated days; or sell the oil, and then

t hey coul d have gotten the value for the
oil, so that when the oil burned they were
in fact getting the value of that oil from
within the power market. If it | ooked
hopel ess of ever getting that value in the
power nmarket -- and it kind of was -- then
you'd sell the oil

And run on natural gas when di spatched
econom cally for that.

Sure. \What it appears is that, based on
everything | can see, which is primarily the
FERC 1 docunent, that the value of the oil
was not recovered.

Ckay. And turning to your testinony,

Exhi bit TransCanada 14, maybe |' m j ust

| ooki ng between the |ines here and m ssing
sonet hi ng, but on Page 3, at the bottom of
t he page, below Line 72, you tal k about the
capacity benefits of 25 mllion which could
be realized if the facility was retired.
Now, by that | assune you're referring to
Newi ngt on woul d have a capacity supply

obligation that they obtained already
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[WITNESS: Hachey]

t hrough the FCA; then a decision would be
made to retire them and then they would
sell that obligation in the reconfiguration
mar ket ?

That's the concept, yes.

And then profit would come fromthe
arbitrage between the FCA price and the
reconfigurati on market ?

Yes.

On Page 11, you kind of go into a little
nore detail about that at the very top of
the page. | see the nunber of 30 mllion
and then other things -- or 20 mllion. Was
25 just an average price? | nean --

Yes.

Ckay. Just so that clears that up.

You were asked a question about sone
costs going forward, and you said sonething
to the effect that sone costs were
irrelevant, which seens to be not exactly
t he sanme thing as M. Traum was tal ki ng
about before. Can you expl ain?

Sure. W're probably tal ki ng about two

different -- Iin two different contexts.
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[WITNESS: Hachey]

A

From an unr egul ated nerchant | ooki ng at
an asset, sone costs are largely irrel evant
if we're | ooking at purchasing it or val uing
it for property tax purposes or sonething of
that sort. In a regulated context, they nay
be very relevant, particularly as regards
the return one would earn on it. And I
wasn't delving into that area.

Ckay. That helps quite a bit. Thank you.

Anot her thing that cane up quite a bit,
and just so we're all clear on this, has to
do with the FCA. Now, do you agree that in
every FCA where there's been a fl oor,
there's al so been a surplus when that fl oor
was reached, nore capacity than | CR?

Yes.

And that's what you're referring to as a
"pro rated price." So the effect of the

pri ce becones sonewhat | ower than the fl oor.
If we have, for exanple, 10 percent nore
capacity at the floor than ICR, then the
paynent price is down -- pro rated down to
about 10 percent.

Exactly.
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[WITNESS: Hachey]

Q Ckay. And there was al so sone tal k about

why anyone new woul d enter the nmarket. You
said that you -- you nentioned the Laidl aw
pl an and Cape Wnd and so forth. Isn't

t here an active novenent going on right now
to shield renewables fromthe m ni num price
offer in the present FCA negoti ations, such
that they would be able to cone in as price
t akers, even though their m ninum offer
price is determned by the SO to be quite a
bit hi gher than that?

A Yes. You' ve got a couple things going on.

You' ve got a FERC order relative to FCA 8,
and arguably beyond, that establishes the
m ninmnumoffer price rule with no exenptions
t hat have been provided for. | think FERC
said sonething to the effect of If you want
an exenption, cone down and see us. M

| anguage, not what they said.

In a nunber of neetings |'ve attended,
wth the swrl of what are we -- what el se
can we do with the FCM there has been a | ot
of tal k about exenptions or sonething of the

sort as part of an agreenent, if |'ve
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[WITNESS: Hachey]

10

answered that fully.

Yes. And another question. | think you
stated that in the continuing operating

anal ysis that was done, in your testinony
you tal ked about the benefits of the
capacity supply obligation we just

di scussed -- |.E., even though you didn't
have an operating plant, you could sell it
into the reconfigurati on market and nore
than likely sell it for a | ower price than
you even paid for it and make noney off of
it.

R ght.

That wasn't considered in the Levitan study.
And that was because they never | ooked at
the possibility of the plant being shut down
and taking that approach and selling the
CSO?

It wasn't brought up in the Levitan study.

| unearthed that nyself, and | said wait a
mnute. If there was a shutdown, there

is -- actually, when | was trying to do sone
cases, it dawned on ne that there was in

fact a continuing revenue that one could get
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[WITNESS: Hachey]

11

fromthe capacity market. It just was
counterintuitive to ne until | was actually

t hi nki ng about it.

Q Yeah, it doesn't nake sense to think you'd

be nmaki ng noney on a facility after you shut

it down.

A Ri ght, right.
Q In this case, it's --

A It's possible. In fact, it's happening.

You know, a lot of the DR resources are
selling off their obligations. And the
parties buying themare the generators of
surplus by virtue of having their supply
portfolio derated, if you wll, freeing up

capacity.

Q And just to nake it clear on this, this

met hod of arbitragi ng between the capacity
supply obligation and the reconfiguration
options, that would only be for a limted
anount of tinme, because once the plant was
shut down and determned to be retired, they
woul dn't be obtaining a capacity supply
obligation into the future, because there

t hey woul d have had to put in, | assune, a
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[WITNESS: Hachey]

12

per manent de-list --
Right. That would all cone to an end. And
that's what | tried to nodel.
So this would be out for possibly three
years fromthe last tinme they obtained a
capacity supply obligation they'd be able to
do this --
Sonet hi ng on that order, yeah.
Ckay.

CMSR. HARRI NGTON:  That's all |
have. Thank you.

CHAI RVAN | GNATI US:  Conmi ssi oner
Scott, questions?

CVMBR. SCOTT: Yes.

| NTERROGATCORI ES BY CMBR. SCOITT:

Q

A
Q
A
Q
A

M. Hachey, when you first cane to the
stand, one of the first statenents you made
regarded the inportance of | ooking at the
net energy benefits --

Yes.

-- for the cal endar year 2011.

Yes.

Were you here yesterday al so?

Yes.
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[WITNESS: Hachey]

13

Q So, yesterday, you may renenber, we approved

Record Request No. 4 for energy service rate
nunbers for cal endar year 2011. |If that's
fulfilled, wll that provide the data that

you think is needed?

A Yes.
Q Thank you.

A Yes, we already have -- by virtue of the

FERC Form 1, we got half the data. | was

| ooking to find if there was any way that I
actually had all of the data from any of the
filings or anything that PSNH may have nade
with the FERC Form 1. | got part of it, but
not the rest of it. And it's very el enental
data. For exanple: It's really the sum of
the settlenents for the cal endar year. And
you woul d have had the sum of the
settlenents at the very -- at the concl usion
of every nonth, you'd have the prior nonth's
settlenment within a week. So it's sonet hing

that's very readily obtainabl e.

Q Ckay. Also, yesterday's panel indicated

mul tiple tinmes how useful your comments

were, if | renmenber correctly. To ny count,
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[WITNESS: Hachey]

14

there's, | think, four revisions, to ny
count, if | include PSNH 1, PSNH 2, PSNH 12,
and then the nmark-ups we got yesterday on
PSNH 12. So, by ny count, that would be
four revisions to the CUO. Wuld you -- |I'd
| i ke your opinion on why you think there
were so many changes to that docunent and

t he cal cul ati ons 1 nvol ved.

A. Wll, | don't know. | was -- we went

| ooki ng around for a docket to get into when
we saw this docket. But | |ooked at the
study and went right to the net energy
benefits. And | | ooked at the historical
benefits and | | ooked at the projected
benefits. And | know a little bit about
power plants' relative efficiencies in New
Engl and, and you can't get there from here.
So that report never should have nmade the

| i ght of day, based on the way it was
drafted the first tinme. So, after that, |
can't explain. W tried to signal as fast
as we could in Interrogatory Set 1,
Interrogatory No. 2, |ook at the negatives

in history. | couldn't do nuch nore than
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[WITNESS: Hachey]

BY MR

15

that. Wen they're sitting there with 15 to
20 mllion positives in the future,
negatives in the history, sonmething isn't
right. You got to be able to explain how
you go fromhere to here. | put nyself
often in the -- if I'"'mmking a presentation
upon managenent, what's the first thing I
got to explain? How these are negati ves and
suddenly these are positives, big positives.
So, beyond how to explain why there's so
many changes, | don't know. But that one
troubled ne a lot, and that's why we got
i nto the docket.
Thank you.

CMSR. SCOTT: That's all | have.

CHAI RVAN | GNATI US: Thank you.
No ot her questions? Any redirect from M.
Pat ch?

MR. PATCH. Thank you.

REDI RECT EXAM NATI ON
PATCH:

M. Hachey, you recall that Ms. Know ton
asked you a question about whether it was

your recommendation to the Comm ssion in

{DE
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[WITNESS: Hachey]

16
this docket to retire Newi ngton Station, and
your answer to that was "No." | guess |I'd
like to follow up and say, then what is your
reconmendati on to the Comm ssion in this
docket ?

A Sur e.
CHAI RVAN | GNATI US: Before you
answer the question, that strikes nme as a --
his testinony is in. And is there -- | don't

under st and why just asking himto describe his
recommendati ons i s appropriate on redirect.

I's there sonething specific about M.
Know t on' s question that needs to be
clarified?

MR, PATCH. | just thought it
woul d be good to clear up for the record
exactly what his recommendation is. If the
Comm ssi on, you know, knows that from his
testinony, |'m happy to nove on. But | just
wanted to nake sure that you were clear on
what his recommendation is. That was ny
reason for asking.

(O f-the-record di scussi on anobng Conmi ssi oners.)

CHAl RVAN | GNATI US: Al right.

{DE 10-261} [ AFTERNOON SESSI ON ONLY] {05-09- 12}
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[WITNESS: Hachey]

BY MR

17

We'll allow a very brief response to the
questi on.
|'ve got ny marching orders.

Very brief, on Page 2 of 13, begi nning
with Line 51, ny principal conclusion is
that the study nust be redone by an
anal ytical firmthat is conpletely
I ndependent of PSNH.

PATCH:

Ms. Know ton asked you a number of questions
related to the corrections that | believe
were dated July 8th of 2011. And I think
you had freely admtted that you hadn't
revi ewed t hose when you prepared MEH
Exhibit 1, you know, the attachnent to your
July 27th, 2011 testinony. Wuld you be
wlling to update MEH Exhibit 1 with those
revi sed nunbers if the Comm ssion were to
find it useful?
Absol utel y.

MR. PATCH. | guess I'll |eave
that to the Comm ssion as to whether you think
t hat woul d be hel pful to have that done.

CHAl RMAN | GNATI US: | think that

{DE
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[WITNESS: Hachey]

18
woul d be good. Should we reserve a
TransCanada 16 - -
THE CLERK: That's correct.
CHAI RVAN | GNATI US: -- for that?

(The data request, as described, was
herew th reserved as TransCanada 16
for identification.)

Q M. Hachey, Ms. Know ton asked you somne
questions regarding the ES rate, and | think
one of the inplications being that PSNH i s
in conpetition with TransCanada. |s that
your understanding of the relationship
bet ween the default service rate and the
conpetitive market in New Hanpshire, that
you're in conpetition with PSNH?

A No. | thought that the idea was that the ES
rate was sort of the backstop or |ast,
whatever it's called, |ast resort service or
sonething to that effect. | didn't know
that we were in conpetition. But it doesn't
matter, so long as they keep their costs
appropriately allocated. W'Il|l deal with it
fromthere.

Q And one of the other inplications of sone of

{DE 10-261} [ AFTERNOON SESSI ON ONLY] {05-09- 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

[WITNESS: Hachey]

19

her questions seened to be that it's sonehow
to TransCanada's benefit if they keep the
costs down. |Is that in fact the case?
Wuldn't it be to TransCanada's benefit if
their costs were higher, if they spent a
billion dollars on Merrinmack Station or
sonething else; as long as all those costs
are included in the ES rate, then that woul d
create a greater nmargin between the ES rate
and what you could sell power to custoners

on the nmar ket ?

Yeah. |If you |look at our activities in this
state, other states, | don't think that
you'll find nmany instances where we're

trying to artificially push anybody's costs
up. In fact, | can virtually guarantee you
that in every instance we've been | ooking
for efficient nmarkets, whatever they may be.
So if we were interested in pushing PSNH s
costs up, we would have supported the
construction of the scrubber. |If we were
interested in pushing all sorts of other
peopl e's costs up, we wouldn't have been

opposed to Cape Wnd in Massachusetts.
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[WITNESS: Hachey]

20

That's been the -- what we're | ooking for
are efficient, conpetitive markets. And |
have no interest in artificially pushing
anyone's costs up.

MR. PATCH. That's all the
questions. Thank you.

CHAI RVAN | GNATI US: Thank you.
Thank you, M. Hachey. You're excused.

Do we go now to M. MO uskey?

MR SPEI DEL: Yes.
Conmi ssioners, as a matter of fact, 1'd like
tocall M. MCuskey and M. Arnold, Staff's
consultant, as a panel. Staff would engage in
direct with both and then at the end woul d be
open to cross-exan nation and Comm ssi on
questi ons.

Now, | do ask at the outset of
our questioning that you have Staff
Exhi bit 4 handy. Does everyone have a copy
of that handy on the Bench, because | have
additionals if you would |i ke sone.

CHAI RVAN | GNATI US:  Yes.

(WHEREUPON, GEORGE McCLUSKEY and
EDWARD ARNOLD were duly sworn and
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[WITNESS PANEL: McCluskey|Arnold]

Q

21

cautioned by the Court Reporter.)

GEORGE McCLUSKEY, SWORN

EDWARD ARNCLD, SWORN

MR. SPEI DEL: Very good. W' ve
al ready introduced M. MO uskey, so |I'1]I
begin with M. Arnol d.
DI RECT EXAM NATI ON

SPEI DEL.:
M. Arnold, are you situated?
Yes, | am
Ckay. Wiat is your full nane and pl ace of
enpl oynment ?
(M. Arnold) Can you hear ne? Edward
Arnold. | work for Jacobs Consul tancy, out
of Chicago, Illinois.
Now, what is your position at Jacobs, M.
Ar nol d?
(M. Arnold) I'"'ma group nmanager at Jacobs.
What rel ationship do you have with the Staff
of the New Hanpshire Public Uilities
Conmi ssi on?
(M. Arnold) | ama consultant for the
Staff.

What do you consider to be your area of

{DE
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[WITNESS PANEL: McCluskey|Arnold]

BY MR

22

pr of essi onal expertise?
(M. Arnold) My nain area of expertise is
val uation, typically using stochastic
nodel i ng techni ques, sonetines using real
option techniques. | also do quite a bit of
event - based sinulation nodeling to help
peopl e optim ze |l ogistics systens. | al so
do sonme quantitative risk anal ysis.
Very good. Do you recognize this docunent
that |I'm holding up, Staff Exhibit 1? | can
bring it up to you.
(M. Arnold) Bring it up.

CHAI RVAN | GNATI US: Sounded a
little bit like a magic trick there.

W TNESS ARNCLD: Yeah.

SPEI DEL:

Do you recogni ze that docunent?
(M. Arnold) Let's see. Wich oneis it?
Just open it up. Yes. This is the
testinony of -- yes, ny testinony.
Absol ut el y.
Very good. Now, would you please turn to
t he docunent that's part of Staff Exhibit 1
that has been styled as Staff Exhibit 9 at
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[WITNESS PANEL: McCluskey|Arnold]

>

23

t he back.
(M. Arnold) Ckay.
Pl ease identify this docunent then, M.
Ar nol d.
(M. Arnold) Ckay. This is ny reviewin
final formof the LAl nodel. That's ny
revi ew for George.
For the New ngton Station?
(By M. Arnold) Yes.
Very good. Do you consider the matters
within this testinony, including your report
to M. MCuskey filed as part of Staff
Exibit 1, to be within your area of
pr of essi onal expertise?
Yes, | do.
Do you still support the conclusions nade in
this witten testinony regardi ng the
Newi ngt on CUO, as sunmmari zed at Pages 29 and
30 of Staff Exhibit 1, Lines 11 through 33
and 1 through 217

CVMSR. HARRI NGTON:  Coul d you
repeat the cite again?

MR SPEI DEL: Sure. Pages 29

and 30 of the main body of the testinony --
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[WITNESS PANEL: McCluskey|Arnold]

BY MR

24

(M. Arnold) Yes, | do.

MR, SPEIDEL: -- Staff Exhibit
1, Lines 11 through 33 and 1 through 21.
SPEI DEL:
Very good. Al right. Leaving aside the
concl usions of your testinony in Staff
Exhibit 1 for a nonent, | would |like to ask
about your understandi ng of the nodel
prepared by Levitan & Associ ates on behal f
of the Conpany for the New ngton CUO st udy.
Wul d you agree that the nodel applies
probabilities of events occurring in the
future to try to predict the future economc
performance of New ngton Station?

M5. KNOALTON: |I'mgoing to
object to the question. | thought that the
pur pose of this exam nation was to qualify the

w tness and to make hi m avai |l abl e for

cross-examnation. It sounds |like he's --
MR SPEIDEL: | think we m ght
have a m sunderstandi ng here. |'m engaged in

the direct questioning of ny wtness.
MS. KNOALTON: Right. |

understand that. But | guess ny understandi ng
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of what that direct exam nation would be is to
qualify the witness; have himverify his
testi nony; make any corrections to it; to the
extent he had any comments that he would I|ike
to offer with regard to new testinony that's
been provided, that he have the opportunity to
do so, but that it otherw se be [imted.

MR, SPEIDEL: Well, |I'm building
a |line of questioning, Conmi ssioners,
regardi ng certain assertions nmade in rebutta
testinony of the Conpany relating to access to
nodel s and confidentiality agreenents between
Jacobs, our consultant, and the Conpany. So
this is new ground. | don't necessarily have
the ability to ask everything in a single
question, and | don't think that woul d be
advisable. So | think we'll be building up to
a pretty clear line of questioning wthin
about three seconds, if we can conti nue.

CHAI RVAN | GNATI US: Al right.
Well, if you can keep your focus on
information that either has cone out newy
during the hearings or was in rebuttal that

you coul d not have given a response to -- that
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the wi tnesses could not have given a response
to, that has been our practice in this case.

MR SPEI DEL: Yes.

CHAI RVAN | GNATI US:  So get to
that as quickly as you can.

MR. SPEIDEL: W are here and we
are going to ask about rebuttal matters.
Thank you, Conm ssi oners.

SPEI DEL:

So, would you also agree that Levitan's
nodel applies a proprietary nathenati cal
nodel structure to produce probability
distributions for the factors that woul d

i nform Newi ngton Station's econonic

per f ormance? Yes or no?

(M. Arnold) | agree with all that, except

the word "proprietary," because | can't say
for sure if there's proprietary content in
their nodel, because | didn't see it.

Ckay. Have you analyzed sim |l ar
probabilistic nodels used to predict future
econom ¢ performance of capital assets in
private industry?

(By M. Arnold) Yes, many tines.
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Can you provide sone general exanples of
such anal ysis which you' ve engaged in and
clients you ve worked in?

(By M. Arnold) Yes.

CHAI RVAN | GNATI US: Before you
respond -- M. Know ton.

M5. KNOALTON: Can Attorney
Spei del give us an offer of proof of howthis
IS responsive to new testinony?

MR. SPEIDEL: Wll, M. Levitan
said yesterday that this has been an ordeal of
unhear d-of proportions working wwth Staff and
working with Jacobs in trying to establish a
non-di scl osure agreenent. And we are
rebutting those asserti ons made yesterday in
the hearing room And Staff strongly believes
t hat we have a right to rebut those
assertions, and | find it absolutely critical
to our case. And we have not nade broad-brush
assertions as part of our presentation here,
and we are going to be very focused on our
anal ysi s.

CHAI RVAN | GNATI US:  Wat | think

woul d be helpful is if you were to phrase it

{DE 10-261} [ AFTERNOON SESSI ON ONLY] {05-09- 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

[WITNESS PANEL: McCluskey|Arnold]

28

as, "You heard M. X testify to a certain
statenment,” and then build fromthere so that
it's clear whether it relates to new and
rebuttal information or not.
MR. SPEI DEL: Very good.

BY Ms. SPEI DEL:

Q Well, M. Arnold, yesterday you heard M.
Levitan say that he has never had such
difficulties as he had with Jacobs and Staff

i n exercising sone sort of understanding for

a non-di scl osure agreenent. Have you found
that in past instances -- and you m ght want
to give sone specific exanples -- that

you' ve been able to reach non-di scl osure
agreements with clients and/or third
parties?

A (By M. Arnold)Yes, in alnost all cases we

have been abl e to.

Q Can you list a couple of clients, just as a
matter of illustration?
A (M. Arnold) Ckay. | have to think about

t he ones where | have the right to use their
nane. BP, British Petrol eum Suncorp;

M crosoft; ConocoPhilli ps.
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Q That's fine. Thank you. So, in these

efforts in anal yzing such proprietary
nodel s, have you found access to the conpl ex
proprietary nodels to be critical to

under st andi ng t he wor ki ngs of such nodel s?

A (M. Arnold) Yes, alnpbst always. | say

"al nost," because sonetines the nodel turns
out to be very sinple. They're a derivation
of a nodel |'ve worked with before, or | can
duplicate themvery quickly. So in those
rare cases, | don't need that. But in nost
cases | do, to answer the questions | would

be getting from people |Ii ke George.

Q Ckay. Have you found access to such nodel s

to be critical to independently verifying as
to whether a given probabilistic nodel is

set up using conmonly accepted standards?

A (M. Arnold) Usually, yes.

Q What does "access" -- and |I'll put that in

quotations -- to a nodel entail for a nodel

such as that used for Levitan?

A (By M. Arnol d)Ckay.

M5, KNOALTON:  If | may, | would

li ke to state another objection for the
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record. The Staff had extensive testinony
about this issue of access, what it considered
access, and | don't see how this is responsive
to testinony M. Levitan gave yesterday.

MR, SPEIDEL: It's extrenely

responsive. M. Levitan, in his rebuttal
testinony, said that Staff acted, it's
inplied, in bad faith in dealing with himin
trying to reach a non-di scl osure agreenent,
and that the access supplied by M. Levitan
t hrough PSNH s intervention efforts were
adequate for Staff's purposes. Staff is
saying, no, that is not the case. And so we
have a right to ask our consultant, M.
Arnol d, a few basic questions about what he
t hi nks "access" is as conpared to what M.
Levitan asserted yesterday "access" is.
That's our point.

CHAI RVAN | GNATI US: Ms.

Know t on.

M5. KNOALTON: | just want to
note that I don't believe that the Conpany or
any of its wi tnesses have used the words "bad

faith" or have alleged that M. Arnold or his
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conpany has acted in bad faith. So | don't
think that's a fair characterization of what
t he testi nony has been so far.

MR, SPEIDEL: Well, | can walk
t hat back and say if not bad faith, then
extrenely difficult in dealings with the
Conpany and with Levitan. And we have to nake
our own points clear. So I'll continue on, if
it's all right.

CHAI RVAN | GNATI US: Pl ease try
to focus on what you heard yesterday or what's
in the filed testinony that you' re respondi ng
to, to keep the question focus so that | know
whether it's an appropriate |ine or not.

MR. SPEI DEL: Very good.

SPEI DEL:

So, M. Levitan gave a little bit of
testi nony yesterday saying that, in his
view, Staff had all of the information it
needed to properly assess the nodel applied
in the Newi ngton Conti nued Unit Operations
Study. Do you recall that?

(By M. Arnold) Yes.

Now, in your view, did Jacobs & Associ ates
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and Staff, together, receive that |evel of
access during its visits to Levitan in the
spring of 20117

(M. Arnold) To be able to answer the type
of questions that | was getting from Staff,
from George, we did not have ultinmately the
required |l evel of access. It's what we call
"DPA." W deal with this alot. It's

di rect personal access. To answer the types
of questions that | was getting and expected
to continue to get, sonmebody in ny position,
in nmy group, needs to be able to be, you
know, if not alone, they have to play wth

t he nodel personally. |1t can be on the
client's site. But we've got to be able,
first of all, to verify we're working with

t he sane nodel that was used in the study.
We do that by getting the sane results from
Ato Z, or close to that. And then we do a
little bit of stress testing. W do a
little bit of sensitivity analysis. And

t hen we nake sure that we can answer the
basi ¢ questions that we know we'l | be

getting, such as: Do you believe it
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accurately represents what this asset wll
do in the future under the conditions
specified? Do you believe it's free of
material errors, et cetera?
Very good. So, M. Arnold, | would like to
present a docunent to you and distribute it
anongst the roomattendees. And I'll give a
little description.

(M. Speidel distributing docunent.)
SPEI DEL:
M. Arnold, did you prepare this docunent?
(M. Arnold) Yes, | did.
Is this docunent a sunmmary that you prepared
of Jacobs' negotiations with Levitan for a
non- di scl osure agreenent ?
(M. Arnold) It's a sunmary of negoti ati ons,
e-mails, phone calls, discussions and tal ks.
Ckay. Let's turn this over to the back of
t he page, because this is in reverse
chronol ogi cal order.

CHAI RVAN | GNATIUS:  And for the
sake of the record, we'll identify this for
identification as Staff Exhibit 8.

MR. SPEI DEL: Thank you very
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much, Chairman | gnati us.
(The docunent, as descri bed, was
herewith marked as Staff 8 for
identification.)
SPEI DEL:
Let's start fromthe beginning. As | had
nmenti oned yesterday in the |ine of
questioning to M. Levitan, there was a
proposal for a non-disclosure agreenent
submtted to Staff on the 31st of May. And
you can see in the first bullet point that
ultimately 1t was conveyed to Jacobs.
(M. Arnold) Right.
Now, as you go further in tinme, there's sone
comruni cations. But 1'll ask a specific
question here. And if you take a | ook at
Staff Exhibit 4 -- do you have a copy of
t hat handy wth you?
(M. Arnold) Staff Exhibit 4.
| can give you a copy. Here you go.
(M. Speidel gives docunent to w tness.)
(M. Arnold) Al right.
So you can see the page up -- let's turn to

Page 8 of Staff Exhibit 4.
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(M. Arnold) Ckay.

All right. So you can see -- what do you
have on the top there? Do you see that this
is an e-mail that you received on Wednesday,
June 1st?

(M. Arnold) Yes.

And this e-mail is fromnyself to M. George
McC uskey and you, an internal e-nmail to
Staff and its consultant?

(M. Arnold) Yes.

All right. Can you read the body of the
e-mail, just a few sentences here? "These
are..."

(M. Arnold) "George and Ed: These are the
actual docunents discussed in ny e-nmail that
I just sent. Anne Ross gave nme the go-ahead
to have Ed/ Jacobs Consulting enter into a
non-di scl ose. But as you' ve seen, | told
Jerry to make nodifications to enable us to
share i nfo anong oursel ves, Conm ssioners
and OCA as wel | ."

Ckay. Very good. And let's turn to Page 11
of Staff Exhibit 4.

(M. Arnold) Ckay.
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Q As was di scussed yesterday, | won't

reiterate this, there was a response from
M. Eaton at the Conpany saying, "I think
we're al nost there. Your additions are
accept abl e" and so on.

Let's turn to Page 12. And this is the
substance of the question |I'm going to ask.
Do you recall receiving this e-mail on

Thur sday, June 2nd?

A (By M. Arnold) Yes.

Q Ckay. Do you mind reading what it says

t her e?

A (M. Arnold) Ckay. It's fromyou?
Q Yes, from nyself.
A (By M. Arnold) "Jerry, that is a good add.

W are okay with that being added. Wen you
send al ong the revised agreenent, | wl|l
make sure that Ed Arnold, or his responsible
corporate officer, signs it before cl ose of

busi ness today."

Q Very good. Ckay. So, after this point, M.

Arnol d, do you recall that there had been
bi | ateral negoti ati ons goi ng on between sone

of your corporate officers at Jacobs and
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t hrough PSNH s representatives with Levitan
totry to sign sonme sort of non-disclosure
agreenent? Wuld you agree with that?

(By M. Arnold) Right. To try to arrive at
a formof an agreenent that both parties
woul d si gn.

Very good. Now, as you see, as you go
forward in the tineline, there's a bull et
poi nt, three bullet points down fromthe top
of Page 2, that reads, "June 6th, 2011:
e-mail to involved parties from Al exander
Spei del RE: status of agreenent
negotiations.”™ Do you recall ny sending
that sort of e-mail?

(M. Arnold) | looked at it recently.

Very good. And if we turn to the front of
this tineline, you can see there's a bullet,
second down, reading "July 15th, 2011."

(By M. Arnold) Yes.

"Ed Arnold sends e-mail to Jerry Eaton with
| at est version of NDA." Do you recall
sending that kind of an e-mail ?

(M. Arnold) Yes.

All right. | will distribute two docunments
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now to the hearing room if | nay.
(Atty. Speidel distributes docunents.)

BY MR SPEI DEL:

Q As that's being passed around, | would |ike
to just -- let nme see here. Just a second.

Ckay. Now, M. Arnold, let's | ook at
Staff --
MR, SPEIDEL: And | would |iKke
to have what's styled as "Staff Exhibit 10"
mar ked as such, and al so what's styled as
"Staff Exhibit 9" marked as such. And these
two matters, the Exhibit 9 is the e-mail of
July 15th sent by M. Arnold, and Staff
Exhibit 10 is an e-nmail fromnyself sent on
Monday, June the 6th.
(The docunents, as described, were
herewith marked as Staff 9 and 10 for
identification.)

BY MR SPEI DEL:

Q So, looking at Staff Exhibit 10 first -- |
know that's counterintuitive -- | think it
woul d be hel pful for ne just to read this
out qui ckly and have you say whet her you

agree with Staff's position on this still.
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So l'll read as follows: "I have
di scussed the possibilities for solutions to
the" -- from Staff 10 -- "1 have di scussed
the possibilities for solutions to the
I npasse on non-di scl osure between Jacobs and
Levitan & Associates with ny | egal
col | eagues here at the Comm ssion, and, in
| i ght of the continuing concerns outlined by
Jacobs regarding their need for a retention
carve-out for their work product under the
non-di scl osure agreenent, | think that it is
tine to take stock of where we stand on
this.

"My hopes for a workaround using Staff
as an information-retention conduit are not
supportable at this tinme, in light of
further guidance fromny superiors" -- sorry
-- "supervisors. Therefore, Jacobs and
Levitan need to cone to a non-disclosure
agreenent that is reasonable for both
parties so that Jacobs/Ed Arnold can do the
work they need to do on behalf of Staff. In
Staff's view the version of the

non-di scl osure agreenent wth the
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I's such a reasonabl e agreenent.

"At this tine, it is useful to keep in
mnd what | told PSNH and Levitan Staff at
the Friday neeting. Levitan and its client,
PSNH, bear the burden of denpbnstrating to
this Conmm ssion that the New ngton
Continuing Unit Qperation Study has been
prepared using robust, verifiable scientific
met hods. I n order for Staff to issue a
reconmendati on on this docket stating that
Staff has been able to i ndependently verify
t he nmet hodol ogy of the New ngton study,
Staff and our consultant, Jacobs/Ed Arnold,
need to have access to i nformati on about the
nmet hodol ogy, as determ ned by Staff and its
consultant. W accept the need for a
non- di scl osure agreenent between Jacobs and
Levitan as a prerequisite for nore granul ar
| evel s of access by Jacobs/Ed Arnold that
i npl i cate possible trade secrets. But
pl ease bear in mnd that if such an
agr eement cannot be reached, and the

i nformati on needed for Staff and Jacobs'

40
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anal ysis of the nethodol ogy used in the

Newi ngton study is not made avail able, Staff
will likely not be able to issue a
reconmendati on to the Comm ssion with the
conponent verifying the Levitan nethodol ogy
for the New ngton study."

So, M. Arnold, can you confirmthat
this was sent by me and you had a carbon
copy on Monday, June 6th, of 20117?

(M. Arnold) Yes.

And woul d you still agree with this
conclusion that we've reached in this
I nstance as Staff --

(M. Arnold) Yes.

-- as consultant? Thank you.

All right. Nowlet's turn to Staff
Exhibit 9. There's a reference to it on
Staff Exhibit 8, which is the tineline. You
have a little sumary here, and you can read
it yourself. What is the date? And just
read the e-mail, please.

(M. Arnold) Ckay. The date is July 15th.
It is to Jerry, and you are copi ed.

CHAI RVAN | GNATI US: Before you
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read, |I'm not sure why we're readi ng exhibits
into the record. |If they're in the record,
they're in the record. So is there -- this is
a short one. But what's -- if you can direct
the witness to your particul ar questi on.
MR. SPEI DEL: Very good.
BY MR SPEI DEL:
Q M. Arnold, inthis e-mail, did you return a
versi on of the non-di scl osure agreenment to
t he go-between, M. Jerry Eaton of PSNH,
bet ween Jacobs and Levitan that was
acceptable to Jacobs & Associ at es?
(M. Arnold) Yes, | did. It was attached.
And this is attached to Staff Exhibit 97
(M. Arnold) R ght.

o > O »

Very good. So |I'mgoing to show you one
nor e document for your own purposes, because
it's already been entered as a Conpany
exhibit. This is PSNH Exhibit 13. And this
Is the revised response to Staff Round 4,
one of the data responses. And do you j ust
see the little sentence at the very end

t her e?

A (M. Arnold) Yes.
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Q What does it read?

A (M. Arnold) "By the tine the Staff

testinmony was filed on July 27th, 2011 LAl
had not heard of a reply from Jacobs to that

pr oposed NDA."

Q Did you think that by sending an e-mail on

July 15th, Jacobs was making a good faith
effort to respond to sone of the comments
t hat the Conpany had nade on the proposed
NDA?

A (M. Arnold) Yes.
Q Thank you.

Now, M. Arnold, is it the usua
practice of Jacobs to maintain an archival
copy of its own work product for | egal
pur poses, even if such work product relied
on proprietary information for its

devel opnent ?

A (M. Arnold) Yes. It's "work product.” |

think that's an inportant term

Q M. Arnold, in your experience, has any

client or third party who' ve presented
proprietary nodels in the context of Jacobs

work for its clients, objected to this
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provision allowi ng for one archival copy of
wor k product to be retained by Jacobs?

(M. Arnold) In cases |like this where
proprietary nodels are involved, | -- after
wor ki ng on nmany cases |like this, there was
one case where a client objected.

Just one?

(M. Arnold) R ght. W could not reach an
agr eenent .

Ckay. |If Levitan had agreed to the version
of the non-di scl osure agreenent presented by
Jacobs on July 15th, 2011, by e-nmil, would
Jacobs have approved of the execution of
such an agreenent?

(M. Arnold) Can you say that again?

If Levitan had agreed to the version of the
non- di scl osure agreenent presented by
Jacobs -- that is, the one on July 15,

2011 -- woul d Jacobs have approved of the
execution of such an agreenent?

(M. Arnold) | amcertain they would have.
Yes.

Ckay. Now, the work product at issue in the

non- di scl osure agreenent negoti ati ons, woul d
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that be like that presented in Staff's joint
testinony, Staff Exhibit 17
(M. Arnold) Yes. It would probably be
that, plus a collection of any e-mails or
other nmaterials that were sent to parti es,
you know, such as you or CGeorge, or if | was
communi cating directly with Levitan or
sonebody.
Ckay. Now, M. Arnold, please turn to --
(M. Arnold) But the key is "work product."
It's typically our report that is kept.
Thank you.

Ckay. Now, M. Arnold, please turn to
Page 30 of Staff Exhibit 1, your prefiled
testinony. And that woul d be the main body
of the testi nony.
(M. Arnold) Ckay.
Coul d you please read Item 7, Lines 13 to
16, just briefly.

CHAI RVAN | GNATI US: Wl l, let ne

ask why, if this is only identifying areas
that are new, that have come up as response to
rebuttal testinony or things that have

transpired in the hearing.
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MR. SPEIDEL: Well, | can
tighten it up alittle bit, but it is in
reference to the assertions made by M.
Levitan yesterday that the so-called "input

data i ssue was a non-starter,"” that the input
data substitutes that had been proposed by the
Conpany and Levitan in their rebuttal

testi nony woul d have been a perfectly adequate
substitute for what Staff required for its
anal ysis. W are saying that that is not the
case through this |line of questioning.

CHAI RVAN | GNATI US: Wl |, why
don't you ask directly about the things that
you just mentioned as opposed to restating
what was in his prefiled. W've read it. W
know what the statenents are.

MR. SPEIDEL: That's fine.

SPEI DEL:

Now, M. Arnold, would you believe that, in
light of the fact that the Bl oonberg data
had not been provided by the Conpany or by
Levitan is part of your review of the nodel
presented for the New ngton study, would you

believe that there could be any potenti al
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problens with substitute data that had been

proposed by the Conpany and Levitan?

A (M. Arnold) There could be. |'ve seen
that. 1've lived through it.
Q I n your experience, would you expect that a

creator of a nodel submtted to Jacobs for
I ndependent anal ysis shoul d have arranged
for a license to provide Jacobs wth access
to data, such as the Bl oonberg pricing data

that you referred to?

A (M. Arnold) Mst of the organi zations that

I work wth. And when |I'mon the ot her side

of the table, I'"'mtypically prepared to do
t hat .

Q Ckay.
A (M. Arnold) | nean, | only get there if |

have to. | try and other people try as nuch

as they can to use non-proprietary data or

proxy dat a.

Q Very good. Now, M. Arnold, as part of your

efforts that you engaged in to discern the
wor ki ngs and effectiveness of Levitan's CUO
study nodel, though you did not have access

to the Bl oonberg pricing data, and access,

47
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as you define it, to Levitan's conpl ex,
probabi listic nodeling, you directed a
so-cal | ed "backcast"; correct?

(By M. Arnold) Correct.

Briefly, what is a "backcast," and why did
you run the backcast?

CHAI RVAN | GNATI US: Ms.

Know t on.

M5. KNOALTON: |I'mgoing to
object again. | think this is the sanme issue,
which is if M. Speidel could phrase the
question in terns of a specific statenent or
testinony given by Dr. Carlson or M. Levitan.
But expl ai ni ng what a backcast is |I think
really goes back to the prefiled testinony of

Staff's w t ness.

MR. SPEI DEL: VWell, it's nore
for the benefit of the Conm ssion. But | see
the point. | wanted to give a little bit of

background. But we can get right into it
t hen.
CHAI RVAN | GNATI US: Thank you.
SPEI DEL:

In reference to a backcast, M. Arnold, are
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you famliar with M. Levitan and Dr.

Carl son's testinony which has been filed as
PSNH Exhi bit 8?

(M. Arnold) Yes.

Ckay. Do you have a copy handy?

(M. Arnold) Yes.

o > O »

All right. So let's turn to Page 22,
Line 26 of the Levitan rebuttal testinony.
That's what |'Il refer to it in short.
CHAI RVAN | GNATI US: Wi ch
exhi bi t nunber, please?
MR. SPEIDEL: That is PSNH
Exhi bit 8.
A (M. Arnold) What are the |ines?
BY MR SPEI DEL:
Q The specific |lines on Page 22 woul d be
Li ne 26.
A (M. Arnold) Ckay. What's the title?

Q Well, we're just kind of starting there.
A (M. Arnold) Are you talking about the
nunbers at the bottom of the page?

Q No. There's -- here we are at "G Mbodel

Cal i bration with Backcast."

A (By M. Arnold) |I got it, yeah.
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Q So, is it fair to say that, starting at that
point in the testinony, the Levitan rebuttal
testi nony, through Page 24 at Line 3, put
forth four criticisns of your technical

anal ysis of the accuracy of the Levitan

nodel - -

A (M. Arnold) Yes.

Q -- using the backcast effort?

A (M. Arnold) Yes.

Q Ckay. So there's the first criticism And
Il won't read it into the record. It's
fairly technical. But it begins at Line 40

on Page 22, and it ends at Line 12 on Page
23.

A (M. Arnold) Yes.

Q Do you have a brief response, M. Arnold, to
that criticisn?

A (M. Arnold) Yes, | do. | nean, the essence
of this criticismwas that ny benchnark
wasn't valid. And M. Levitan or Dr.

Carl son went into an inpressive course on
statistics here, which | agree with. But
it's not really pertinent here, because ny

basis was ny experience. | really --
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because | didn't have access to the nodel or
the data used to run the nodel, | really
couldn't do the type of anal ysis that
they're referring to in the first two
criticisns here. W requested the data
related to the second criticismand were
unable to get it.

But in general, when | tal k about ny
"benchmark," it's the 30-percent nunber.
' mtal ki ng about experience. | went back
to simlar backcasts, where both the nodel
and the forecast was being evaluated. And
al nost all of the backcasts that were
perfornmed fell within plus or m nus
30 percent of the actual near-term near
values. So, that's ny netric. Now, | also
want to say that that netric is based on the
nmedian. It's a nedian-based netric. |It's
not based on the expected or average val ue.
So that's all | can really do is use ny

basi s of backcast for simlar-type nodels.

Q Ckay. Now, M. Arnold, there's a second

criticismwthin the Levitan testinony that

begins on Line 14 of Page 23, and it
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continues through Line 32. Do you have a
brief criticism-- I'"'msorry -- a brief

response to this criticisnf

A (M. Arnold) Are these the second three?

Q Yes, the second. Second of four, as a

matter of fact.

A (M. Arnold) Ckay. Al right.
Q On Page 23.
A (M. Arnold) Ckay. On the second one,

basically, we couldn't use this approach

because we didn't have the i nformation.

Q All right. And the third criticismon

Li nes 34 through 39 on Page 33?

A (By M. Arnold) Right. On the third

criticism | fundanentally disagree here.
These are relatively small nunbers conpared
to sone of the earlier nunbers that were
presented for net energy revenue. But the
difference between these nunbers is big. So
I think the percentage here is reasonabl e.
You know, if on the other hand we were
tal ki ng about a difference between two very
| arge nunbers, | would say we've got a

problem here. But this is a big difference

{DE 10-261} [ AFTERNOON SESSI ON ONLY] {05-09- 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

[WITNESS PANEL: McCluskey|Arnold]

bet ween two nunbers that are simlar in

magni t ude.

Q Ckay. And there's one fourth criticismon

this point --

A (M. Arnold) R ght.

Q -- of the testinony fromLines 41 through 4

on Page 24.

A (M. Arnold) Right.

Q Are we going to perhaps provide additional

background on that criticismfrom M.

McCl uskey' s testinony?

A (M. Arnold) You're tal king about the fourth

criticisnf

Q Yes, the fourth criticism | think we m ght

address that specific one through M.

McCl uskey's questioning. |Is that --

A (M. Arnold) I think that m ght be good to

have himaddress it. W basically agreed

wthit.

Q Ckay. Good. Now, let's turn to Page 25 of

the Levitan rebuttal testinony with the
headi ng readi ng "Fuels Price Forecast."

CHAI RVAN | GNATIUS:  |'m sorry.
Page 24 has that headi ng?
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MR. SPEIDEL: Yes, 24. |'myvery

sorry. The body of the material is on Page 25
and the heading is on 24. The very bottom of
24 and the body of Page 25.

A (By M. Arnold) Ckay. |'ve got it.

BY MR SPEI DEL:

Q Ckay. Now, is it fair to say that the

Levitan rebuttal testinony through Page 25,

Li ne 36, put forward three criticisnms of

your technical analysis of the fuel

prices --

(M. Arnold) Yes.

-- considered as part of the Levitan nodel ?

(M. Arnold) Yes.

o > O »

Ckay. Have you any brief responses to these
criticisns, starting with the first?
A (M. Arnold) Yes. First of all, just in the
initial statenent, | actually said 4.0
versus 4.4. | think that was straightened
out .

Now, on the second one, | didn't use
Dracut. | didn't have access to Dracut
prices. So ny ratio was RFO to Henry Hub.

I would have |iked to use Dracut, but |
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didn't have the Dracut prices.

Second -- you want me to go to the
second criticisnf
Sure. Go ahead.

(M. Arnold) The second criticismis that I
only used three nonths to base the forecast
on. And that's not correct. | did use that
as a basis. But what | used, | basically

| ooked at those three nonths together with
our current internal forecast for this item
and | used our current |long-termforecast as
the basis wth the three nonths.

And the third itemis that it's tal king
about the use of futures curves. |t says
LAl made use of futures market curves for
Wl oil prices and Henry Hub prices together
with oil product and gas | ocation spreads to
forecast the RFO 2 fuel oil and the Dracut
prices in their study. Use of these futures
or forward prices is generally preferred to
relying on any single analyst's long-term
forecast of spot prices.

Well, | agree. | wouldn't rely on a

single forecast. Qur forecast is a
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conposite forecast. And we found that that
Is al nost al ways superior to the future
strips for forecasts. There have been very
few occasi ons where the future strips are

i nfl uenced significantly by near-term
events. Again, we use a conposite forecast
fromsix people within the consultancy,

t hree organi zati ons out si de.

Q Ckay. Very good, M. Arnold. Thank you.

Now, you had heard yesterday sone
comments fromcertain of the Levitan and
Conpany witnesses that the tine frame for
preparing the New ngton CUO study was fairly
conpressed. Do you believe that there m ght
be sonme inplications for that resulting in
the study's quality or things that m ght

occur as a result of that conpressed tine

frane?
A (M. Arnold) Yes, | do. | think that there
is sone chance there still could be sone

i ssues with the nodel that would nake ne a
little nore concerned that issues nay exist.
| say that with confidence because |'ve

lived through it when these nodels are

56
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conplex. It's nothing agai nst the nodel.
It's just that it takes tine. |t takes peer
review. It's not hard to have issues.

So, just to be clear, you think there's a
potential that there's additional errors in
t he nodel that have not been di scussed

t hrough this proceedi ng yet.

(M. Arnold) Yes.

Very good. Thank you very nmuch, M. Arnold.

M. M uskey, I"'mgoing to start
aski ng you sone questions. And we've
al ready been introduced, so | guess we can
get right to it.

M. Md uskey, do you have any |line
edits or changes to the testinony that has
been filed as Staff Exhibit 1?

Yes, |'ve got three or four small changes

that | would like to nake. The first one is

on Page 22, Line 1, and it refers to the

ratio of "4.4 to 1."

Ckay. And how would you |ike to have that

revi sed?

I would |like to change that to "4.0 to 1."
CHAI RVAN | GNATI US: Can | ask,
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when you're calling this an update or a
correction, is that because of what now -- is
t hat because of the phrase as it now stands at
and so you're updating it to today's date? O
are you stating that at the tine you submtted
your testinony in Septenber, it should have
been read -- as of that date it shoul d have
been read "4.4 to 1"?

W TNESS Mc CLUSKEY: In this
case, it should have read "4.0 to 1." |
believe M. Arnold said that a matter of
noments ago. In sone analysis that he did, he
used the ratio of 4.0 to 1, and for sone

reason when we devel oped the testinony, it

shoul d have been 4.4 to 1.

CHAI RVAN | GNATIUS:  All right.
| just want to be sure that it wasn't changi ng
what nowit's referring to. It's still as of
the filing of the testinony date.

W TNESS McCLUSKEY: That's
correct.

CHAI RVAN | GNATI US: Thank you.

BY MR SPEI DEL:
Q All right. And in that vein, M. M uskey,
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any ot her updates or --
(By M. MO uskey) Next one is Page 11, Line
16. Sorry |I'm junping around. Ckay. Line
16. The "$4.1 mllion" should be repl aced
with "$3.7 mllion."
The next one is on Page 26, Line 17.

And there | would like to strike fromthe
word "possibly" on Line 17 to the end of the
sent ence, which ends "em ssions."

MR. PATCH. Can | just have that
again? | didn't catch that.

W TNESS McCLUSKEY: Starting on
Line 17, the word "possibly."” So whatever
cones after "possibly," including "possibly,"™
woul d be stricken.

SPEI DEL:

And could you provide a little bit of brief
background why you nade that change, M.
McCl uskey?
(By M. MO uskey) Yes. Gkay. Just give ne
one nonent. In the testinony, Staff stated
that the EPA's Utility MACT Rule forced PSNH
to nake capital expenditures on contro

equi pnment, possibly an activated
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carbon-injection systemto reduce nercury
em ssions. After further research, Staff
recogni zes that the primary pollutant for
nodi fi ed generation is not mercury but

ni ckel cancer-causi ng substances; hence, we
think the need to strike the reference to
"installing an activated carbon-injection
system”

Ckay.

M5. KNOALTON: Can | -- | just
want to make sure that |'m understandi ng what
this is. | nean, is it essentially the
Staff's position on this issue has changed?
It's a retraction of a position? |Is that a
fair characterization?

MR, SPEIDEL: | think it would
be -- versus a retraction, 1'd say it's an
updat e based on new information, and it's
sonething that | believe would redound to the
Conpany's benefit.

SPEI DEL.:

Isn'"t that correct in some sense?

(By M. MO uskey) No. |If | could respond?
Ckay.
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CHAI RVAN | GNATI US: Wl |, one
noment. |s there an objection to the question
or just --

M5. KNOALTON: |I'mjust trying
to understand the nature of the change,
whet her he's changi ng his position, you know,
whet her he was incorrect at the tine that he
wote it. |I'mjust trying to understand what
causes the change.

CHAI RVAN | GNATIUS: Al right.
| guess what | thought was happeni ng was t hat
there's still the statenent regardi ng PSNH
possi bl y maki ng additi onal and expensive
control equi pnent investnents, but rather than
to reduce nercury em ssions, it would be to
reduce other things. And so the statenent of
t he need for expensive equi pment remains; it's
just the specific nercury reference is
changing. |Is that right?

MR. SPEI DEL: Ri ght . | don't
under st and why t he Conpany woul d object to
just freshening the infornation, because we
aren't doing it to harmthe Conpany's

i nt er est. So | don't know what the basis of
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the objection would be. It's just providing
up-to-the-mnute i nformati on.

MS. KNOALTON: | haven't
necessarily objected. | was trying to
understand the basis for it. | nean this is a

topic the Conpany did di scovery on. So, |
mean, | just -- it affects the discovery
responses that we received to date so far. So
that's why I'mtrying to gain an understandi ng
of what the inplications of this are what's

driving this.

CHAI RVAN | GNATI US:  Way don't we
nove on.
BY MR SPEI DEL:
Q Al right. Now, M. MC uskey, | think --
A (By M. MO uskey) If | could continue with
ny --
Q You have a few nore line edits. That's what
I was going to ask, yes.
A (By M. MO uskey) Line 28. Sorry.
Page 28, Line 4.
CMSR. HARRI NGTON:  You sai d what
i ne?
W TNESS Mc CLUSKEY: Four .
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A
Q

(By M. MO uskey) And repl ace the phrase

"an activated carbon injection" with the

word "a," so it will read "a system™
And on Line 7, strike the word

"injection."

SPEI DEL:

Very good. Now, M. MO uskey, | think we

have sone testinmony [sic] within PSNH

Exhibit 8 -- that is, the Levitan testinony.

And that would be on Page 24 of that

testi nony?

(By M. MO uskey) What's the exhibit?

Ei ght ?

PSNH Exhi bit 8.

(By M. Md uskey) Ckay. Wiich page?
Twent y-four.

(By M. MO uskey) Thank you.

And that states, to paraphrase that, the
nat ural gas basi s spreads cal cul ated by
Staff are not well supported and that 2010
appears to have had unusual ly | arge sumrer
basis spread. Do you recall that?

(By M. Md uskey) | do.

Now, woul d you agree that, using Enera's

63
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price data supplied by the Company, and
Dracut daily natural gas prices, Staff
engaged i n sone cal cul ati ons of those
spreads?

(By M. MO uskey) Yes, the --

Now, let's be careful about being too
specific. But would you agree with that or
not, with the creation of such a summary?
(By M. Md uskey) | do.

Ckay. Now, if you could just give ne a
monent, |1'd like to distribute a
confidential exhibit. W'"'re only going to
refer toit in very general terns, w thout
specific dollar figures. So | wll give it
to the Conm ssioners, to the Conpany and to
the Ofice of the Consuner Advocate and the
W t nesses.

CHAI RVAN | GNATI US: Now, whose
confidential data is this?

MR, SPEIDEL: It is confidential
data supplied by the Conpany. So, it is Enmera
pricing data supplied by their suppliers.

CHAI RVAN | GNATIUS:  Are there

parties to whomit should not be distributed?
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Is it one of those --

MR, SPEIDEL: |In an abundance of
caution, | believe that none of the parties,
aside fromthe Ofice of Consunmer Advocate and
the Staff shoul d have access to this data.

CHAI RVAN | GNATI US: |Is there any
obj ection that?

(No verbal response)

CHAI RVAN | GNATI US:  All right.

MR. SPEI DEL: Thank you.

(M. Speidel distributes docunent.)

MR, SPEIDEL: | would like to
ask that this be nmarked as Staff Exhibit 1 --
I"msorry -- Staff Exhibit 11, a confidential
exhi bi t.

CHAI RVAN | GNATI US: So mar ked
for identification.

(The docunent, as descri bed, was
herewi th marked as Staff 11 for
identification.)

SPEI DEL:
Very good. Now, M. MO uskey, the
criticism-- could you sumrari ze the

criticismof the Conpany? Aside fromit
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bei ng unreasonabl e, they nade a point
regarding the fact that Staff's cal cul ati ons
were inaccurate. |Is that a correct
characterization?
(By M. M uskey) | believe they said that
Staff's cal cul ati ons were "not well
supported" --
Very good.
(By M. Md uskey) -- was the phrase that
t hey used.
So, for instance, let's take a | ook --
(By M. McCluskey) If | could -- it mght be
useful just to give sone background rather
t han del ving straight into sone nunbers.
Ckay.
(By M. MO uskey) What we're tal ki ng about
iIs the basis differential between natural
gas price at the Dracut trading point in
Massachusetts and the cost of gas purchased
by PSNH for New ngton fromits supplier. So
there is -- generally, there's a difference
bet ween prices at those two points.

In the Continued Unit Operations Study,

Levitan used basis differentials that turned
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out to be not supported by cal cul ati on; they
were provided data by PSNH, which PSNH coul d
not support. So, Staff requested the daily
prices from Emera, the supplier, and
received them And we conpared those
prices, those daily prices, wth the Dracut
daily trading prices and cal cul ated, for
certain seasons of the year, average basis
differentials for 2010.

In the rebuttal testinony, Levitan
clainmed that using a single year was not
adequat e support for those basis
differentials, and they went on to say that
typically they would use a six-year period.
So --

CMSR. HARRI NGTON:  Si x-year
what ?

W TNESS McCLUSKEY:  Si x-year
period to devel op the average rather than a

single year.

A (By M. MO uskey) So, what Staff did was

acquire the daily prices fromEnera for
those -- for the last six years. It wasn't

every year because they didn't supply gas
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every year. The plant dispatched only on
relatively small nunber of days in the year.
So we decided to cal cul ate the averages
used in the six-year period rather than the
one-year period, which we had included in
our testinony. And what you see in this
confidential exhibit are the results of this
si x-year average. And the two periods that
wer e nodel ed by Levitan were March through
Decenber, and January and February. So we
used those two periods. And ny counsel's
Instructed ne not to give nunbers. But you
can see what the weighted average is there
for 2006 through 2011. You can see the
nunber that Staff used in its testinony.
And we actually had PSNH re-run the nodel
wth the differentials based on what Staff
cal cul ated for 2010 relative to what they
had used in their initial study. And what
we show, two lines fromthe bottom under the
table, is the percentage of the wei ghted
average to Staff for 2010. And we think
that percentage is a pretty good percent age.

We think that percentage of 89 percent --
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that's not confidential -- we think that it
shows that the nunber that we used for March
t hrough Decenber is not an unreasonabl e
estimate to use in the cal cul ation.

Ckay. Now, very good, M. Md uskey. Could
you just identify the colum that is marked
“"March to Decenber,"” the next to the |ast
colum on the right-hand side of the table
here that's presented in Staff Exhibit 11.
(By M. MO uskey) Yes. |It's the average
prices for each year on an MMVBTU basi s.

And you can sunmari ze those as "sunmmer basis
spreads?"

That's correct.

Now, woul d you agree that, as you would
characterize it, the "sunmmer basis spreads”
for 2010, they don't seemto deviate very
much from those of 2009 or 2011? Wuld you
agree with that?

(By M. MO uskey) Certainly the years 2009
t hrough 2011, | think they're actually

hi gher and very close to the nunber that we
i ncl ude in our testinony.

Very good.
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(By M. MO uskey) March through Decenber is
the critical period for the Conti nued Unit
Oper ati ons St udy.
Ckay. Now, M. MO uskey, we're all set
with Staff Exhibit 11 for now.

Coul d you provide --

CHAI RVAN | GNATI US: Before you
go on, M. Speidel. M. Patch.

MR. PATCH. | have one request.
| took from M. MC uskey's testinony that
t here was sone information on that sheet that
does not have to be kept as confidential. And
so I"'masking -- if that's not the case,
fine -- could there be a redacted version
provided in the next exhibit?

MR. SPEIDEL: Well, that's the
hazard of not talking to an attorney directly.
| don't know. | don't know. That would
require sone consultation with the Conpany,
and |''mnot prepared to do that right now So
maybe we can have a redacted exhibit submtted
as a record request. But it wll take a
little bit of time. 1'll be out of town next

week, for instance. And so, if we could make
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a record request to prepare a redacted
version, that would be fine. But | would have
to be very cautious about whether that's even
possi bl e.

CHAI RVAN | GNATI US: Wl |, why
don't we make a request for any information on
this Exhibit 11 that can be made public. And,
obvi ously, our goal is always for the nost
i nformati on as possible to be publicly
avai |l abl e and as | east as possible to be
restricted. So we'll mark that as Staff
Exhi bit 12 for the record request.

MR. SPEIDEL: Yes. And | can do

t hat .

(The docunent, as described, was
herewith marked as Staff 12 for
identification.)

SPEI DEL:

M. MO uskey, you heard nention from M.
Arnol d earlier about certain issues rel ated
to operating reserves by the New ngton power
pl ant .

(By M. Md uskey) | did.

It was just a short, little reference. Now,
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M. Snagul a had tal ked about that yesterday
in general detail, not super specific
detail. Wuld Staff |ike to make a comrent

about what its position is on that issue?

A (By M. M uskey) Yes. In our testinony, |

don't believe we used the term "operating
reserves,"” but we did say that it could be
taken as a criticismthat the Levitan did
not nodel the actual operations of

Newi ngt on. They nodel ed econoni c di spat ch,
when in fact New ngton was providing in the
majority of hours, at |least for 2010,
operating reserves. So we nade a st atenent
in the testinony that it didn't nodel actual
operations. |'mnot sure whether we
actually say this in the testinony. |
haven't been able to find it, whether we

I ndi cated that that would have an inmpact on
the results of the study. But that issue, |
bel i eve, was addressed by the PSNH panel .
And after nore research and di scussion wth
a nmenber of the 1SO we now believe that M.
Smagul a is correct, that the nodeling of

econom ¢ dispatch -- or to say it another
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way, the actual provision of operating
reserves does not inpact the economc result

t hat Levi tan devel oped.

Q And that's good to know. Thank you.

Now, | suppose | have an additi onal
question on direct. You heard sone
di scussion from M. Levitan yesterday that
he was confident that, despite the downward
revisions in net present val ue for custoner
benefits to 37 mllion -- and you nay
correct ny paraphrasing of his coment --
that in spite of that, he was confident that
Newi ngton was going to run in the black --
quote, run in the black for the foreseeable
future. Do you have any response to that?
Do you believe that really does represent a

reasonabl e forecast of the future?

A (By M. McCluskey) If | can say it a

different way? Several tinmes M. Levitan

I ndicated in response to questions that,
despite the criticisns that have been

| evel ed at the nodeling that they did, and
t he Conpany's own revision and the revision

that resulted from Staff's requested re-run,
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that the study was still show ng that

Newi ngton was in the black. He didn't
speci fy what he neant by "in the black,"
what value. But he was claimng that,
despite all of the criticisns, that he
bel i eved that the net result of all the
nodeling was "in the black.” And it's that,
that | would like to comment on.

First, 1'"d just like to -- certainly
for the benefit of Comm ssioner |gnatius,
the Conpany's initial Continued Unit
Operations Study produced the present val ue
net benefit of operating -- continuing to
operate the plant over 10 years of $152
mllion. Due to various errors, they
subsequently revised that result and dropped
it down to $72 million. As a result of the
backcast anal ysis, additional errors were
found. And we asked the Conpany to re-run
t he nodel that produced the 72 mllion wth
changes to elimnate those errors and two
ot her changes in the assunptions, one of
whi ch was the natural gas prices based on

the basis spreads that we discussed in Staff

{DE 10-261} [ AFTERNOON SESSI ON ONLY] {05-09- 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

[WITNESS PANEL: McCluskey|Arnold]

75

Exhibit 11. And that re-run dropped the
expected net benefit to custoners over 10
years to approximately $37 nmillion. Now,
when he said he still thinks it's "in the
bl ack,"” we're not sure that he's referring

to 72, which is what they filed, or the

37 mllion that was the result of Staff's
request. Now, assunming it is 37 mllion
that he's referring to -- so, in round

nunbers, what we're tal ki ng about, that's a
present val ue nunber, but we're essentially
| ooking at a net benefit to custoners --
this is going to -- if it's realized, wll
flow to the benefit of the custoners of

PSNH. So, approximately, we're | ooking at
$3.7 mllion of net benefit each year over a
ten-year peri od.

Now, the kind of analysis that produced

that result, this forward -- ongoi ng
forward -- | forget the termnow. It wll
cone to ne in a nonent. But this only

| ooki ng at the increnental costs and
revenues -- "going forward" is what | was

striving for, the going-forward val ue of the
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plant. The nethod that produces this is
typically a nethod that's applied to

mer chant power plants. |It's a standard
approach. The problemis, PSNH, the owner
of the plant, is not a nerchant power plant;
it's a regul ated conpany. And it

receives -- in addition to these net
benefits from future operations, it

recei ves, obviously, the depreciation on its
investnment in the plant, and, inportantly, a
return on the undepreciated i nvestnent. And
| would just like to point out that over the
five years prior to the analysis period, the
return paid by PSNH custoners to PSNH f or

t he Newi ngton plant al one varied from$9- to

$10 mllion. So, in order to -- so, for
operating for -- constructing and operating
this power plant, in addition to its

depreciation, it receives a return of $9- to
$10 mllion. So, going forward, custoners
are going to have to pay PSNH each year
sonething in that range, 9 to 10. Could be
smal | er, depending how the investnent is

depreci ated and what additional capital
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expenditures are incurred over the future.

So, what this analysis is showng is that

custoners will be shelling out $9- to
$10 mllion in return and receiving in
return approxinmately $3.7 mllion. That, to

nme, is not an indication of an economc
pl ant fromthe standpoint of a regul ated
utility.

And so what |'msaying is that, for
regul ated conpanies, it's also inportant to
take into account in these types of anal yses
the return that's paid over the anal ysis
period. And so typically what -- you woul d
think that if a utility has in its resources
a owned unit, that that unit woul d be
produci ng net benefits for custoners -- by
that | nmean net of any return that is paid
tothe utility. And if it's not, then it
could be argued that this plant is not used
and useful in the standard way, and the
options can vary fromno return, reduced
return, full return, whatever the Conm ssion
decides is appropriate. In our

jurisdictions, the outcone has vari ed.

77
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Soneti nmes, plants that have been deened to
be uneconom c are renoved fromrate base and
no return is paid. Sonetinmes the return is
reduced. Oher tines the return remains as
is. So | would just |like to point out that
it's inportant if we're asking the question
of what will -- what do custoners benefit
fromthe continued operation of the plant.
We nust | ook at nore than what the standard
cal cul ations for energent power plant
pr oduces.
Thank you.

MR. SPEIDEL: | have no further
direct questions of the panel.

CHAI RVAN | GNATI US: Thank you.
M. Patch.

CROSS- EXAM NATI ON
PATCH:

Good afternoon. These questions are
probably -- | don't have a | ot of questions,
but a few questions, and probably nostly for
you, M. MCuskey. But M. Arnold, if you
want to participate in answering them that

woul d be fine.
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M. M uskey, | think in response to a
question on direct you had di scussed the
fact of essentially the operating reserves
and how that relates to the Levitan's nodel
use of -- or being based on an assunption
that the plant is dispatched when it's
economic to do so. And | see that's at
Page 8 of your testinony. And there is, |
believe it's at Line 21, a reference to
"operating reserves." | think you had
i ndi cated that you couldn't find where in
your testinony that was. And so | just want
to make sure | understand what you were
saying in response to the question on direct
and whet her you woul d therefore change that

portion of your testinony.

A (By M. M uskey) No. This portion of ny

testi nony does not need to be changed. The
reference to "the provision of operating
reserves" is correct. They provide not only
econom ¢ energy, but also operating
reserves. The issue | was getting to was
the fact that Levitan & Associ ates did not

nodel operating reserves does not result in
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an unsupportabl e net benefit fromthe

anal ysi s.

So then, you stand by your criticismof the
Levi tan nodel as bei ng based on an
assunption that the plant dispatched when
it's economc to do is inappropri ate because
it doesn't reflect actual operations?

(By M. McCluskey) It's a fact that it

didn't -- that the nodel does not reflect
actual operation. But |I'msaying there's no
i npact on the study results as a result of
that assunption, that sinplified assunption
t hat t hey make.

On Page 9 of your testinony, you had

i ndi cated that the Levitan nodel estimated
average heat rate for New ngton at, | think
it's 11,230 BTUs per kilowatt hour. And you
poi nted out that this is different than the
actual heat rate of 13,500. Do |I have those
nunbers correct?

That's correct.

And how woul d this estimte have i npacted
the study if it had been done, as you

suggest, using the higher heat rate?
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(By M. MO uskey) | believe the higher heat
rate was attri butable to the provision of
operating reserves, and, as |'ve stated, the
provi sion of those reserves do not i npact
t he economic result. So, while there m ght
be an inplication that they use a | ower heat
rate, what |'msaying today is it should not
be read that way.
On Page 12, Lines 18 and 19, you indicate
t hat over the six years, ending in 2010,
costs incurred by custoners actually
exceeded the benefits received. Do | have
t hat correct?
(By M. McCQuskey) If | could just take a
nonent .
(Wtness revi ews docunent.)

(By M. MO uskey) Yes, |I'mreferring nowto
the historic period as opposed to the
anal ysi s peri od.

PATCH:

I think this is consistent with sone of the
testinony that was referred to earlier in
this proceeding that M. Millen gave in that

ES docket in 2009. Does that sound correct
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to you?

A (By M. MO uskey) | couldn't say. | recal

fromreadi ng the Comm ssion's order that M.
Mul | en had sonething to say in the energy
service proceeding, but | never reviewed his

testinony, if he filed any.

Q And your Exhibit 7 to your testinony shows

net profit and loss in net energy revenue

from 2005 to 2010. Do | have that correct?

A (By M. M uskey) Yes. The line or row

second fromthe bottom | think is what

you're referring to, the net profit or | oss?

Q That's right. And what does that show again

for those years?

A (By M. Md uskey) For the years 2005

t hrough 2010, this analysis shows that the
Conpany recorded on its books | osses ranging
froma high of alnpost $21 nmillion to a | ow

of $3.6 mllion.

Q There's been sone di scussion about the

backcasting anal ysis that you had requested
that Levitan perform Could you sumrari ze
essentially what you conclude fromthat

anal ysi s.
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A (M. Arnold) Ckay. The conclusion fromthe

final backcast analysis is that the nodel

cane within 45 percent of the actual 2010

val ues.

Q Forty-five percent?

A (By M. Arnold) Forty-five percent. It was
a difference of 1.2 mllion or two point --

it's 45 percent.

Q That was the analysis that led to the

uncovering of a few other errors in the

Levitan report; right?

A (By M. Arnold) Wll, yeah. Fromthe start

to the end, the process of building up the
backcast and setting up the nodel led to

sonme di scovery.

A (By M. MO uskey) The primary purpose of

t he backcast analysis was to -- because the
anal ysis period | ooked forward 2011 t hrough
2020, we needed sonething to benchmark the
anal ysis. W didn't have final 2011 results
from Newi ngton at the tine. So we said,
wel | , based on as experience of doing these
ki nd of anal yses for other nodels, let's

change the data, the input data that would

83
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allow us to actually run the node
backwar ds, determ ne what the nodel was
predicting for, | believe the energy net
revenues for 2010. And we actually had
actual net revenues for that period. And
the bottomline was it was substantially
off. And one of the benefits of the
anal ysis was we actually -- when the Conpany
tried to explain the difference, they were
able to determ ne that there was sone
addi tional errors that had not been caught
in the first revision that they submtted in
April 2010.

So, not only did we find that the nodel
was not predicting actual results for 2010,
we actually found sonme additional errors,
which we attenpted to elimnate through our

re-run, and that produced the $37 nmillion.

Q On Page 23 of your original testinony, you

had expressed a concern about the inpact of

Nort hern Pass; correct?

A (By M. Md uskey) You have a particul ar

li ne nunmber? Ckay. | see it. Starting on

Li ne 5.
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Yes.
(By M. MO uskey) Yes. Yes, the concern is
descri bed in our testinony.
And then after the information contained in
t he CRA study was provided in your
suppl enental testinony, you eval uated the
CRA data with regard to Newi ngton. And
obvi ously, the CRA data sort of had it both
ways, with and wi thout Northern Pass. Do
you recall that?
(By M. MO uskey) That's correct. It did.
And what did you concl ude, based on your
revi ew of the CRA data?
(By M. MO uskey) The CRA study addressed
energy not -- addressed the inpact of market
energy prices in New England as a result of
t he Northern Pass project being conpleted,
and so it did not -- although, | believe we
argue in the testinony that it would al so
have an inpact on the capacity prices. The
CRA di d not address capacity prices.

So what the CRA study did, it included
cost estimates of how the -- how

Newi ngton -- because the work papers for the
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CRA study had information relative to

Newi ngton, it was able to determ ne the

i ncremental inpact of Northern Pass with and
w t hout the project. And so that was the
primary benefit. It showed that the

Nort hern Pass woul d have the downward prices
resulting fromthe conpletion of the

Nort hern Pass, would i npact the revenues
and -- | believe the revenues, the net
revenues for Newi ngton. That was a critical
result that we got fromthat data from
Northern -- fromthe CRA study.

On Page 11 of your testinobny -- and |I'm

| ooking at Line 13 on Page 11, of your
original testinony, not the supplenental --
you had indicated there that even the LA
reports indicated that New ngton's recent
financi al performance has not been good; is
t hat correct?

(By M. MO uskey) Yes, that's the essence
of what | say in Lines 13 through 17.

And in reaching that conclusion, you had

| ooked at G 1 to the original study. And

think that infornmation has in fact been
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updated twice, if I"mcorrect. And that

G 1, as you say here, shows that New ngton
recorded | osses on its regul atory books in
each of the six years ending in 2010 and

t hat those | osses were coll ected from PSNH
retail custoners through rates regul ated by
t he Comm ssion. | nean, do |I understand
that correctly? 1s that essentially the
testi nony that you gave there?

M5. KNOALTON: |I'mgoing to
object. | really just feel like this is a
regurgitation of the testinony. | don't hear
M. Md uskey saying anything new. | don't
hear that there's actually a question there
except for, "Did | read your testinony
correctly?"

MR. PATCH. Well, | have another
question actually related to that. | was
trying to lay a foundation for that. And ny
question basically is whether the corrections
t hat were nade after that, in which direction
did those corrections go, in terns of the
testinony that he has here.

CHAl RVAN | GNATI US: Al right.
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You may ask --
MR, PATCH. O whether this
revi ew - -
BY MR PATCH:
Q Wien you did this review, you had all of
t hose corrections before you?
A (By M. MO uskey) The exhibit that supports
the testinony on Page 11 is Staff Exhibit 7.
And | believe when | prepared that exhibit,
| already had the corrections submtted by
PSNH. So, subject to check, the results of
Exhibit 7 reflect those corrections. |I'd
have to check that.
Q But the bottomline on it is that it shows
t hat Newi ngton had reported | osses on its
regul atory books in each of the six years
ending in 2010; is that correct?
A (By M. MO uskey) That's ny testinony based
on Exhibit 7.
CHAI RVAN | GNATI US:  And just for
t he sake of the record, when you say "Staff
Exhibit 7," you nean the attachnent to your
testinony which is Staff Exhibit 17
W TNESS McCLUSKEY: That's
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correct. That's one of the probl ens.

CHAI RVAN | GNATI US:  That's fi ne.

W TNESS McCLUSKEY: W realized
that we were using the same description for
t he attachnents to our testinony.

MR. SPEIDEL: Well, yeah. It's
all right, M. Mduskey. As a matter of
fact, we can say that Staff Exhibit 7 as
styled is actually on nuneral Page 57 of Staff
Exhibit 1. So, perhaps going forward we can
refer to pages within Staff Exhibit 1.

W TNESS McCLUSKEY: Ckay. Thank
you.

PATCH:

And maybe just to follow up on that, then,
on Page 57 of that exhibit, could you just
qui ckly run through the energy net revenues
t hat you have on those exhibits for the
years |listed for New ngton Station.

(By M. MO uskey) Yeah.

CHAI RVAN | GNATI US: Before we do
t hat and neke the court reporter's brain
al nost expl ode, since nunbers are particularly

hard, we have it in front of us. Wat is your
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question?

MR, PATCH. | just want to nake
sure that the record was cl ear on what those
nunbers were. | guess that should be fine, as
|l ong as the record's clear that that's where
t hose nunbers are | ocat ed.

BY MR PATCH:

Q On Page 24 of your direct testinony, you had
expressed a concern about the | ower |evel of
capital expenditures that were used by
Levitan in the nodel; is that fair?

A (By M. MO uskey) You're referring to the
half-mIlion dollars?

Q Yes.

A (By M. MO uskey) Yes.

Q And you had al so noted that Levitan had
assuned that the plant capacity factor would
be nmuch higher in the future than in recent
years. |I'mnot sure it was a direct -- if |
understand correctly, | think you may have
backed into those plant capacity nunbers.
I'"mnot sure they're ones you directly
relied upon. |Is that correct?

A (By M. McCluskey) |I don't think I"d call it
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"backing in." One of the results of the
econom c analysis is to produce the expected
capacity factors for operation each year.
So, each of the three studies that |I've nmade
reference to have produced $152-, $72- and
$37 mllion would have separate set of
capacity factors associated wth them

Q And do you recall the capacity factors that
were included in those particular charts?
Were they consistent with recent capacity
factors, or were they in fact higher than

recent capacity factors?

A (By M. MO uskey) Well, | actually have the

exhibits. The information is actually

provi ded on Exhibit G 17 of the initial
study -- of the revised study. And Levitan
& Associ ates kindly produced what they
titled as "Attachment 2" that produces the
simlar nunbers under the run that produced
the $37 mllion estinate. So, as | said,
each of those has a separate set of capacity
factors, particularly for what they call the
"expected val ue" for these benefits.

Q And do you recall whether those -- how t hey
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nmeasur e up agai nst recent capacity
factors -- actual capacity factors for
Newi ngt on Stati on?

(By M. M uskey) Yes. In recent years,
t he capacity factor has dropped
significantly to in the range of 3 to

4 percent in the nost recent years.

In the initial study, the expected
value for the capacity factors ranged -- it
was in the 16- to 17-percent range. In the
revised study, it was in the 8 to 9 --
actually, there's a figure there of 10.7.
So, 10.7 was the tops and 7 was the | owest
nunber. I n the run that produced the
$37 mllion net benefit, the capacity factor
was typically in the high 3s to md 4s.

CVSR. HARRI NGTON: Excuse ne.
Whi ch docunment are you reading fromon that
| ast one?

W TNESS McCLUSKEY: The Conpany
subm tted their discovery response to a
t echni cal session question which provided the
results of the run that produced the $37

mllion net benefit.
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CMSR. HARRINGTON: Is that in as
evi dence or --

W TNESS Mc CLUSKEY: | believe it
has - -

MR SPEIDEL: Yes. As a matter
of fact, it was submtted as evidence quite a
while ago. | believe it was PSNH exhibit --
just give ne a sec -- 11.

CVMSR. HARRI NGTON:  Thank you.

MR. SPEIDEL: It has a cover
|l etter dated July the 12th. AmIl right, M.
McCl uskey?

W TNESS McCLUSKEY: 'l accept

your statenent that it is Exhibit 11.

A (By M. MO uskey) You'll find two sheets,

one of which has the figure of

$36.78 mllion; and the other sheet has kind
of supporting information, and that's

| abel ed "Attachnent 2." The first sheet was
| abel ed "Attachnment 1." And it's in
Attachnent 2 that has the capacity factor
nunbers. | see M. -- Conm ssioner
Harrington | ooking at Attachnment 2. It's

the first block, "Expected Val ue," where |
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was reading off the capacity factor nunbers.

CVBR. HARRI NGTON: Thank you.

MR, PATCH. Okay. That's all
t he questions | have. Thank you.

CHAI RVAN | GNATI US: Thank you.
Ms. Smith.

M5. SMTH. No, thank you.

CHAI RVAN | GNATI US: M.
Cunni ngham

MR, CUNNI NGHAM No.

CHAI RVAN | GNATI US: M.
Steltzer

MR. STELTZER  No questi ons.
Thank You.

CHAI RVAN | GNATI US: M. Peress,
questi ons?

MR. PERESS. Yes, thank you,
Madam Chair. |I'mgoing to direct ny questions

primarily to M. MdJd uskey, although CLF

doesn't have any objection to the other

W t ness chi

BY MR PERESS:

m ng in.

CROSS- EXAM NATI ON

Q M. Mdd uskey, do you recall yesterday's
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di scussion relating to the decision by
Levitan not to include the inpact of the
Nort hern Pass Transm ssion Project in its

CUO anal ysi s?

A (By M. Md uskey) Yes, | do.

Q And are you famliar with the

Levitan/ Carl son rebuttal testinony that's

PSNH Exhi bit 8 --

A (By M. M uskey) Yes, | am

Q -- where on Page 17 they state that, quote,

There is no need to accelerate a retirenent
deci si on based on the uncertai n prospect
that the NPT project wll be operational

well before the end of the study horizon?

A (By M. MO uskey) What page is that?
Q Page 17.

CHAI RVAN | GNATI US: And agai n,
are you using the center nunbers or the Bates
St anp nunbers?

MR PERESS. | amusing the

center nunbers.

A (By M. M uskey) And what line? | see it.

It's in the mddle of the second Q & A
MR. SPEIDEL: Can you give a
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| i ne nunber for the hearing room M.

McCl uskey?

(By M. M uskey) Starting at -- the
sentence begins at Line 21 and runs through
Li ne 26.

PERESS:

And M. Md uskey, you were here during the
cross-exam nation of M. Levitan yesterday.
Yes?

(By M. MO uskey's) Could | just get it --
are we on the sane page? The |ine nunbers I
referred to, is that where your question is
goi ng?

| was just using it, actually, to establish

a foundation for ny questions. |It's not
that critical. And, yes, | was starting at
Li ne 18.

You were here during M. Levitan's
Cross-exam nati on yesterday; correct?
(By M. M uskey) Yes.
Do you recall M. Levitan stating sonething
to the effect that, if the Northern Pass
Transmnm ssi on Project becomes nore certain,

then the conclusions in the CUO need to be
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revisited due to its -- and | wote this
down as best as | could -- quote,
significant inplications to New ngton

future, end quote?

A (By M. MO uskey) Sonething of that sort.

| couldn't quote his testinobny today.

Q Woul d you agree with the proposition that

the Northern Pass Transm ssion Project has a
significant effect on the value of New ngton

Station?

A (By M. MO uskey) Yes, | believe so, based

on the CRA study results as they i npact

Newi ngt on.
Q And i ndeed, your testinony concludes that
Nort hern Pass will adversely affect the

plant's market value; is that correct?

A (By M. MO uskey) It affects the result.

It would affect the results of the study. |
wouldn't call the results of the study a

"mar ket val uation."

Q Can you turn to Page 3 of your suppl enent al

t esti nony, pl ease.
MR, SPEI DEL: That woul d be
Staff Exhibit 2.
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(By M. MO uskey) Page 37

BY MR PERESS:

Q

Yes. Can you just read Lines 14 through 17,

pl ease.

(By M. Md uskey) "These data clearly

I ndi cate that the going-forward val ue of the

plant is |ower under CRA s view of the

future than under LAI's view."

The next sentence, al so.

(By M. M uskey) "The data al so confirned

that the Northern Pass transmi ssion line, if

conpleted, wll adversely affect the plant's

mar ket val ue. "

Sol'dlike to explore with you whet her the

i mpacts of the Northern Pass Transni ssion

Proj ect should be reflected in the Conti nued

Unit Operation Study and in PSNH s pl anni ng.
MR PERESS:. And I'd like to

pass out an exhibit, please. May | approach?
CHAI RVAN | GNATI US: You may.

Were you asking himthat question, though?
MR. PERESS: This is the basis

for the next question.

CHAl RMAN | GNATI US: But he may
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have a vi ew i ndependent of whatever paper you

have. Does he have an answer to that

questi on?

W TNESS McCLUSKEY: And what was

t he questi on?

CHAI RVAN | GNATI US: Wiet her t he

Nort hern Pass -- well, go ahead. | don't

know

why you're passing out a docunment if he hasn't

answer ed t he questi on.

MR, PERESS. | wasn't asking the

questi on.

CHAl RMAN | GNATI US: Go ahead.

MR PERESS: Madam Chair, if we

could mark this for identification as CLF
Exhi bit 9, pl ease.

CHAI RVAN | GNATI US: Ten.

MR PERESS: CLF 10.

CHAl RMAN | GNATIUS: W' Il mark

that for identification as CLF 10.
(The docunent, as descri bed, was
herewith marked as CLF 10 for
identification.)

BY MR PERESS:

Q M. MC uskey, this appears to be a filing
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by NSTAR to the Securities and Exchange

Comm ssion; iIs that correct?

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

Q And do you see the date of this filing at

the top of the page?

A (By M. MO uskey) Cctober the 4th, 2010.

Q And that woul d be approxi mately four days

after the date that the LCRP was filed; is

that correct?

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

Q And do you mind reading the first two

sentences in the body of the filing, please,

begi nning with "On Cctober 4th, 2010."

A (By M. MO uskey) "On Cctober 4th, 2010,

Nort hern Pass Transm ssion, LLC, in

par ent heses, NPT, and HQ Hydro Renewabl e
Energy, Inc., in parentheses, Hydro
Renewabl e Energy, an indirect and
whol | y- owned subsi diary of Hydro- Quebec,
entered into a transm ssion service
agreement, parentheses, the TSA, in
connection with the Northern Pass
transmssion line. NPT is a joint venture

indirectly owned by Northeast Utilities...
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and NSTAR on a 75-percent and 25-percent
basi s, respectively."
Just one nore section of this document.

CHAI RVAN | GNATI US: M. Peress,
pl ease, why are we readi ng docunents that are
mar ked for exhibits into the record?

MR PERESS. |I'mjust creating a
f oundati on for some of the questions relating
to PSNH s interest in activities with respect
to the Northern Pass Transm ssion Project and
how t hat shoul d have been reflected in the
Continued Unit Operations Study.

CHAI RVAN | GNATI US:  Ask your
question. W have the docunent in front of
us.

PERESS:

M. M uskey, if you' d |look at the second
par agr aph of the docunment, does it state
t hat NPT expects to commence construction in
2012 or 2013, wth power flowng in the
second hal f of 20157

(Wtness revi ews docunent.)
(By M. Md uskey) That's correct.

So, fromthis docunent, does it appear that
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t he expectati on of one of the Northern Pass
Transm ssion partners was that the project
woul d be in service by 2015?

(By M. MO uskey) At the tinme this filing
was nmade, that's correct.

Have you reviewed the transm ssion services
agreenent that this filing refers to?

(By M. M uskey) Quite sone tine ago. |
nust have had sone free tine on ny hands and
| reviewed that docunent. But please don't
ask nme what was in it.

Well, how about if | ask you this: Are you
aware of any facts that suggests that PSNH
was substantially and nmeani ngfully engaged
in planning for the Northern Pass

Transm ssion Project prior to submtting the
CUO and LCl RP?

(By M. MO uskey) That PSNH was engaged?
Yes.

(By M. MO uskey) Yes. Several docunents
that | read indicated that PSNH was, if not
direct, a party involved in the devel oprment
of the project.

And PSNH has a very significant role in that
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transm ssion services agreenent. Do you
recall that?

(By M. Md uskey) Yes.

And the project would rely on PSNH s rights
of way; is that correct?

(By M. MO uskey) That's correct, in part.
And it would, in part, rely on PSNH s
substation in Franklin? 1Is that your

under st andi ng?

(By M. M uskey) You're getting to the
limts of nmy nenory now. | couldn't say at
this point whether that's the case.

M. Md uskey, do you believe Northern Pass
Is a significant elenent in PSNH s | east
cost integrated resource pl anni ng?

(By M. MO uskey) No, based on the fact
that | don't recall the Northern Pass

proj ect being discussed in the |IRP.

M5. KNOALTON: 1'd actually Ilike
to object to the question and ask that the
answer be stricken. W're here on the CUQ
We're not here on the IRP. And clearly, M.
Peress is asking questions about the IRP

process.
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CHAI RVAN | GNATIUS: | agree with
that. |Is there sonme way this ties in to the
CUO di scussi ons?
MR PERESS. Yes. 1In the first

i nstance, the CUO is part of the |IRP. I n
fact, the Comm ssion, in its order, which was
Order 25,263, stated that the purpose of the
CUO study is to assess the efficacy of PSNH s
pl anni ng.

CHAI RVAN | GNATI US: | under st and
that. But we separated this proceeding into
two pieces, one dealing with the | east cost
plan itself, and the second with the CUO  So
if you have a tie-in between the two, | think
that's appropriate. |If not, we've been
t hrough the i ssues about the plan itself.

MR. PERESS: Madam Chair, you
unfortunately weren't here yesterday. W had
sone di scussi on yesterday about whether the
di vi sion of witnesses was preclusive wth
respect to asking questions. Now, CLF s
perspective is that the questions we're asking
relate directly to whether or not the CUO

shoul d have addressed in detail the results of
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the Northern Pass project.

CHAI RVAN | GNATI US:  That's fi ne.
You can pursue that.

MR PERESS. 1'd like to pass
out one nore exhibit, please.

CHAI RVAN | GNATI US: Actual |y,
it's 3:15. Wiy don't we take a break. |Is
that all right? Unless you' re al nobst done.

MR. PERESS: No, that's fine.

CHAI RVAN | GNATIUS: And let's
try to keep it to 10 mnutes. And we can
go -- we can't go nuch beyond 4:30 this
afternoon. Let's go off the order for a
nonent .

(D scussion off the record)

(WHEREUPON a brief recess was taken at
3:20 p.m and the hearing resuned at
3:40 p.m)

CHAI RVAN | GNATI US: W' re back
on the record. W are back for the final
session this afternoon. W' ve had sone tine
wor ki ng on sone schedule issues. W wll, at
t he cl ose of today, because we won't be

finished, we'll reconvene tonorrow, Thursday,

{DE 10-261} [ AFTERNOON SESSI ON ONLY] {05-09- 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

[WITNESS PANEL: McCluskey|Arnold]

106

at 9:00 in the norning. W've reserved space
in the hearing room assumng we'll only be
the norning. But it's set aside until 1:00.
And we have agreed that we, at the cl ose of

evi dence -- and obviously, we've got a few
record requests that have to cone in as

well -- we will not do oral closings. W'l
nove to witten briefs which will be due two
weeks after the transcript is finalized, which
we understand won't be until after the end of
next week. So, whatever date that transcri pt
cones, presumably a week or 10 days from now,
it wll be two weeks fromthen that briefs are
due. And when the transcript's in, why don't
we send out a letter just giving a firmdate
so that everyone's aware.

Is that it? OCh, and then we
tal ked about trying to limt briefs to no
nore than 25 pages.

Any ot her procedural issues?

If not, then, M. Peress, we cut you off
right in the m ddle of your
Cross-exam nation. So you nay resune.

MR. PERESS. Thank you, Madam
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Chair. W were discussing whether an anal ysis
of the inpacts of the Northern Pass
Transm ssi on Project should have been i ncl uded
in the Continued Unit Operations Study. So |
have distributed to everyone here during the
break a docunent with the noni ker of Concord
Monitor, at the top of it. So if anyone
doesn't have that, could you please |let ne
know.

For identification purposes, |
propose that we mark this as CLF 10, pl ease.

THE CLERK: El even.

CHAI RVAN | GNATI US: El even.

MR. PERESS. Eleven. |'msorry.

(The docunent, as described, was
herewith marked as CLF 11 for
identification.)
PERESS:

M. Md uskey, can you focus on the fifth
par agr aph down, please, that starts, "As a
subsidiary..."
(By M. Md uskey) Ckay.
And can you review that paragraph, please,

just so that | can ask a few questions about
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(Wtness revi ews docunent.)

A (By M. M uskey) Read it.

Q The docunent that's been marked as CLF

Exhibit 11 appears to be an article or
| etter to the Concord Monitor, dated

March 5th, 2011; is that correct?

A That's correct.
Q And can you tell nme who wote this article,
pl ease?

A (By M. MO uskey) Gary Long.
Q And if you go to the very end of the

article, can you tell ne in what capacity

M. Long prepared this letter?

A (By M. M uskey) He's the president and

chief operating officer of PSNH

Q And he al so prepared this letter,

apparently, as a representative of NU
Transm ssion Ventures, which owns 75 percent

of Northern Pass Transm ssion, LLC?

A. Yes, he did.

Q And in that fifth paragraph down, does

M. Long explain that the Northern Pass

Transm ssion Project is, quote, absolutely

{DE 10-261} [ AFTERNOON SESSI ON ONLY] {05-09- 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

[WITNESS PANEL: McCluskey|Arnold]

109

essential, end quote, to the ability of PSNH
to nmeet various service needs?

A (By M. MO uskey) Actually, it says, built
in, "to fulfill these responsibilities and
to help the state neet its |ong-termcl ean
energy goals and the responsibilities for
providing reliable service to its 500, 000
custoners.”

Q And do those responsibilities al so include,
quote, ensuring that the state has power
supply diversity and price stability, end
quot e?

A (By M. MO uskey) It does say that. That's
ri ght.

Q And are you famliar with the factors that
the legislature requires the Conm ssion to
consider in reviewing an LCIRP by statute?

A (By M. McCluskey) I've certainly read it
numerous tines, but | couldn't quote it
sitting up here.

Q Subj ect to check, would you believe that
t hat includes a provision for diversity of
supply resources?

A. Yes.
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M5. KNOALTON: I'mgoing to
object on the basis that this |ine of
questioning relates to the IRP portion of the
case and that we've noved away fromt hat
testinony. M. MC uskey has previously
testified and was avail able for that |ine of
cross if that was of interest to CLF.

CHAI RVAN | GNATI US: I think
that's fair. Again, if you have a tie-in
bet ween the Northern Pass issue and the
Conti nued Unit Operations Study, then that's
appropri at e.

MR. PERESS. My | respond, or
have you made a ruling?

CHAI RVAN | GNATI US: Wl l, is it
different than the last tinme we discussed this
a nonent ago?

MR PERESS. It just goes to
show t he substantiveness of the Northern Pass
project with respect to the need to include it
in the Continued Unit Operations Study. The
fact that --

CHAI RVAN | GNATI US:  That's fi ne.

Ask hi mthat. But don't -- but 1it's not about
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whet her it should be in the LCIRP that we've
done. Wiether it should have been part of the
CUO study is a fair question.

MR. PERESS: And Madam Chair,
all I'"msuggesting is the fact that he states
that the project provides and addresses the
sane responsibilities and needs that they are
responsi ble to provide by statute suggests
that it's neani ngful enough to go into the
CUO. That's the purpose of this question. So
I will ask the question.

PERESS:

Based on M. Long's expl anation of the
I mportance of the Northern Pass project and
his description in this letter, does that
bear on your opinion regardi ng whet her the
I mpacts of Northern Pass shoul d have been
anal yzed and di scussed in the CUO?
(By M. McCluskey) | think it just supports
the position that we've already taken in our
testinony, that it was reasonable to include
t he inpacts of the Northern Pass project in
the Continued Unit QOperations Study.

MR. PERESS: | have no nore
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questions. Thank you, Madam Chair.

CHAI RVAN | GNATI US:  Thank you.
Ms. Hol | enberg.

MS. HOLLENBERG  No questi ons.

CHAI RVAN | GNATI US: Questi ons
fromthe Bench. Conm ssioner Harrington? Ch,
did | just do it again?

M5. KNOALTON: Actually, that's
fine. If you would like to do your
questioning, | can do all ny questioning at
t he conclusion. And |I'm happy to do that
because I'mnot going to finish today, so...

CHAI RVAN | GNATI US: That' s okay.
Wiy don't you begin. Cbviously we won't
finish. But | apologize. | don't know what's
going on in ny brain.

MS. KNOALTON: Excuse ne j ust
one m nute, please.

CHAI RVAN | GNATI US:  That's all
right. Take your tine.

You know what? | think -- why
don't we call it quits for today and |l et you
get organi zed for tonorrow.

M5. KNOALTON:  Thank you.
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CHAI RVAN | GNATI US: It's al nost
4:00. | think everyone's a little weary.
W' ve been here since 9:00.

CMSR. HARRI NGTON: 8: 30.

CHAI RVAN | GNATI US:  8:30. So
we're back again at 9:00 in the norning,
begi nning with cross-exam nation from PSNH, if
t hat nmakes sense.

s there anything el se we
shoul d do before we adjourn today?

MR. PATCH. Did | hear 8:30 or
9: 007

CHAI RVAN | GNATI US: N ne. I
apol ogi ze. W're starting at 9:00. So, thank
you everyone. W'I||l see you in the norning.

(Wher eupon t he AFTERNOON SESSI ON of

t he hearing was adj ourned at 3:52

p.m)
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