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1 APPEARANCES: (CONTI NUED) 1 PROCEEDINGS
2 Reptg. OCA: .
3 Ng?eglht h A Hatfield, Esg. ad 2 CHAIRMAN GETZ: Okay. Good morning,
i Kenneth £ Traum Asst, Consurer Advocate | o everyone. We'l resume the hearings in Docket DE
c Reptg. Staff: 4 10-195 concerning the Laidlaw purchase power
. gyzanne G DQ’,I‘DﬁO”ESESq 5  agreement with Public Service Company of New
CooFee R el Gskey B TG don | 6 Hampshire. | think we were about to hear the direct
! 7  testimony of Mr. Frantz and then move on to
8 8  cross-examination.
° 9 But before we do that, are there any
10 10 issues we need to address thismorning? | know that
11 11  at one point there was some discussion of trying to
12 12 reach some agreement on briefing, which we could get
13 13 ontherecord now or do at the end of theday. Sois
14 14  there any preference among the parties? Arethere
y
15 15  any other issues? Ms. Hatfield.
16 16 MS. HATFIELD: Thank you, Mr.
17 17  Chairman. It wasn't until yesterday that | was able
18 18  toreach out to the other parties to inquire about
19 19 interest in briefs, so it probably would be best if
20 20  wedealt with that at the end of the day.
21 21 CHAIRMAN GETZ: Okay. Anything else?
22 22 MS. HATFIELD: One other thing. | had
23 23 raised the issue of alegidative hearing today, and
24 24 the OCA does not need to have the hearing stop for
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1 that period. Sowell be abletojust moveforward | 1 the prices increase to those facilities, affecting
2 with the hearing today. Thank you. 2 their operations, then some of those positive effects
3 CHAIRMAN GETZ: Okay. And that 3 that are included in her testimony and rebuttal
4 reminds me of one other issue. 4 testimony would be reduced. One should keep in mind
5 Mr. Bersak, rebuttal witnesses? Is 5 that multiplier effects work in both directions.
6 there-- 6 Her analysis also includes all three -- direct,
7 MR. BERSAK: We haveto wait and see. | 7 indirect and induced effectsin the RIMS |1 model.
8 CHAIRMAN GETZ: All right. Thenwe | 8 And one should be very cautious of using induced
9 shall wait and see. 9 effects, as they depend highly on household income
10 Ms. Amidon. 10 and its distribution of savings and expenditures.
11 MS. AMIDON: Thank you. 11 Q. Thank you. Did you review the article that PSNH
12 DIRECT EXAMINATION (cont'd) 12 provided as an exhibit, and it was in the Berlin
13 BY MS. AMIDON: 13 newspaper, about a new company that had tentative
14 Q. Good morning, Mr. Frantz. 14 agreements to locate with Laidlaw, or co-locate?
15 A. (Mr. Frantz) Good morning. 15 A. (Mr. Frantz) | did look at it.
16 Q. When welast met, wewere-- | had just finished |16 Q. Youdid? Do you have any comments about that
17 examining Mr. McCluskey regarding histestimony and |17 article?
18 the rebuttal testimony that PSNH filed. Andinits |18 A. (Mr. Frantz) My first thought was. Good. To the
19 rebuttal testimony, PSNH included rebuttal of Dr. |19 extent that that facility locates there and creates
20 Shapiro. Did you review that rebuttal testimony? |20 new jobs, that's certainly something beneficial to
21 A. (Mr. Frantz) Yes, | did. 21 Berlin. But we really don't know much about the
22 Q. Do you agree with Dr. Shapiro, that your testimony |22 project. We don't know who ownsit. We don't really
23 contains three critically flawed assumptions? 23 know what the agreement is between Laidlaw and that
24 A. (Mr. Frantz) No, | do not, though | do agree with Dr. |24 project and its developer. We don't know the effect
Page 6 Page 8
1 Shapiro that, if the net economic impact of the 1 the new company will have on Laidlaw's operations.
2 project is positive from aratepayer perspective, | 2 We don't know whether the facility would have located
3 something that would be quite different fromthe | 3 elsewhere in New Hampshire. We don't know alot of
4 results contained in Mr. McCluskey's testimony, or | 4 facts about that facility and its location and the
5 that of Mr. Traum, my conclusion of net economic harm | 5 relationship with Laidlaw, and those things would
6 would indeed change. 6 have been useful in this proceeding.
7 Q. Thank you. In her rebuttal testimony, Dr. Shapiro | 7 Q. Anddid you hear Dr. Shapiro, in her testimony from
8 states that, even if the PPA resultsin over-market | 8 the stand, describe what she believed to be the
9 costs of $26 million per year, the economic 9 economic benefits associated with this unknown
10 development benefits of the project would till be |10 entity?
11 positive. Do you agree? 11 A. (Mr. Frantz) | heard her mention them, yes.
12 A. (Mr. Frantz) Well, her conclusions depend on anumber |12 Q. And did you hear Mr. Sansoucy say that he saw some of
13 of assumptions, including that the information |13 the work papers Dr. Shapiro used to develop her
14 provided by Laidlaw in the SEC filing isreasonably |14 estimates regarding the benefits associated with this
15 accurate and represents the direct effects of the |15 unidentified entity?
16 project, because they form the basis for the 16 A. (Mr. Frantz) Yes.
17 construction and biomass shocks that are used inthe |17 Q. Have you had a chance to look at those work papers?
18 RIMSII multiplier effect. Totheextentthose |18 A. (Mr. Frantz) | haven't seen those work papers.
19 numbers are less than she modeled, theresultswill |19 Q. Thank you.
20 similarly be reduced. The model assumes no 20 | want to ask an additional question with
21 substitution effects and that the output can be 21 respect to the record request responses, or one of
22 increased to whatever level's needed without 22 them that was provided by PSNH. And do you have
23 affecting other industries, such as other biomass |23 those in front of you?
24 facilities. If other plants can't get thewood, or |24 A. (Mr. Frantz) | don't have that one in front of me.
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1 If you'd like to show it to me, 1'd be happy to -- 1 see what it looks like, then | know what 1'm hunting
2 Q. I'mspecifically looking at record request, it says | 2 for. | don't recall seeingit. But it's probably my
3 HD-02. 3 fault.
4 MS. AMIDON: May |? 4 MS. AMIDON: Attorney Hatfield
5 CHAIRMAN GETZ: Please. 5 provided me this copy for you to take alook at.
6 (Atty. Amidon hands documenttothe | 6 (Atty. Amidon hands document to Cmsr.
7 witness. Witness reviews document.) 7 Ignatius.)
8 BY MS. AMIDON: 8 CMSR. IGNATIUS: So these weren't
9 Q. And do you seethat now? 9 distributed during the hearing. They were since
10 A. (Mr. Frantz) Yes, | do. 10 then?
11 Q. Andisthat arecord request which | believeyou |11 MS. AMIDON: They were provided by the
12 requested in connection with statements made about |12 Company last Thursday or Friday.
13 the effect of the contract on PSNH's financing or |13 CHAIRMAN GETZ: Let'sjust go off the
14 credit worthiness? 14 record for a second.
15 A. (Mr. Frantz) Yes, itis. 15 (Discussion off the record)
16 Q. Andwould you please comment on that response. |16 CHAIRMAN GETZ: All right. Well go
17 A. (Mr. Frantz) Well, the response just statesthat the |17 back on the record and continue with the direct.
18 vice-president for investor relations for Northeast |18 MS. AMIDON: And that concludes my
19 Utilities, Jeffrey Kotkin, stated that thesizeand |19 direct examination. Thank you, Mr. Chairman. The
20 nature of Laidlaw's PPA is not significant enoughto |20 witnesses are available for cross.
21 have any adverse effect on PSNH's debt rating. It |21 CHAIRMAN GETZ: Thank you. Interms
22 does not state whether PSNH or Mr. Kotkin actually |22 of order of cross, | was contemplating Ms. Hatfield,
23 contacted any lenders or potential lenders and asked |23 Mr. Rodier, Mr. Shulock, Mr. Boldt, Mr. Bersak. Is
24 for their opinions and discussed it with them, or |24 there any concern about that order of cross?
Page 10 Page 12
1 that we have anything in writing from those lenders | 1 (No verba response)
2 stating that they've reviewed the PPA and believeit | 2 CHAIRMAN GETZ: Okay. Ms. Hatfield.
3 has no adverse effect on PSNH. 3 MS. HATFIELD: Thank you. Mr.
4 Q. So, canyou conclude anything from looking at that | 4 Chairman, | will have afew questions about the
5 response? 5 record requests, but | will try to hold off on those
6 A. (Mr. Frantz) Only that Mr. Kotkin stated that it's | 6 for afew moments so you can have copies before you.
7 not significant enough. 7 CROSS-EXAMINATION
8 Q. Okay. Thank you. 8 BY MS.HATFIELD:
9 CHAIRMAN GETZ: Ms. Amidon, hasthat | 9 Q. Good morning, gentlemen.
10 already been marked as an exhibit by PSNH? 10 A. (Mr. Frantz) Good morning.
11 MR. BERSAK: Exhibit No. PSNH 14, Mr. |11 A. (Mr. McCluskey) Good morning.
12 Chairman. There were two record requests on Hearing |12 Q. Mr. Frantz, in your testimony that you filed, on
13 Day 2. One was marked Record Reguest No. 4, which |13 Page 2 you recommended that the Commission take
14 was Exhibit 14, and one was No. 5, which was marked |14 administrative notice of the Laidlaw proceeding at
15 as PSNH Exhibit 15. 15 the Site Evaluation Committee. Do you recall that?
16 CHAIRMAN GETZ: Thank you. 16 A. (Mr. Frantz) Yes.
17 MS. AMIDON: May | ask, Mr. Chairman, |17 Q. And do you recall that the Commission determined that
18 does the Commission not have copies of thoserecord |18 it was not going to take administrative notice of
19 reguest responses? 19 that proceeding?
20 CHAIRMAN GETZ: Well, let'ssee. | |20 A. (Mr. Frantz) | vaguely recall that.
21 believe they were handed out. It'sjust amatter of |21 Q. And would you accept, subject to check, that in the
22 looking through the pile we've accumul ated. 22 Commission's prehearing conference order, that it
23 CMSR. IGNATIUS: Ms. Amidon or Mr. |23 said that it would not?
24 Bersak, if someone could just hold itupand let me (24 A. (Mr. Frantz) Yes.
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1 Q. Thank you. And Mr. Frantz, you just afew moments | 1 market and pay the alternative compliance payment.
2 ago spoke about the economic benefit of the project. | 2 Q. And when a utility makes that determination, do they
3 Do you recall that? 3 need to factor in cost-effectiveness to customers?
4 A. (Mr. Frantz) Yes. 4 (Mr. McCluskey) Yes. Clearly, it would not be
5 Q. Andisittruethat 362-F, the RPS statute, in 5 cost-effective to enter into a purchase with aREC
6 Section 9, which is the PPA section, does discuss | 6 provider at a price greater than the ACP. The
7 economic benefits? Isthat right? 7 legislature has introduced a cap on prices for that
8 A. (Mr. Frantz) That's correct. 8 purpose of minimizing the cost on consumers
9 Q. Butisityour belief that potential economic 9 associated with the RPS.
10 benefits from an energy facility should be elevated |10 Q. Could you turn to Page 14, please, of PSNH's
11 over potential costs or risksto consumers? 11 rebuttal.
12 A. (Mr. Frantz) Well, | think it'sapackage. | think |12 A. (Mr. McCluskey) okay.
13 there's a number of criteria, and that is one of 13 Q. Andon Lines 23 through 24 there's a statement that
14 them. And | think the most important part of this |14 says, "In Mr. McCluskey's world, it is apparent that
15 cost-effective project, | think, all else equal, one |15 the cost to customersis number one." Do you see
16 should then look at the economic development effects. |16 that?
17 But it's one of many criteria. 17 A. (Mr. McCluskey) | do.
18 Q. Mr. McCluskey, do you have acopy of PSNH'srebuttal |18 Q. Do you think that should also be number one for PSNH?
19 testimony with you? 19 A. (Mr. McCluskey) AsMr. Frantz said, there are several
20 A. (Mr. McCluskey) Yes, | do. 20 criteriain the section of the RPS law that deals
21 Q. | wantedto ask you afew questionsrelated to that |21 with long-term contracts. It'sreally up to the
22 testimony. 22 Commission to provide what weight it considers
23 A. (Mr. McCluskey) If you could just give me amoment so |23 appropriate to each of the criteria. | certainly
24 | canlocate it. 24 believe that these projects, whether they -- the
Page 14 Page 16
1 (Pause in proceedings) 1 purchase of RECs, whether they are acquired through
2 A. (Mr. McCluskey) Okay. 2 short-term market or long-term market, should be done
3 Q. If youwould turnto Page 11, please. 3 in a cost-effective way. | personally think that the
4 A. (Mr. McCluskey) Okay. 4 primary criteria should be cost-effectiveness, but
5 Q. Andstarting on Line 27 theresaquestion, andit | 5 serious consideration given to the local economic
6 states, "How does a company like PSNH meet the | 6 benefits associated with the particular project.
7 State's renewable energy goals and statute which | 7 Q. Could you turn to Page 14, please.
8 provides for long-term PPAs with in-state renewable | 8 A. (Mr. McCluskey) Yes.
9 resources when the developer needs some form of price | 9 Q. Sorry. That'swhere we are.
10 assurance when future market prices are not known?' |10 Going on to Page 15, PSNH talks about an issue
11 Do you see that question? 11 that you raised, that the cumulative reduction fund
12 A. (Mr. McCluskey) Yes, | do. 12 does not accrue interest. Do you recall that?
13 Q. Andisoneresponseto that question, about how PSNH |13 A. (Mr. McCluskey) Yes.
14 meets the State's renewable energy goals, that the |14 Q. And at the top of Page 15, PSNH says, "These
15 Company can buy RECs on the market? 15 complaints about the lack of interest asrelatively
16 A. (Mr. McCluskey) Yes, it can buy in what werefer to |16 insignificant..." Do you see that?
17 as the short-term REC market. 17 A. (Mr. McCluskey) | do.
18 Q. And could the Company also make paymentstothe |18 Q. Isit possiblethat interest, just the interest, if
19 renewabl e energy fund, according to the alternative |19 there was interest on all portions of the cumulative
20 compliance payment price? 20 reduction fund, that that could amount to a
21 A. (Mr. McCluskey) It could, if the REC price offers |21 significant sum?
22 that it received were equal to or higher thanthe |22 A. (Mr. McCluskey) Yes. The amount of the interest
23 aternative compliance price, the Company hasthe |23 obviously depends on what interest rate you use and
24 option of simply deciding not to purchase from the |24 also on the amount of the above-market payments. |If
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1 the above-market payments are significant, then, over | 1 was $143-, $144 million. But importantly, it was
2 a 20-year period, potentially you can accumulatea | 2 based on market prices that are higher than if you
3 significant amount of interest on energy or on RECs, | 3 wereto redo the analysis that PSNH did, using more
4 if it's going to be applied to RECs as well, and 4 current NYMEX numbers. It would produce alower
5 perhaps also on the customer. So if interest were | 5 forecast of market energy prices, which would have
6 accumulated, it could be significant at theend of | 6 the effect of increasing the balance in the account.
7 the 20-year term. 7 Then, if you add interest onto that account, and you
8 Q. Do you believe that accruing interest on the 8 also include interest from RECs, which has been
9 cumulative reduction fund addresses the underlying | 9 suggested, you can imagine that it's quite possible
10 problems with the CRF? 10 that the balance in the account is significantly
11 A. (Mr. McCluskey) Not onitsown. Inmy testimony, | |11 above the $132 million estimate of Mr. Sansoucy. So
12 addressed two, what | considered to be two problems |12 it's highly likely that we could have a situation
13 with the -- economic problems with the cumulative |13 where a substantial sum of money paid in by consumers
14 reduction account. One wasthe lack of interest. |14 to Laidlaw will not be returned to customers through
15 The other was the capping of the amount that 15 areduction in the value of the plant -- or reduction
16 customers could receive at the end of the 20-year |16 in the purchase price of the plant, | should have
17 term through areduction in the market -- areduction |17 said.
18 in the cost of purchasing the facility. 18 Q. And| believeyou also tetified that the cumulative
19 To me, you need to have interest and the lifting |19 reduction fund violates the used and useful principle
20 of the cap in order to ensure that customersare |20 of rate-making; isthat correct?
21 going to receive the value that they have paidto |21 A. (Mr. McCluskey) That's correct.
22 Laidlaw in the form of above-market payments. |22 Q. And can you just smply explain why you believe
23 Without lifting the cap, it could turn out that 23 that's the case?
24 customers receive very little of those above-market 24 A. (Mr. McCluskey) Yes. | think it's best to consider
Page 18 Page 20
1 payments, depending on the market value of the plant | 1 the following hypothetical: Assume that thereisno
2 at that time. And asl've said in my testimony, that | 2 Laidlaw contract and PSNH is purchasing energy it
3 will depend on the conditionsin the market. And | 3 needs to meet customer demands from the wholesale
4 also, the situation regarding the RPS, would it 4 power market. Further assume that PSNH approaches
5 exist? If so, what level of RPS paymentswoulda | 5 the Commission and asks for permission to charge
6 project of thiskind receive? So there's some 6 customers. Not only do the market energy prices
7 considerable uncertainty asto what the value, the | 7 change at any hour, but they include in a 10-percent
8 market value of the plant is, and how bigthecap | 8 premium on those hourly market energy prices. And it
9 will be when it comes to determining how much | 9 does so for a 20-year period, with the reason being
10 ratepayers should receive at the end of theday. |10 so that it can pre-fund the purchase of arenewable
11 Q. Do you recal hearing Mr. Sansoucy testify that it |11 energy plant in 20 years time.
12 had been his estimate that the plant would be worth |12 So the question is: What do you think the
13 somewhere around $130 million at the end of the PPA? |13 Commission would say with regard to that question? |
14 A. (Mr. McCluskey) Yes, | did. 14 believe that the Commission will say that customers
15 Q. And wasthis hearing the first time that you had |15 are not in the business of pre-funding the
16 heard that figure? 16 acquisition of power plants because it would violate
17 A. (Mr. McCluskey) Yes. 17 the used and useful principle. Used and useful
18 Q. Andif that isan accurate estimate, does that cause |18 principle prohibits being included in rate base any
19 you concern that there might be more than that amount |19 property that is both not in service and providing
20 in the CRF? 20 useful service. Importantly, the effect of the
21 A. (Mr.McCluskey) Yes. | think PSNH itself didan |21 prohibition isto prevent the utility from receiving
22 analysis of what could be the balancein the CRF at |22 areturn on and of itsinvestment until the plant is
23 the end of 20 years, based on market pricesthat it |23 in service.
24 developed in 2009. That figure, | recall, | think it |24 In the hypothetical, customers would be required
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1 to pre-fund through rates the acquisition of a 1 with the public interest.
2 renewable plant, which | believe would violatethe | 2 Q. OnPage 25, at Line 18, PSNH states, "Financing is
3 used and useful principle. And thisisessentially | 3 the devel oper's responsibility, not PSNH's." Do you
4 what PSNH is proposing to do in the PPA. But with | 4 agree with that?
5 the 10-percent premium on market energy prices | 5 A. (Mr. McCluskey) | do, yes.
6 replaced with the above-market energy payments, the | 6 Q. And do you recall PSNH's testimony, that the project
7 fund -- importantly, the fund at the end of the 7 could not be financed if Staff's recommendationsin
8 20-year term in the PPA is used to pay for the 8 your testimony were adopted by the Commission?
9 acquisition of the Laidlaw power plant. Andwehave | 9 A. (Mr. McCluskey) Yes, | do.
10 heard that the Company intends to place the plantin |10 Q. Do you agree with that?
11 generation rate base onceit isacquired. The 11 A. (Mr. McCluskey) No. | think the particular
12 proposal to have customers pre-fund the purchase of |12 recommendation that Mr. Long was referring to was the
13 the plant through above-market energy paymentsisa |13 recommendation that the energy prices be based not on
14 violation of the used and useful principle because |14 cost of service but on market prices. And | believe
15 customers will not begin to receive any useful 15 he said that if that were the case, the project can
16 service from the asset until the term of the contract |16 be financed. And | attempted through crossto
17 has ended. 17 demonstrate that in New Y ork, where they have an RPS
18 So we have a situation where they arelookingto |18 since 2004, the structure of the solicitation in New
19 purchase afacility in order to obtain therightsto |19 York isthey solicit RECs, and al of the energy
20 the services provided after the term of this contract |20 capacity hasto be sold into the New York ISO. And
21 ends, but to have customers partialy pre-fund that |21 so any developer that winsthe bid in aNew Y ork
22 purchase during the 20 years before -- during the 20 |22 solicitation would receive, | believe, fixed REC
23 years of theterm. So, to me, this provisioninthe |23 prices for a contract period, and they would receive
24 PPA isaviolation of the used and useful principle |24 short-term energy payments and capacity payments from
Page 22 Page 24
1 or concept. 1 the New York 1SO. And so that isthe structure that
2 Q. On Page 20 of PSNH'srebuttal, at Lines22t0 23, | 2 worksthere. And they've developed many renewable
3 PSNH writes, "The CRF only adds value per customers. | 3 projectsin that state. And I think that example
4 There is no scenario under which it will diminish | 4 demonstrates that you don't have to have a
5 value per customers.” 5 fixed-price contract for each component of the output
6 It sounds like, from the testimony you'vejust | 6 produced by the facility.
7 given regarding the CRF, that you disagreewiththat | 7 Q. Isthe New York information that you're referring to,
8 statement. 8 isthat contained in Staff Exhibit 10?
9 A. (Mr.McCluskey) | do disagreewithit. Totheextent | 9 A. (Mr. McCluskey) Itis.
10 customers have made payments over a 20-year period |10 Q. And you were just discussing the use of RFPs. And if
11 and they are not likely to receivein full those 11 you look at PSNH's rebuttal testimony on Page 27,
12 payments, including interest, then | think that 12 starting at Line 33, they discuss the drawbacks -- or
13 clearly does diminish value to customers. 13 one drawback of an RFP process. Do you see that?
14 Q. On Page24 of PSNH'srebuttal, at Line 25, PSNH |14 A. (Mr. McCluskey) What was the line again?
15 refers to a"bad policy-making choice." Doyousee |15 Q. Thirty-three.
16 that? 16 A. (Mr. McCluskey) Yes.
17 A. (Mr. McCluskey) Yes, | do. 17 Q. Could the Company use RFPs to seek to purchase
18 Q. And do you think that this docket is about 18 particular products it needs, such as RECs or energy?
19 policy-making, or isit about the Commission applying |19 A. (Mr. McCluskey) Well, if it was -- it would certainly
20 the requirements of the PPA section of the RPS law? |20 have to -- the Company could have an RFP for any
21 A. (Mr. McCluskey) It'sthelatter. The policy hasbeen |21 product that it needsin order to meet customer
22 established through the RPS law. The Company has |22 demands, energy capacity or RECs.
23 made afiling consistent with that law. Andwenow |23 Q. On Page 36 of PSNH's rebuttal, at Line 23, PSNH
24 try to determine whether the filing isconsistent |24 states that the PPA essentially prices energy at the
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1 day-ahead locational marginal price over aportionof | 1 possible that perhaps the statute could be changed to
2 the life of the facility. Do you agreethat the PPA | 2 expressly allow over-market PPAS, or something of
3 essentially prices energy at the day-ahead LMP? | 3 that nature?
4 A. (Mr. McCluskey) No. Absolutely not. 4 A. (Mr. McCluskey) We actually have -- these power
5 Q. Why not? 5 plants typically are not economic on a stand-alone
6 A. (Mr. McCluskey) Wdll, first of dl, theenergy's | 6 basis. They cannot compete with non-renewable
7 priced at the energy pricesin the PPA, whichare | 7 generators. The RPS law isintended to provide an
8 designed to recover fudl costs and O&M estimated | 8 additional revenue stream that will allow those
9 costs. So the actual price that PSNH paysand will | 9 projects essentially to compete, to be dispatched in
10 recover from its customers has nothing to do with the |10 the 1SO-New England power market. All we'retrying
11 market energy prices. 11 to do isto ensure that customers are paying no more
12 So theissueis: Will the cumulative reduction |12 than they need to in order to acquire those products.
13 account have the effect of bringing back energy |13 I'm not sure whether that's responsive to your
14 prices from a cost basisto amarket basis at theend |14 question, but...
15 of the 20-year term? And certainly we attemptedto |15 Q. Thank you. Do you recall PSNH's testimony about
16 address thisissue through cross. Because thereis |16 their understanding of the Schiller agreement that
17 no interest, and there's al so the potential for 17 was the subject of Docket DE 03-1667?
18 significant capping going on, | contend that the |18 A. (Mr. McCluskey) Yes, | do.
19 claimissimply not correct. There'safar greater |19 Q. Do you agree that that requires that the Company must
20 likelihood that customers will pay above-market |20 sell the RECs from Schiller without regard for the
21 energy prices once the 20-year term of the contract |21 price that they would receive for those RECs, and
22 has ended. 22 also without regard for the price that the Company is
23 Q. Thereareafew placesin PSNH's rebuttal wherethey |23 paying to comply with New Hampshire RPS?
24 refer to a"Catch-22." Oneof thoseisonPage15at |24 A. (Mr. McCluskey) | think there's two questions. One
Page 26 Page 28
1 Line 31. Andwhat the Company says, startingon | 1 is. Does the motion submitted by the partiesin that
2 Line 29, isthat the testimoniesfiled by you and Mr. | 2 proceeding require, under al circumstances, PSNH to
3 Traum would frustrate the legidlative goal of the RPS | 3 sell the RECs in the short-term REC market, either in
4 law by creating a"Catch-22," where a PPA couldn'tbe | 4 New Hampshire or elsewhere? And my reading of that
5 approved. Do you see that? 5 motion and the Commission's order approving itis
6 A. (Mr. McCluskey) Yes. 6 that that's not the case.
7 Q. Ifthereisa"Catch-22," doyou think perhapsa | 7 Now, when we get to the issue of the price of
8 legidlative solution might be required? 8 RECs, | believe I've said in testimony that it makes
9 A. (Mr. McCluskey) I'm not sure. | personally don't | 9 no economic sense for PSNH to sell RECs in the market
10 agree that thereisa"Catch-22". We've made 10 at apricethat islessthan the price that it hasto
11 recommendations to change the PPA which we think will |11 pay to Laidlaw for the RECs, when in fact they could
12 make -- has the potential to make the project inthe |12 actually use those RECs in order to avoid the high
13 public interest. | don't understand this argument |13 payment. And | think the example that | gave through
14 that it'sa"Catch-22." We're not trying to havethe |14 crosswas, if the contract priceis $50 and the
15 contract not approved. We are supportiveof a |15 market price is $30, why would you want to sell the
16 renewable plant in the North Country developed |16 REC in the market to receive $30 when that is
17 through along-term PPA. Wejust feel that it hasto |17 required -- requires you to purchase $50 RECs from
18 be based on prices which are more in the public |18 Laidlaw? It makes more sense to forego the revenues
19 interest than the Company's. So | don't agree there |19 from the sale and use that REC to reduce your
20 isa"Catch-22". And I'm not sure how involving the |20 obligation with regard to purchases from Laidlaw.
21 legislature would resolve that problem. 21 So, one, | don't believe the mation does require
22 Q. Wadll, assuming that PSNH is correct, and if the |22 themto sell, and | didn't see anything in the
23 changes that you propose are made, that the 23 Commission's order approving the motion that said
24 Company -- the project is not financeable, isit |24 that; and two, it makes no economic sense to do as
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1 PSNH has suggested. 1 Q. Canyou explain what you mean by "adjusted"?
2 Q. Andisthat why you believe that Schiller RECsneed | 2 A. (Mr. McCluskey) Okay. Earlier | was describing that
3 to be considered when trying to determine PSNH'sneed | 3 in 2009, PSNH devel oped a forecast of the market
4 for RECs? 4 energy prices, which isincluded -- developed a
5 A. (Mr. McCluskey) Yes. 5 forecast of market energy prices, which it included
6 Q. Do you know what PSNH's most recent migration | 6 in a discovery response issued by Staff. That
7 percentageis? 7 forecast was based on NYMEX electricity price and
8 A. (Mr.McCluskey) Yes. Thecalculationsthat I'vedone | 8 natural gas price data. And it was based on alook
9 use the 31-percent migration rate that PSNH -- I'm | 9 at those NYMEX forwardsin, | think August of 2009.
10 not sure whether it referred to it in its testimony, |10 Since we've passed that date and there have been
11 but it certainly referred to it in discovery 11 devel opments in the market, both for electricity in
12 responses. 12 New England and also natural gas, what | did wasto
13 Y esterday we received, | believeit'sa 13 essentially use the very same model that PSNH used
14 quarterly report that PSNH isrequired to file with |14 and simply updated the NYMEX electricity and natural
15 the Commission, which showed the migration percentage |15 gas prices, and the result is as shown in this
16 for the months of October, November, and although it |16 column. | think it might have been better to label
17 was listed as September, | believe the report should |17 it "modified" or "updated" rather than "adjusted."
18 have said December. And those -- that report shows |18 But that'sthe intent. It's simply an update of the
19 that migration rate was, in the first month of 19 price developed by PSNH, taking into account more
20 October, | believe it was closeto 35 percent; in |20 current NYMEX data
21 November, it was close to 34 percent; in December, it |21 MS. HATFIELD: Mr. Chairman, do the
22 was close to 36 percent, | believe wasthe figure. |22 Commissioners have the record requests at this point?
23 Those are rounded numbers. So, clearly, what is |23 CHAIRMAN GETZ: Yes.
24 happening out there is indicating that PSNH is more |24 MS. HATFIELD: Thank you.
Page 30 Page 32
1 at risk of losing load rather than at lessrisk. 1 BY MS. HATFIELD:
2 I'll just leaveit at that. 2 Q. Mr. McCluskey, do you have the copy of the record
3 Q. And that would impact their need for RECs and energy? | 3 reguest that the Company filed on February 4th?
4 A. (Mr.McCluskey) Yes. It hasthiseffect in the 4 A. (Mr. McCluskey) | just have one, the rate-impact
5 calculationsthat | did. | was ableto show that, if | 5 analysis? That'sthe only onel have.
6 Schiller RECs were used to meet PSNH's RPS 6 Q. Andthat oneisnumbered HD-02 Q-RR-005?
7 obligations, that PSNH would not haveaneedforal | 7 A. (Mr. McCluskey) That's correct.
8 of the RECs produced by Laidlaw until 2023. Whatan | 8 Q. And it's dated January 26th, 2011?
9 increase in the migration rate doesistopushout | 9 A. (Mr. McCluskey) | don't have the cover page, so |
10 that date. | haven't done -- | haven't re-calculated |10 couldn't confirm that.
11 the need analysis. But | suspectit'sgoingtopush |11 Q. Will you accept that, subject to check?
12 out the year that PSNH would need al of the RECs |12 A. (Mr. McCluskey) Yes, | will.
13 from Laidlaw to well past 2023. Soitincreaseswhat |13 Q. And the request that PSNH isanswering is: Please
14 | call the excess RECs, which adds coststo 14 provide the assumed rate impact for 2015, using a
15 consumers. 15 range of assumptions for market prices, wood prices
16 Q. Mr. McCluskey, do you have acopy of your testimony |16 and REC prices; isthat correct?
17 that you filed in this docket? 17 A. (Mr. McCluskey) | believe that's what we asked, yeah.
18 A. (Mr. McCluskey) Yes, | do. 18 Q. Andif welook at Page 2 of 2, that's where PSNH
19 Q. Could you please turn to Bates Page 65, whichisyour |19 provided the analysis; is that right?
20 Exhibit GRM-12. 20 A. (Mr. McCluskey) That's correct.
21 A. (Mr. McCluskey) Yes, I've got that. 21 Q. Andif welook at this page, there are different
22 Q. Thethird column from theleft istitled "Adjusted |22 scenarios that the Company has utilized; is that
23 Market Energy Price Projections.” Do you seethat? |23 right?
24 A. (Mr. McCluskey) | do. 24 A. (Mr. McCluskey) Correct.
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1 Q. Andthetop line showsthat in al scenariosthey've | 1 case to see what happens under what could be called,
2 used afacility size of 67.5 megawatts; is that 2 from a customer standpoint, worst-case and best-case
3 right? 3 scenarios.
4 A. (Mr. McCluskey) Correct. 4 But under the base case, we started with a
5 Q. Andthat facility size relatesto PSNH's revised 5 63-megawatt facility, added a capacity factor that
6 Exhibit 9; isthat right? 6 Laidlaw recommended to SEC. And the first change we
7 A. (Mr. McCluskey) Correct. Yes. 7 haveiswood price, $34 aton. We think that isthe
8 Q. Andif welook down in the left-hand column, whichis | 8 appropriate wood price for the base case. Why?
9 labeling rows, under "Avoided Costs of Products,” the | 9 Because Schiller wood costs over the last three years
10 second itemistitled "REC Market, Percentage of |10 have averaged just under $34 aton. Now, it may be
11 ACP." Do you seethat? 11 that in the future, fuel costs at Schiller are going
12 A. (Mr. McCluskey) Yes, | do. 12 to change. But historically, over arecent period,
13 Q. Doesthat meanthat in al their scenarios they 13 it's been very closeto 34. And | suspect that's why
14 utilized the PPA REC price? 14 the Company used 34 in its development of the energy
15 A. (Mr. McCluskey) Well, under the -- if you look at the |15 prices.
16 third column, "Case 1b," they've actually varied the |16 So we start with awood price of 34. Therest
17 percentage to 100 percent. So it doesn't quite match |17 of the PPA prices are as calculated by the Company in
18 with the PPA. 18 its exhibit. Where we differ iswith regard to the
19 Q. And have you had achance to review the analysisthat |19 avoided costs of products. Now, I'm doing this for
20 the Company has provided? 20 2014, which | assume isthe first year of the
21 A. (Mr. McCluskey) Yes, | have. 21 contract. And what I've done for energy is-- let me
22 Q. If the REC pricein the market islower than that, |22 start with RECs.
23 would that mean that there would actually be ahigher |23 The REC price isthe Synapse price for 2014,
24 monthly bill impact as aresult of the PPA? 24 which | have asjust over $32 a megawatt hour.
Page 34 Page 36
1 A. (Mr. McCluskey) Yes. Infact, under the Avoided | 1 Capacity price we're using is the capacity price that
2 Costs of Products section, we have pricesfor energy | 2 the Company uses, 2.95. So we don't have a problem
3 RECs and capacity. If any of thoseislower than | 3 with that. The energy price isthe energy price that
4 what's shown in this exhibit, then you would havea | 4 | calculated for 2014 using PSNH's model, but updated
5 greater impact on customers as aresult of the PPA. | 5 for more current NYMEX numbers. That oneis $53,
6 And conversely, if the prices are higher than what's | 6 roughly. When you insert those numbers into the
7 shown in this particular column, then theimpact | 7 calculation, and the rest is as developed by PSNH, we
8 would be less than what's shown. 8 get amonthly bill impact of $3.50 amonth. That is
9 Q. And have you tested these scenarios by using 9 asignificant impact in the first year of this
10 different figuresto look at what the rate impact |10 contract, $3.50 amonth. That's amajor rate impact.
11 might be? 11 And that's for residential customers.
12 A. (Mr. McCluskey) Yes, | have. The Company actualy |12 Then what | did was, | developed a scenario,
13 provided Staff with the spreadsheet. So we had the |13 what | call high fuel, low market, high capacity
14 ability to change the inputs to what we considered to | 14 factor. Did the same type of analysis but varied the
15 be more reasonable than what the Company has, and |15 energy capacity and REC prices. And that analysis
16 which | did. And I've actually got two groups of |16 produces an impact of almost $5.50. And then | have
17 numbers: One, what | call the Laidlaw proposed |17 another scenario, which iswhat | call low fuel, high
18 facility, which is at a capacity of 66 megawaetts, and |18 market, low capacity factor, and that produces a much
19 then | redo the analyses under what | call the 19 smaller impact of 36 cents per month.
20 Laidlaw expanded facility, whichisthe 67.5. And |20 So we think our base case which resulted in a
21 S0, just focusing on the Laidlaw proposed facility of |21 rate impact of $3.50 a month is a reasonable outcome
22 63 megawatts, assuming it's got the capacity factor |22 and significantly different from what the Company is
23 of 87.5, what I'm describing now iswhat | call base |23 getting, we think based on reasonable market prices.
24 case. And | will vary the assumptions under thebase |24 Q. And when you say that's a reasonable outcome, are you
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1 talking about the numbersthat you used and not that | 1 Q. And would you believe that PSNH is trying to comply
2 it shows that the PPA itself is reasonable? 2 with the RPS law in away that is consistent with
3 A. (Mr. McCluskey) I'm talking about the market price | 3 both the least cost planning statute and with its own
4 inputs | think are reasonable as a base case. 4 least cost plan?
5 If I could just add? That $3.50 impactisbased | 5 A. (Mr. McCluskey) Well, I'm not the analyst that
6 on migration rate of 31 percent. If we changethe | 6 reviews the Company's energy servicefilings. But
7 migration rate -- | haven't done this calculation. | 7 I'd be very surprised if the Company were not trying
8 But if we change the migration rateto 34, 35and | 8 to minimize the cost of making the RPS law by buying
9 36 percent, which has been shown in the Company's | 9 least cost RECs available, whatever classit's

10 recent quarterly report, then we're going to push up |10 purchased in.

11 that impact significantly, because what's happening |11 Q. And would you agree, in reviewing the PPA under the

12 isthere'sasmaller energy sdlesbaseinorderto |12 RPS law, the Commission must consider it in the

13 spread over the economic cost of the PPA. Sothe |13 context of RSA 378, the sections that include the

14 higher the migration rate, the greater theimpact on |14 least cost planning statute?

15 the consumers. This $3.50 is based on 31 percent. |15 A. (Mr. McCluskey) Yes.

16 S0, in asensg, it's a conservative number. 16 Q. Thank you. | have nothing further.

17 Q. Mr. McCluskey, do you have a copy of Mr. Sansoucy's |17 CHAIRMAN GETZ: Thank you.

18 rebuttal with you? 18 Mr. Shulock.

19 A. (Mr. McCluskey) | do. 19 CROSS-EXAMINATION

20 Q. Would you please turn to Page 47. 20 BY MR. SHULOCK:

21 A. (Mr. McCluskey) Okay. 21 Q. Good morning, Mr. McCluskey.

22 Q. AtLinel, Mr. Sansoucy is asked thefollowing |22 A. (Mr. McCluskey) Good morning.

23 question: "On Page 45, Mr. McCluskey, starting at |23 Q. 1'd liketo direct your attention back to Record

24 Line 9, talks about the conflict with |east cost 24 Request No. 5 and then the analysis that you

Page 38 Page 40

1 integrated resource planning. What isyour opinion?' | 1 conducted.
2 Do you see that? 2 A. (Mr. McCluskey) Give methat? Which record request?
3 A. (Mr. McCluskey) Yes. 3 Q. It'sRecord Request No. 5.
4 Q. Andthenat Line4, at the beginning of hisanswer he | 4 A. (Mr. McCluskey) Isthat the rate impact analysis?
5 states, "Least cost planning and the development of | 5 Q. Yes,itis.
6 new Class | RECs are mutualy exclusive” Andthen | 6 A. (Mr. McCluskey) Y eah.
7 at Line 7 he states, "To compare this' -- meaning, | | 7 Q. Now, PSNH developed a number of scenariosto
8 believe, the PPA -- "to least cost integrated 8 demonstrate the impacts of the PPA on energy service
9 resource planning and then condemn the PPA with | 9 ratesin 2014. Y ou subsequently revised that

10 Laidlaw is misleading and should be ignored by the |10 analysis using inputs you thought were more

11 Commission." Do you see that? 11 reasonable and came up with higher impacts; is that

12 A. (Mr. McCluskey) | do. 12 right?

13 Q. Do you believe that the Commission should ignorethe |13 A. (Mr. McCluskey) Correct. | believe the year that

14 least cost planning statute? 14 PSNH was using was 2015.

15 A. (Mr. McCluskey) Absolutely not. 15 Q. | stand corrected.

16 Q. And do you agree with Mr. Sansoucy, that lease cost |16 What, if anything, does the impact on the energy

17 planning and the development of new Class| RECsare |17 serviceratesin 2015 tell us about the

18 mutually exclusive? 18 reasonableness of the rates in the PPA over a 20-year

19 A. (Mr. McCluskey) No. 19 period?

20 Q. AndPSNH is complying with the RPS law right now; is |20 A. (Mr. McCluskey) The cost-effectiveness of the rates?

21 that right? 21 Q. Yes.

22 A. (Mr. McCluskey) Itis. It'srequiredto purchasea (22 A. (Mr. McCluskey) They don't tell us anything.

23 certain quantity of RECs, and | believeit'sdoing |23 Q. Okay.

24 that. 24 A. (Mr. McCluskey) Let me retract that.
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1 The cost-effectiveness cannot be demonstrated | 1 above-market REC costs through 2025; is that right?
2 through the rate impact analysis, which indicates | 2 A. (Mr. McCluskey) That'swhat it says here.
3 littleimpact. The cost-effectiveness study 3 Q. And do you remember what percentage -- what interest
4 essentially is comparing the cost of the products | 4 rate you applied in calculating that?
5 purchased with the, say the market price of those | 5 A. (Mr. McCluskey) | believe | used 5 percent. | think
6 products. We can avoid doing that if we have 6 it saysin the second paragraph of the response,
7 competitive solicitation, and the bidders will 7 5 percent per annum.
8 determine what is the most appropriate pricefora | 8 Q. And then we asked you to calculate interest on
9 particular product. But absent that, wehavetodo | 9 above-market REC payments through 2033; correct?
10 thiskind of analysisto determine whether it's 10 A. (Mr. McCluskey) Correct.
11 cost-effective against using those standard tests. |11 Q. And your conclusion was that, using a 5-percent
12 Now, if when you do your rate impact analysis |12 interest rate, the above-market -- or the interest on
13 you include in -- you include in the avoided cost |13 the above-market cost of those RECswould be
14 estimates, the market energy pricesthat you usein |14 $211 million; isthat correct?
15 the cost-effectiveness study, | can say theressome |15 A. (Mr. McCluskey) That's correct.
16 connection. But the problem with arateimpact |16 Q. And then you concluded that the total above-market
17 analysisisthat the costs -- let's assume that 17 REC payment with interest would be $399 million; is
18 it's -- that the particular project that's been 18 that right?
19 anayzed is above market and theresasignificant |19 A. (Mr. McCluskey) That's correct. | want to add this
20 cost impact. What the rate impact analysisdoesis |20 important assumption here. Asl said earlier, the
21 it spreads those costs over amuch larger load, and |21 interest added to the cumulative reduction account is
22 it can have the effect of reducing what appearsto be |22 dependent not just on the interest rates but on the
23 the impact of that on an economic project. Sothat's |23 assumed market price for the product. Here I'm using
24 the danger in using the results of arateimpact |24 the current price for Class | RECs, $6.50, which is
Page 42 Page 44
1 analysisto draw conclusions regarding 1 just that; it'sthe current price. And it may not be
2 cost-effectiveness. 2 the price going forward. So, to the extent that RECs
3 Imagine we have avery, very small project, say | 3 are priced above that level in the future, then the
4 10 kilowatts, say asolar facility, that isshownto | 4 amount of the above payment and the associated
5 be extremely economical. Using therateimpact | 5 interest from that payment would actually be smaller
6 analysis, if you spread those economic costs over the | 6 than what's shown in this calculation. So | just
7 total customer base of the company, you might find | 7 want to make it clear that this particular analysis
8 that there'saminiscule impact on rates. Andthe | 8 uses that assumption. And it's only an assumption.
9 danger isthat you would use that conclusiontosay, | 9 Q. And just for point of clarification, | believe you
10 well, it's something -- it's a project that maybe we |10 said the current price that you used was $6.50. And
11 should go ahead, when in fact the project could be |11 did you intend to say 16.50?
12 two or three times more costly. So, that'sthe 12 A. (Mr. McCluskey) | did. 16.50. That's correct.
13 danger. | think that we should not usearateimpact |13 Q. Okay. Thank you.
14 analysis as the basis for determining 14 Now I'd like to draw your attention to |PP 30.
15 cost-effectiveness. 15 A. (Mr. McCluskey) Okay.
16 Q. Thank you. Now I'd like to direct your attentionto |16 Q. You're aware that in the Lempster Wind docket, the
17 IPP Exhibit 28. 17 Commission permitted PSNH to purchase more RECs than
18 A. (Mr. McCluskey) Okay. 18 were required for PSNH to meet its New Hampshire RPS
19 Q. In Subpart B of this datarequest, the IPPs asked you |19 requirements?
20 to calculate interest on above-market REC payments |20 A. (Mr. McCluskey) | believe that's the case, yes.
21 through 2025; correct? 21 Q. Why isit your opinion that PSNH should not be
22 A. (Mr. McCluskey) That's correct. 22 permitted to do the same here and pass the cost of
23 Q. And your conclusion was that there would be 23 that acquisition on to its customers?
24 $74 million in additional interest on those 24 A. (Mr. McCluskey) It hasto do with the differencein
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1 prices. We believe that the pricesin the PPA for | 1 MR. BERSAK: Objection, Mr. Chairman.

2 RECs are well above market; whereas, in the Lempster | 2 Objection. He's already testified he doesn't know.

3 agreement, it's my understanding that they were | 3 CHAIRMAN GETZ: Mr. Edwards, | mean,

4 priced below the market. So it would actually make | 4 thisis verging from not cross-examination, but into

5 economic sense to sell RECs-- for PSNHtosell | 5 testimony on your part about what may or may not be

6 Lempster RECs, because they could get a higher price | 6 happening elsewhere. So | think you need to direct

7 from some third party either in New Hampshireor | 7 your questions based on cross-examining Mr. Frantz on

8 Massachusetts. So, in that particular case, it made | 8 his testimony.

9 absolute economic sense to alow that to happen. | 9 BY MR. EDWARDS:

10 In this particular docket, where we have a 10 Q. Mr. Frantz, would you agree that the 67.5-megawatt
11 different opinion from PSNH on whether the RECsare |11 Laidlaw plant is probably the largest forest-driven
12 above market or below, we think it doesn't make |12 plant in the U.S,, or certainly in New England?
13 economic sense to sell those RECs. It'smuch more |13 A. (Mr. Frantz) I'm aware it's the largest proposed
14 economic to use them in order to meet PSNH's RPS |14 facility for New Hampshire, and certainly one of the
15 obligation. 15 largest in New England. | can't say for sure whether
16 MR. SHULOCK: Thank you. | haveno |16 itisthe largest in New England.
17 more questions. 17 Q. Would you agree that New Hampshire wood supply is
18 CHAIRMAN GETZ: Thank you. 18 tapped versus untapped -- in other words, there are
19 Mr. Rodier. 19 other users?
20 MR. RODIER: Mr. Chairman, | don't |20 A. (Mr. Frantz) There are certainly other users.
21 have any at this moment. But what I'd liketodois |21 Q. Would you agree that the 67.5-megawatt Laidlawv
22 to leave the door dlightly gjar, and maybe alittle |22 project, the largest forest-derived biomass plant at
23 later this morning, ask maybe -- probably not any -- |23 least in the state, will be located basically in the
24 but maybe afew, at mogt, if that's okay. 24 middle of this tapped forest?

Page 46 Page 48

1 CHAIRMAN GETZ: Wdll, certainly the | 1 A. (Mr. Frantz) Well, | don't quite understand what you

2 petitioner getsin this case -- 2 mean by "tapped." But to the extent there are other

3 MR. RODIER: Okay. No questions. 3 facilities, it'sin an area where there are other

4 That's okay. Thank you. 4 facilities nearby, depending how you define "near.”

5 CHAIRMAN GETZ: Okay. Thank you. | 5 Q. Wereyou aware that liquidated harvesting is

6 Mr. Edwards. 6 significantly happening in the Berlin area?

7 MR. EDWARDS: Your Honor, | wasa | 7 A. (Mr. Frantz) I'm not aforester, and my testimony

8 little bit late in getting here thismorning, and I'm | 8 doesn't discuss liquidated forest practices.

9 assuming that Mr. McCluskey has had most of the | 9 Q. Areyou aware of any sweeping legidative change that
10 guestions. But | assume Mr. Frantz is also up there |10 has occurred in Maine as aresult of liquidated
11 to inquire of him with any questions? 11 harvesting?

12 CHAIRMAN GETZ: Yes. 12 A. (Mr. Frantz) No, I'm not. | have atough enough time
13 MR. EDWARDS: I'd like to start with |13 keeping track of New Hampshire legislation.

14 Mr. Frantz. 14 Q. Wereyou aware that one of these harvesters that can

15 CROSS-EXAMINATION 15 no longer operate with this practice in Maine has
16 BY MR. EDWARDS: 16 purchased and liquidated thousands of acresin close
17 Q. Wereyou aware that there were a couple of biomass |17 proximity to Berlin?

18 plantsin the U.S. that are 100 megawatts? 18 A. (Mr. Frantz) I'm not aware of the forestry practices
19 A. (Mr. Frantz) | don't have any particular knowledge of |19 in Maine.

20 those facilities, no. 20 Q. What impacts can wood shortages and/or cost increases
21 Q. Soyou also probably wouldn't be aware that those |21 have on biomass plants already operating?

22 facilities don't just use forest-derived wood, then. |22 A. (Mr. Frantz) Well, all elseequal -- | am an

23 A. (Mr. Frantz) No. 23 economist. | will say all elseequal, large

24 Q. They infact use construction debris -- 24 increases in demand have an upward pressure on price.
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1 | don't believe forestry practices are exempt from | 1 Q. Soif the project has less debt service, would you
2 supply and demand. 2 agree the project should produce cheaper power than a
3 Q. Assuming there are six operating facilitiesinthe | 3 Greenfield project?
4 North Country, with a combined output, let'ssay, of | 4 A. (Mr. McCluskey) Not necessarily. There's capital
5 approximately 120-megawatts, isit your opinionthat | 5 costs, just one element of the cost of a project.
6 these plants offer more direct and indirect jobsthan | 6 It's possible that a Greenfield project might use
7 the 67.5-megawatt project would offer? 7 equipment that's more efficient and, hence, reduce
8 (Mr. Frantz) | haven't looked at each individual 8 the operating costs. So the net effect could be a
9 project and don't have the datafor each individual | 9 reduced average cost for the facility than using --
10 project to know whether or not what their direct |10 than starting with afacility with an existing
11 employment is or their indirect employment associated |11 potentially inefficient power plant.
12 with those direct purchases of wood. Totheextent |12 Q. Inyour opinion, have the savingsin debt service
13 that they have similar production technologies, |13 been reflected in the rate structure now being
14 input, uses, if they're larger, they probably havea |14 considered in this PPA?
15 somewhat significant effect on indirect and induced |15 A. (Mr. McCluskey) | cannot comment on that. | don't
16 effects. But | did not look directly at those 16 know what effect the cost of the facility would take
17 facilities. 17 into the account in the development of the PPA
18 Q. Doesthe continued existence of these plants 18 prices.
19 contribute to the state's goal of 25 percent by 2025? |19 Q. Inyour opinion, has this project offered to sell its
20 (Mr. Frantz) | think all the uses of renewable 20 wrapped-up rates for less than other projects, other
21 resources that are now used in the state and outside |21 projects it proposed?
22 the state that are certified to meet the New 22 A. (Mr. McCluskey) Well, I'vetestified to the fact that
23 Hampshire RPS requirements are important. 23 PSNH received unsolicited offers from two alternative
24 Q. Thank you. 24 biomass projects, and PSNH's own analysis showed that
Page 50 Page 52
1 Mr. McCluskey, the expert for the City of 1 the levelized costs of those two unsolicited projects
2 Berlin, Skip Sansoucy, has stated that the existing | 2 was lower than the levelized cost for the Laidlaw
3 infrastructure should save considerable capital 3 project.
4 costs. Do you agree with that concept? 4 Q. Anddo you recall those percentages?
5 A. (Mr. McCluskey) Capital cost of the plant? Isthat | 5 A. (Mr. McCluskey) | believe the CPD project was
6 what you're referring to? 6 8.5 percent lower than the Laidlaw levelized, and the
7 Q. Theexisting infrastructure should save considerable | 7 Concord Steam project | believe was either 12 or
8 capital costs. I'm wondering if you agree withthat | 8 12.5 percent lower.
9 concept. 9 Q. Thank you.
10 (Mr. McCluskey) Well, if he'sreferring to the 10 Mr. Frantz, as a specialist in your profession,
11 existing infrastructure which Laidlaw would continue |11 I'm sure you understand the concepts of supply and
12 to usein the development of the plant, then, 12 demand and micro and macro economics, and deal with
13 potentially, yes, it could avoid the need to acquire |13 these concepts on aregular basis. And with your
14 capital, acquire new assets. So, intheory, | can |14 understanding of economics, in very generic form, can
15 imagine the more plant that exists, the less that has |15 you explain economy of scale?
16 to be spent by the developer. 16 A. (Mr. Frantz) Economy of scale occurs when costs are
17 Q. So, given the savings, would you agree thisshould |17 reduced as output increases. Average costs are
18 lead to reduced debt service? 18 reduced as output increases.
19 (Mr. McCluskey) It should result in acapital cost |19 Q. So, would you agree that this 67.5-megawatt project
20 that's lower than it otherwise would be, which would |20 should cost less than a smaller facility?
21 have the effect of, under a certain capital 21 A. (Mr. Frantz) Wdll, you know, | think in general,
22 structure, would reduce the amount of loansthat they |22 without looking at the actual facilities -- the
23 have to make and, hence, reduce the interest on those |23 boiler, the actual fuel contracts -- thereare alot
24 loans. 24 of variablesthat go into that. And so I'll fall
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1 back on my ceteris paribus, "al elseequal.” A 1 those two projects submitted bids that they felt they
2 larger facility would have lower average coststhana | 2 could live with and make the required returns that
3 much smaller facility. But for any particular 3 they need to stay in business. If the levelized
4 project, | think you have to ook at the actual cost | 4 pricesthat | referred to had been the result of a
5 of the project. 5 competitive bid -- which you heard we've not got one
6 Q. Would you not agree that a 67.5-megawatt project like | 6 here -- but had they been the result of a competitive
7 thiswould have a significant advantage over much | 7 bid, then the Laidlaw project would not win out.
8 smaller plantsinits utilization of labor? 8 Presumably, they would select, after taking into
9 A. (Mr. Frantz) The project stated that it would use 40 | 9 account other criteria, they would select the least
10 direct employees. I'm not aware of how many direct |10 cost bidder. And that's, | think, the way it should
11 employees are at other facilities. Again, | think |11 be. Regardless of the size of the project, how
12 you need to know what exactly the labor forceis, how |12 efficient the equipment is of the project, at the end
13 many shifts, in general. | haven't conducted that |13 of the day, if a particular devel oper wants the
14 analysis. So, to extend what is atraditional 14 business, they will sharpen the pencil and attempt to
15 economy of scale or scope to an individual project | |15 undercut the prices that he feels other devel opers
16 think would border on reckless. 16 will offer. And we think that's how it should be
17 A. (Mr. McCluskey) If | could just add? | think your |17 done, and the lowest bidder should receive the
18 guestion was going to cost. But remember that |18 contract.
19 Laidlaw is not arate-regulated entity. Utilities |19 Q. Thank you. When it comesto federal grant funds, I'm
20 establish their prices based on costs. Thisisnota |20 alittlefuzzy. Soyou'l have to excuse meif I'm
21 utility. Typically, the pricesthat they charge for |21 not asking these questions entirely correctly.
22 the products that they produce are based onthe |22 Please feel free to correct me.
23 market. They're in competition with other providers |23 Just talking alittle bit about federal grant
24 of the same products. So you could well havea |24 funds. Throughout the SEC process, prior to this
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1 facility that has actually got alower average cost, | 1 process with the PUC, it's been mentioned about
2 and they rightfully receive aprice -- the same price | 2 grants and that grants are available that amount to
3 as anyone el se because that is the way marketswork. | 3 30 percent of the capital costs; is that correct?
4 So | just wanted to make clear that there's a 4 A. (Mr. McCluskey) There are different federal grants.
5 distinction between cost-based pricing and 5 The ITC program -- investment tax credit, | can't
6 market-based pricing that we are addressing -- 6 believe | forgot that. The invest tax credit does
7 supposed to be addressing for the Laidlaw facility. | 7 provide a significant helping hand to developers.
8 Q. Thank you, Mr. McCluskey. 8 And | think it ison the order of 30 percent of the
9 So, Mr. McCluskey, in your opinion, why could | 9 capita costs of the facility paid over the life of
10 smaller plants provide rates that have been quoted |10 the facility.
11 recently of 8.5 and 12.5 percent below that of a |11 Isit true the eligibility requires construction by a
12 larger plant? 12 certain point?
13 A. (Mr. McCluskey) Well, I'm not sure which plant you're |13 A. (Mr. McCluskey) | don't really know the details as to
14 referring to. 1'm not sure where the information |14 how -- what they need to do to qualify for those
15 comes from. Sol really can't comment on those |15 things. It's my understanding that the Laidlaw
16 pricesat all. 16 project does qualify for the ITC, or aversion of it,
17 Q. | guesswhat I'maskingis, I'm referring back to the |17 which is actually alittle bit more beneficial. And
18 two percentages you referred to recently of 8-1/2 |18 they also receive a grant under the new market
19 percent and 12-1/2 percent. 'Y ou mentioned one came | 19 devel opment something. So my understanding is that
20 from Clean Power. And | guesswhat I'm askingis, |20 they are availing themselves of those two
21 why could those smaller plants provide ratesthat |21 opportunities, which | think all renewable projects
22 have been quoted recently of 8.5 and 12.5 percent |22 would attempt to seek. So thereis certainly nothing
23 less than a 67.5-megawatt plant? 23 wrong with the developer getting the helping hand.
24 A. (Mr. McCluskey) Sorry. | misunderstood you. | guess |24 Q. So they have two choices of how they're going to get
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1 compensated. 1 usethe ITC version, | don't have afigure in my head
2 A. (Mr. McCluskey) Say that again? 2 as to what would be the amount of dollars that they
3 Q. They havetwo different choices asto how they're | 3 would receive.
4 going to get compensated on these grants? 4 Q. Would you agree that if the owners take that grant
5 A. (Mr. McCluskey) No. They actually qualify for both, | 5 after 60 days, that they no longer are at risk for
6 the ITC, or aversion of it. Andthey asoreceive | 6 their initial investments?
7 some additional funds through a different federal | 7 (Mr. McCluskey) No. Thereisacapital cost
8 program. 8 associated with the facility which will not be
9 Q. Okay. So, isone of these choicesto earn 9 covered by the federal government in total. And
10 protection -- production tax credit and sell itasa |10 there's always the potential for the cost of the
11 revenue source? 11 project to be higher than what it initially
12 A. (Mr. McCluskey) No. The protection tax creditisan |12 estimated. And so there is some risk which they are
13 aternativeto the ITC. | think the genera feeling |13 not compensated for through the PPA prices. When |
14 isthat the ITC ismore financially beneficial. So |14 say "not compensated,” there's no automatic
15 they could use the ITC, or they could usethe ITC or |15 adjustment mechanism that increases the PPA pricesiif
16 aversion that came out of the American -- 16 the capital cost of the project rises. So, the
17 A. (Mr. Frantz) American Recovery Act. 17 company isat risk that it could be more costly than
18 A. (Mr. McCluskey) -- American Recovery Act. And| |18 itinitially estimated.
19 believe they selected the one that givesthemthe |19 Q. Would you agree that that risk would be significantly
20 biggest helping hand. And they've also availed |20 dropped?
21 themselves of funds through the new market 21 MR. BERSAK: Mr. Chairman, | think
22 development program. 22 we've gone well beyond Mr. McCluskey's testimony.
23 Q. So, isit one of these programs where they get the |23 CHAIRMAN GETZ: Actualy, risk of
24 lion's share of their funds right up front as opposed |24 what? Would you remind me what the underlying
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1 to over time? 1 question is? Therisk of recovery of their
2 A. (Mr. McCluskey) The modified ITC, my understanding, | 2 investment? Isthat what your --
3 that's the case, | believe, yeah. Instead of 3 MR. EDWARDS: Y eah, their initial
4 receiving it over aperiod of time, they receiveit | 4 investment.
5 upfront. 5 CHAIRMAN GETZ: Mr. McCluskey?
6 Q. Withwhat you know, hasthe financial information | 6 A. (Mr. McCluskey) What's the question again?
7 you're aware of been reflected in the pro formaof | 7 BY MR. EDWARDS:
8 the rates where these -- where thiscompany hasthe | 8 Q. Do you agreethat their initial investment would be
9 benefit of these grants? 9 dramatically decreased, asfar asthe risk would be
10 A. (Mr. McCluskey) Well, Staff is not aware of the |10 dramatically decrease?
11 detailed negotiations between PSNH and Laidlaw. What |11 MR. BERSAK: | don't believe, Mr.
12 work PSNH did on these grants and how they worked |12 Chairman, Mr. McCluskey discussed development costs,
13 those into their determination of what areasonable |13 development risks, investment tax credit, the new
14 set of prices are, we don't know. We can't comment |14 market credits, or any of that in his testimony.
15 on that. The Commission issued a decision which said |15 We've given Mr. Edwards great latitude in asking
16 that those discussions are confidential. 16 questions. Sounds like, to me, he's more testifying
17 Q. Withyour knowledge of the project, if the Company |17 than cross-examining.
18 chooses to take the grant funds 60 days after 18 CHAIRMAN GETZ: Well, | think that
19 start-up, do you agree that that amount will be |19 thisline of questioning may in some respects go to
20 somewhere in the range of $45- to $70 million? |20 Mr. -- can be related to Mr. McCluskey's testimony.
21 A. (Mr. McCluskey) | don't have that figurein my head. |21 But Mr. Edwards, it seemswhat it's
22 When | did the financial modeling using the cash flow |22 directed at istrying to elicit from Mr. McCluskey
23 analysis, it was easier to model it using the 23 some judgment about the internal returns or
24 production tax credits. Sothefact that | didn't |24 assumptions of the Company, which he's testified to
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1 that he's not aware of thoseissues. Sol dothink | 1 MR. EDWARDS: Y our Honor, I'm just
2 itisduplicative. 2 trying to point out that there's two different prices
3 MR. EDWARDS: Thank you. 3 of two different types of wood, and there'sa
4 BY MR. EDWARDS: 4 significant difference in price per ton. And I'm
5 Q. Mr. Frantz, if we could turn for amoment to talking | 5 just trying to find out from an economic standpoint
6 about loggers. It's been said that many loggershave | 6 what Mr. Frantz's thoughts are regarding that.
7 gone out of businessin the state asaresult of lost | 7 CHAIRMAN GETZ: Mr. Frantz?
8 business and that loans will be made availablefor | 8 A. (Mr. Frantz) Well, | think that most rational people
9 these loggers to purchase new machinery for their | 9 would rather sell a higher valued product than a
10 trade; isthat correct? 10 lower valued product. And to the extent there'sa
11 A. (Mr. Frantz) My testimony doesn't address loansfor |11 market, I'm sure they'll ook for that market for the
12 loggers. If you have a particular question 12 higher valued product. If it's not there, | think
13 concerning labor force associated with it, I'd be |13 that's going to affect their decision on what to do
14 happy to talk about that. 14 with that value of the product. If they can find
15 Q. Do you have any idea how much it would cost for a |15 other markets, even if it'sless, they may actually
16 logger to set up enough equipment to be ableto |16 go after those markets.
17 function as a viable business? 17 Q. What do you think the likelihood would be of alogger
18 A. (Mr. Frantz) Areyou assuming that they either start |18 purchasing new equipment if he had no market beyond
19 from scratch or have aready sold their equipment? |19 $27 per ton, if the whole tree were to go for this
20 Q. They'veaready sold their equipment. 20 reasonabl e purpose?
21 A. (Mr. Frantz) It'sasignificant investment. 21 A. (Mr. Frantz) | think there's alot that goesinto
22 Q. Doyou believein the definition that biomass-grade |22 deciding whether or not you're going to invest alot
23 wood is waste wood, such as tops and branches? |23 of money into an operation. And obviously included
24 A. (Mr. Frantz) Normally, the wood is actually the tops |24 in that iswhat kind of markets are out there and how
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1 left over from logging operations, or limbs, branches | 1 long will they be there and how much competition do |
2 that's been used for biomass. 2 have and what are my financing rates. | mean,
3 Q. Would you agree that roundwood or pulpwood, | 3 theresalot of areasthat are there. And | think
4 economically speaking, does not fall into this 4 you are much better off asking someone who's a
5 category? 5 logger.
6 A. (Mr. Frantz) By definition, roundwood and pulpwood | 6 CHAIRMAN GETZ: Mr. Edwards, how much
7 are different uses. 7 more do you have along this line?
8 Q. So, would you agree that the highest and best useof | 8 MR. EDWARDS: | have two more
9 roundwood which can be sold to adifferent user for, | 9 questions, Y our Honor.
10 say 48 per ton, isnot to sell it to Schiller or some |10 BY MR. EDWARDS:
11 other biomass company for 27 per ton? 11 Q. If wewereto place the entire tree into the boiler
12 A. (Mr. Frantz) | think you have some assumptionsin |12 at the Laidlaw plant, at what efficiency rate did we
13 there that there isn't aviable alternative for those |13 achieve in burning the entire tree?
14 higher-valued wood products, and therefore they would | 14 CHAIRMAN GETZ: Are you suggesting
15 find their way to alower value option. 15 without chipping it or what?
16 Q. Hasn't 1.3 million tons described as "available due |16 MR. EDWARDS: You chipit first.
17 to the closure of mills recently” been focusingon |17 A. (Mr. Frantz) If it'sall chipped, it's still going to
18 roundwood, pulp, which isawasteto sell it twice |18 burn at the same levels asthe tops. It's going to
19 the amount per ton? 19 be whatever the efficiency factor is of that boiler.
20 MR. BERSAK: Objection, Mr. Chairman. |20 Q. And we've been told that the efficiency factor of
21 Mr. Frantz already said he didn't testify regarding |21 this plant is what?
22 wood? 22 A. (Mr. Frantz) Well, most wood plants are in the 18,000
23 CHAIRMAN GETZ: Mr. Edwards, any |23 to 22,000 BTUs per-kilowatt-hour basis. To the
24 response? 24 extent this boiler is more efficient, it might bein
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1 the 14 to 15,000 BTUs per-kilowatt-hour basis. 1 the Laidlaw plant can have for New Hampshire, the
2 Q. Soisthat apercentage efficiency inthelow 20s | 2 North Country, and Berlin, how much weight is given
3 range, 20, 22, 23 percent? 3 to the economic impact such a project can have?
4 A. (Mr. Frantz) Those are what most peoplewould | 4 A. (Mr. Frantz) Well, | mentioned in my answers to
5 consider fairly inefficient heat rates for an 5 Attorney Hatfield that it's one factor, if you look
6 operation. 6 at the statute, the economic benefits. There'sa
7 Q. What would you consider to be an average? 7 number of criteria, and thisis one of those.
8 A. (Mr. Frantz) Well, it depends on the fuel youre | 8 Q. Would you say that the economic benefit could
9 talking about. 9 outweigh the economic sensibility of a substantially
10 Q. For aplant likethis. 10 higher rate to the ratepayer?
11 A. (Mr. Frantz) For burning biomass? 11 A. (Mr. Frantz) | believe | answered that, stating that
12 Q. Hmm-hmm. 12 cost-effectiveness, in my opinion, certainly should
13 A. (Mr. Frantz) You can get down to 13-, 14,000 BTU per |13 always be the key aspect of these criteria. | think
14 kilowatt hour. That's a pretty good heat rate for a |14 that when all elseis closeto equal, then obviously
15 biomass facility. 15 you want to go with the economic benefits.
16 Q. What percentage would you say that is? 16 Q. Areyou awarethat Brookfield/Noble are beginning
17 Twenty-five-percent efficiency? 17 their wind project next month?
18 (Mr. Frantz) I'll haveto calculateit. I'd haveto |18 A. Which project?
19 check and get back to you. 19 Q. Widl, I'mreferring to it as the Brookfield/Noble
20 Q. | guesswhat I'm getting at is, from an economic |20 Project. That's the 100-megawatt project in the
21 perspective, does it make any economic sensetousea |21 North Country.
22 whole tree at a 25-percent efficiency rating? 22 A. (Mr. Frantz) I'm aware of the Noble project. |
23 A. (Mr. Frantz) Well, | think | answered that when| |23 thought it was 99-megawatts. I'm not aware of what
24 said it would depend alot on if you didn't have any |24 stage of completion it's at.
Page 66 Page 68
1 other better or higher value reasons to sell that 1 Q. I'vebeen contacted by this company to find housing
2 wood. If you have sawlogs, much rather sell sawlogs | 2 for approximately 140 workers from outside of New
3 and then just work your way down. 3 Hampshire, as well as 70 jobs from inside this area.
4 Q. Thank you. 4 What immediate impact do you think that can have for
5 Mr. McCluskey, just a hypothetical. If 5 Berlin over the entire year economically?
6 Noble/Brookfield was to fill capacity inthe Coos | 6 MR. BERSAK: Objection. Factsnotin
7 Loop, what would Laidlaw need to do? 7 the record.
8 A. (Mr. McCluskey) Could you give methat again? | 8 CHAIRMAN GETZ: What's the relevance?
9 Q. If the Noble/Brookfield 100-megawatt project filled | 9 MR. EDWARDS: | am trying to find out
10 the capacity in the Coos loop, what would Laidlaw |10 from Mr. Frantz, by some very definite projects that
11 need to do? 11 arein the worksin Berlin, what kind of economic
12 A. (Mr. McCluskey) Well, | assume the transmission line |12 impact those projects can have in comparison to this
13 would have to be expanded in order to send the output |13 one.
14 to the low centersin New Hampshire and elsewhere. |14 CHAIRMAN GETZ: And how would that
15 Q. What if the loop wasn't expanded? What would Laidlaw |15 affect our decision in this case?
16 need to do? 16 MR. EDWARDS: | understand that the
17 A. (Mr. McCluskey) If it wasn't expanded? 17 economic leg of your decision hereis very important,
18 Q. Yes. 18 and | also understand that there are some very viable
19 A. (Mr. McCluskey) Well, | can't seehow, inthat |19 projects coming to Berlin that are -- that could be
20 hypothetical, how the project would proceed. 20 very important to that decision.
21 Q. Isthat expansion arequirement of this PPA? 21 CHAIRMAN GETZ: Wdll, first of al, |
22 A. (Mr. McCluskey) Not to my knowledge. 22 mean, you are testifying to what you know about facts
23 Q. Thank you. 23 that aren't in evidence in this case. And I'm not
24 Mr. Frantz, in weighing out the economic benefit |24 sure what the relevance of thisline of inquiry is.
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1 So |et's move along to your next set of questions. | 1 for the city.
2 BY MR.EDWARDS: 2 Q. Wouldyou agreethat, statistically, 90 percent of
3 Q. Mr. Frantz, are you familiar with the federal prison | 3 that payroll stands to go back into the community in
4 project coming to Berlin? 4 Berlin?
5 MR. BERSAK: Objection. Same 5 A. (Mr. Frantz) | have no knowledge of whether -- how
6 objection, Mr. Chairman. 6 much of that goes back, actualy, in the city of
7 CHAIRMAN GETZ: Relevance, Mr. 7 Berlin and how much is actually sent back to wherever
8 Edwards? 8 those construction workers actualy live. That's one
9 MR. EDWARDS: Well, Y our Honor, 9 of the concernsin all models, is what -- where does
10 between those two projects, thereis 50 millionin |10 that savings go? Doesit stay in the local community
11 payroll coming to the area, which | would think would |11 and recirculate and therefore drive the multipliers,
12 be avery valid argument asto some economic |12 or doesit actually leak out of the economy?
13 stability coming into Berlin. That'svery important |13 Q. Turning to the value that the Laidlaw project can
14 to Berlin. 14 provideto Berlin to increase its assessed value, Mr.
15 CHAIRMAN GETZ: well, let me stop you |15 Frantz, we've been told by the City of Berlin's
16 there. 16 expert that the finished product could save the
17 Mr. Frantz, isthere any -- isyour 17 ratepayer in Berlin 17 percent. Areyou familiar
18 opinion with respect to this PPA affected by other |18 with whether or not that's over 20 years?
19 economic developments and employment that would occur |19 A. (Mr. Frantz) Are you talking about the taxpayer in
20 in Berlin or the Berlin vicinity? 20 Berlin or the electric ratepayer in Berlin?
21 WITNESS FRANTZ: Only totheextent |21 Q. I'mtalking about the taxpayer. In other words, that
22 that the multiplier effects mentioned by Dr. Shapiro |22 the impact that the assessed value can have on the
23 assumein al 1/0 modelsthat there's an unlimited |23 total value of Berlin, the City's expert has stated
24 supply of local labor for those multiplier effectsto |24 that that figureis 17 percent. Areyou aware that's
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1 be realized, to the extent there are leakagesin 1 over 20 years?
2 labor, because you can't get that supply of labor | 2 A. (Mr. Frantz) I'm not aware of what period of time
3 from the local economy, it reduces the effectson | 3 that was for.
4 whatever project you happen to be analyzing. 4 Q. Okay. When it comes to economic development and
5 CHAIRMAN GETZ: Isthat somethingyou | 5 assessing in acity, are you familiar with
6 can quantify? 6 neighborhood codes?
7 WITNESS FRANTZ: No. 7 A. (Mr. Frantz) No, | don't assess for tax purposes.
8 CHAIRMAN GETZ: Mr. Edwards. 8 I'm not an assessor.
9 MR. EDWARDS: Your Honor, | havefour | 9 Q. Would it surprise you that in close proximity to this
10 more questions on thisthat | would liketo ask Mr. |10 mill there is a neighborhood code, called a
11 Frantz, if | could. 11 Neighborhood Code C, that has a 20-percent decreased
12 CHAIRMAN GETZ: well, let's see where |12 rating as aresult of all of the properties within
13 they go. 13 close proximity to thismill?
14 BY MR. EDWARDS: 14 MR. BERSAK: Mr. Chairman, objection.
15 Q. Hypothetically speaking, if these two projects were |15 CHAIRMAN GETZ: I'm going to permit
16 to go online as projected for this spring and summer, |16 this question. Let's move along.
17 what kind of impact can a $50 million payroll haveon |17 BY MR. EDWARDS:
18 the City of Berlin? 18 I'm curious, from an economic standpoint, if this
19 CHAIRMAN GETZ: When you say "these |19 mill isimpacting a 17-percent decrease from what the
20 two projects,” you're talking about the -- 20 City's expert tells us, but it's having a 20-percent
21 MR. EDWARDS: I'm talking about the |21 decrease impact on a substantial number of properties
22 windmill project and the prison. 22 in close proximity to the mill, would you agree that
23 A. (Mr. Frantz) | think for the size of the city of 23 that 17 percent is not necessarily accurate?
24 Berlin, that would be a significant economic impact |24 MR. BERSAK: Objection, Mr. Chairman.
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1 CHAIRMAN GETZ: Wdll, I'mgoingto | 1 A. (Mr. McCluskey) | did.

2 permit this because it'sa similar line of 2 Q. Okay. Andif | am reading the second page of that

3 questioning we've heard from other witnesses, and I'd | 3 report, the middle tier of numbers, those numbers

4 liketo get an answer from Mr. Frantz, if hehasone. | 4 confirm Mr. Sansoucy's testimony that there would be

5 WITNESS FRANTZ: Could you repeat the | 5 between 300 million and 400 million in savings to the

6 guestion? 6 ratepayers over the life of the PPA, depending upon

7 CHAIRMAN GETZ: 'Cause | think 7 which variables are used in the forecasting; correct?

8 ultimately where we were with the previous witness | 8 A. (Mr. McCluskey) That's correct. It --

9 was that you were raising the issues of whether there | 9 Q. Okay. Infact, your numbers show it would be 336
10 could be positive or negative effects on residences |10 million to 391 million, depending upon which
11 or business near to the plant, depending on certain |11 variables; correct?

12 assumptions. Isthat -- 12 MS. AMIDON: Mr. Chairman, would you

13 MR. EDWARDS: Correct. 13 ask Mr. Boldt to show down so that Mr. McCluskey can

14 A. (Mr. Frantz) Well, if that's the question, then | 14 hear the questions?

15 think the answer isyes. 15 BY MR.BOLDT:

16 Q. Thank you. | have no other questions. 16 Q. Areyou having any trouble hearing me, sir?

17 CHAIRMAN GETZ: Okay. | think it's |17 A. Well, | was responding to your previous question, and

18 about time for recess. But let metry to get an 18 you cut me off and started on another question.

19 understanding of where we may be going. 19 Q. I'msorry. | thought | heard a"Yes," so | went on.

20 Next to Mr. Boldt. Do you have an 20 A. (Mr. McCluskey) | was going to add something to the

21 estimate of how much cross you have? 21 "Yes."

22 MR. BOLDT: Maybe an hour, Y our 22 Q. Wiédll, if there's much that needs to be added, I'll

23 Honor. 23 alow Ms. Amidon to come back and redirect. | think

24 CHAIRMAN GETZ: okay. AndMr. Bersak? |24 that might be the most efficient way of handling
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1 MR. BERSAK: Two-plus. 1 this, since we are trying to do alimited time for

2 CHAIRMAN GETZ: Okay. 2 the Commission.

3 (Chairman and Commissioners conferring.) 3 CHAIRMAN GETZ: well, actually, let me

4 CHAIRMAN GETZ: All right. Wéll, 4 set the ground rules.

5 let's take a brief recessnow. What weintendtodo | 5 MR. BOLDT: Okay. Y ou always can.

6 istake 15 or 20 minutes, come back, go for another | 6 CHAIRMAN GETZ: Certainly I'd like all

7 90 or so, take the lunch hour in the 1:00 to 2:00 7 withesses to answer "Yes' or "No" as directly as

8 range, and then come back and see how far wecan get. | 8 possible to the question from counsel. But | aso

9 So welll recess until about 11:15, 11:20. 9 think it is more efficient if they have the
10 (Whereupon arecesswas taken at 11:00 |10 opportunity to explain at atime more related to the
11 am. and the hearing resumed at 11:25 am.) |11 guestions rather than waiting for redirect. Soit's
12 CHAIRMAN GETZ: Mr. Boldt. 12 helpful to our understanding of what's going on.
13 MR. BOLDT: Thank you, Mr. Chairman. |13 MR. BOLDT: I'll do my best, Y our
14 CROSS-EXAMINATION 14 Honor.

15 BY MR.BOLDT: 15 CHAIRMAN GETZ: Thank you.

16 Q. Mr. McCluskey, before we started thismorning, | |16 BY MR. BOLDT:

17 wanted to make sure you had the Ventyx 2010 fall |17 Q. Sodid | read the two numbers from your calculations
18 reports, which | believeis Staff 12 and Staff 18 correctly?

19 Exhibit 14. Do you have those two exhibitsinfront |19 A. (Mr. McCluskey) You did. Whether they agree with

20 of you? 20 statements made by Mr. Sansoucy or not, | couldn't

21 A. (Mr. McCluskey) | have Staff Exhibit 14 and the 2010 |21 say. These are the numbers that result from the

22 report. 22 analysisthat | did.

23 Q. Okay. Now, just for the record, confirm for me: You |23 Q. Okay. And whether that analysis or Mr. Sansoucy's
24 prepared Staff Exhibit 14, that analysis? 24 analysisis correct, again, depending upon which
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1 variables are used, you'd agree with me that thereis | 1 WITNESS McCLUSKEY: : If you assumed
2 then no fund, no dollarsin the cumulative reduction | 2 that the -- with carbon, Ventyx energy prices were a
3 fund at the end of the 20-year period; correct? 3 reasonable proxy of future market energy prices, then
4 (Witness reviews document.) 4 these numbers would indicate that there would be no
5 Q. Thereisasavingsto the ratepayers over that 5 above-market energy costs.
6 period; correct? 6 CMSR. BELOW: Okay. Thank you.
7 A. (Mr. McCluskey) Well, let me just think about the | 7 MS. AMIDON: Mr. Chairman, |
8 guestion. The cumulative reduction fund relatesonly | 8 apologize. Would Mr. McCluskey please speak into the
9 to energy payments. And so you seem to befocusing | 9 mic for the benefit of the stenographer? Thank you.
10 on the total above- or below-market calculation under |10 BY MR. BOLTON:
11 the second block. 11 Q. Mr. McCluskey, also on that sameline, | believe you
12 So, recognizing that the cumulative reduction |12 testified this morning that you were concerned with
13 account applies only to energy, could you give me |13 the CRF that would create a violation of the use and
14 your guestion again? 14 useful principle.
15 If these numbers are correct, isit your opinionthat |15 A. (Mr. McCluskey) Used and useful.
16 thereis or is not money in the cumulative reduction |16 Q. Used and useful. Thank you.
17 fund at the end of the period? 17 Now, if we are assuming thereis no dollar
18 A. (Mr. McCluskey) You cannot answer that question based |18 amount in the CRF, there s, | assume, no violation
19 on these numbers, because this second block showsfor |19 of the used and useful principle; correct?
20 each year an above- or under-market amount. What it |20 A. (Mr. McCluskey) That's correct. If in every hour
21 does not address is whether the energy costsare |21 customers were not asked to pay above-market costs,
22 above or below the energy costsin the PPA. 22 then there would be no additional payment to finance
23 Let me say that again. It does not address 23 the future purchase of a power plant. That's
24 whether the market energy prices are above or below |24 correct.
Page 78 Page 80
1 the energy pricesin the PPA. 1 Q. Now, to befair to your position, your Exhibit 14
2 Okay. Thank you for that clarification. 2 does support your contention that thereisa
3 CMSR. BELOW: Excuseme. | justneed | 3 300 million to 400 million overpayment to the
4 to interrupt because | don't understand where we're | 4 ratepayers over the life of the PPA, depending upon
5 at. If we'relooking at Staff Exhibit 14 -- 5 certain variables that you've selected; correct?
6 MR. BOLDT: Yes, sir. 6 A. (Mr. McCluskey) Correct. The 333,000,000
7 CMSR. BELOW: -- to get tothe overal | 7 above-market figure assumes a 63-megawatt power plant
8 number, don't you compare the total in the first 8 with 87.5-percent capacity factor. And it assumes
9 block with the total in the second block? 9 the products, the market prices of the products are
10 WITNESS McCLUSKEY: That's correct. |10 asdetailed in the Ventyx 2010 study.
11 That's correct. 11 Q. So,isn'tit safeto say that, depending upon which
12 CMSR. BELOW: And can't you look at |12 variables change over the life of this PPA, there
13 the second page and look at the total for energy in |13 could be different swingsin whether it's an
14 the first block, which is 965 million, versus energy |14 overpayment by the ratepayers or a savingsto the
15 in the second block, which is 1,274,000,000? 15 ratepayers; correct?
16 WITNESS MCCLUSKEY : That'scorrect. |16 A. (Mr. McCluskey) Correct. |f you're talking about
17 That would be oneway of doingit. Sotheissueis |17 actual prices as opposed to forecasts? Yes.
18 whether the Ventyx market energy prices with carbon |18 Depending on how the actual prices turn out, that
19 is areasonable proxy for market energy pricesgoing |19 would determine whether the PPA at any point in time
20 forward. 20 is above or below market.
21 CMSR. BELOW: But if you usethose |21 Q. Now, | believe you testified during your additional
22 numbers, wouldn't that indicate whether you're over |22 direct back last Tuesday, on February 1st, that you
23 or under market over the term, using these 23 had two major variable changes that you were
24 assumptions? 24 suggesting should take place. My notes reflect the
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1 first was that you wanted to replace the Ventyx 2009 | 1 passing in the next two yearsislow as aresult of
2 market energy projections with carbon legidlation; as | 2 the current political climate. The Fall 2010 North
3 used by Mr. Sansoucy, with the Ventyx 2010 market | 3 American Power Reference Case does not assume the
4 energy projections without carbon legidlation. 4 implementation of GHG legislation during our forecast
5 Correct? That'sthefirst one. 5 period. Did | read that correctly?
6 A. (Mr. McCluskey) That's correct. 6 A. (Mr. McCluskey) That's correct.
7 Q. And the second one, my notes reflect that you wanted | 7 Q. Okay. Now, you'd agree with me that, just as wind
8 to replace the Ventyx 2010 REC pricing -- usethe | 8 blows on aturbine, winds blow in the palitical arena
9 2010 REC pricing projections instead of the REC | 9 back and forth, without any real ability to predict;
10 prices set by this PPA; correct? 10 correct?
11 A. (Mr. McCluskey) That's correct. 11 A. (Mr. McCluskey) Policy issues can change. | agree
12 Q. Okay. Now, if you would, concerning that first |12 with that.
13 variable change, the "with" versus "without" carbon, |13 Q. Now, staying on ES], let's continue on. Y ou see
14 are you saying that your crystal ball projections, |14 where it states, Similarly -- that same paragraph.
15 you're confident that we're never going to have |15 Similarly, Ventyx does not assume the implementation
16 carbon legidation? 16 of afederal renewable energy standard as well and
17 A. (Mr. McCluskey) No, I'm not saying that. 17 that the Fall 2010 reference case meets individual
18 Q. Okay. 18 state RPS -- renewable portfolio standard -- through
19 A. (Mr. McCluskey) What I'm saying is that the base case |19 the study horizon. Did | state that correctly?
20 assumed by the Ventyx modelers, they apparently have |20 A. (Mr. McCluskey) You did.
21 determined that thereis not a sufficient probability |21 Q. Okay. And then the conclusion of that paragraph, you
22 that carbon legidation or climate-change legidlation |22 see where it states, The Fall 2010 Federa
23 will pass at the federal government level; and, asa |23 Environmental Legislation Case assumes the
24 result, they've determined that it should not bein |24 implementation of Federal Greenhouse Gas legidation
Page 82 Page 84
1 their base case projection. 1 and nationwide renewable energy standard beginning in
2 Q. That'syour assumption based on your read of the | 2 2015. Seethat?
3 Ventyx report? 3 A. (Mr. McCluskey) Yes, | do.
4 A. (Mr. McCluskey) That'sright. 4 Q. Sowouldn't you agree with me that this Ventyx report
5 Q. Now, inreading the Ventyx report, did you review its | 5 both does and does not use carbon in its 2010
6 executive summary? 6 forecasting, just as Mr. Sansoucy did in his
7 A. (Mr. McCluskey) | did, yes. 7 Exhibit 9?
8 Q. Okay. You haveitinfront of you; correct? 8 A. (Mr. McCluskey) No. With regard to the forecast
9 A. (Mr. McCluskey) | do. 9 energy prices, it's clear that there is no assumption
10 Q. And| believe the Commission has that document as |10 of carbon in those energy prices. Now, that does not
11 well. If you turn to Page ESL, first page of the |11 mean to say that Ventyx might have other scenarios
12 executive summary, do you see at the beginning of the |12 that it's developed. But in terms of the energy
13 second paragraph -- are you all there? 13 prices which run through the term of this PPA, it's
14 A. (Mr. McCluskey) Yup. 14 my understanding that there is no assumption of
15 Q. --whereit reads, ThisFall 2010 referencecase |15 carbon regulations that would increase cost and
16 assumes no federal climate legislation. Throughout |16 increase prices.
17 2010, the likelihood of federal GHG legidation-- |17 Q. Okay. But again, that's one of the variables, with
18 Greenhouse gas -- is that your understanding of that |18 or without. And the Ventyx executive summary
19 acronym? 19 reflects that their report uses both. Givesa
20 A. (Mr. McCluskey) That's correct. 20 scenario with and gives a scenario without; correct?
21 Q. Thelikelihood of federal GHG legidlation passing |21 A. (Mr. McCluskey) They may well have some other
22 continually decreased as of November 2010, withno |22 scenarios. But in terms of the energy prices that we
23 current active legidlative. The act -- flipped my |23 are using in this particular proceeding, they -- it's
24 page too quick. Thelikelihood of aclimate bill |24 my understanding that they do not include carbon.
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1 Q. That was one of the assumptionsyou selected in | 1 represents a marginal regional renewable energy

2 making your model, Exhibit 14; correct? 2 resource. | read that correctly, didn't 1?

3 A. (Mr. McCluskey) It's -- you say "one of the 3 A. (Mr. McCluskey) That's correct.

4 assumptions." | used the projectioninthe2010 | 4 Q. And they assumed the extension of the production tax

5 Ventyx report. 1'm not sure whether that's an 5 credit per the American Recovery and Reinvestment Act

6 assumption. | actually used the numbersthat were | 6 of 2009.

7 reflected on Exhibit 10 to Mr. Sansoucy'stestimony, | 7 A. (Mr. McCluskey) That's correct.

8 which came from the 2010 report. 8 Q. Readingthat?

9 Q. Soyoudidn'tuse--just for clarity, youdidntuse | 9 A. (Mr. McCluskey) Y eah.

10 the portion of the Ventyx report that included 10 Q. Now, they statethe PTC is 21 cents per kilowatt

11 carbon; correct? 11 hour. Isthat correct? Or do you think there'sa

12 A. (Mr. McCluskey) | did not. That's correct. 12 typo there, that it should be 2.1?

13 Q. Okay. Now, before we leave this page, let'sgo down |13 A. (Mr. McCluskey) No, | think it's 21 cents. | need to

14 to the paragraph that begins, Under-market Overview. |14 check that. The PTC for wind is different from

15 Do you see where they define the Northeast Region as |15 biomass. | need to double-check with regard to

16 including New Y ork 1SO, 1SO-New England, Ontario, |16 whether that's 2.1 or 21 cents.

17 Quebec, and the Canadian Maritime Provinces? |17 Q. Waéll, if it's 21 cents, then the PTC for a megawatt

18 A. (Mr. McCluskey) That's correct. 18 is$210. Ifit's2.1,it's$21.

19 Q. Okay. Now, concerning your second changeof |19 A. (Mr. McCluskey) That's correct.

20 variables, whether or not to use the Ventyx 2010 REC |20 Q. Doesn't it make more sense that it's -- | mean,

21 pricing projections, let'sturnin Ventyx to Page |21 subject to check, obviously. Butisn't -- your

22 5-14, which includes -- it shows Table 5-1. 22 understanding isit's $21, not $2107?

23 CHAIRMAN GETZ: Sorry. Say that |23 A. (Mr. McCluskey) That's correct. | think that's

24 again? What page? 24 correct. But as| said, | need to check oniit.
Page 86 Page 88

1 MR. BOLDT: Page5-14 hasaTable5-1 | 1 Q. We can check that.

2 that looks like this (indicating). 2 MS. HATFIELD: Mr. Chairman, thisis

3 BY MR.BOLDT: 3 the City's exhibit. So perhaps they could just

4 Q. Now, I'mcorrect, aren't |, that you used inyour | 4 clarify that that is atypo rather than asking Mr.

5 modeling for the REC pricesthe columnthatis | 5 McCluskey?

6 entitled "Northeast"? 6 MR. BOLDT: I'm asking for his

7 A. (Mr. McCluskey) That's correct. 7 understanding. It's our understanding it's a typo.

8 Q. Okay. Andyou see at the top of that table that 8 CHAIRMAN GETZ: Okay.

9 these numbers are in 2010 dollars per megawatt hour; | 9 MS. AMIDON: Pardon me. So does that
10 correct? 10 mean that Mr. McCluskey doesn't have to go back and
11 A. (Mr. McCluskey) That's correct. 11 do the calculation?

12 Q. That meansthere's no factor built in for inflation |12 MR. BOLDT: | believe he's answered
13 in these numbers; correct? 13 my questions, Mr. Chairman.

14 A. (Mr. McCluskey) That's correct. 14 CHAIRMAN GETZ: I'm taking that he's
15 Q. Now, turn back to Page 5-12. That'stwo pages |15 accepted it, subject to check.

16 before. Do you seethat final sentence of that first |16 BY MR. BOLDT:

17 paragraph where it states, In preparing the forecast |17 Q. Now, aswe just discussed, that equates to a source
18 REC values, Ventyx made the following assumptionsin |18 of revenue for the REC producer of $21 per REC,
19 real 2010 dollars for marginal wind generators? So |19 because a REC is 1 megawatt hour; correct?

20 these are REC prices, wind REC prices; correct? 20 A. (Mr. McCluskey) That's correct.

21 A. (Mr. McCluskey) That'swhat it says. 21 Q. Now, am | correct that your Exhibit 14 does not
22 Q. Okay. Now let's continue on with their assumptions, |22 include the $21 per REC in your calculations?
23 the bullets that are right there. 23 A. (Mr. McCluskey) Actually, the $21 is reflected in the
24 Thefirst oneisthey calculated the REC value, |24 REC prices that's shown on the Table 5-1.
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1 Q. Okay. Let mecollar you on that, Mr. McCluskey. | 1 they do.

2 These numbers are the Ventyx numbers. Andit clearly | 2 On this same page, you see right below the first

3 is stating that -- 3 two bullets where it states, Ventyx has based its

4 CHAIRMAN GETZ: Well, I'mlosing | 4 forecast of REC values on the premise that renewable

5 track. When you say "these numbers," are you 5 energy generators rely on RECs to complement energy

6 referring to -- 6 and capacity revenues to meet their production costs

7 MR. BOLDT: In5-1. 7 and levelized capital requirements. Another source

8 BY MR.BOLDT: 8 of revenueisthe PTC.

9 Q. Solet meask the question adifferent way. 9 Now, would you agree with me that levelized
10 Y ou're assuming that the column labeled 10 capital requirementsis afinancing concept that
11 "Northeast" includes the $21? 11 basically extends alevel payment over acertain
12 A. (Mr. McCluskey) Yes. 12 period of years?

13 Q. And you have anegative number of $21 for 2011? |13 A. (Mr. McCluskey) That's the idea of a -- that's what
14 A. (Mr. McCluskey) No. If | could just explain? My |14 levelized means. But this paragraph is supportive of
15 understanding of these REC prices, these arethe |15 what | said.
16 results of a modeling exercise by the Ventyx people. |16 For renewable devel opers, there's three sources
17 It's my understanding that they have asupply and |17 of revenue: Energy revenue, capacity revenue and
18 demand model, and they model what renewable resources |18 RECs. These developers require a certain stream of
19 will be at the margin and will establish the REC |19 RECs. Those that can bid into any competitive market
20 pricesin this market -- 20 at alow REC price are the ones that win these
21 Q. Soyour -- 21 requests for proposals. And so this paragraphis
22 A. (Mr. McCluskey) If | could finish? 22 supporting my statement that, for renewable
23 CHAIRMAN GETZ: Let him finish. 23 developers, the capacity in energy revenues are not
24 MR. BOLDT: Sorry. 24 sufficient to provide the total return that they're
Page 90 Page 92

1 A. (Mr. McCluskey) And whenthey do -- indoing--in | 1 looking for. They need this third revenue stream.

2 implementing that supply and demand model, they | 2 And it's these prices that the model ers determine

3 determined what the costs are, what isrequired fora | 3 that these wind generators -- why wind? Because the

4 renewable resource in order to make that resource | 4 wind generators are generally the most cost-effective

5 cost-effective. And you take into account in 5 renewable resource. They are the onesthat are going

6 determining the required REC price that it just makes | 6 to establish the model price for RECs. Everyone

7 that resource competitive, and takeinto account all | 7 else, biomass, solar facilities, will have to take

8 of the subsidies that are received from the federal | 8 the REC price that the most competitive renewal

9 government. The greater the subsidy -- inthiscase, | 9 generators produced. And that islifeinthe
10 the PTC subsidy -- the lessthey need in REC revenues |10 competitive market.

11 to make them competitive. 11 Q. Butaren'tyou--

12 So the result of the modeling of these REC 12 A. If you can't compete with the most cost-effective
13 prices reflect the fact that they are receiving 13 renewabl e generators, you're not going to bein
14 incentives from the federal government. If they did |14 business.

15 not receive those incentives, they would -- the |15 Q. So you said that there are only three sources of
16 devel opers would demand higher REC prices, which |16 revenue: Energy, capacity and RECs; correct?
17 would increase the prices that we seein Table 5-1. |17 A. (Mr. McCluskey) Well, there may be some plants that
18 So in that sense, these REC prices reflect any grants |18 biomass may have a fourth stream, if they can sdll
19 or loans that they receive from the federal 19 some heat to some project. But typicaly, there are
20 government. 20 three sources of revenues for renewabl e generators.
21 Q. That'syour understanding of what Ventyx does; (21 Q. But aren't you ignoring the sentence that Ventyx
22 correct? 22 states, "Another source of revenue is the PTC"?
23 A. (Mr. McCluskey) That's my understanding, yes. |23 A. (Mr. McCluskey) No. The three major sources of
24 Q. Okay. Now, let'slook, actualy, at what Ventyx says |24 revenue from the products sold. Y ou can treat the

SUSAN J. ROBIDAS, LCR NO. 44

(23) Page 89 - Page 92



DAY 5- MORNING SESSION ONLY - February 8, 2011
DE 10-195 PSNH/LAIDLAW BERLIN BIOPOWER

Page 93 Page 95
1 PTC as another revenue stream if you wish. But, | 1 Q. You've never seen the Ventyx report before; correct?
2 redly, it'sjust subsidy that the federal government | 2 A. (Mr. McCluskey) That is correct.
3 hasin order to promote these kinds of resources. So | 3 Q. So your testimony over the last couple minutes of
4 if you want to treat it as a fourth source, fine. 4 what you believe Ventyx meansin itsreport is pure
5 The effect of it isto reduce the REC revenuesthat | 5 speculation; isn't, sir?
6 the devel opers need. 6 A. (Mr. McCluskey) No. I've been in thisbusiness for
7 Q. Soif the PTC was not there, the REC pricewouldbe | 7 30 years. | think | know how to read these reports.
8 correspondingly higher; correct? 8 It's standard practice for modelersto create a
9 A. (Mr. McCluskey) That's correct. 9 supply and demand model and stack up each type of
10 Q. Now look at the methodology that islisted at the |10 resource based upon their incremental costs. Those
11 bottom of Page 512 to the top of Page 513. Thefirst |11 resources that happen to be at the margin when the
12 step of Ventyx methodology isto estimate the average |12 demand is met are the ones that establish the price.
13 levelized capital requirement in dollars per megawatt |13 I'm reading this to say that those resources are wind
14 hour by renewable type. Now, again, per the 14 resources that are going to determine what the REC
15 references above, this means we're talking about |15 prices are. And any other resource, whether it be
16 marginal wind; correct? 16 biomass or solar, that wantsto sell in this
17 A. (Mr. McCluskey) It says "by renewabletype." Sothey |17 Northeast market is going to have to accept the price
18 are referring to different types of resources. 18 established by the wind resources or they don't play
19 Q. Wadll, the only onethey'rereferring to in that page |19 in that market.
20 ismarginal wind. 20 Q. Soyou'd agree with me, then, that wind has alower
21 A. (Mr. McCluskey) No. | think you're misunderstanding |21 capita cost than wood, in part because it doesn't
22 their calculation. | think their calculations are 22 have fuel costs; right?
23 showing that the wind generators are the generators |23 A. (Mr. McCluskey) Well, they don't have fud costs.
24 that establish the market price. Thisclearly states |24 They are very, obvioudly, very capita-intensive.
Page 94 Page 96
1 that they will -- that they've estimated the capital | 1 The -- what's your question?
2 reguirements by renewable type, not just wind. 2 Q. That wind has alower capital cost requirement than
3 Q. Wadll, they don't use anything in itstext other than | 3 wood, in part because it has no fuel costs.
4 marginal wind. Y ou'd agree with me there? 4 A. They have no fuel costs. I'm not saying that they
5 A. (Mr. McCluskey) As|'ve said, their supply/demand | 5 have lower capital costs.
6 modeling will include supply from varioustypesof | 6 Q. Sotheindustry standard of it's roughly $2.5 million
7 resources. Those resourcesthat are at the marginin | 7 per megawatt for wind and $3.5 million per megawatt
8 this supply/demand analysis are the ones that 8 for wood is something that you're familiar with and
9 establish the price. 9 you would agree with?
10 Q. Mr. -- 10 A. (Mr. McCluskey) I'm not familiar with those numbers.
11 A. (Mr. McCluskey) Soif we have asignificant amount of |11 Q. Okay. Now, similarly, there's not usualy alarge
12 wind resources, which are generally considered to be |12 residual job creation from awind project asthereis
13 the lowest-cost renewabl e resources, we may have wind |13 in the wood basket for awood project; correct?
14 forcing out any other renewable projects, and their {14 A. (Mr. McCluskey) | haven't studied the job creation of
15 analysis may indicate that those wind generatorsare |15 these resources, but I've heard that's the case.
16 the ones that are going to establish the market 16 Q. Let'sturn back to the methodology, the text that
17 price. 17 Ventyx actually saysthey use.
18 Q. Mr. McCluskey, isn't it true that you stated in prior |18 The second one there at the bottom of Page 5-12,
19 testimony that you've never seen the Ventyx report |19 do you see where it states they estimate expected
20 before; correct? 20 gross margins, plural, for renewable generation in
21 MS. AMIDON: Mr. -- 21 the state as a combination of the following: A,
22 CHAIRMAN GETZ: I think that'safair |22 energy market gross margins -- again, plural -- from
23 guestion. Let's hear the question. 23 the Ventyx fall reference case; and the second is the
24 BY MR.BOLDT: 24 production tax credit? Did | read that correctly?
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1 A. (Mr. McCluskey) Yes. 1 A. (Mr. McCluskey) Yes.

2 Q. Now, the use of the plural, margins, it's safe to 2 Q. Okay. Andyou seethere at the bottom of that

3 assume that means both energy and capacity 3 document where it states that there are 20,000

4 projections, asincluded in the report? 4 vintage 2010 RECs dligible as Class | in

5 A. (Mr. McCluskey) | think that's a reasonable 5 Massachusetts, New Hampshire, Connecticut and Maine

6 assumption. 6 that were auctioned at an average price of $13.16?

7 Q. Okay. Going to thetop of Page 5-13, thethird step | 7 Did | read that correctly?

8 in their methodology isthey calculate the deficitin | 8 A. (Mr. McCluskey) | seethat. Yes, you did.

9 meeting the levelized capital requirements, Item 1, | 9 Q. Okay. Now, simple math. "Average" means some that
10 from the gross margins -- again, plural -- calculated |10 were higher and some that were lower; correct?
11 inltem 2. Did | read that correctly? 11 (Witness reviews document.)

12 A. (Mr. McCluskey) Yes. 12 A. (Mr. McCluskey) Yes. Sincethey're referring to
13 Q. And this means that these two productsincrease, then |13 several states, this price presumably is referring to
14 the price of the RECs declines; correct? 14 the average of different pricesin different states.
15 A. (Mr. McCluskey) | think what it'ssaying isthat if |15 Q. Okay. And it also states that there were 15,000
16 the -- they're looking to see how much of the capital |16 vintage 2011 RECs dligible for Class | in those same
17 costs of the facility will be covered from the energy |17 states that auctioned at an average of $18.90. Did |
18 and capacity revenues. And to the extent that they |18 read that correctly?
19 fall short, what is often referred to as 19 A. (Mr. McCluskey) That's correct.
20 insufficiency, it'sthe REC price that isdesignedto |20 Q. Now, you'd agree with me that simple math would state
21 make that up. 21 that that's a 43.6-percent increase in the market
22 Q. But Mr. McCluskey, we haveto use No. 2. AndNo. 2 |22 price of Class| RECsin just one year; correct?
23 statesit's the energy and capacity margins-- we |23 (Witness reviews document.)
24 just discussed that -- and the PTC. 24 A. It appearsthat the Class| average price hasrisen
Page 98 Page 100

1 A. (Mr. McCluskey) Correct. 1 from one year to the next. That's correct.

2 Q. Correct? 2 Q. Now turn back to the Ventyx chart you used in your

3 A. (Mr. McCluskey) Correct. 3 calculation, Page 5-14. Let me know when you're

4 Q. Okay. Now, thefourth step that they takeisthey | 4 there.

5 calibrate the REC pricesin 2010 through 2011to | 5 A. (Mr. McCluskey) Just give me it to me once more.

6 reflect the currently traded REC market prices. Did | 6 Q. Pageb5-14.

7 | read that correctly? 7 A. (Mr. McCluskey) Yes.

8 A. (Mr. McCluskey) Correct. 8 Q. Thetableyou usedin calculating Table 14.

9 Q. Now, you recall Mr. Traum's revised direct testimony | 9 A. (Mr. McCluskey) Okay.

10 in this case, particularly Exhibit 5 of his 10 Q. You'll seethefirst entry in the Northeast column
11 materials. Do you have that availablein front of |11 that you used for 2011 is $13.56.

12 you? 12 A. (Mr. McCluskey) That's correct.

13 A. (Mr. McCluskey) | have hisdirect testimony. Which |13 Q. So the actual price, asreflected in Mr. Traum's
14 isit? 14 Exhibit 5 of $18.90, is similarly higher by a factor
15 Q. Therevised Traum exhibit -- or revised direct 15 of 43 percent; correct?

16 testimony that camein right before our first day of |16 A. (Mr. McCluskey) That's correct.

17 hearing. If you'd look at Page 22 of that document. |17 Q. But you did not use actual market prices in your
18 A. (Mr. McCluskey) | have his direct testimony filed |18 calculations in Exhibit 14; correct?

19 December 17th. Isthat what you'rereferringto? |19 A. (Mr. McCluskey) That's correct. Nor did | use actual
20 Q. Waell, therewasarevised one. But that one should |20 energy prices or actual capacity prices. | used
21 work. | think the exhibits are the same. 21 consistently the forecasts contained in the Ventyx
22 A. (Mr. McCluskey) Okay. 22 report.

23 Q. If you see Attachment KETS5, which | believeis |23 Q. Turn back to Page 5-13, the immediately prior page.
24 Page 22, it's a statement from Evolution Markets. |24 Do you have water by any chance? Are you okay?
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1 A. (Mr. McCluskey) I'm fine. 1 (Witness reviews document.)
2 Q. Youseeinthe middle there'sthat Figure 5-13? 2 A. (Mr. McCluskey) Give methat question again?
3 A. (Mr. McCluskey) Yes. 3 Q. They aresubtracting Step 1 from Step 2; correct?
4 Q. Andthatislabeled "Renewable Energy Credit Supply | 4 (Witness reviews document.)
5 Curve Example." Andyou seeinthe paragraph | 5 Q. Toreach the deficit --
6 immediately preceding that where thisfigureis | 6 A. (Mr. McCluskey) | think it'sthe reverse. | think
7 explained, correct, how they came up with it? 7 they're subtracting 2 from 1.
8 (Witness reviews document) 8 Q. Okay. Either way, it is subtracting an element that
9 A. (Mr. McCluskey) Yes. 9 includes the PTC to reach the deficit, which isthe
10 Q. Andit statesthat it isasupply curvefor al 10 REC price; correct?
11 renewable assets in the appropriate renewable market |11 A. (Mr. McCluskey) That's correct.
12 area. Did | read that correctly? 12 Q. So, simple mathematics means that you cannot have the
13 A. (Mr. McCluskey) That's correct. 13 element of the PTC on both sides of the equations;
14 Q. Andyou'd agree with methat thispointstothe |14 correct?
15 different areaslisted on Table 5-1, the onewewere |15 A. (Mr. McCluskey) And | don't believe it ison both
16 just referring to: Midwest, Northeast, the WECC, |16 sides of the equation.
17 which is awestern state region; correct? 17 Q. Thank you. So the REC price deficit does not include
18 A. (Mr. McCluskey) Just one moment. 18 the PTC?
19 Q. Sure. 19 A. (Mr. McCluskey) No. | disagree. | believeit does.
20 (Witness reviews document.) 20 All revenues from energy and capacity markets, plus
21 A. (Mr. McCluskey) Yes. | think the term "renewable |21 any revenues from subsidies, are taken into account
22 market ared’ would be referring to the different |22 in determining what the required REC priceis. And
23 areas referenced el sewhere in the report. 23 it'sthat insufficiency or deficit that you refer to
24 Q. Andit statesthat the X axis, theaxisalongthe |24 iswhat establishes the REC price.
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1 bottom, shows the cumulative renewable capacity and | 1 Q. But your interpretation of what Ventyx is doing does
2 cumulative gigawatt hours; correct? 2 not comport with what Ventyx saysit is doing;
3 A. (Mr. McCluskey) Correct. 3 correct?
4 Q. AndthattheY axis, theoneontheleft-handside, | 4 A. (Mr. McCluskey) No.
5 represents the deficit calculated in Step 3above. | 5 Q. When you have -- also, you see on that page that the
6 See that? 6 flat section of the curve represents the costs of
7 A. (Mr. McCluskey) Yes. Justlet melook at Step3 | 7 typical wind units, while the increasing portion of
8 again. 8 the stack represents new additions with higher
9 Q. Certainly. 9 capital costs? Seethat? Last sentence of that
10 (Witness reviews document.) 10 paragraph?
11 A. (Mr. McCluskey) Yes. 11 (Witness reviews document.)
12 Q. Okay. Now, that deficit by that calculation doesnot |12 A. (Mr. McCluskey) Yes.
13 include the $21 PTC, doesiit? 13 Q. Okay. And wood plants, like the one covered in this
14 A. (Mr. McCluskey) No, | don't believe that'sthe case. |14 PPA, would be one such new addition with higher
15 Q. You believethat it doesinclude or does not include? |15 capital costs; correct?
16 A. (Mr. McCluskey) | don't -- when they determined the |16 A. (Mr. McCluskey) | believe so.
17 deficit, what | refer to asthe insufficiency, they |17 Q. And it also states, continuing on at the bottom of
18 are saying what REC revenuesthey needin order to |18 this page, thereis an increase in prices through
19 make these projects cost-effective. 19 2020 as state RPSs begin to ramp up and more capacity
20 Q. Butthey're taking into account the PTC in Step 2; |20 is needed to meet energy needs. Did | read that
21 correct? 21 correctly?
22 A. (Mr. McCluskey) That's correct. 22 A. (Mr. McCluskey) You did.
23 Q. And they are subtracting from Step 2, Step 1; 23 Q. It continues. Aswe get past the bulk of these new
24 correct? 24 renewable additions, and higher gas pricesresult in
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1 greater market revenues, RECs begin to declineand | 1 States which generally drive natural gas prices. And
2 continue to do so throughout the end of our study | 2 there's been one major devel opment which has impacted
3 horizon. 3 natural gas prices, and that is the development of
4 A. (Mr. McCluskey) That's correct. 4 shale, natural gas resources.
5 Q. Now, thisgreater market revenueistheresult of | 5 Q. That'sthe Marcellus Shale?
6 increases in market prices for energy and capacity; | 6 A. Marcellusisone. But there's been significant
7 correct? 7 depositsin Texas which were devel oped before
8 A. (Mr. McCluskey) If it'senergy revenue...if  can | 8 Marcdllus.
9 just read that? 9 Q. You'reawarethat Marcellus has actually been put
10 (Witness reviews document.) 10 into a moratorium?
11 A. (Mr. McCluskey) The higher gaspricesresultin |11 A. (Mr. McCluskey) No, I'm not aware of that.
12 higher energy revenues. They are not going toimpact |12 Q. You're not aware of New Y ork Senate Bill S8129B?
13 the capacity market revenues. 13 MS. AMIDON: Mr. McCluskey answered
14 Q. Butin essence, asgas prices, oil pricesincrease, |14 the question.
15 that influences the energy prices; correct? 15 CHAIRMAN GETZ: Wedll, | think
16 A. (Mr. McCluskey) If gas prices are at margin of units |16 follow-up's appropriate. Let's get that on the
17 in a particular wholesale power market, then increase |17 record.
18 in gas prices will impact market energy prices. If |18 BY MR. BOLDT:
19 the oil units are not at the margin, then the 19 Q. You're not aware of New York Senate Bill S8129B that
20 decreasein oil prices has no effect on the market |20 passed putting a moratorium on the Marcellus gas
21 energy prices. 21 drilling?
22 Q. Now, you'd agreewith methat it'safairly safe |22 A. (Mr. McCluskey) I'm not. But you need to understand
23 assumption that oil and gas pricesaregoingto. |23 that the Marcellus development runs into part of New
24 escalate in the future? 24 Y ork, right through Pennsylvania and into West
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1 A. (Mr. McCluskey) | don't think you can necessarily say | 1 Virginia. The mgority of the resources arein
2 that they're going to increase. If you justgo--if | 2 Pennsylvania. And | can tell you that the regulatory
3 you just look at the recent period from 2008 through | 3 climate in Pennsylvaniais significantly different
4 the current period, gas prices -- natural gas prices | 4 from New York. Sowhat New Y ork doesis not
5 have actually fallen. 5 necessarily going to impact the production from that
6 Q. Andisn'tittruethat the standard price hasusualy | 6 development.
7 been around $6 per million BTU? 7 Q. Areyou aware of the 850-member Responsible Drilling
8 A. (Mr. McCluskey) For natural gas? 8 Alliance in Pennsylvaniathat has called for such a
9 Q. Yeah. 9 moratorium in Pennsylvania?
10 A. (Mr. McCluskey) It varies considerably. 10 A. (Mr. McCluskey) There has been activity in each of
11 Q. Varied so much, in fact, during the life of this 11 the three main states with regard to this resource.
12 hearing it went to $20 at the Newington station, |12 My understanding, based on conferences which I've
13 didn'tit? 13 attended, isthat it's having very littleimpact in
14 A. (Mr. McCluskey) I've got no information to support |14 Pennsylvania on how much of the resourceis
15 that statement. 15 developed.
16 Q. Now, you'd agree with methat oil and gasprices |16 Q. When wasthat last seminar you attended, sir?
17 escalate faster in periods of uncertainty, 17 A. (Mr. McCluskey) About year ago.
18 international risk, monetary crises, wars, thingsof |18 Q. Okay. Would you agree with me that Ventyx is saying
19 that nature; correct? 19 that the REC prices decline in the circumstances of
20 A. (Mr. McCluskey) Well, certainly oil pricesrespondto |20 energy and capacity increasing because thereis less
21 those effects. The natural gas market isvery 21 of adeltato cover?
22 different from the internationa oil market. It's |22 A. (Mr. McCluskey) That'sit. I'm trying to explain
23 essentially a United States-based, natural gas-priced |23 that, their supply and demand model. If the revenues
24 market. So it's developments within the United |24 from the energy market increase significantly, then
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1 thereis going to be less of ainsufficiency; and 1 not necessarily preclude a renewable resource from
2 therefore, al developers of renewable resources | 2 being selected and being successful.
3 require lower REC pricesto achieve the target 3 Q. Let meput you ahypothetical. If the market prices
4 returns. And if those projects are decided based on | 4 for energy, capacity and RECs increase above those
5 competitive bids, those developersareforcedtocut | 5 set by this PPA, would you agree with me that the PPA
6 their pricesto the bone just to achieve the minimum | 6 isagood deal for the ratepayers and in the public
7 target returns that they'relooking for. That'show | 7 interest?
8 this REC market works. It's very dependent on 8 A. (Mr. McCluskey) So you're saying if, after the fact,
9 revenues from the other productsto determinewhat | 9 we look back and determine whether the market prices

10 the prices are in the REC market. 10 were actually above or below, we can conclude that it

11 Q. Inessence, there'sis aseesaw back and forth with |11 was agood or abad deal. |sthat what you're asking

12 the market pricing. 12 me?

13 A. (Mr. McCluskey) That's correct. 13 Q. Correct. If our crystal balls, which are very murky

14 Q. Okay. Now, you stated earlier in your testimony |14 right now, are clarified by actual eventsto show

15 today that this PPA does fix the energy, capacity and |15 that this PPA is below market on energy, capacity and

16 REC prices. Would you agree that by taking those |16 RECs, then this PPA isagood deal for the

17 variables of f the table, this PPA eliminatesthe |17 ratepayers; correct?

18 seesaw back and forth? 18 A. (Mr. McCluskey) After the fact, that's how it would

19 A. (Mr. McCluskey) Well, | don't recall today talking |19 turn out. That's correct.

20 about fixed priceswithin the PPA. | think I've |20 Q. Andisn'tit truethat your calculationsin

21 testified that the capacity prices and the REC prices |21 Exhibit 14 do not take into account the upcoming

22 arefixed. Theenergy price hasafuel adjustment |22 retirements of existing power plants that are listed

23 mechanismtoit. So if fuel pricesincrease, then |23 in Mr. Sansoucy's rebuttal Exhibits 3, 4, and 4A?

24 the energy priceisgoing to decrease. That clearly |24 A. (Mr. McCluskey) No, | don't agree with that. The
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1 isnot afixed energy price. That can vary depending | 1 calculations in Exhibit 14 use the Ventyx energy
2 on the volatility in the fuel costsincurred by 2 capacity and REC prices. Any retirement that the
3 Schiller. 3 modelers for Ventyx -- they would determine when
4 Q. Now, do you remember your testimony, when you were | 4 various power plantswill beretired. And that will
5 talking about some undesignated New York PPA that | 5 be one of the factors that determines what the future
6 fixed the RECs and then used short-term energy and | 6 market energy price will be. So, the market energy
7 capacity pricing? Do you remember that testimony | 7 pricesthat I'm using fully take into account the
8 thismorning, sir? 8 prospect of new power plants coming online, old power
9 A. (Mr. McCluskey) The RFP establishesthe pricethat | 9 plants being retired.

10 developers will receive for RECs. The New York ISO |10 Q. You didn't do any independent modeling; correct?

11 markets, the conditions in those markets, capacity |11 A. (Mr. McCluskey) | did not. That's correct.

12 and energy, will determine the revenuesthat the |12 Q. And you're assuming that Ventyx did.

13 developersreceive for their energy capacity prices. |13 A. (Mr. McCluskey) I'm assuming they would use the

14 Q. Sol trust the answer to my question is, yes, youdo |14 standard techniques for creating a market price

15 remember your prior testimony? 15 model.

16 A. (Mr. McCluskey) I think | do, yes. 16 Q. Now, let'slook at some of your testimony concerning

17 Q. Andyou stated at that time that that wasareasonto |17 wind versus wood. Isit your contention that there

18 support your basis, your opinion that this PPA did |18 is no difference between awind generator and awood

19 not have to have the fixed prices for each of the |19 generator; it's apples to apples?

20 three elements. 20 A. (Mr. McCluskey) Could you point me to my testimony

21 A. (Mr. McCluskey) | said it does not haveto havefixed |21 wherel --

22 prices for energy and capacity. Infact, | was 22 Q. I'mgoing in general and your direct on the stand

23 particularly talking about energy. | said that you |23 last Tuesday. Put it thisway -- well, let's just

24 could have a market-based energy price and that would |24 open the question.
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1 Isit your contention that thereis no 1 that the Laidlaw plant has, that you would need to

2 difference between awind generator and awood | 2 produce 675 megawatts of wind if the 1SO-rated

3 generator? 3 capacity is 10 percent?

4 A. (Mr. McCluskey) From what standpoint? 4 A. (Mr. McCluskey) That's not acalculation | candoin

5 Cost-effectiveness? 5 my head. Subject to check, I'll accept that.

6 Q. You pick the standard. 6 Q. Okay. Would you agree that that equates to

7 A. (Mr. McCluskey) Well -- 7 approximately 350 wind towers?

8 MS. AMIDON: | think we need alittle | 8 MS. AMIDON: Mr. McCluskey said he

9 more specific question to assist Mr. McCluskey tobe | 9 couldn't calculate that in hishead. I'm not quite
10 ableto answer. 10 sure where this question is going.

11 BY MR.BOLDT: 11 A. (Mr. McCluskey) | don't know the answer.

12 Q. Weéll, you'd agree with me that it costs approximately |12 BY MR. BOLDT:

13 2.5 million per megawatt for wind; correct? 13 Q. Okay. Now, the Noble wind project that was

14 A. (Mr. McCluskey) | don't have that figurein my head, |14 questioned by Mr. Edwards, | believe that is

15 no. 15 approximately 99 to 100 megawatts of power; correct?

16 Q. Soyou've not used that in any of your comparison |16 A. (Mr. McCluskey) | heard Mr. Frantz say 99.

17 models? 17 Q. And that's approximately 50 towers? Isthat your

18 A. (Mr. McCluskey) Not to my knowledge. You'd haveto |18 understanding?

19 point me to comparisons that you'rereferringto. |19 A. (Mr. McCluskey) | couldn't say yes or no to that.

20 Q. Let meask this, then: Areyou aware that the 20 Q. Mr. Frantz, do you know?

21 | SO-rated capacity for awind generator is 21 A. (Mr. Frantz) | actually don't know. | thought there

22 approximately 10 to 12 percent of the nameplate-rated |22 were 3-megawatt towers for 33 --

23 capacity? 23 (Court Reporter interjects.)

24 A. (Mr. McCluskey) | may have heard that. | couldn't |24 A. (Mr. Frantz) So there would have been 33 towers. But
Page 114 Page 116

1 say. That'snot in my memory at the moment. 1 I'm...

2 Q. Okay. Now, you do have the Lempster PPA inyour | 2 Q. So whether it isafactor of 300 new towers or 350

3 memory; correct? 3 new towersto get the necessary 675 megawatts of

4 A. (Mr. McCluskey) Any particular aspect youwant toask | 4 power to equate to the Laidlaw plant, would you agree

5 me a question about? 5 with me that we don't have mountain top in New

6 Q. | do. Butl wanted to make sure, because you 6 Hampshire for 300 to 350 wind turbines?

7 testified previously on some benefits of the Lempster | 7 WITNESS FRANTZ: May | answer that?

8 PPA. | don't want to get into exact minutiaof it | 8 CHAIRMAN GETZ: Please.

9 because it's confidential, but I'mwantingto make | 9 A. (Mr. Frantz) | think there's been reports done, one
10 surethat | heard you correctly. 10 by Ross Gittdll, stating that we had enough wind
11 You're familiar with the Lempster PPA? 11 resources to support 2,000 megawatts of wind in New
12 A. (Mr. McCluskey) I'm familiar with the pricing of the |12 Hampshire. That was for the RGGI study that was
13 PPA. That's correct. 13 ultimately used to pass the RGGI legislation.

14 Q. Now, again, without giving me the exact figureused |14 Q. Now, isthat based solely on the wind rose, the
15 in the Lempster PPA, do you agree that the 15 charts of wind patterns in the state, not where you
16 Lempster -- | SO-rated capacity for that project isin |16 could actually site the tower?

17 the ballpark of 10 to 12 percent? 17 A. (Mr. Frantz) | think there's a big difference between
18 A. (Mr. McCluskey) That's not a PPA figure. Whenyou |18 what potential's out there and what actually gets
19 talk about the Lempster PPA, | think you'retalking |19 sited and approved.

20 about energy prices, capacity prices, REC prices. |20 Q. And did it include offshore?

21 And anything else | have not researched. 21 A. (Mr. Frantz) | don't believe the study included
22 Q. Would you agree with me -- and my mathematical skills |22 offshore. But | think you'd need to refer to his
23 arelimited | will admit -- that to get, ina 23 study if you'd like.

24 hypothetical situation, 67.5 megawatts of capacity |24 Q. Do you agree with me -- let's go back to you, Mr.
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1 McCluskey -- that due to the lack of predictability | 1 industry? And you asked were there some references.
2 in the wind, each wind tower has to have an 2 I've handed you copies of RSA 227-G:1. Do you see
3 appropriate oil- or gas-fired generator to back it | 3 where it states that the public welfare of this state
4 up? 4 requires the maintenance, protection, conservation,
5 A. (Mr. McCluskey) That's not something that I'vebeen | 5 multiple use and rehabilitations of forests for
6 researching recently. | may have heardthat inthe | 6 social, economic, environmental benefits that result
7 past, but it's not like | could really comment on 7 from adiverse forest cover? Such benefitsinclude a
8 today. 8 viable -- excuse me. They include forest products, a
9 Q. Mr. Frantz, do you agree? 9 viable forest-based economy, recreation
10 A. (Mr. Frantz) It's clear that you need some resources |10 opportunities, scenic values, healthful surroundings,
11 to back up wind resources. | mean, most people-- |11 various other things.
12 how much that is, what types of resources, you |12 Y ou see there the text of RSA 227-1:1 talking
13 know... 13 about the need for accurate and detailed information
14 Q. Hasto have some backup, though; right? 14 concerning the state's forest resources? Did | read
15 A. (Mr. Frantz) Correct. 15 that correctly?
16 Q. And you're both aware that the wind can blow too fast |16 A. (Mr. Frantz) Yes.
17 for awind turbine and it has to shut down; correct? |17 Q. And you see RSA 227-J.1, where it states the public
18 MS. AMIDON: I'm just wondering where |18 welfare of this state requires the care and
19 thisis going, Mr. Chairman. 19 protection of forest cover adequate to certain --
20 CHAIRMAN GETZ: | think thisisa |20 adjacent to certain waters of the state, along public
21 relevant line of inquiry. Let's move aong. 21 highways, and the proper disposal of slash and mill
22 A. (Mr. Frantz) In general. 22 residue resulting from forest operationsin certain
23 BY MR.BOLDT: 23 circumstances to help conserve the amount and quality
24 Q. Pardon? 24 of surface waters. It goes on with other public
Page 118 Page 120
1 A. (Mr. Frantz) | haven't looked at that. | don't know | 1 benefits. Did | read that correctly?
2 where they cut out. 2 A. (Mr. Frantz) Yes.
3 Q. Butif thereisacut-out -- 3 Q. Andthen, finally, RSA 672:1-11i(c), thisisthe
4 A. (Mr. Frantz) Thereisacut-out at some point. 4 zoning and planning enabling language that states
5 Q. Andthat creates adisruption in the grid; correct? | 5 that forestry, when practiced in accordance with
6 A. (Mr. Frantz) It can. 6 accepted silviculture principles, constitutes a
7 Q. Sure. Now, do you know whether wind creates | 7 beneficial and desirable use of New Hampshire's
8 inductive power or asynchronous power? 8 forest resource. Forestry contributes greatly to the
9 A. (Mr. Frantz) I'm not an engineer. 9 economy of the state through avital forest products
10 Q. Okay. Mr. McCluskey, do you know? 10 industry. Did | read that correctly?
11 A. (Mr. McCluskey) | don't. 11 A. (Mr. Frantz) Yes.
12 Q. Now, would you agree with methat it'sthe expressed |12 Q. So, isit safeto say that it isthe public policy of
13 public policy in this state to support the forestry |13 this state to support the forestry industry?
14 industry? Either of you. 14 (Witness reviews document.)
15 A. (Mr. Frantz) Could you refer usto the specific |15 A. (Mr. McCluskey) | guessit is.
16 legidlation? 16 Q. Wadll, these statutes --
17 Q. Certainly. 17 A. (Mr. Frantz) Do you mind if | read alittle bit more?
18 MR. BOLDT: If | may approach? Just |18 Q. By al means. Which one?
19 a couple statutory references. 19 A. (Mr. Frantz) Reading al of them.
20 (Atty. Boldt hands documents to the 20 (Witness reviews document.)
21 witness. Witness reviews document.) 21 CHAIRMAN GETZ: Mr. Frantz?
22 BY MR.BOLDT: 22 A. (Mr. Frantz) Wdll, I think it's clear from these
23 Q. Thequestionwas: Areyou awareit isthe expressed |23 statutes and declaration of purposes that the forest
24 public policy of the state to support the forestry |24 industry in New Hampshireis avital and important
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1 industry to the state of New Hampshire, and that it's | 1 A. (Mr. Frantz) Yes.
2 important to the health and well-being of the state. | 2 Q. Now, let'sturn, Mr. McCluskey, to your testimony
3 Now, forestry encompasses awhole lot of practices. | 3 concerning competitive bid process. Am | correct in
4 Q. Positively. Positively. 4 saying that you believe this PPA should have been put
5 A. (Mr. Frantz) And so, to try to narrow that downto | 5 out to competitive bid?
6 one littleissue | think is probably not fair. But 6 A. (Mr. McCluskey) First of all, could you -- wherein
7 in general, there are -- obviously to the stateand | 7 my testimony are you referring?
8 the legislature that passed this, therearealot of | 8 Q. You spoke about it at length this morning. Y ou spoke
9 benefits, and it's an important industry. | don't 9 about it at length on Tuesday.
10 think anyone would deny that. 10 A. (Mr. McCluskey) Okay.
11 Q. Wonderful. Just wanted to make sure. 11 Q. Doyou recall that testimony?
12 Now turning to the statute we're dealing with |12 A. (Mr. McCluskey) So that's the testimony you're
13 today, RSA 362-F:1. You had acopy of that inyour |13 referring to.
14 earlier materials. Do you have that now? 14 Q. That'sthe testimony, yeah.
15 A. (Mr. Frantz) Under Purpose, again, 362? 15 A. (Mr. McCluskey) And the question iswhat?
16 Q. 362-F:1, the Purpose statement of this electric 16 Q. That you believe this PPA should have been put out to
17 renewabl e portfolio standard. 17 competitive bid.
18 Y ou'd agree with me that it reads, "Renewable |18 A. (Mr. McCluskey) That's correct.
19 energy generation technologies can provide fuel |19 Q. Now, you'd agree with me that nowhere in RSA 362-F is
20 diversity to the state and New England generation |20 there a requirement that the PPA be submitted for
21 supply through the use of local renewable fuelsand |21 competitive bid?
22 resources..." Did | read that correctly? 22 A. (Mr. McCluskey) That's correct.
23 A. (Mr. Frantz) Yes. 23 Q. Youwould agree with methat, if a competitive bid --
24 Q. Now, the only local renewable fuels and resourceswe |24 an RFP for short -- had been put out, then Laidlaw,
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1 have are wood, wind and solar; correct -- and water? | 1 with its control over the existing, unused
2 A. (Mr. Frantz) | was going to mention hydro. 2 67.5-megawatt boiler in Berlin, would have been a
3 Q. Right. But wedon't have natural gas. That'snota | 3 responsive, viable bidder with an advantage by having
4 renewable. 4 that existing system; correct?
5 A. (Mr. Frantz) Correct. Last | checked, werealittle | 5 A. (Mr. McCluskey) Certainly would qualify to bid. And
6 short on coal also. 6 whether it would have an advantage would depend on
7 Q. Right. Andwe haven't figured out away toburn | 7 the prices that it was willing to bid in at.
8 granite. 8 Q. Wadl, you're not aware of anyone else having an
9 A. (Mr. Frantz) We'd be avery wedlthy state, indeed, if | 9 existing, unused 67.5-megawatt boiler lying around
10 wedid. 10 somewhere elsein New Hampshire, are you?
11 Q. Andif you drop to the bottom, the last sentence, "It |11 A. (Mr. McCluskey) That's correct. In fact, you keep
12 is, therefore, in the public interest to simulate 12 saying 67. |I'm not aware that the existing facility
13 investment in low-emission renewable generation |13 can produce 67 megawatts. The expanded facility that
14 technologiesin New England and, in particular, New |14 Laidlaw isreferring to could produce 67 megawatts.
15 Hampshire, whether at new or existing facilities'; |15 Q. Areyou aware of anybody with a 65-megawatt --
16 correct? 16 A. (Mr. McCluskey) I'm not, no.
17 A. (Mr. Frantz) Correct. 17 Q. -- boiler?
18 Q. Sothisisastatute that putsthe emphasisonthe |18 So someone else who would want to respond to
19 use of local resources; correct? 19 this RFP would have had to build a new boiler;
20 A. (Mr. Frantz) It does. 20 correct?
21 Q. And one of the criteriathat this Commissionis |21 A. (Mr. McCluskey) If the RFP was limited to biomass
22 charged with in evaluating this PPA is the economic |22 facilities, then that would be the case. If they
23 development and environmental benefits for New |23 wanted to compete, then they would have to develop a
24 Hampshire; correct? 24 new facility.
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1 Q. Andthelikelihood of someone spending upwardsof | 1 about the two unsolicited smaller bids. I'm talking

2 $245- to $280 million to create anew plant is 2 about if an RFP had gone out as he requests --

3 somewhat slim, correct, in light of Laidlaw's 3 CHAIRMAN GETZ: But he's already

4 existing plant? 4 testified he doesn't know about the two projects that

5 A. (Mr. McCluskey) Well, | think we've actually seen | 5 he's aware of. How can he -- | assume his answer is

6 that there are a couple of developersout therethat | 6 he's certainly unaware of all the projects that he's

7 were willing to offer PSNH alternative prices. 7 unaware of. | don't want to drift into a Rumsfeld

8 Q. But neither of those two plants had 65-megawatt | 8 moment, but I'm not sure how thisis moving along

9 boilersin place. 9 the --

10 A. (Mr. McCluskey) They were generally smaller. That's |10 MR. BOLDT: I'll try to avoid that,

11 correct. 11 Mr. Chairman.

12 Q. Yes. Andno one else had site-evaluation approval |12 BY MR. BOLDT:

13 from the New Hampshire Site Evaluation Commission. |13 Q. A responding party to the RFP would have to have the

14 A. (Mr. McCluskey) At the time the solicited offers came |14 same things or better than Laidlaw hasto have a

15 in, I'm not sure whether Laidlaw had site approval. |15 better bid; correct?

16 Q. Infact, no one ese, to your knowledge, isevenin |16 A. (Mr. McCluskey) They could have -- unless the RFP

17 gueue for this size of a plant; correct? 17 specified a certain capacity, there could be all

18 A. (Mr. McCluskey) To my knowledge, that's correct. |18 kinds of projects that are put forward to PSNH. The

19 Q. Andnoone€dsehasasitethat is connected with |19 terms of the contract could be different, the size of

20 municipal sewer and water capable of meeting the |20 the contract could be different, certainly the prices

21 needs of the size of aplant such asLaidlaw's? |21 of the contract could be different. And that would

22 A. (Mr.McCluskey) Asl'vesad, thetwo that I'm |22 be up to PSNH to determine what was the most

23 familiar with were smaller. I'm not clear on how far |23 attractive. A smaller project may best fit the REC

24 along those projects were at the time that they 24 requirements of PSNH rather than alarger project.
Page 126 Page 128

1 submitted their unsolicited offers. 1 Since we haven't developed the RFP, never mind issued

2 Q. And no one€else, to your knowledge, has existing wood | 2 it, we really don't know what we would be asking the

3 yards, scales, water-treatment facilities, or even 3 market to respond to.

4 the right to withdraw substantial amounts of water | 4 Q. Areyou saying that the RFP has to be developed

5 from amajor New Hampshireriver, do they? 5 through your office?

6 A. (Mr. McCluskey) Asl'vesaid, I'm not familiar with | 6 A. (Mr. McCluskey) | didn't say that.

7 the details of the development of those two projects | 7 Q. Just to beclear --

8 at the time the offer was made. 8 A. (Mr. McCluskey) PSNH is aregulated entity.

9 Q. No oneéseresponding to an RFP, to your knowledge, | 9 Typically, certainly in Massachusetts, any RFP issued
10 would have an approximate 60-acre site with 10 by autility hasto be approved by the regulator.
11 additional industrially zoned land adjacent toit. |11 And | would think that the regulator in New Hampshire
12 CHAIRMAN GETZ: Mr. Boldt, | think |12 would also have some input into the contents of the
13 we've covered this area well enough. 13 RFP. Ensuring fair play between potential biddersis
14 MR. BOLDT: Well, | had just afew |14 an important issue, and I'm sure the Commission would
15 more along those lines, just to maketherecord |15 want to weigh in on how the RFP was devel oped.
16 clear, Mr. Chairman, if | may be allowed to continue |16 Q. So, simply having an RFP itself doesn't mean that
17 very briefly. 17 there would be anything different in this PPA.
18 CHAIRMAN GETZ: He's dready testified |18 Laidlaw could still have come in, because of its
19 acoupletimes he can't -- he'snot in apositionto |19 location, the available infrastructure, the job
20 compare what the specifics were of these other |20 market, the skills available in this community, to
21 potential competitors to the specific facts of the |21 still have awinning bid on the RFP for its plant of
22 Laidlaw -- 22 thissize.

23 MR. BOLDT: No, I'mtalking about an |23 A. (Mr. McCluskey) If Laidlaw responded to this RFP that
24 RFPin genera, Mr. Chairman. I'm not talking just |24 we're talking about, it may well have been the
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Page 129 Page 131
1 winning bidder. But it's quite possible that the 1 A. (Mr. Frantz) My testimony was based on his analysis,
2 prices are very different from the onesthat were | 2 as we worked together and went through it. That's
3 negotiated. 3 correct.
4 Q. Andit'squite possible that it could be exactly what | 4 Q. And you'd agree with me that, if the public policy of
5 we have today; correct? 5 this state is to have a viable forest product --
6 A. (Mr. McCluskey) Itis. But whenyou -- 6 forest economy and renewable portfolio standard, then
7 Q. That'sall. 7 to have a PPA to meet that standard, it has to be
8 A. (Mr. McCluskey) If | could finish? When Laidlawis | 8 financeable; correct?
9 exposed to competition from other developers, it will | 9 A. (Mr. Frantz) Well, there's afew piecesto that.
10 be forced to establish pricesthat it thinkswill win |10 Could you read that back for me, please?
11 the bid and provide the kind of returnit'slooking |11 BY MR. BOLDT:
12 for. Sol would -- I'd be shocked if the pricesfrom |12 Q. |f we assume that the public policy of this stateis
13 a competitive bid produced the prices that we are |13 to have aviable forest economy and arenewable
14 seeing in this PPA. 14 portfolio standard, as stated in the statute, that to
15 Q. But you don't realy know. That'sjust speculation, |15 meet that standard, a PPA has to be financeable.
16 isn'tit, sir? 16 A. (Mr. Frantz) Okay. Well, thefirst part is that we
17 A. (Mr. McCluskey) Well, I think | know how the market |17 need a viable forestry, which we've already
18 operates. That'swhy we have competitive bids. We |18 established isin the statute. Whether or not that
19 want the various bidders to compete against each |19 actually, explicitly includes biomass is not explicit
20 other and to give customers the maximum benefit from |20 in the statute. But let's assume it does. The
21 the project, from the purchase that PSNH makes. |21 second part, then, is that we have renewable
22 Q. Andyou have agreed with me already, but let'sjust |22 standards for Class | in this case, which may or may
23 make sure. Based on which variables, this PPA could |23 not include biomass. It could just bewind. But if
24 have a $300- to $400 million benefit to the 24 we link them together, | think we need projects that
Page 130 Page 132
1 ratepayers; correct? 1 absolutely are financeable.
2 A. (Mr. McCluskey) Depending on the pricesthat areused | 2 MR. BOLDT: No further questions, Mr.
3 to benchmark the PPA, you could have all kindsof | 3 Chairman.
4 outcomes. 4 CHAIRMAN GETZ: Okay. Thank you, Mr.
5 Q. Mr. Frantz, inyour direct testimony, you basically | 5 Boldt.
6 state that you did not perform any analysis,any | 6 I think we're at agood juncture for
7 modeling on your own. You wererelyingon Mr. | 7 the lunch recess. It's quarter of one. | understand
8 McCluskey's analysis and modeling; correct? 8 the parties need to talk about the briefing issues,
9 A. (Mr. Frantz) Well, | was. But | will state that 9 so let'sresume at 2:00. Thank you.
10 during the development of histestimony, we 10 (WHEREUPON, the Day 4 AM Session
11 conferred, aswedoin our division al thetime. | |11 recessed for lunch at 12:47 p.m. Day 4
12 mean, he talked to me, he talked to others. It'sa |12 Afternoon Session to resume under separate
13 very collegial environment. And we discussed issues |13 cover so designated.)
14 and models and assumptions and what goesinto the |14
15 testimony, including the final writing of it. 15
16 Q. Certainly. No doubt about it. 1'm not expecting you |16
17 towork in avacuum. I'm just wanting to make sure |17
18 that there's not something else that was not produced |18
19 in your testimony. In essence, everything that was |19
20 produced in Mr. McCluskey's, you've adopted. |20
21 A. (Mr. Frantz) | adopted. 21
22 Q. Correct. Sothat, if there are flawsin Mr. 22
23 McCluskey's product, your opinions are equally |23
24 shaped; correct? 24
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