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Background and Qualifications

Q. Please state your name and business address.

A. My name is Michael E. Hachey. My business address is 110 Turnpike
Road - Suite 300, Westborough, MA 01581-2863.

Q. Who is your current employe;‘ and what positions do you hold?

A. I am an officer of TransCanada Power Marketing Ltd. (“TCPM”) and

TransCanada Hydro Northeast Inc. (TCPM and TransCanada Hydro Northeast, together

“TransCanada”). Inmy current position I am Vice President, Regulatory Affairs and

Compﬁance. |
Q. What is your background and what are your qualifications?
A. I have a Bachelor of Science in Electrical Engineering and a Master of

Engineering Degree. in Electric Power Engineering from Rensselaer Polytechnic Institute.
I have over 34 years experience in the electric power industry, including 13 years with
TransCanada Power Marketing. I was previously employed by New England Power
Company fér 21 years where I worked in various positions, including vice prbesident of
generation marketing. I have participated in proceedings before the New Hampshire
Public Utilities Commission, the Federal Energy Regulatory Commission, and other state
regulatéry commissions. In my current position I am responsible for government and
regulatory affairs for TransCanada in the Northeast U.S. and Eastern Canada, and
propetty taxes.

Q Please explain what TCPM does.

A. TCPM is a member of the New England Power Pool and transacts both on

a bilateral basis and in the markets operated by ISO New England. TCPM isa

e S e SR R, b
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competmve supp11e1 of electncrty m the Northeast Umted States prov1d1ng both default
ser v1ce and retail ser v1ce in New England New York atud PJ\/I TCP’\/,{ is an indirect
wholly owned subsrdrary of TransCanada Corpo1atron a leader in the responsrble
development and 1e11able opera‘uon of North Amerrcan ener gy mfrastructure wrth a
network of more than 36 500 mﬂes of prpehne :t‘ac1ht1es and apprommately 400 billion
cubrc feet of gas storage capa01ty As a growmg mdependent power producer,
TransCanada owns controls oris developlng appr ox1mate1y 10 900 mecawatts of power _

generatlon in Canada and the Umted States

Purpose Of Testimohv

Q. What is the purpose of your testimony‘?

RN The purpose of my testnnony is to address the questron of Whether or not

‘Pubhc Servrce Company of New Hampshlre 5 (“PSNH”) mvestment in and actlons with

recrard to the scrubber pr 03 ect at Merumack Sta’uon were prudent

: Q What 1s youl understandmg of the standard the Commlssmn will use

. in evaluatmo Whether PSNH was prudent"

E A | It is my understandmg that the Commrssmn will look at the de‘gree of care
PSNH used in demdrng to proceed with the Scrubber proJ ect through to its compleuon.
Order No. 25_,5"65;15,. 20 In doing so it VvilliAeratuate what a reasonablep erson of
requisite skill and e'x'I‘Jerience,1 a “highly trairred specialist”,? would haw)e done under the
circumstances. The Commission’s analysis should be based on'what is known ot could

reasonably have been known at the time of the conduct (Order No. 25,565, p. 20); “itis

! Re Public Service Company of New Hampshire, 83 NH PUC 54, 76-(1998).
2 public Service Company.of New Hampshire, 87 NH PUC 876,886 (2002).
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not to apply the perspective of hindsight, but rather to consider the actions in light of the
conditions and circumstances as they existed at the time they were taken.”
Q. What issues do you intend to address in this prefiled direct testimony?
A, Inthis prefiled direct testimony, I address the following issues:
* Scrubber law and project estimates
e P'SNH’s.knowledge regarding cost increases
* The importance of the relationship. between projected natural
gas and coal prices
e PSNH’s fuel forecasts and assumptions
» Costto go analysis
o Factors PSNH should have taken into account
s Options open to PSNH

»  Conclusion

‘Scrubber Law and Project Estimates

Q.  Areyou familiar with the scrubber law that passed the New
Hampshire Legislature in 20067 |
A. Yes, I am. I have reviewed the law and some of the legislative history

associated with the law. There are a few provisions in particular in the law that I wish to

point out:

*1d.
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the statement in the purpose and ﬁndmgs sect1on of the law i 1nd1oat1ng that the
mercury reductlon 1equ1roments 1epresent a car eful thoughtful balanomg of cost,
e ‘V‘beneﬁts and teohnologtcal foa51b111ty, 125 O 11, VIIL; .
e the 1equn erent in the 1aw that durmg ownershtp and operation by a regulated
_ utility the sor.u_bber costs mu,st be recovere.d via the otthty s default service charge,
RSA125-0:18; e ' |
e the provision‘that gives the plant owner tho, abilit? to requ_est a variance from the
meloury ermss.tons 1educt10n 1equ11 ements Wh1ch oould include an altemattve
sohedule of an alternatlve reductlon reqmrement based on technologtcal or
oconomtc- mfeasfoﬂtty, RSA 125-0:17; and
. the- provisioﬁ t_hé’t 1equ1res that t’hé Ptlbltc Utitities Commi-ssion review the
pru&eﬁcfe_ of the costs o:f‘the proj'ect-tjefore. tlte—'owne-f may fooovor them in rates,
RSA 125—0’-18 .
| Q. Areyou famthar w1th the estimates of What it was going to cost to

bulld the scrubber that PSNH pr0v1ded to the Leglslature when it was con51de1 ing

’the law in 2006‘7 :

A. Yes Tt is clear flom the legislative history, mcludmcr the ﬁscai note on
the bill itself, and from letters thetl DES Coxnmi_ssione: Michael Nolin sent to both the
House and the Senate, that the v,estimate for the cost of the project, based on information
prov1ded by PSNH, was a not- to-exceed number of $250 million. See Attachments 1 and
2. See also PSNH response to DR TC 2-3 and what PSNH was telling officials about the
1egislat\iont Attachment 3. 1 believe this “not-to-exceed” number should be considered in

thoféohtext of RSA 125-0:11, VIII, which was enacted in 2006 as part of tlhie scrubber
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law, and which concluded that the law was the product‘of the careful and thoughtful
balanoiﬁg of the costs and benefits of the proj ect.

Q. When did you first become interested in the law }and why? -

A. Although we were aware of the law when it passed, we began to pay
serious attention when the costs of the project escalated from a not-to-exceed number of
$250 million to $457 million.

Q. .  Why did TransCanada intervene inithis docket?

A. TransCaﬁada is concerned generally about there being a level playing field
in each cbmpetitive market in which it participates, about avoiding additional

unnecessary charges or costs being imposed on products we sell, and about price impacts

won customers. When, a few years ago, PSNH started referring to “the upward pressure on

-the Energy Service (‘ES’) rate” which PSNH contended was caused by increased

migration levels and cerjtain fixed costs (such as the scrubber) only being born by default
service customers, TransCanada becam¢ concerned that the ‘.‘solution” Would be to assess
some portibn of default service (e..g., its electricity generation) costs against customers
who had migrated to competitive suppliérs through a non-bypassable charge. PSNH
soﬁght a non-bypassable charge via Docket DE.10-160, and in 6ther VGI;IU.BS.
TransCanada has been involved in several PUC dockets involving related issues,
includilnlg, DE 09-180, DE 10-121, DE 10-160, and this docket. Ithink it is fairto say that
the prospect of a non-bypassable charge commanded our atfention as a serious threat to
our business.

Q. Have yﬁu reviewed the responses to discovery requests in this docket?

A. Yes.-

e e ) oS AR AR L s e Earg
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o Q o ‘Based on you'rvrex’/ieiv of thos.ef responses do ‘yoﬁkalnow when PSNH
firSt became m‘vAare' ﬂnt the cost of the project imd ‘ese'aleted fmma not-to-exceed
number of $250 million to $457 mlllmn‘? |

A Yes Attached is a copy of the response to data 1equest TC 4-13 which
indic’éﬁe‘s thaﬁ at 1eas.t as early as May 0f2008 PSNH was aware of this dram’aﬁc 1nerease.
A_ttaehmeﬁt 4, ‘ | |

Q When chd PSNH first make thls mformatlon avaxlable to the pubhc"

L A_..: 3 It was in the. 10 Q quarterly ealnmgs report that Northeast Utilities,

PSNH’S parent company, ﬁled w1th the Securmes and Exchange Commlssmn ‘on August

-7 2008 several months after PSNH had beoome aware of this increase.- A copy of the

relevant portlons of thls report is attached Attachment 5

Q. PSNH hﬁsfar{gued throughoiifthis"docket that the law was a mandate

which it had no auth,o'rity to ‘avoid under any cireumstances; do you have any

'comments on. thls argument" =

A Yes Inhls September 2, 2008 letter to the PUC in DE 08- 103 Ga1y Long

—The law contains several provisions

indicating that the Legislature did not institute a blind mandate which would fequire

_ scrubber installment regardless of cost. First, the law contains the variance provision in

4 A copy of the complete filing with the PUC, including the letter, is atta'ched. Atta_chrhent 6.
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RSA 125-0:17, noted above, which gives the owner the ability to ask for a variance in
the schedule or the reduction requirements. Second, the purpose clause refers to the
careful and thoughtful balancing of the cost and benefits, and those cost estimafes were
based on information from PSNH that the project cost would not exceed $250 million

(consider, for example, the fiscal note and letters from the DES Commission,

" Aftachments 1 and 2, noted above). Finally, the law contains a specific provision for the

future prudence review by the PUC. RSA 125-0:18. In my opinion it is absurd to
suggest, as PSNH has throughout this docket, that RSA 125-O stands for the proposition

that PSNH was required to build the project at any cost. Fot example, no one would

~argue that a two billion dollar scrubber met the purpose, intent, or language of RSA 125-

0. See Order No, 25,445 in this docket, p. 25. To suggest that the law was a mandate to

buildsthe scrubber project at any cost is irresponsible, defies common sense, and flies in

the face of prudent utility practice and the specific provisions in the law noted above.

: ! 7 low ; _, #25,640
ea%&a—p%e%éa&péatsé—aad—ae%a@rm%ﬁﬁa&ea, that it was not the Legislature’s role to
conduct an ongoing analysis relative to 'sorL'xbber economics. PSNH asa regulated utility
had a responsib'ilityvto monitor the relevant markets and raise concerns to the extent the
scrubber project did not make sense and Would potentially be a significant liability for its
default service customers.

PSNH’s Knowledge Regarding Cost Increases

Q. Can you briefly provide a timeline regarding PSNH’s knowledge of
cost estimates for the Merrimack Station Scrubber in the spring and summer of

2008?

RASEIELTS S wwt . ne bpm e o b e
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AL Yes.‘- It is apparent that at least as earl}}’ as May of 2008 PSNH became

awaie that the estlmate of the cost for the Scmbber had 1ncreased ﬁom $250 m1lhon to

_ $457 mﬂhon PSNH Response to Data Request TC 4 13 Attachment 4,-In J uly of 2008,

PSNH presented the s1gn1ﬁcant inerease in scrubber cost to its Board of Trustees butit

: chd not make pubhc note of the mmease untﬂ 1ts secend qualtet 9008 10 Q quartelly

ea:rmngs report ﬁled Wlth the Securltles and Exchange Cemrmssmn on Auoust 7, 2008
On August 22, 2008 the Comrmssmn sent a letter to PSNH openmg DE 08-103, an -

mves’agatmn fo 1evtew the status of PSNH’S efforts to mstall sorubber teehnolo y, the
eosts of such technolo gy; and the effeot mstallauon would have on ene1 gy se:mce rates

(prevmusly 1efe11ed toas the default serv1ce chatoe) for PSNH custome1s. ”"hat letter

.dlrected PSNH to file “a comprehenswe status report on 1ts mstallatlon plans a deta11ed

'eost estimate for th'e proj eet an analysm of the ant1ctpat_ed effect of the project on :energ’y

, servme rates, and an ana1y51s of the effect on energy service rates 1f Mernmack Station'

: wele not in the nnx of fossﬂ and hydro facxhttes operated by PSNH 22 On September 2,

2008 PSNH ade.an 1nformat10na1 ﬁhnU with the New Hampshne Pubhc Utilities
Commtssmn in response 1o the C.omm1s31on s R_eq.uest for acomprehenswe status report
on the kMerrimack étatieﬁ Scrubbeﬁ Project. | |

Q. Doyouknow Wh_etb'er PSNH trtad‘e presentations to the Legislative
OVersight Committee on Electric Restructuring (“Oversigbt Cemmittee”) at least
-annu'ally. on the cost. of the prdjecitf?

A. Yes. Itis my undetstanding that RSA 125,-(_3‘113', IX requires annual

presentations to the Oversight Committee and the chairpersons of the House Science,

Technology and Energy committee and the Senate Energy and Economic Development
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committee, on the progress and status of complying with the requirements of the law,

relative to achieving early reductions in mercury emissions, as well as installing and

 operating the scrubber technology including any updated cost information,

Q. Did PSNH make a presentation to the Oversight Committee in June of
2008? |

A. Yes. PSNH representati-ves made a presentation to the Oversight
Committee on June 18,2008, See Attachments 7-and 8. At that meeting PSNH failed to
tell the Oversight Committes about the dramatic increase in the cost of the project which,
as noted above, PSNH knew about at least a month earlier,

Q. Did PSNH commissioﬁ a study by PowerAdvoeate on the project in
the summer of 20087 |

A, Yes, This report, a copy of which is included as Attachment 9, was an
analysis of the project cost estimate for thé scrubber project dated June 17,2008, The
Summary of this report indicates that the objectives of the analysisi were to explain why
the cost estimate was on the high end of the range for a complete FGD (flue-gas
desulfurization) retrofit relative to similar projects and to discuss market.forces behind
capital construction project cost increases to better understand why the cost estimate had
increased “to an excess of $350M.” My review of this report indicates that it apparently
relied upon an estimate of $355 million, not the total estimate of $457 million which
PSNH had adopted in May 2008. The use of the higher estimate would have resulted in
even less favorable conclusions. |

Q. Did the PowerAdyocate Report raise ndditionél issues regarding the

anticipated costs associated with the Scrubber construction?

EERENTTA LT W L san geeeen e teem e oen s
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, A Yes Even based on the lower cost estnnate the 1eport concluded that
Merrlmeok Statlon S cost estlmate Was on the hlgh end of cost per kilowatt hour range for
a complete FGD 1etroﬁt relatwe to 51m1la1 FGD retloﬁt pro_] eets Wlﬂ‘l respect to cost
pledletlons the report concludes that capltal constructlon costs for new generatlon

remamed at hlstono levels with no clea1 understandlng of whether or not a peak had been

reached due to 1ecent vola’uhty of costs assoc1ated wtth the supply market The report

also 1ndloates 51gn1ﬁeant levels of uncertamty euound plojected carbon regulations and

) the effects of a tlght labm market on the econormcs of scmbber 1nvestments F 1nally, the

auth01s oonclude that there were no good and 1ehable 1nchcators to follow for irivestment

demsmns
: Q How do you thmk a prudent utlhty WOuld have reqcted to the -
PoWerAdvoeate Report? R .T

A, - - Ibelieve that a prudent utility would have had serious concerns and

'questions ahout Whether this was theﬁ‘right time to proeeed 'with the scru.b.ber project,

espemally g1ven othe1 tlnnvs go1ng onin the market durlng the surnmer and cearly fall of
2008 noted in more detaul below as well as the magmtude of the project

- The I-mnortance of the Relatlonshm
Between Proiected N‘ltural Gas a-nd Coql Prices

‘-Q. Dld PSNH draw any conclusmns reﬂardmg the economlcs of the
scrubbex in the summer of 2008"

A, Yes. Mr. Long and/orvother l’Sl\lH.representatives made presentationsto
the Northeast Utilities (“NU”) Risk and Capital Committe.e ._on June 25, 2008, to Athe NU
Board of Trustees on July 15, 2008, and to the PUC Staff and the OCA on July 30, 2008,

Copies of the powerpoints used in those presentations are included as Attachments 10

e
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and 11, Responses to Staff 2-2 and to TC 4-24. At all three presentations, PSNH drew
conclusions regarding the economios' of the scrubber project. |

Q. What were some of the .main points PSNH made in the presentations
to the Risk and Capital Committee and the Board of Trustees?

A, Both the Risk and Capital Committee and Board of Trustees presentations
werg made by PSNH/NU em};loyees and were headed by Gary Long., The presenters
made it very clear that the relationship between the price of natural gas and the price of
coal was critical to whether the project would be economic for ratepayers. They
indicated that net fatepayer or customer cost, or What_ they equated with “net present
value” (the 2008 present value of Merrimack Plant revenue requirements from 2012-2027
minus the 2008 present value of market energy plus 2008 present value of capacitj/
paymeﬁts from 2012-2027) was most sensitive to exﬁecfed future natural gas and coal
prices. The pres‘enters went on to say that at assumed 2012 price levels, a spread of
$5.29/mmbtu (escalating) between natural gas and coal over the course of the next 15
years would be “requiréd to create customer benéﬁts,” In other 'words; ‘Iche' difference
between natural gas prices and coal had to be at least $5.29/mmbtu to create value for ES
or default service customers. Or viewed another way, if this spread was not met over that
15 year period (2012-2027) there was a significant risk that PSNH default service
customers, who were the ones required by the law to pay for the scrubber, would pay
more than the market rate for power.

In these two presentations the PSNH/NU employees also said that reductions in

the natural gas/coal spread and increases in carbon costs would put pressure on base case

capital cost estimates and on the ability to construct within the projection of $457 million,

e,
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Attachment lO p 15 of 50 and p. 38 of 5 0.- On a slide titled “H1stor10 Fuel Spreads” (.
37 of 50 of Attachment 10) in the presentatron to the Board of Trustees PSNH concluded
that the hrstorlc gas/coal spread had ave1 aged $3 l9/mmbtu over the last 15 years or
substantrally below the spread 1equ11ed 1o make the proj ect eoonomro and valuable to
ratepayers Thls slrde 1ncluded a chart showrno gas 011 and coal pnces gomo back to

1993

: Q D1d PSNH dlsclose the need for the escalatmg $:> 29/\/[MBtu spread

pubhcly? | | . w

B A p No From doouments 1 have rev1ewed that Value was only dlsclosed to
NU s Rrsk and Caprtal Commrttee and me Board of TIUS Lees ' "‘here was 110 mennon of
the requrred spread in the report to the PUC in September of 2008 in DE 08- 103 nor was
there any men’uon in the presentatron to the Staff and the OCA on July 30 2008

i : Q.~ i D1d PSNH present thxs same mformatxon regardmg the naturftl

gqs/cosl spreqd to Staff and the OCA" k G |

i A Apparently not Based on the mfmmatron made avarlable throtigh -
discovery in thls decket it appears that PSNH employees took the same sllde on hlstoric
fuel spreads whmh 1 cited above the one they had used i in the plesentatlon to the Board of
Trustees JUS'C two weeks earher and made some srgmﬁeant ehanges to it before
presen’ung 1t‘ to regulators. The snmlarrtles and differences between the two slides are
temarkable. The “regulator” version of the stide Teft out any reference to the importance
of the $5.29 spread betwéen the price of natural gas an<l coal, and essentially withheld
critical infor'mation -al;out the comn"rodlty prices that would be tequired for the project to

“break even” and create customer benefits. PSNH also shortened the timeframe for the
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chart containing gas, oil and coal prices so that it only contained prices going back to
2001, rather than 1993. By doing this PSNH appears to have withheld from Staff and the
OCA critical information about the 15 year history of the price spread between gas and
oil and provided a shorter time frame that showed a spread that was favorable for the
project, as compared with the historical average spread which was damaging and
unfavorable to theh: position. Attachment 11, Response to TC 4-24. In the presentation
to Staff and the OCA PSNH also indicated that then “current spreads” (presumably as of

July 30, 2008) were more than $9/mmbtu, which, for the reasons noted below, did not

.coincide with information available regarding natural gas prices available at that time,

Natural gas prices would have had to have been more than $13/mmbtu to support this
concliision, but as described below, prices in Juiy 2008 were much lower.’

Q. Did PSNH put any of the information about the break-even level of
$5.29/mmbtu or the historical average of the spread between gas and coal in the
filing it made with the PUC in DE 08-103 on September 2, 2008?

A, No, it did not.

Q. * What was the natural gas price assumption that PSNH used in these
presentations? |

A, The assumption PSNH used was a 2012 natural gas price of
$11.00/mmbtu escalated at the rate of 2.5 % per annum 'off of the 2012 estimate.

® Note that for all spreads described in this testimony, 1 have assumed a coal price of $4.82, which
corresponds with PSNH’s assumed coal prices. This means that the prime variable at issue with PSNH’s
analyses is the price of natural gas.

B ot
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PSNH’S Fuel I‘orecasts ‘md Assumptxons

b Q What were the mam components of PSNH’S economic fm‘llysm of the

. co'ﬂ scr ubber‘?

A At 1ts mos‘c basic, PSNH cons1dered the dlffereoce between an alternatwe
where thexr customels rehed on NEPOOL market pncmo versus the value ot cost of
Memmack Staﬁon with the $45»7 m1111on sorubber ms.talled ,The market pmemg :
proj eet10n was obtamed usmc natural gas picing and a maxket heat Late The Merrlo:lack
scrubber mstaﬂaﬁon analys1s accounted for revenue requlrements of the scrubber and -
other eapitai expenses, fuel ooerauons ano. mamtenance eXpenses ano capacray and
energy revenues related fo the stauon |

L Q.- Do you have any concerns about the methodology that PS\IH
employed" T - |

A. Yes As descnbed in detail below, Whlle I agree that the splead between

natulal gas and coal prxces is vital to the scmbber econonncs analyms PSNH—s—

Q. As a preliminary point, why was the price of natural gas the

uhderpinning of PSNH’s analjf'sis- reg'ard’ing the eéonomics of the coal scrubber?
A. The New England market price of electricity is heavily dependent on

natural gas pricing and has been for some time, including the timeframe relevant to this

prudency review, cirea 2008 — 2009. In most hours natural ga’s-‘ﬁreo units have been for

some time and are still the -marginol units in NEPOOL dispatch; accordingly they set the

e
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market price. The competitive market for electricity would sefve as the alternative for
PSNH customers in the casev where the scrubber was not constructed.

G. According to PSNH, during what period would the escalating
$5.29/MMBtu spread have to exist for the scrubber to be economic?

A. The escalating $5.29/MMBtu spread would have to exist continually from
the outset of scrubber operation, which in 2008 was estimated to begin in 2012, through

its 15 year depreciation, or until 2027.

Q.  Did PSNH develop a fuel forecast that would produce the coal-gas

price spread that it needed to economically justify the scrubber?

A. - Yes. Inits September 2, 2008 letter to the NH PUC in DE 08-103, PSNH
describéd its natural gas forecast that had an initial price of $11/MMBtu and escalated

annually at 2.5%:

In the market purchase and combined cycle natural gas scenarios, a year
2012 price of $11 per MMbtu was used as the first year price of natural
gas. This value was escalated at a rate of 2.5% per year for future years of

the analysis.
PSNH September 2, 2008‘ Report, DE 08-103, p. 15, Attachment 6.

Q. What was the basis for the $11/MMBtu pricing used by PSNH?

A, PSNH relied on NYMEX futures prices. According to PSNH’s answer to
DR TC-03, Q-TC"—OO.9,‘ Attachment 12;

The 2012 price of $11/MMBtu for natural gas was selected by reviewing

the NYMEX futures prices available in the summer of 2008. As shown on

page 22 of the September 2, 2008 report to the NHPUC, the futures prices
were $11/MMBtu in 2012.

Q. What is the nature of NYMEX future prices?
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A NYMEX na’cural gas futures contracts a1e a widely used benchmalk for the
p1 ice of the natural gas commodlty in 1ea1 tnne but they do not provlde a folecast of
future natulal gas pnces T he’ prxee of eaeh month’s natural gas NYMEX eontraet is

based on dehvery to the Henry Hub { in Loulslana NYMEX futures pmces represent only

-a snapshot ef where market part1c1pants are cunently wﬂhng to transact. These are

| forward pmces that could be 1ocked in on; a spemﬁe tladmg day NYMEX ase an indicator

of matket pnce is. con51dered most robust m the near term, for example the next 2-3

yeals, Wlth tradmg after that bemg very thm a.nd hence generally not eons1dered

1nd1cat1ve of market pnces in futme years See Attaehment 13. PSNH rehed on a.

" "NYMEX snapshot in 2008 to predlct natuial gas prlees ﬁom 2012 th1 ouch 2027 Saehs

| Q. Was PSNH 1mprudent to rely on NYMZEX futures to determme

whether customers would receive net benefits from scrubber mst’tllatmn" '

% The cost of the NYMEX. commodity repesents the majority of a business’ natural gas expenditurés, A
second cost-component is the cost of interstate pipeline transportation or “basis” which represents the cost

differential between the cost of the NYMEX contract. at the Henry Hub and a busmess geographical
location,
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presumably recover, ifs expenditure and the rate of retirn onthe investment—

Y

Furthermore, PSNH apparently chose to ignore substantial information that was available

at or about the time of its September 2, 2008 filing with the Commission in DE 08-103.

risks-for ES customers, This information included:

1) at the time of PSNH’s Septembér 2, 2008 letter to the PUC, NYMEX futures
had fallen from their peak of $11 to $9, raising éigniﬁoant questions regarding the
validity of their futures analysis which had essentially cherry-picked  a NYMEX
él'ice point and run it out for 20 years; -

2)¥PSNH was in possession of several reputable forecasts which-wenld-have-beer

and that conflicted with its

projection of NYMEX futures;

3) thé nation’s economy was in si gnificant disarray with the financial collapse of
Lehman Brothers émd overall concern about the economy; resulting in significant
job losses, a dramatic downturn in economic activity, and a decrease in the
demand for electricity; and

4) perhaps most important, the history of the natural gas.market had shown a

number of periods of short-lived price peaks with sharp drops following the peak,

P ‘s-long-term analysis.
Q. Did natural gas futures pricing support PSNH’s view that the

scrubber would provide net customer benefits?

FLSBY
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A No Natural gas prlcmg needed to reach levels above $10/MMBtu for the

entnety of the deprematlon penod of the scrubbel, ﬂom 2012 through 2027 f01 the B

scrubber to prov1de net customer beneﬁts The $ 1 O/M‘L\/IBtu value is reached by a.dchncy
PSNH’S coal cost, $4. 82/MMBtu to the coal-oas pnce dtffelentlal needed to prowde '
custome1 beneﬁts or $5 29/\/IMBtu A gas pnce r1se above $10/MMBtu that only lasted
for several months - pa1tlcular1y if those months occurred before the scmbber even
operated -—~wou1d be meanmgless .to securmg cttstomer economic beneﬁts. :

~In Attachment 14 I show the on.e year monthly average forward pnce for
Tennessee Zone 6 Wthh p1 ov1des a oood 1ep1esentat10n for New Encrland dehvered gas

pnces As shown on the chart f01wa1d prlces hlgh enough to meet PSNH’S $5 29 coal-

'-\gas sp1 ead crttena ex1sted for only a relat1ve1y brlef wmdow of time — 1oughly J une and

J uly of 2008,

Q. Why ;c“lidn’t the June and July prices validate PSNH’s decision to

cons‘tructthe scrubber" B

, Second; the kp,,rinnary beneﬁt-_".and use of rnetket forwards (such as NYMEX) is the

abiﬁty to “lock in” the prioing and ectuall;y ensnre the value represented would be
obtained. There is no evidence that PSNH has presented that shows they had any

intention to do that 'and_hed'ge their customers’ exposute to their risky decision.
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Third, by the time PSNH President and COO Gary Long filed his response to the
NH PUC’s Information Request on September 2, 2008, forward gas prices had already
fallen below levels needed to justify the scrubber’s economics. I saw no indication that
PSNH ever told the NH PUC at this time or any time subsequently that the basis for their
economic analysié was ﬂawéd or outdated, Further, as I stated p1'evi01151y, PSNH failed to
disclose to the Commission that a price si:vread greater than $5.29/MMBTU between gas
and coal was required to create customer benefits, |

Q. After reviewing these materials, what conclusion do you reach about
the PSNH analysis?

A. o The conclusion I reach is that it appears PSNH developed an assuﬁxption
of futuregas prices for the sole purpose of economically justifying scrubber construction.
This forecast was at odds with contemporaneous férecasts available to PSNH, as I
describe in depth bélow.. Further, the assumption PSNH used did not realistically reflect
actual pricing seen in the market. Asa result, PSNH procegded 'with a project that
imposed tremendous economic risk -on its customers.

Q.  -Did the natural gas pricing for gas delivered into New England
validate PSNEPs desired forecast?

A,  No. Inthe chart included as Aﬁach‘rnen‘t 151 have- displayed the 12-month
running monthly average pricing for gas de'livered’ to Massachusétts and Connecticut
generators for two ye‘afs prior to, and two years following PSNH’s September 2, 2008
letter to the NH PUC. The $11/MMBtu value was never reached. In fact, following the
brief price spike in 2008, gas pricing crashed down to the $5 level by tﬁe end of the two

year period. This meant gas prices only slightly exceeded PSNH’s coal cost, and were
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) ‘-far 1emoved ﬁorn the requn ed escalatmg drfferentralof SS 29/MMBtu needed to '

, NYMEX—b'tsed amlysxs 1t presented to thc NH PUC 8

:response to DR TC 1—2.« ’ he Synapse fo1ecast was

1caHy Justrfy scrubbe

Dxd PSNH hav actual forecasts aVa ble {

it that contradicted the

Yes I arn awate of four drfferent forecasts avaﬂable to PSNH as of

Septernber 2, 2008 These four forecasts were prepared by 1) Ene1 gy Ventures Analysrs

Inc {EVA), 2) Synapse Ene1 y Econormcs Inc (Synapse), 3) the Unrted States

E Depattrnent of Enercry s Energy Informatlon Agenoy (EIA) and 4) the Brattle Group

:'(Brattle) The EVA forecast wasobtamed ﬁom PSNH followrng the PUC’s ) d l 1n

_hresponse to TransCanada :s Motron to Compel See Attachment 16 PSNH supplernental

epar ‘d.as part of the Avorded

. ‘Energy Supply Costs 1n New England 2007 Fmal Report rev1sed J anuary 3 2008
: Attachment 17 The Synapse forecast “was sponsored by a group of electnc utrhtres gas

: utrhtres and other efﬁcrency program admrmstr ators” a cfroup that 1nc1uded “Northeast

Utrhtres (Connectrcut Lrght and Power Western Massachusetts Electrrc Company, Pubhc

‘ Servrce Company of New Hampshne and Yankee Gas) The EIA forecast W’IS pubhshed :

in June 2008 Attachment 18 The Brattle Group s forecast was pubhshed on J anuary 1
2008 for the Intevrated Resource Plan for. Connectrcut and was sponsored by

Connectrcut Lrght and Power (a PSNH afﬁhate): and the Urnted Illumrnatrng Company

’ Attachment 19 I have put the four forecasts together in a chart that is rncluded as ~ fﬁ -

,Attachment 20. None of these forecasts mtelsected w1th PSNH’S 1nterna11y developed

e23 4
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Q. Did PSNH rely on any particulaf forecasts for its gas price estimate?

A. Apparently not, as their response to data request Deposition-004 says:
“The referenced $11 per MMBtu price assumption was based' on actual reported Natural
Gas Prices for dispatch at PSNH generating units at the time the analysis was perfofmed
(2008), as prepared by the NU Fuel Purchasing Department, rather than any specific
forecast.” Attachment 21.

| Q. In addition to PSNH’s failure ‘tQ rely on appropriate data in drawing
its conclusions, are there other issues it appears to have ignored?

A, Yes. PSNH appears to have ignored-supply-related information that
contradicted their internal assessment of natural gas prices. The combinations of
technological advancemeﬁts in horizontal drilling ;1nd hydraulic fracturing have led to
surges in'U.S.—based natural gas production and significant increases in provén natufal
gas feserveé. These teohniques produce what h.a;s been terrhed “unconventional” natural
gas. |

Clear documentation existed as early as 2006 indicating that production of
unconventional natural gas was exCeeding production from conventional natural gas
sources. A chart showing this was prepared by the U.S. Energy Information Agency in
their Annual Energy Outlook that was published in June, 2008. Attachment 22. Further,

an article written by David Yergin and Robert Ineson, published by the Wall Street

Journal on November 30, 2009, Attachment 23, indicates that the potential of the

unconventional gas supply “became clear around 2007”. PSNH was making a $457
million decision that its upper level management had acknowledged internally was

extremely sensitive to the relationship between natural gas and coal prices. A prudent
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company takmg such a mgmﬁcant rlsk on behalf of 1atepayers should have exhaustxvely

researched natmal cas supply developments and been aware of this Ioommc issue. Whlle

' PSNH assured the Leglslature as late as Malch of 2009 that 1t had affnmed the pricing -

‘ eveiy step of the Way to ensure 1t Was 1n hne Wlth the marketplace ‘Attachment 24, page

18 of 31 Gary Long could not prov1de any documentatmn that anyone at NU or PSNH

had analyzed the 1mpact that the drop in natural gas prices. would have on the scrubber -

' prOJect Deposmon at 86- 90 Attachment 25 and there isno ev1dence that PSNH even

looked mto th13 1ssue

Q Does PSNH agree th‘lf it is approprlate to Iook at Iong term. fol ecasts"
AL Apparently In the deposmon of Gary Long, PSNH’S former P1 e51dent ‘

and Cl:uef Operatmg Ofﬁcer he stated

Although we wer en’t in the gas busmess, we undexstood that you don’t
look ata short—term forecast and assume that’s the way it’s going to be forever.
' And 50, yes, Ldid not track the hom-to-hour, day-to-day gas pnces
" because that’s not 1elevant to my role in'the company And foture prices . -
" and forecasts are very yolatile, as we see. They’re constantly changing,
And one has to be very cautious in takmg what I call a “point forecast”,
_over multiple years in the future and then, you know not and assurmnc
that’s the way it w111 be - :

Tr anscnpt of September 16 2013 depos1t1on of Gary Long, pp 88 89 Attachment 25.
In my v1ew, the pre51dent and COO of PSNI—I fully understood the shmtconnnos

of the analysis conducted by h’ts personnel, yet re.c.o.mmended p_roc.eedmg w1th

construction of the serubber despite the high lik.elihoo_d it would not result in customer

benefits and that it would in fact create a significant risk for BS ratepayers.
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Cost to Go Analysis

Q.  Haveyou attempted to independently assess the economics of the
scrubber project to PSNH customers as viewed from 20087

A. Yes. Based on information provided by PSNH in this proceeding, I
have developed a “cost to go” analysis of the scrubber project as viewed from 2008.
Attachment 26.

Q.  Whatis a “cost to gb” analysis?

A.  Inacostto go analysis, expenses derived from past decisions are treated

as sunk and considered irrelevant to the economics of the analysis. All forward looking

costs ate considered, such as capital investments, operations and maintenance expense,

fqel costs:and emissions allowance expense. In the case of the Merrimack'scrubber, this
énalysis reveals whether PSNH’s decision to go forward and construct the scrubber, then
estimated to cost $457 million, was a prudent investment for their customers,.or whether
it should h‘av‘e retired the Merrimack facility and purchased power from the New England
market_.

Q. Doesn’t this analysis*amount. to Monday morning quarterbacking?

AL No, not atall. The analysis works within the framework of information
that was available to PSNH during 2008, which was the critical period for PSNH to ha{/e
carefully assessed whether or not the scrubber would be “used and useful” and as a
consequence economically beneficial to its customersi The analysis is also consistent
With the prudence standard the Commission will use as I un_derstand. it as outlined above,

This was the critical period because this was when the dramatic escalation in the

estimate of the cost of the project became known, this was just before PSNH began to




g 8T

10

11

12

13

14

16

17

18

19

20

21

22

23

Testimcny'ofMichael E. Hachey r , . E L Page 24 0 32

. ‘Do.cket No. DE _l 1-250

enter into contracts that would end up costing ratepayers a significant amount of money,

Q. Can you summarxze the results of your analysm?

A _ Yes. We undertook to use many of PSNH’s own assumptrons and much

S

of 1ts data to view the scrubber decrsmn from a mrd—year 2008 Vantacre point to test

whether the scrubber prov1ded net financial beneﬁts fo customets over its 15 year

deprecratron schedule We used PSNH’s retmn on equity of 9.81 per cent, though one
would ordmanly use-a drscounted rate based on the werghted cost of cap1tal which -

wouid have produced even hrgher net plesent value customer losses The pnmary

excep’uon we took to PSNH’S analys1s was that we used three QI the four gas forecasts I

_ prevmusly chscussed and 1ead1ly aveulable to PSNH rather than use then internal vrew ,

of $11 gas escalating at 2 5%. The nct present value custormer loss we found forthe ..
Synapse EIA and Brattle forecasts, respectrvely, wete $1S3 Mﬂhon $27O Mllhon and

$197 Mﬂhon See the spreadsheets in Attachment 26 In othe1 Words all three forecasts,

.apphed to PSNH’S other assumpuons mdlcate a loss to custorners of at least a $1SO

-mll'hQn in -comperrson_xvlth shutting _d(own Merrrmack Stauon and purchasmg powet on

the competitive miarket.

Q. Wﬁigh forecast did you eliminate?

A ‘ W'e elimjnated the EVA forecetst from consideration because we ‘only were
provrded EVA forecast values thrcugh 2018 by PSNH ‘cnd wo lached any nartative

explanétich of how-to extrapolate it through 2027.
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1 Factors PSNH Should Have Taken into Account

2 Q. Based on your experience in the utility industry, your knowledge of
3 whatwas going on in 2008, and your understanding of the prudence standard the
4 Commission is to employ, what were the factors that a prudent utility should have

5  taken into account in deciding whether to proceed with the project?

6 A. | I believe that a prudent utility should have considered the following:
7 | e projections or forecasts for the pripe of natural. gés as compared with the
8 ' price of coal;
9 » what the reasonably foreseéable environmental regulations were and the
10 - possible capital costs that they would require;
11 “Fe  what was happening and likely to happen w.ith migration of customers,
12 “  which would impact the remaining customers’ -ability to pay for the
13 : scrubber, under RSA 125-0:18;
14 e the fact that the costs of the project had increased by 80% in
15 approximately two years; and
16 » the fact that there was a severe economic recession that began in
17 September 0f 2008,

18 T also think that a prudent utility would have done 4 conservative estimate of the impact
19 the scrubber project would have on the rates of default service custorﬁefs and would have
20 updated that estimate periodically. PSNH has provided no evidence to support that these
21  analyses were done or were done responsibly or were ever updated. Additional analysis,
22 if performed in the summer of 2008, would have demonstrated that the scrubber project

23 resulted in significant future risks for ratepayers.
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Q. Why ‘was mlgratlon an 1ssue PSNH should have taken into account"

AL Miglation was an 1ssue because the scrubber law passed m 2006 cleatly

and plamly stated that the costs of the sctubber could only be collected from default

service customers RSA 125 O 18 T hlS meant that customers who mlgrated to the
competlttve market Would not pay for the costs of the SC}. ubber In a numbe1 of instances
PSNH representattves sald that if customets d1d not Want to pay for the sc1ubbe1 they
'could obtam the1r power ﬁom compeutwe supphers Attachment 24, p 19 of 31,

Attachment 27 p 33 and Attachment 28 P 2. From tesumony offezed in other dockets

- itis clear that PSNH recogmzed in 2008 that m101at1on Was an 1ssue See Attachment 29.

It Was an 1mp01tant issue because the mole customers rmgrated the fewer customers from

whom the scrubbel costs could be reoove1ed and the moxe costs Would mcrease for that
dw1ndl1ng base Of customers PSNH should have taken these 1ssues 1nto account as it

updated the tmpact of the scrubber on clefault serv1ce customers The 01rcumstances

-clea1ly had the potentlal to take on all aspects of a classm death sp1ral It there is any

good news in thls 31tuat10n it is that PSNH’s customers ancl 1atepayets were no longer
capuve” \/Iany of them have chosen to ‘migrate 1n large numbers to the competltlve
markets for energy supply.

va. - What is the basis for yaour enunciation of vs{hat_analyses a prud_eht ,
utility would have un(lehtaken? -

A. | The Merrimack scrubber int/olved a large capital investment decision —an

expenditure of about $1 OOO/kW roughly the cost to bullcl an entlre new gas—fned

-combmed cycle power plant. Unltke earher peliods i the region’s ut111ty lnstory, PSNH

faced an exit of customels in the event this large mvestment proved uneconomic.



10

11

12

13

14

15

16

17

18

19

20

21

22

Testimony of Michael E. Hachey : Page 27 of 32
Docket No. DE 11-250

Accordingly, before proceeding, PSNH needed to take exceptional measures to ensure

the investment would make sense for its customers; otherwise, as PSNH clearly

understood, customers would seek electricity via the competiﬁve market. PSNH needed
to make certain its decision to move forward was nét based on its own results-driven
market analysis, but rather was conservative, robust, and had a high likelihood of
occuirence,

Q. Did PSNH take any of these decision making factors into account?

A. " Notreally. While PSNH officials did look at some cost projections for the
price of natural gas, as I have noted above they did it in an inappropriate manner by
relying on short term gas price futures (e.g., NYMEX) and did not take seriously the
longer texm forecast information that was readily available and that showed the
questionable economics of the project.

Q. Did PSNﬁ carefully analyze the potént’ial impacts on ES ratepayers?

A In my opinion the company did not do a careful analysis of these impacts
and the analysis it did was*bas‘ed on faulty assumptions. PSNH postulated significantly
understated estimates of the rate impact and risks'té ratepayers and it failed to update the
numbers. See Long testimony to Legislature in March of 2009, Attachment 27, p. 31; see
also Response to Deposition-006, Attachment 30. Company officials indicated a number
of times that the impact that the scrubber project would have on default service customers
was going to be approximately .31 cents per kWh. For the reasons noted -above; this was
clearly misleading and not based on any reliable forecasts available at that time. They

ignored the other factors, including reasonably:fOreseeable environmental regulations and




10

11

12

13

14

15

16

17

18

19

20

21

2

23

' ploceedmo thh the prQ; ect stﬂl made sense (

Tesfi;ﬁdﬁj}-ofMiehaeiE..Hachey R o . Page28of3
Doclet No. DE 11230 S T R R ot

1e1ated eapltal costs, the severe econormc downturn the 1mpact of the m1g1at10n of .
customeis and the dramat1c morease m the cost of the pl‘o_] ect

Ontlons Open to PSNH

Q : From your analysxs 1t 1s clear that 1t elther qus or shouid have been
qppareﬁt to PSNH th‘xt the scrubber prOJect was not gomg to be economlc for 1ts
default servlce customers m 2008 If PSNH had recogmzed tlns what op’aons were
avaﬂable to 1t‘7 |

PSNH could have sought the PUC’s approval to sell the plant (see RSA
369-B 3 a, Order No 25 546 p 8) 1t could have souoht the PUC s approval fo. 1et1re the

plant (see RSA j69 B 3 a, Order ‘\Io '25 546 p 8), 1t eomd haVe atneed to s*udy wnethel

i '), it could have soucht a vallance in the schedule

or an altexnanve reduet1on requnement based on technologwal 01 economic 1nfeas1b1hty

: (RSA 125 o} 17) and it could have sought amendments to or a 1epea1 of the law

: Q -" - Did PSNH Seek any of these alternatlves" S
A : No PS\IH has’ asserted that it had no alternative to mvestment in the

scrubber PSNH’S untenable pos1t10n rehes on the conclusmn that regardless of the cost

, of the proj ect it still ad to go forward with the scrubber, which, as the Commlsslon

noted in Order No. 25,445, p..25, defies common sense and. violates the 'principle of -
statutory construction that one should.avoid an illo gie.al or _abs,urd result when construing

the language of a statute.
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ary

Long argued to the Legislature in March of 2009 that a vote to study the project was a
vote to kill the project, presumably because he realized that a stuay would show that the
economics of the project put défault service customers at great risk and this would have
led to the project being abandoned. See Attachment 27, p. 34.
Coﬁclusion

Q. Do you think it was prudent for PSNH to proceed with the scrubber
project? |

A. No, I do not. Ibelieve that their actions were imprudent. Gary Long told
the Legislature in 2009: “But financially we have to be very, very conservative and we
have to be:very sure of what we’re doing, beoausé if we’re reckless or if we’re making
bad decisions, it’ll hurt, it’ll come back bn us.” Attachment 27, Legislative history of SB

152, 2009 Legislative Session, p. 40. Unfortunately for default service customers PSNH

- was not conservative, it was reckless in disregarding the facts available to it. Moreover,

PSNH failed to recognize and shate With‘the Commission Staff, the OCA, the

~ Commission and the Legislature critical information about the economics of the scrubber

pfoj ect. Based on all of the information made available in this docket it appéars that
PSNH did not review and consider appropriate forecasts and did not update information
about natural gas and coal prices during a critical time in the development of the project,
For these reasons the Commission should find PSNH to be imprudent and should |

disallow recovery of scrubber costs as noted below.
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Q Wha’fia'ct‘ibnido'yo'ufchink the Cbmmission oughtto take in this
docket? - | S |
o A'.‘ /-‘j ; 1 beheve that the Commlssmn ought to find that PSNH was 1mprudent to
have proceeded W1th the project. beheve PSNH should have reahzed thls fio later than
September of 2008, at Wthh point it should at a minimurn have put a halt_ on any
additional epending on the project untii’ﬁﬁe‘;eCOﬁomiCS could‘tA)e further studied. Ibelieve
that the “.Commis'si‘on should only let PSNH recover what it had sﬁent on the proj ect as of

that date, which I understand to be $10 million based on the September 2,2008 filing in ..

DE 08- 103,
~ .Q Does this conclude’ your test1mony‘7
Ca Ye o



